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The countries of Eastern Europe and the former Soviet Union have
been reintegrating into the world economy following the dissolution
of the Soviet economic network. The Europe and Central Asia Region
of the World Bank has undertaken a multivolume analysis of the
processes that have influenced this transition period. This volume,
Migration and Remittances: Eastern Europe and the Former Soviet Union,
focuses on international migration. The core of the report documents
the history of migration and remittances since transition and dis-
cusses the determinants of migration. A final chapter lays out some
tentative policy interventions that might enhance the gains from
migration and remittances for net immigration and emigration coun-
tries and for migrants and their families.

Migration is important for the economies of this region because
many of the world’s largest international migration flows emanate
from and flow to the countries of Eastern Europe and the former
Soviet Union. The distinctive patterns of migration experienced since
transition will continue to exert an important impact on growth and
development in the near future.

The early years of transition witnessed high levels of cross-border
migration as populations that were previously unable to move due to
Soviet restrictions relocated to their ethnic or cultural homelands.
These “diaspora” flows emerged simultaneously with refugee move-

Xi
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ments that resulted from the eruption of civil and transborder con-
flicts among the newly emergent countries of the area. However, as
conflicts abated and economic reforms took root in the last five to
seven years, economic motivations became the key driver of migra-
tory flows.

The result of these trends has been a broad biaxial pattern of migra-
tion flows among the transition economies: one axis from the west-
ern part of the region to the European Union (EU) and another axis
from the southern to the northern countries of the Commonwealth
of Independent States (CIS). However, this broad generalization
should not obscure the more complex patterns of movement.
Although the majority of migrants from the poorer CIS countries
travel to the middle-income CIS countries, many also move west in
search of higher earnings, toward the EU and Turkey. A number of
CIS migrants may spend short or long periods in Central and Eastern
European countries or Turkey in the hope of moving to Western
Europe.

Migration creates challenges and opportunities for sending and
receiving countries. For many net emigration countries in ECA,
household income and national output are strongly tied to the
incomes of migrants living and working abroad. Cross-country
growth studies conducted for this report indicate that remittances
have a positive impact on long-term economic growth. Migration can
allow migrants to learn new skills and can facilitate cross-border trade
and investment linkages. Moreover, labor-importing CIS economies
and the neighboring EU rely on migrant labor from the region to
maintain rates of economic growth and standards of living.

Yet, working abroad can expose migrants to risks of abuse or traf-
ficking, particularly those that work abroad illegally and do not have
recourse to legal channels. Migration can also create social dislocation
by separating families for long periods. For the sending countries,
large-scale migration can deprive the economy of needed skills. For
the receiving country, migration can create social friction and possibly
security risks.

This study finds that the benefits that sending countries and
migrants secure from migration and associated remittances are at
least partly conditional on the quality of economic, social, and politi-
cal institutions and policies in those countries. Improvements in the
overall quality of life in sending countries have the potential to (a)
reduce out-migration rates, (b) induce migrants in the diaspora to
return home, and (c) provide incentives for migrants to use the
human and financial capital, including remittances, accumulated
abroad at home.
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Migration sending and receiving countries could more closely
coordinate migration policy so that the supply of international
migrant labor can better meet demand through legal channels that
respect the rights of migrants and are politically and socially accept-
able to migrant-receiving countries. Though bilateral labor agree-
ments represent a promising route for enhancing the gains to
migration in this region, the nature and content of these agreements
need to reflect the actual demand for migrant labor.

In particular, managed-migration programs between sending and
receiving countries might combine short-term migration with incen-
tives for return or circular migration. Circular migration programs
may be an important step in resolving a key migration paradox: there
is demand for migrant labor yet often little public support for per-
manent migration—particularly unskilled migration—in the many
European and middle-income CIS countries in demographic decline.
Moreover, circular migration may have the potential to facilitate
development in migration-sending countries by increasing migrants’
human and financial capital, facilitating international skills transfers,
building cross-border trade and investment, and preventing the
long-term separation of families.

There are no ready-made solutions for migration reform in the
Europe and Central Asia region. The complexity of migration and the
poor data on migration and remittances require that policy recom-
mendations be qualified. The exact mix of international and domestic
policies needed to balance supply and demand varies according to the
demographic and economic characteristics of the countries in ques-
tion. In addition to the benefits that a stable and equitable business
and social climate and good quality of governance have for economic
growth and poverty reduction generally, such policies will improve
the returns to migration for migration-sending and receiving coun-
tries and migrants themselves.

The study, part of a new series of regional studies, is intended as a
contribution to the World Bank’s goal to work more effectively with
clients and partners in the Region to reduce poverty and foster eco-
nomic growth by enhancing gains from international labor migra-
tion. It complements recent studies on growth, poverty, and
inequality, job opportunities, and on trade and integration in the
Region. I hope that these studies stimulate debate, promote better
understanding, and spur action to bring about prosperity for all.

Shigeo Katsu
Vice President
Europe and Central Asia Region
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Migration has been an important part of the transition process in
Europe and Central Asia (ECA),! and continues to be relevant as
these countries move beyond transition. Labor migration is likely to
gain in importance in view of the aging of populations in Europe and
some parts of the former Soviet Union.

Migration in the region is unique and significant: ECA accounts for
one-third of all developing country emigration and Russia is the sec-
ond largest immigration country worldwide. Migrants’ remittances,
as a portion of gross domestic product, are also large by world stan-
dards in many countries of the region.

Economic motivations currently drive migration flows in ECA.
This was not the case in the initial transition period, which unlocked
large flows reflecting the return of populations to ethnic or cultural
homelands, the creation of new borders, political conflict, and the
unwinding of restrictions placed on movement by the Soviet system.
Nor will it be the case in about a decade, when demographics will
begin to dominate motivations for migration. However, for now mar-
ket opportunities and the reintegration of ECA countries into the
world economy spur labor migration.

Incentives for permanent and large quantities of undocumented
migration may exist because of the structure of many of the immi-
gration policies governing migration from ECA to Western Europe
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and the migration-receiving countries of the Commonwealth of
Independent States (CIS). Immigration policies distinguish
between skilled and unskilled labor and the policies increasingly
recognize the value of skilled labor, which is partly covered by the
World Trade Organization’s General Agreement on Trade in Ser-
vices (GATS). However, policies on unskilled labor often focus too
heavily on controlling a very large supply through border controls
without looking to efficiently match this supply with the domestic
demand for low-skilled migrant workers. As a result, such policies
can fail to contain a large and growing population of undocu-
mented migrants. The report focuses, where distinctions are rele-
vant, on the case of unskilled labor migration because existing
international migration policies often poorly address this form of
cross-border movement.

Migration-sending countries can contribute to the slowing of out-
migration by accelerating economic and political reforms and thus
the associated expectation that the quality of life will rapidly
improve. Receiving countries could increase the payoff from migra-
tion by accepting and factoring the demand side of the equation into
policies designed to minimize undocumented migration. In doing so,
the negative consequences of undocumented migration—including
the inefficient distribution of resources, hindrances to sending remit-
tances, and the inhibiting of circular migration patterns—could be
avoided.

The core focus of this report is on documenting the trends of inter-
national migration and remittances in this region since the period of
transition (chapters 1 and 2) and discussing the determinants of
migration in this region (chapter 3). A final chapter (chapter 4)
reviews the organization of international migration policy in the
region. It details the nature and types of bilateral migration schemes
in place between ECA countries and between ECA and Western
Europe and identifies some of their limitations. The final section of
chapter 4 suggests some avenues through which bilateral migration
agreements could be improved. The ambition of this section is
explore how bilateral migration agreements could reduce the incen-
tives for undocumented migration while minimizing the cultural
and social frictions from increased migration in the receiving coun-
try. The viability of this proposal has not been tested so it is suggested
that this proposal could form the basis for pilot programs in the
future.

This overview chapter summarizes the main findings that are
developed in much greater detail in later chapters of Migration and
Remittances: Eastern Europe and the Former Soviet Union.



Overview

Migration in Eastern Europe and the CIS is large by international
standards. If movements between industrial countries are excluded,
ECA accounts for over one-third of total world emigration and immi-
gration. There are 35 million foreign-born residents in ECA countries.
Overall, several ECA countries are among the top 10 sending and
receiving countries for migrants worldwide. Russia is home to the
second largest number of migrants in the world after the United
States; Ukraine is fourth after Germany; and Kazakhstan and Poland
are respectively ninth and tenth.

The collapse of communism encouraged a massive increase in
geographic migration in the ECA region, including internal move-
ments, cross-border migration within ECA, outflows from ECA, and
some inflows from other regions. The formation of many new coun-
tries following the breakup of the Soviet Union “created” many sta-
tistical migrants—long-term, foreign-born residents who may not
have physically moved, but were defined as migrants under UN
practice.

Migration flows in ECA tend to move in a largely bipolar pattern.
Much of the emigration in western ECA (42 percent) is directed
toward Western Europe, while much emigration from the CIS coun-
tries remains within the CIS (80 percent). Germany is the most
important destination country outside ECA for migrants from the
region, while Israel was an important destination in the first half of
the 1990s. Russia is the main intra-CIS destination. The United King-
dom, in particular, is becoming a destination for migrants from the
ECA countries of the European Union (EU) who are temporarily
barred from legal access to many of the other EU-15 labor markets.

The number of undocumented migrants from ECA countries in
Western Europe and the CIS is believed to be large but, by definition,
is difficult to quantify. Currently, there are estimated to be upward of
3 million undocumented immigrants in the EU, and between 3 mil-
lion and 3.5 million in Russia.

Migration and Population Change

ECA countries display significant variation in terms of the direction of
migration flows and their impact on net population changes. From
2000 to 2003, ECA countries were about evenly split between those
that registered a natural decline in population—in which the number
of deaths exceeded births (13)—and those that registered population
increases (14). In the EU, both Germany and Italy already have
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declining populations and many other EU countries are expected to
show natural decreases in the future as their populations age.
Of the 14 ECA countries with a natural increase in population,

e Nine countries registered net emigration during 2000-03 with
Turkey achieving near parity (that is, having nearly equal amounts
of emigrants and immigrants). We anticipate that within this group
migration pressures will persist unless economic reforms can lead
to rapid increases in the quality of life and standard of living.

e Three countries appear to have an increase in population not only
due to demographic causes, but also owing to a positive net migra-
tion balance.

Of the 13 ECA countries with a natural decline in population,

e One group of seven comprises countries experiencing population
declines owing to both more deaths than births and more emigra-
tion than immigration. This group includes Bulgaria, Latvia,
Lithuania, Moldova, Poland, Romania, and Ukraine.

e A final group comprises net-immigration countries with declining
populations, in which immigration is insufficient to offset the nat-
ural population decline. This group includes Belarus, Russia, and
the Central European countries that are new EU members.

Internal displacement continues to be substantial within the ECA
region. Internal displacement refers to migration within the country
owing to strife or economic motivation. In 2003, the largest concen-
trations of internal displacement resulting from conflict were in Azer-
baijan (576,000) and Georgia (262,000). These numbers are down
only slightly from peaks in the mid-1990s as the contflicts that gave
rise to them continue to persist without any permanent settlement.

Internal displacement for economic reasons can also have substan-
tial repercussions. Concentrations of direct foreign investment, trade,
and other economic opportunities leading to greater urban agglomer-
ation can draw in large numbers of people, leaving other parts of the
country somewhat depopulated. For example, according to the 2002
Russian census, Moscow has grown from 1.5 million inhabitants at
the start of transition to 10.4 million. This growth arises because the
bulk of both domestic and foreign investment, overall job growth,
and job creation in sectors of the “new economy” are concentrated in
Russia’s capital. At the other end of the urban spectrum are a large
number of “ghost towns”—population settlements where census tak-
ers expected to find people but on census day discovered they were
completely depopulated.
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In recent years, migration may have declined for many ECA coun-
tries compared with the period following transition. Immigration
countries, such as Russia, receive less net immigration, while emigra-
tion countries register lower outflows. This is consistent with the view
that the early period of transition was marked by ethnic and conflict-
driven migration, while later, as the situation stabilized, migration
became mainly economically motivated. The one exception is
Ukraine, where transit migration may have increased.

The total population of the EU-8 accession countries and the
Balkans declined overall by 1.1 million and by more than 2.7 million,
respectively. This decline is related both to a natural population
decrease and to migration. While all these countries had negative net
natural-population growth, in the Czech Republic and Slovenia the
total population grew because of net gains from migration. Labor
migration in these states is still relatively small when compared with
both population size and the size of the workforce. Furthermore, the
great majority of migrant workers come from neighboring countries
and regions. EU membership and the rise in sustained foreign invest-
ment, however, will create the demand for additional, most probably
foreign, labor.

With the breakup of the Soviet Union in 1991, there was a rapid
shift in the causes and patterns of migration. Russia gained 3.7 mil-
lion persons through migration and became a net recipient of migra-
tion from all the other states of the CIS and the Baltics, except for
Belarus. At the same time, 15 percent or more of the populations of
Armenia, Albania, Georgia, Kazakhstan, and Tajikistan migrated per-
manently, many of them the better-educated and younger elements
of society.

Future Trends

While economic factors will continue to be important drivers of
migration (see chapter 3), demographic patterns will also play an
increasingly important role. Migration flows that are generated in the
short term may be unsustainable in a decade owing to the medium-
term population dynamics in most of the ECA region. With the excep-
tion of Albania and Turkey, all Central and Eastern European
countries are forecast to experience population declines, many of
them greater than in the destination countries.

The decline in the working-age population will create a demand
for workers that can only be sourced from abroad. The more prosper-
ous EU-8 countries and middle-income CIS countries may be able to
obtain some of these workers from the rest of the region. However,
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for the region as a whole, demand will have to be met from else-
where, probably from Africa and Asia. Whether these flows are legal
or undocumented will depend on future immigration legislation.?

Relative to GDP, remittances are significant in many ECA countries.
In 2004, officially recorded remittances to the ECA region totaled
over US$19 billion, amounting to 8 percent of the global total for
remittances (US$232.3 billion) and over 12 percent of remittances
received by developing countries (US$ 160.4 billion).3

For many ECA countries, remittances are the second most important
source of external financing after foreign direct investment. For many of
the poorest countries in the region, they are the largest source of outside
income and have served as a cushion against the economic and political
turbulence brought about by transition. Migrants” funds represent over
20 percent of GDP in Moldova and Bosnia and Herzegovina, and over
10 percent in Albania, Armenia, and Tajikistan (figure 1).

Remittances as a Portion of GDP in Eastern Europe and the Former Soviet Union, 2004
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Generally remittance flows in ECA follow the same two-bloc pattern
as migration. The EU and the resource-rich CIS are the main sources of
remittances, with the EU accounting for three-quarters of the total and
the rich CIS countries for 10 percent. The amount contributed by the
EU-8 and accession countries is also significant, just below the 10
percent level.

Remittances recorded in the balance of payments undercount
transfers between migrants and their families. According to surveys
with returned migrants prepared for this study, between one-third and
two-thirds of migrants, depending on their country of origin, used
informal channels—or methods outside of the formal financial system
such as bank transfers—to transmit remittances at some point.# Specif-
ically, the surveys indicated that an average of 41 percent of ECA
migrants reported using an informal channel to transfer remittances,
such as public transportation drivers, friends, or family. Only two
countries in ECA—Moldova and Russia—attempt to capture remit-
tances sent through these informal channels in the balance of pay-
ments statistics.’> Thus, official remittances figures tend to undercount
the actual flows by the amount sent through these informal networks
in most instances.

Remittances can exert a positive impact on macroeconomic
growth. Cross-country regressions indicate that remittances can have
a positive, although relatively mild, impact on long-term growth.
Moreover, remittances have a positive impact on poverty reduction
for the poorest households. Household budget surveys indicate that
remittances constitute over 20 percent of the expenditure of house-
holds in the poorest quintile.

Remittances represent an important source of foreign exchange for
several ECA countries.

¢ The high-migration countries earn from remittances over 10 per-
cent of the amount exports of goods and services bring in.

¢ In Moldova and Serbia and Montenegro, remittances bring in for-
eign exchange equivalent to almost half of export earnings.

e For Albania and Bosnia and Herzegovina, the contribution of
remittances is almost as large as that of exports.

At the same time, the inflow of remittances may serve to raise the
real exchange rate, harming competitiveness.

Unrecorded remittances appear to be crucial in explaining the con-
tinued high current-account deficit in many ECA high-migration
countries. For Albania, Bosnia and Herzegovina, Moldova, Serbia and
Montenegro, and Tajikistan, the current account was large but



Migration and Remittances: Eastern Europe and the Former Soviet Union

unrecorded remittances were estimated to be significantly larger than
the negative balances on the current account.

Because they are a significant source of foreign exchange, remit-
tances can improve creditworthiness and access to international cap-
ital markets for many ECA countries. For example, if remittances are
included as a potential source of foreign exchange, the ratio of debt to
exports falls by close to 50 percent for Albania and Bosnia and Herze-
govina. Unlike capital flows, remittances do not create debt servicing
or other obligations. As such, they can provide financial institutions
with access to better financing than might otherwise be available.
Among ECA countries, Turkey has been in the lead in using such
remittance securitization, but Kazakhstan has also used this instru-
ment to raise financing (World Bank 2006).

Because remittances per se do not lower anyone’s income, the impact
on poverty is beneficial. A recent analysis by Adams and Page (2003)
finds that a 10 percent increase in the share of migrants in a country’s
population will lead to a 1.9 percent decline in the share of people living
on less than US$1 a day. A review of the urban-rural distribution of
remittances for selected ECA countries indicates that different countries
are characterized by different patterns. Information from Household
Budget Surveys suggests that in Central Asian countries, most remit-
tances go to rural areas, while in the Caucasus the bulk go to metropol-
itan areas and cities. The pattern is dictated by the different regions from
which migrants originate (figure 2). In the Caucasus, it appears that
families that receive a higher income as a result of remittances tend to
move to urban areas, which are considered safer and more convenient.®

Remittances to the ECA region have the potential to improve
income levels and standards of living for both individuals and nations.
The greatest potential benefit is enhanced economic growth, driven
by consumption and investment. Increasing the volume of remit-
tances sent through formal channels involves lowering the cost of
regular payments. The extent to which increased remittance flows
can deliver sustainable economic growth will depend partly on the
quality of institutions and institutional development in the migrants’
home countries. It is, therefore, crucial to address institutional weak-
nesses and governance if remittance income is to be translated into
sustained advances in economic development.

Despite the great variation in the migration patterns across the region
and the extremely complex combination of economic and social moti-
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Percent Distribution of Remittances and Population by Location in 2002
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vations for migration, a number of similar motivations seem to under-
pin the decisions to migrate. International migration is often
explained by a basic push-and-pull model: economic conditions,
demographic pressures, and unemployment (“push factors”) in the
sending countries work in coordination with higher wages, demand
for labor, and family reunification (“pull factors”) in the migration-
receiving countries (Smith 1997).

Disparities in GDP per capita have widened considerably in the
ECA. One simple explanation for migration trends among the ECA
countries, based on traditional migration theory, is that widening dis-
parities in GDP per capita drive migrants from lower-income to
higher-income countries. Countries such as those of the former Soviet
Union have attempted to equalize incomes among social groups and
also among regions, which was accomplished through a massive and
elaborate system of subsidies, transfers, and controlled prices. With
independence and economic transition, levels of GDP per capita have
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widened considerably among the ECA countries, and have become a
factor driving migration where this was not the case previously.
According to figure 3, the coefficient of variation in per capita GDP
among the ECA countries for the period 1990-2002 increased from
0.43 in 1990 to 0.70 in 1997, before declining slightly.

Yet, GDP per capita disparities do not fully explain migration trends
in ECA. The links between flows and income differentials are too
weak to make such differentials a viable explanation without addi-
tional qualifiers such as ethnic and political considerations, expecta-
tions of quality of life at home, and geography. Though the above
data are illustrative of the widening income levels among ECA coun-
tries during transition, they are somewhat misleading because the
two countries with the highest and lowest per capita GDPs in 2002
were Slovenia and Tajikistan. Given the distance between the two
countries and various other factors, there is not expected to be much
migration from Tajikistan to Slovenia. More telling are the income
disparities between migration spaces of geographically adjacent
groups of countries, in this case the CIS and Europe, the latter includ-
ing both Eastern and Western Europe.

The perceptions of (potential) migrants of economic possibilities at
home and abroad contribute to population movements. What
emerges from this study is a complex picture indicating that expected
income differences, the expected probability of finding employment
abroad, and expected quality of life at home play a strong role in

Disparities in GDP per Capita in the CEE-CIS States, 1990-2002
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many cases but a role tempered by the influence of numerous other
variables. Evidence for the importance of these noneconomic drivers
of migration is partly given by statistical tests, yet the poor nature of
migration data in the region of the period since transition may cast
doubt on the utility of these results. More robust information on the
drivers of current trends and forecasts of the future is provided
through looking at the history of migration from the Southern Euro-
pean countries and Ireland and through simulations.

Experience of Southern Europe and Ireland

The migration histories of Southern Europe and Ireland—which real-
ized a shift from being net emigration to net immigration countries
during the post-World War Two period—are useful for understanding
and predicting patterns of migration for the Central and Eastern Euro-
pean countries. First, these western ECA countries, like Ireland and
all Southern European countries, are geographically near the EU.
This proximity is not only physical but also cultural—languages and
social traditions are comparable. Additionally, Southern European
countries and Ireland, as we see with ECA countries now, were
poorer than their destination countries. While there are clearly dis-
tinctions between the Southern European countries and Ireland and
the ECA countries, the similarities are sufficient that a study of the
migration history of the former may provide a reasonable amount of
evidence about current and future trends.

The history of migration from the Southern European countries
and Ireland to the wealthier European Community members during
the period of the 1960s through the 1980s suggests the importance of
expected income differentials and expected improvements in domes-
tic policy in motivating migration. In Southern Europe and Ireland,
for example, emigration rates initially accelerated as these countries
became more integrated into the regional economy, as has occurred
for many ECA countries since transition. However, this increase was
also associated with a shift from long-term to shorter-term migration,
suggesting greater interest in return migration which, in fact, then
materialized.

Looking at the patterns illustrated in figure 4, the surge in Italian emi-
gration to the United States at the beginning of the last century was due
not to an increase in poverty but to an increase in income and employ-
ment growth at the beginning of Italian industrialization (Hatton and
Williamson 1994). The surge of Spanish emigration to other European
countries in the period 1960-74 was the result of a growth rate higher
than in the other European countries.” The peak of Portuguese emigra-
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Postwar Emigration from Southern Europe, 196088
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tion in the 1970s also took place during a growth phase, and Greece’s
emigration rates rose during the economic boom of the 1960s.
Possibilities of EU membership may also influence the desire to
migrate. The slowing emigration from Southern Europe in the second
half of the 1970s was the result of lower incentives to migrate owing in
part to the large investments made by the EU in these countries before
their accession (figure 4). Such investments in turn led to expectations
of a higher quality of life in these countries. Membership in the EU also
played a role in Italy’s turnaround from a net emigration to a net immi-
gration country. First, in the period before Italy’s entry into the EU, the
country implemented reforms that increased the quality of life and
facilitated the development of its goods market. Second, transfers from
the European Structural Fund after entry were an additional source of
growth and improvement in the quality of life and delivery of public
services. This growth also increased domestic demand for labor in Italy.
Third, expectations of future growth may have been as important as
current jobs in modifying the expectations of potential migrants.
Fourth, the freedom to move can actually reduce migration in the short
term because potential migrants are free to put off the move until later.

Simulations

The results from a simulation of the determinants of migration sug-
gest that an improving quality of life at home can slow out-migration
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even when income differentials between countries exist. In other
words, the policies of migration-sending countries create the incen-
tives for migration and return migration.

The results show that with an increase in the quality of life in send-
ing countries, migration flows into the EU are reduced from all ECA
regions. For western ECA countries, legal migration flows fell
between 0.6 and 1 percent. Migration also fell for the countries of the
former Soviet Union and Turkey though by a reduced amount.

The model also suggests that the possibility of improvements in the
quality of life increased return migration or circular migration—the
process in which migrants return home for short periods before
migrating again. An improvement in the quality of life in ECA coun-
tries led to increased flows from the EU-15 to all ECA countries.
Migration flows from the EU-15 into western ECA increased around
1 percent and around 0.5 percent for the former Soviet Union and
Turkey.

Multilateral efforts to address migration have been related almost
exclusively to the Mode 4 framework of the General Agreement on
Trade in Services (GATS). Mode 4 addresses the provision of services
through the cross-border movements of citizens of the World Trade
Organization (WTO) member countries. Its introduction generated
initial optimism that a broader liberalization of labor markets could
follow. A commitment to deepen the coverage of Mode 4, however,
has not yet emerged. Even though services represent over 70 percent
of the GDP of developed economies, only a very small portion of
international migrants qualify as “service providers” by WTO stan-
dards. WTO provisions currently focus on extending freedom of pas-
sage to a limited subset of international migrants in multinational
firms. Thus, the provisions and any proposed revisions to them have
little consequence for unskilled migrants at present.

Unlike trade liberalization in products and other services, provid-
ing for the free movement of people generates a number of negative
externalities stemming from the values, rights, responsibilities, and
risks that migrants may pose. As a result, GATS protections are only
extended to “natural persons” who intend to relocate temporarily or
provide a service abroad.

Most legal labor migration is facilitated by direct agreements
between migration-sending and receiving countries. The current sys-
tem is a series of several types of bilateral agreements that appear
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largely uncoordinated between recipient countries. Only a few coun-
tries account for most of the agreements on both the sending and the
receiving sides in ECA.

Like the migration flows they regulate, bilateral agreements have a
strong bipolar regional orientation. Most of the agreements involving
western ECA (82 percent) are with Eastern European countries. Like-
wise, a large majority (64 percent) of CIS bilateral agreements are
with other CIS members, particularly Russia. The overall number of
bilateral agreements increased rapidly in the 1990s, largely as a result
of the collapse of the Soviet Union and the breakup of Yugoslavia. Of
the existing 92 agreements, 75 percent were signed after 1989. On
the EU side, half of the existing bilateral agreements covering labor
migration have been signed by Germany, the largest destination for
western ECA migrants. Of the EU-15 as a whole, 14 countries have
bilateral agreements with the western ECA countries (Denmark is the
only exception).

The need for bilateral agreements between the countries of West-
ern and Eastern Europe will expire as the former obtain membership
in the EU’s single labor market. Since the accession of the EU-8 coun-
tries to the EU in May 2004, only eight countries have opened their
labor markets to the new member states. Ireland, Sweden, and the
United Kingdom never had restrictions on workers from the EU-8.
Greece, Finland, Spain, and Portugal lifted restrictions in May 2006.
Italy ended the transitional arrangements in July 2006. France, Bel-
gium, and Luxembourg softened their restrictions on workers from
the EU-8. The transitional arrangements following the enlargement
of the EUS® allow the EU-15 to postpone the opening of their labor
markets for up to seven years. As a result, bilateral agreements may
retain some importance in facilitating intra-European migration for
the short term.

The current regulatory framework of legal migration flows in the
CIS is characterized by a series of regional and bilateral agreements on
labor activity and social protection of citizens working outside of their
countries. The main regional agreement is the “Agreement on cooper-
ation in the field of labor migration and the social protection of migrant
workers,” accepted in 1994 by all of the CIS states. This agreement,
however, did not come into force because it must be implemented
through bilateral agreements, which were never signed (IOM 2002).

Russia has concluded the most bilateral agreements (with nine out
of the eleven CIS member states). Belarus has concluded the next
largest number of bilateral agreements, with six other CIS countries.
Kazakhstan and Ukraine have concluded four each. Kazakhstan, the
main receiving country in Central Asia, has no agreements with its
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Central Asian neighbors except for an agreement with the Kyrgyz
Republic on the labor activities and the social protection of labor
migrants working in the agricultural sector in the border areas.

The bilateral agreement frameworks may fail to meet their stated
objectives in many instances. To the degree that the objective of these
agreements is to facilitate legal international migration, these do not
appear to be always successful as indicated by the high levels of
undocumented migration in the region (chapter 1). Large amounts of
irregular migration can impose significant social, economic, and
national security costs on receiving and sending countries (see box 1).
Moreover, undocumented migrants are more likely to be subject to
abuse.”

The failure of these agreements to stem undocumented migration
may reflect several weaknesses. First, there may be high bureaucratic
costs for migrants to bear in applying for many of these programs.
Also, the high demand for undocumented labor in the receiving
countries in the EU and CIS suggest that these agreements may have
insufficient quotas.

Finally, most agreements do not contain mechanisms to encourage
temporary or circular migration. If it is costly for potential migrants to
apply for a space on a temporary migration program, they may well
have an incentive to remain abroad—even if through illegal channels
by overstaying their visas—for longer periods than they prefer. Sur-
veys with returned migrants conducted for this report found that
most migrants would prefer to spend shorter times abroad then
return home. Agreements that facilitate this temporary migration
while opening up the option to migrate abroad at a later stage with
relatively low transactions costs might represent an improvement
over the current system.

The Role for International Public Policy:
The Contours of a Policy Proposal

The final section of the report identifies some general means through
which bilateral migration agreements could be improved, yet all pol-
icy suggestions must be heavily qualified. As the United Nation’s
Global Commission on International Migration detailed, migration
involves a complex series of political, economic, and social factors.!°
Given the complexity of migration, it is difficult to provide a “one size
fits all” selection of policies to better match the supply and demand
for international labor. Further study and perhaps policy experimen-
tation is required to better understand how to improve upon the lim-
itations of the existing framework. Policies will need to be strongly
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Possible Costs and Externalities of lllegal Immigration

1. With the exception of sales tax, the income earned by illegal immigrants is not taxable. This
represents forgone fiscal revenue.

2. lllegal migrants offer an unfair competitive advantage to firms that employ them over firms
that do not.

3. Irregular migrants are not covered by a minimum wage or national and industry wage agree-
ments. They are therefore more likely to undercut the wages of the low skilled.

4. Whether entry is legal or illegal may affect the quality of migrants, even if the legal migration
scheme does not select on the basis of skill. Skilled workers or professionals are much more
likely to enter if there is a legal channel, even if their qualifications are not a condition of entry.

5. Employers may decide not to abide by health and safety regulations, leading to the potential
for migrant death and injury. Police and health services may be called upon to rescue or treat
the injured, to investigate the reasons for death, or to bury the dead.

6. lllegal migrants are not screened for diseases and viruses upon arrival, and have little access
to health services during their stay. At the same time, they risk having been exposed to ill-
nesses on their journey, especially if they have been smuggled or trafficked. This has the po-
tential to generate large public health externalities because diseases can spread to the native
population. Particularly important examples include tuberculosis, which seems to be
reemerging in parts of Europe, and HIV, as many trafficked women become involved in the
sex industry. By way of illustration, in 2002-03, those apprehended on the Slovak-Ukraine
border were found to be suffering from respiratory tract infections, tuberculosis, and scabies.

7. Forced to live underground, and with little access to legitimate employment, migrants are
more likely to be exposed to the world of crime.

8. Stigmatization of illegal migrants can undermine social cohesion if it spreads to cover those
who entered legally.

9. lllegal migrants may be encouraged to stay longer than they might desire and to remain even
when unemployed because of the risks of detection and associated costs of entering and
leaving.

Source: World Bank staff.

tailored to the migration-sending and receiving countries in question.
Here we detail some elements that could be included in international
migration policy to improve the returns to migration for sending and
receiving countries and migrants and their families.
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The findings of this report suggest that the international gover-
nance of migration could be more coherent, and involve closer coor-
dination between migration-sending and -receiving countries.
Revised bilateral migration agreements could recognize, organize,
and facilitate unskilled labor migration, while acting on both demand
and supply to limit undocumented migration. The outcome could be
an improvement in the protection given to temporary workers while
still offering migration-receiving countries needed labor.

Given variations in national attributes and preferences, such a tem-
porary framework could take a variety of different forms and be
organized bilaterally, regionally, or internationally. Yet there are a
number of common elements that such policies might include:

e Recognize that the labor market, like any other market, needs to
balance supply as well as demand. The framework could explicitly
target measures at the supply of low-skilled labor as well as the
demand for such labor.

¢ The new regime could channel migrant labor to sectors or subsec-
tors with little native labor to ensure that migrants are comple-
ments to and not substitutes for domestic labor.

¢ On the demand side, receiving countries need policies that limit
the employment of undocumented migrants by offering employers
the means to hire legally the workers they need. To promote devel-
opment and coordinate with the preferences of many ECA
migrants to go abroad temporarily, an alternative regime could
emphasize circular migration. World Bank surveys for this report
found that the majority of migrants would prefer to spend shorter
times abroad and then return home (see figure 5).

¢ To ensure that employment under the new regime is temporary
and not permanent, the incentives could be designed to encourage
return home when not employed. For example, unemployment
and pension benefits could both be portable and only payable in
the country of origin.

¢ Policies should respect the rights of migrants to be treated with dig-
nity while abroad, including clear and transparent rules regarding
remuneration, work conditions, or dismissal procedures. More-
over, migrants’ rights to appeal to receiving country authorities to
adjudicate disputes and protect themselves from crime could be
communicated and enforced.

Bilateral migration agreements that include some or all of these fea-
tures could have a number of advantages over many existing policies:
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Migrants’ Preferences for Short versus Long-Term Migration
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e Agreements could stimulate circular migration, allow employers in

receiving countries to obtain affordable nontraded services while
respecting the law and reduce incentives for potential migrants to
use illegal means of entry.

Such an approach seems commensurate with migrants’ prefer-
ences to spend shorter periods abroad and the need for receiving
countries to obtain labor services but not necessarily absorb a per-
manent population of migrants.

Moreover, in the sending country, increased circular migration,
encouraged by the lowering of transportation costs, could reduce
many of the negative social effects that result from the separation
of families during long-term migration!'! and reduce the incidence
and degree of ‘brain drain” from migration-sending countries in
ECA.12

For undocumented migrants, a regime with these features—with
creative incentives for legal migration—could strengthen the rights
that migrants receive in the receiving country and allow them to
obtain social protection benefits that are out of reach today. Undoc-
umented migrants have no access to adjudicative processes when
abroad and hence have no legal recourse to oppose abuse. By drying
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up the incentives and opportunities for undocumented hiring, legal
protections for large stocks of foreign workers could be expanded.

Like all studies on migration, the analysis in this report is supported by
a relatively poor and inconsistent base of underlying data and infor-
mation. The problems with counting international migrants and meas-
uring workers’ remittances are notoriously difficult. Official estimates
are known to contain very large errors in both overstating and under-
stating actual stocks and flows. Such problems are exacerbated by the
prevalence of undocumented migration and, as an artifact unique to
the ECA, by the problem that many people who had lived perma-
nently in one location suddenly were counted as “foreign-born” and
hence as migrants when national boundaries were adjusted after the
dissolution of the Soviet Union, Yugoslavia, and Czechoslovakia. These
limitations make it difficult to document migration, draw inferences
on its impact, and prescribe policies to optimize the role of migration
in enhancing growth and poverty reduction.

This report addresses the data problem by employing a multidimen-
sional approach that draws conclusions and inferences from several dif-
ferent methods (see box 2). Findings rely on cumulative evidence from
the various elements that each alone suffers from weaknesses but when
combined provide some degree of confidence in the results.

This report is part of a series of World Bank studies that take stock of
the state of the transition economies of Eastern Europe and the for-
mer Soviet Union as well as Turkey almost 15 years after the start of
the transition. It is designed to advance understanding, promote
debate, and initiate a dialogue on the role that policy could play in
optimizing the returns from migration!? for (a) the migration-sending
countries; (b) the receiving countries; and (c) migrants themselves by

e Assessing the importance and characteristics of migration in East-
ern Europe and Central Asia and documenting the trends of the
last 15 years;

e Explaining the economic, political, and social drivers of labor
migration and how they may impact migration in the near term
(next 10-15 years) before demographic influences dominate;
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Methodology

The report relies on five different methodologies:

1. Cross-country statistical analyses of migration flow and stock levels and rates. In collecting a
database of migration statistics, several different sources are drawn upon:
a. Administrative data obtained from national population estimates
b. Decennial population censuses

2. Comparative historical analyses of the Southern European countries’ experiences with inter-
national migration to develop some insight into migration from ECA countries.

3. Statistical estimations of the determinants of migration and the economic impact of
remittances.

4. Model-based simulations of the impact of adjusting economic and labor-market policies on
creating the incentive for circular migration while drying up the market for undocumented
migration.

5. The results of on-the-ground surveys with returned migrants in six ECA countries: Bosnia and
Herzegovina, Bulgaria, Georgia, the Kyrgyz Republic, Romania, and Tajikistan.2

Each of these methods has fairly well-established strengths and weaknesses. The poorness of
migration and remittance data makes statistical testing difficult. Comparative historical analysis
may Yield valuable qualitative insights, yet the past may not be a reliable guide to understanding
the future, particularly in a volatile transitioning environment. Model-based simulations are a use-
ful and flexible tool but themselves rely on the underlying migration data and a set of assump-
tions regarding the expectations of how international labor markets behave. Finally, the surveys
of returned migrants provide a rich base of information yet the surveys may not be representa-
tive of all migrants.

When two or more of these methods indicate a particular conclusion or inference, however,
some confidence is lent to the results. This report attempts, wherever possible, to draw conclu-
sions when more than one method supports the statements and to report those instances
where the application of more than one method produces contradictory evidence. In this way, it
hopes to establish as firm an empirical base as possible for the conclusions drawn.

a. Further information on the survey methodology and the data will be made available through the \Web site for the Europe
and Central Asia Region of the World Bank (www.worldbank.org/ECA).

e Evaluating the current framework of programs to manage interna-
tional labor flows among the ECA economies and between these
economies and Western Europe and the key migration-receiving
countries in the CIS; and
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1.

AN

Suggesting the broad contours of reforms to enhance the gains
from migration by modifying international agreements and
strengthening the policies and institutions of the migration-
sending countries.

This report uses the World Bank’s delineation of the zone of formerly
centrally planned economies in Europe and Central Asia. Countries
included in this region include Albania, Armenia, Azerbaijan, Belarus,
Bosnia and Herzegovina, Bulgaria, Croatia, Czech Republic, Estonia,
FYR Macedonia, Georgia, Hungary, Kazakhstan, Kyrgyz Republic,
Latvia, Lithuania, Moldova, Poland, Romania, Russian Federation, Ser-
bia and Montenegro, Slovak Republic, Slovenia, Tajikistan, Turkey, Turk-
menistan, Ukraine, and Uzbekistan. Although the Czech Republic and
Slovenia graduated from World Bank borrower status in 2005 and 2004,
respectively, they are included in this analysis because we analyze trends
spanning the entire transition process. The glossary spells out terminol-
ogy, including country groupings associated with the different names
used.

A full statistical appendix is found in appendix 1.2.

World Bank 2006.

See appendix 1.1 for a discussion of the survey methodology.

See De Luna Martinez (2005).

Studies using household survey data in Mexico suggest that while both
internal and international remittances have a positive impact on incomes
in rural areas, international migration has a greater impact. These stud-
ies also suggest that remittances tend to have an equalizing effect (in
terms of income inequality) in high-migration areas but not so in low-
migration areas. For more information see Ozden and Schiff (2006),
which refers to Mora and Taylor (2004), and Lopez Cordoba (2004).

. The rapid growth rate produced a reduction of 1,900,000 persons active

in agriculture, and 800,000 emigrants (INE).

According to the transitional arrangements (2+3+2 regulation) the EU-
15 can apply national rules on access to their labor markets for the first
two years after enlargement. The diverse national measures have
resulted in several legally different migration regimes. In May 2006, the
second phase of the transitional period started, which allowed member
states to continue national measures for up to another three years. At
the end of this period (2009) all member states will be invited to open
their labor markets entirely. Only if countries can show serious distur-
bances in the labor market, or a threat of such disturbances, will they be
allowed to resort to a safeguard clause for a maximum period of two
years. From 2011 all member states will have to comply with European
Commission rules regulating the free movement of labor.

See appendix 4.3 for further information on undocumented migration
and some of the risks that it poses to migration sending and receiving
countries and migrants themselves.
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10.
11.

12.

13.

UN 2005.

For further information on the impact of longer-term migration on com-
munities left behind, see appendix 4.4.

To date, there is not a good understanding of the prevalence and impact
of brain drain in the ECA region. For a summary of the existing state of
knowledge, see appendix 4.5.

This report considers anyone who is not native born to be a migrant,
owing to the limitations of UN data.



CHAPTER 1

Some of the trends and motivations for migration in the Europe and
Central Asia (ECA) region are similar to those found elsewhere in the
world. However, many of the migration movements that have taken
place since 1990 are unique to the region, given the circumstances of
economic transition, political and social liberalization, and the
breakup of three federal states. Figure 1.1 shows how the factors
influencing migration have changed from the communist period to
the present. This chapter provides an overview of some of the main
migration trends that have taken place across the region over the past
15 years, with a focus on international movements among countries.

Migration in the ECA region is both large by international stan-
dards and unique in that the region is both a major receiver and
sender of migrants. Figure 1.2 exhibits the ECA region and selected
ECA countries in terms of their shares of foreign-born populations.
Excluding movements between industrial countries, ECA accounts
for over one-third of world emigration and immigration. There are 35
million foreign-born residents in ECA countries, including 13 million
in the Russian Federation, 7 million in Ukraine, 3 million in Kaza-
khstan, 3 million in Poland, and 1.5 million in Turkey. Furthermore,
several ECA countries are among the top 10 sending and receiving
countries of migrants worldwide. Russia is home to the second largest
number of migrants in the world after the United States; Ukraine is

23
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Transition of the Migration System in the Europe and Central Asia Region

Migration under Central Planning in the Europe and Migration during the Transition Period in the Europe

Central Asia Region

and Central Asia Region

Eight countries in the region (only five remain in their pretransition borders) Twenty-seven countries following the breakup of three federal states

Migration was very tightly controlled

Much less control over migration

Prices were administratively set and wages and income were not very Prices are market determined and income is increasingly distributed
differentiated across sectors or regions among people, sectors, and regions
A massive and elaborate system of subsidies caused certain sectors and Wages and prices have adjusted to their market-clearing value

regions to be “over-valued” and others to be “under-valued”

Migration control efforts were aimed mainly at keeping people in a country Migration control is aimed at both keeping people in and outside a

country and, in general, migration control systems are poorly developed

Little involvement in international institutions and foreign trade Open economies, involvement with international institutions, and

Source: World Bank staff.

“globalization”

fourth after Germany; and Kazakhstan and Poland are respectively
ninth and tenth.

Migration patterns in the region follow a broad biaxial pattern: on
one axis a migration system developed among the countries of West-
ern, Central, and Eastern Europe and on the other a system of move-
ment arose among the countries of the Commonwealth of
Independent States (CIS). However, this system is not exclusively bi-
polar. Though the majority of migrants from Central and Eastern
European countries move into Western Europe, the same is true for
many migrants from the poorer CIS economies, particularly Moldova.
While the majority of migrants from Central Asia travel to the
resource-rich CIS countries (particularly Russia and Kazakhstan)
many move west in search of higher earnings, toward the European
Union (EU) and Turkey.

The creation of many new countries following the breakup of the
Soviet Union produced “new” migrants (long-term, foreign-born res-
idents) who may not have physically moved, but were defined as
migrants under UN practice. In addition to the issue of these “statisti-
cal” migrants, there are numerous other problems in analyzing migra-
tion trends across the region based on available data. This chapter and
the report in general are an attempt to pull together and analyze all
available migration data to gain as complete a picture as possible of
migration trends over the past 15 years; thus, the issue of the verac-
ity of migration data is a constant theme.

The chapter begins with a description of some of the problems
involved in measuring migration among the ECA countries during



Overview of Migration Trends in Europe and Central Asia, 1990-2004

25

FIGURE 1.2

Migration in Top 10 Sending and Receiving Countries and by Region, 2003

Immigration into the top 10 receiving countries and by Region, 2003 (stock of immigrants)
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the transition period. Then using the data that are available, it ana-
lyzes the impact of migration on overall levels of population change
in the ECA countries. The next section provides a broad overview of
migration flows across the ECA region during the period 2000-03, a
recent period when most of the ethnic migration had already taken
place and flows were dominated by the economic migration flows
that are expected to predominate in the future. Following this are dis-
cussions of refugee and internally displaced population movements,
and transit and irregular migration. A further section looks at the
main migration partners of each ECA country. Finally, the chapter
looks at possible future migration trends in the region.!

There are three main sources for migration data in the ECA countries,
as well as in countries outside the region. These are population cen-
suses, usually conducted once a decade; administrative statistics of
persons crossing international borders; and surveys. This final cate-
gory includes surveys targeted directly at migrant populations, as well
as surveys designed for other purposes where migration-related ques-
tions are asked.

Population censuses usually include questions that measure lifetime
migration. For instance, the last Soviet census, conducted in January
1989, included questions on place of birth, whether the respondent
had been living in his or her present residence continuously since birth,
and if not, when he or she had migrated to that place. All of the ECA
countries conducted population censuses between the years 1989 and
1992 and most conducted another census between 1999 and 2002. The
more recent round of censuses typically included a question on citizen-
ship, though this question was frequently not posed in the censuses
conducted around 1990. Some also included questions about persons
temporarily absent. The 2002 Russian census also included a set of
questions for those persons temporarily residing in Russia, although
the total of a quarter million persons enumerated were thought to sig-
nificantly underestimate the true figure.

Whereas censuses attempt to count stocks of migrants, administra-
tive statistics are counts of flows of migrants. In most cases, data on
total international border crossings also record information on the
age, sex, and country of previous residence or intended destination,
and other characteristics of migrants. It is the change, and in some
cases breakdown, of systems for measuring migration flows where
the ECA countries have suffered the most.
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Surveys are useful for obtaining qualitative information about
migrants and to serve as a check on the veracity of flow statistics from
administrative sources. An increasing number of surveys of migrants
have been conducted across the ECA region, both by the countries
themselves as well as by international organizations such as the Inter-
national Organization for Migration (IOM).

Several reasons make migration flows in ECA challenging to cap-
ture. First, the type, direction, and magnitude of the flows in the region
have changed dramatically since the beginning of economic transition,
liberalization of societies (including increased freedom of movement),
and the emergence of 22 new states. What had previously been inter-
nal boundaries have now become international borders. Migration in
ECA, which was once subject to considerable state control within sev-
eral self-contained migration spaces, now rests in the hands of indi-
viduals who have the ability to transit across new and rather porous
international boundaries. In the former Soviet Union, the propiska or
resident permit system required persons to register before being
allowed to migrate to a new location. However, the visa-free travel
among the CIS countries for most of the 1990s contributed to an envi-
ronment of porous borders, which made the recording of migration
flows difficult. The extent to which the successor states have instituted
systems to properly measure total migration flows and to disaggregate
these flows by age, gender, nationality, and other characteristics useful
for analysis and policy making varies considerably.

The previous systems for measuring migration in the centrally
planned countries of the ECA are wholly inadequate for capturing
movements across the newly independent states. In their initial years,
the newly independent states had to erect the elements of govern-
ment apparatus, including independent statistical systems to measure
social and economic trends such as migration movements. With other
elements of state building causing greater concern, building systems
for measuring migration often received low priority. Many of these
issues in migration measurement are unique to the newly independ-
ent states of the ECA region.

A second set of problems with proper migration measurement is
endemic to all countries. Definitions, underlying concepts, sources,
and reporting systems differ significantly between countries, making
available migration statistics fragmentary. The boundaries between
extended travel, seasonal work, and economic migration are blurred.
In most cases it is not clear whether an individual reported as
“migrant” is a long-term mover, a temporary mover, a seasonal
worker, someone on the move to another destination, an individual
transitioning through a territory, a returning migrant, a member of a
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family already residing abroad with no intention to work, a student
(who may or may not undertake part-time employment), a refugee,
a member of the staff of a foreign company in the country, or some
other category of migrant.

Third, undocumented migration plays an important role in today’s
migrant flows to, from, and within ECA, as well as in many other parts
of the world. Reported data refers to legal migrants, based most often
on residence or work permits. Even countries in the region with seem-
ingly well-developed statistical systems often are not able to record
migration completely. Decennial population censuses are used to adjust
and calibrate population totals. For instance, in Lithuania, there was a
downward adjustment of the population by over 200,000, or more
than 5 percent of the population, following the census conducted there
in April 2001. Roughly the same magnitude of adjustment took place
in Estonia following its March 2000 census, when it adjusted the pop-
ulation total downward by 67,000, or about 5 percent. Similar post-
census adjustments downsizing the resident population were made in
the Czech Republic, Poland, and the Slovak Republic. Among the sur-
prises in the Russian census conducted in October 2002 was that the
total population was 1.2 million higher than the previous estimate,
mainly because of an undercount of migration.

These differences between population estimates and census figures
in the ECA countries are worth comparing to the experience of the
United States, long a traditional migration destination. Before the
2000 census in the United States, the population was estimated at
275 million. That census revealed a count of 281 million, a difference
of 6 million, almost all attributable to an undercount of the huge
migration into the United States during the 1990s.? The United States
has long grappled with an issue that the ECA states are only begin-
ning to deal with in trying to estimate temporary or circular migra-
tion. Until recently, most of the ECA states recorded only long-term
or permanent moves and much of the movements over the past
decade are of a temporary or circular nature.

The breakup of the Soviet Union, Yugoslavia, and Czechoslovakia
created a large number of “statistical migrants.” The commonly
accepted UN definition describes a “migrant” as a person living out-
side his or her country of birth. As used here, statistical migrants
refers to persons who migrated internally while those countries
existed, thus not qualifying as a migrant under the UN definition at
the time, but who began to be counted as migrants when those coun-
tries broke apart even though they did not move again. Having a large
number of these statistical migrants has hampered analysis of migra-
tion patterns across the ECA region because of the difficulty of sepa-
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rating those who moved during the communist period, before the

start of transition and independence, and those who moved later for

ethnic or economic reasons. However, with data that are available

from population censuses, it is possible to get a fairly good idea of the

total number of statistical migrants and changes in their numbers

since the breakup of the countries.

Table 1.1 shows the population of the Soviet Union by place of birth

in 1989, at the time of the last Soviet census. At that time, 2.4 million

persons or 0.8 percent of the population had been born outside the

Soviet Union.? This low figure is not surprising because for most of the

period between the end of World War II and the breakup of the Soviet

Union, there was little migration either into or out of the Soviet Union

and little shifting of international borders. In fact, the listed figure of

the Soviet population being classified as migrants is likely a consider-

able overestimate because it also includes those not indicating their

place of birth. If similar data from the 2002 Russian census is any

guide, about one-quarter had actually been born outside the former

Soviet Union and about three-quarters did not indicate their place of

birth. Thus, the true figure of the migrant population was likely less

than 1 million or only about 0.3 percent of the population.

Population by Place of Birth in the USSR, 1989

(thousands)

Bornin Bornin

Place of republic of Born Born republic of Born Born
permanent current elsehwere outside Total current elsehwere | outside
residence residence in USSR USSR population | residence in USSR USSR
USSR 255,409 27,955 2,378 100.0 89.4 9.8 0.8
RSFSR 135,550 10,478 994 100.0 922 71 0.7
Ukrainskaia SSR 44,332 6,665 455 100.0 86.2 13.0 0.9
Belorusskaia SSR 8,883 1213 55 100.0 875 120 05
Uzbekskaia SSR 18,108 1,649 53 100.0 914 8.3 0.3
Kazakhskaia SSR 12,715 3,536 214 100.0 712 215 1.3
Gruzinskaia SSR 5,039 349 13 100.0 93.3 6.5 0.2
Azerbaidzhanskaia SSR 6,604 398 19 100.0 94.1 57 03
Litovskaia SSR 3,299 356 19 100.0 89.8 9.7 0.5
Moldavskaia SSR 3,739 579 18 100.0 86.2 13.3 0.4
Latviiskaia SSR 1.975 678 14 100.0 74.0 254 0.5
Kirgizskaia SSR 3,586 638 34 100.0 84.2 15.0 0.8
Tadzhikskaia SSR 4,650 433 9 100.0 91.3 8.5 0.2
Armianskaia SSR 2,570 267 467 100.0 778 8.1 141
Turkmenskaia SSR 3,205 3N 7 100.0 91.0 8.8 0.2
Estonskaia SSR 1,155 403 8 100.0 737 257 05

Source: Eastview Publications and CIS Statistical Committee; USSR Census Results 1989 CD-ROM.

Note: Data are as of January 1989.



30

Migration and Remittances: Eastern Europe and the Former Soviet Union

However, there was considerable migration among the states of
the former Soviet Union. In 1989, there were 28 million persons who
were residing in a republic other than the one in which they were
born. This figure amounted to 9.8 percent of the Soviet population,
which should be regarded as the number of “statistical migrants” that
were created by the breakup of the Soviet Union, greatly contributing
to the increase in the world stock of migrants. The bulk of these indi-
viduals were in the three Slavic states, Uzbekistan, and Kazakhstan.
In percentage terms, the countries with the largest migrant stock pop-
ulations were Estonia, Latvia, and Kazakhstan. All of these countries
were prime destinations for Russian and Russian-speaking migrants
during the period after World War II.

An analysis of migration and population change among the ECA
states begins at a broad level by dividing the countries into groups
according to their recent patterns of migration and natural increase in
population (figure 1.3; data underlying this figure are in appendix 2).
Natural increase is the difference between the number of births and
deaths and is a function of the age structure of the population and
levels of fertility and mortality. As will be discussed below, differential
rates of natural increase among countries are a major driver of migra-
tion within the ECA region and elsewhere. A positive natural increase
occurs where the number of births exceeds the number of deaths,
which is the situation in nearly all countries in the world. Negative
natural increase is where the number of deaths in a population
exceeds the number of births. The 14 ECA countries shown below
with a negative natural increase or a natural decrease, along with
Italy and Germany, are among a small group of countries where this
is occurring. So many ECA countries are part of this group because
fertility levels have fallen steeply during the transition period, to 1.3
children per woman or less; such levels are unsustainable for natural
population increase. These figures are compared to net migration,
which is the difference between the number of immigrants to a coun-
try and emigrants from a country.

There are two countries in the ECA region that have both a natu-
ral increase and positive net migration; however, neither truly
belongs in this category because both suffer from data problems that
affect their migration counts. Turkmenistan has some rather unreal-
istically high population estimates, which cause net migration figures
to appear unrealistically high. Bosnia and Herzegovina suffers from
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Natural Increase (Decrease) and Net Migration in the ECA Region, 2000-03
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Source: National statistical office of the ECA countries and UNICEF, TransMONEE Database.

incomplete and inconsistent counts of migration, with some years
showing emigration and some immigration. Furthermore, in recent
years, there has been an undetermined amount of return migration
of some of the refugee populations that left during the mid-1990s.
Based on this evidence, both of these countries should probably be
grouped in the category of countries with positive natural increase
and negative net migration.

There are 10 ECA countries that combine natural increase and net
emigration (12 if the two mentioned above are included). This is the
pattern for most of the world’s countries. This includes the countries
of Central Asia, the Caucasus, and many of the former Yugoslav
states. With their faster-growing populations, especially youth popu-
lations, migration pressures in these countries will likely persist into
the future.

A third group of countries comprises those that combine having
more deaths than births and more immigrants than emigrants. These
are Russia and Belarus in the CIS and four of the smaller new EU
member states. While all have had more immigrants than emigrants
over recent years, in all but Russia, the population increases as a result
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of net migration are small, amounting to less than 1 percent of their
populations. As pointed out elsewhere in this report, Russia has
become a major migration magnet within the CIS, with a measured
population increase from migration of 4 percent since 1990 and per-
haps an equal amount of undocumented migration.

A fourth group are nine ECA countries where populations are
declining because they experience both more deaths than births and
more emigrants than immigrants. This includes Ukraine and
Moldova, the three Baltic states, and four Central European coun-
tries, including the largest, Poland. In all of these countries, both
trends are expected to continue well into the future, causing large
population declines as well as rapid aging of their populations.

Figures 1.4a and 1.4b show the net population change from migra-
tion over the period 1989-2003 for the CIS and western ECA coun-
tries, respectively.’ From this figure, one part of the region’s bipolar
migration story of the past decade and a half can be clearly seen, with
Russia showing by far the largest population gain from migration. The
impact on those other few countries with population gains from
migration has been minimal. Most of the migrants into Russia consist
of persons migrating from the other states of the former Soviet Union,
which show large population declines from migration. There have
been several countries in the region that have transitioned from net
emigration to net immigration including Belarus, Slovenia, Hungary,
Croatia, and Serbia and Montenegro.

Of the five ECA countries with population declines of over 15 per-
cent, four are in the southern tier of the former Soviet Union. The
three Baltic states have had considerable out-migration in large part
because of the emigration of large numbers of Russians and Russian-
speakers in the years immediately following the breakup of the Soviet
Union. In southeast Europe, Albania and Bulgaria have also had emi-
grations of large portions of their populations.

These figures are based on counts of the long-term, permanent
migration of the populations and do not include short-term or undoc-
umented counts of population movements. These figures also under-
state the potential impact of migration because it is usually the
better-educated segments of the population and those in the early
stages of their working lives who migrate in the largest numbers.

As mentioned often throughout this report, proper measurement of
migration is difficult, even for high-income countries with well-devel-
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Net Migration in Western ECA and the CIS
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oped statistical systems. For the ECA countries, measuring migration

during this period of rapid social, economic, and political change has

been especially difficult. However, by compiling migration data from

several different sources and triangulating, a fairly complete picture

of the major flows taking place within the region can be obtained. It
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is helpful to keep in mind that international migration involves a flow
between two countries and that when a person migrates, that person
ideally should be recorded twice, by both the sending and receiving
country. Even so, there is considerable variation in how countries
record migrants; some countries track movements of people by place
of previous or next residence, some by citizenship, and some by vari-
ous other methods.

Table 1.2 shows the migration flows among major blocs of ECA
countries and origins and destinations of flows outside the region for
the years 2000 to 2003. This was a period after much of the ethnic-
induced migration associated with the breakup of the Soviet Union,
Yugoslavia, and Czechoslovakia had already taken place and the mag-
nitude of migration flows had settled into a more “normal” pattern
influenced primarily by economic incentives. The table was compiled
by collecting all available data on migration by origin and destination
country according to both residence and citizenship definitions; this
was followed by calculating a “maximum” matrix of the highest of
each pair of flows. Migration data for 52 countries were collected,
comprising the 28 ECA countries, 21 countries in Western Europe,
plus Canada, Israel, and the United States. Sufficient data were avail-
able to fill about 90 percent of the matrix. Most of the cells that were
not able to be filled represented flows between pairs of countries for
which there is not known to be substantial migration (for example,
between Iceland and Turkmenistan). Thus, the assembled data are
thought to be a fairly complete representation of migration involving
ECA countries during this period.

The data partially support the story that two major migration blocs
have developed involving migration of the ECA countries. As suspected
by other and anecdotal evidence, there has been considerable migration
from western ECA to Western Europe and considerable migration from
the rest of the CIS into Russia. At the same time, there are other flows
developing that were not suspected and not that readily apparent from
other data. About equal percentages of migrants from the CIS countries
other than Russia (other CIS) travel to Russia as to Western Europe,
with Ukraine and Kazakhstan being the major sending countries and
Germany the major receiver. Over 70 percent of migrants from western
ECA go to Western Europe. At the same time, there is also considerable
flow from Western Europe to western ECA. Flows between Germany
and three countries make up the bulk of this overall total, that is, flows
from Germany to Poland, Serbia and Montenegro, and Turkey. These
figures not only represent the return of persons who had previously
migrated but also indicate considerable “churning,” as for each of these
three flows, there are also large flows in the opposite direction.
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Migration Flows Involving ECA Countries, 200003

Total Migration Flows Involving ECA Countries and Major Partners, 2000-03

To
U.S., Canada, Total
From Russia Other CIS Western ECA Western Europe Israel (emigration)
Russia 0 272,929 17,882 85,468 53,539 429,818
Other CIS 319,514 159,652 85,104 280,843 90,265 935,378
Western ECA 22,896 32,820 274,762 1,300,289 149,045 1,779,812
Western Europe 74,460 82,705 640,052 2,808,366 269,253 3,874,837
U.S., Canada, Israel 8,466 6,342 16,973 457,664 142,762 632,207
Total (immigration) 425,336 554,448 1,034,773 4,932,630 704,864
Percent of Total Emigration
To
U.S., Canada, Total
From Russia Other CIS Western ECA Western Europe Israel (emigration)
Russia 0 63 4 20 12 100
Other CIS K 17 9 30 10 100
Western ECA 1 2 15 73 8 100
Western Europe 2 2 17 72 7 100
U.S., Canada, Israel 1 1 3 72 23 100
Percent of Total Immigration
To
U.S., Canada,
From Russia Other CIS Western ECA Western Europe Israel
Russia 0 49 2 2 8
Other CIS 75 29 8 6 13
Western ECA 5 6 21 26 21
Western Europe 18 15 62 57 38
U.S., Canada, Israel 2 1 2 9 20
Total (immigration) 100 100 100 100 100

Source: See text for explanation of how data were compiled.

Note: "Other CIS” consists of Armenia, Azerbaijan, Belarus, Georgia, Kyrgyz Republic, Kazakhstan, Moldova, Tajikistan, Turkmenistan, Ukraine, and Uzbekistan.
“Western ECA” consists of Albania, Bosnia and Herzegovina, Bulgaria, Serbia and Montenegro, the Czech Republic, Estonia, Croatia, Hungary, Lithuania, Latvia, FYR
Macedonia, Poland, Romania, the Slovak Republic, Slovenia, and Turkey. “Western Europe” consists of Austria, Belgium, Switzerland, Cyprus, Germany, Denmark,
Spain, Finland, France, Greece, Ireland, Iceland, Italy, Liechtenstein, Luxembourg, Malta, the Netherlands, Norway, Portugal, Sweden, and the United Kingdom.

On the immigration side, Russia receives 75 percent of its immi-
grants from other CIS countries. There are minimal flows from the CIS
states in the western ECA, with over half consisting of migrants from
Ukraine to the Czech Republic and from Moldova into Romania;
Ukraine and Moldova are thus unique in having significant migrant
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flows both to Western Europe and to resource-rich CIS countries. The
largest flows into Western Europe are from other Western European
countries, making up about half of the total. However, flows into West-
ern Europe from western ECA make up about one-third of the total.

Figure 1.5 shows the largest country-to-country migration streams
involving a CIS country for the period 2000-03. Much of this is driven
by the gravity of proximity and population size; thus, it is not surpris-
ing that Russia is either a source or destination of most of these flows.
The largest flows that do not include Russia are flows from Kaza-
khstan to Germany and Ukraine to Germany. The flow from Ukraine
to Germany can be explained by proximity, population size, and large
differences in per capita income, while the flow from Kazakhstan to
Germany can be explained by the fact that Kazakhstan was home to
the largest concentration of Germans in the former Soviet Union and,
initially, Germany had a rather liberal law for the return of the
Aussiedler. The pull of Russia from the other CIS countries is clearly
evident from the map.

Figure 1.6 shows the largest country-to-country migration streams
involving a western ECA country for the same period. A quite differ-
ent pattern emerges than among CIS states, with a country outside

Largest Migration Flows Involving a CIS Country, 2000-03
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FIGURE 1.6
Largest Migration Flows Involving a Western ECA Country, 2000-03
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the region, Germany, being the major driver of migration for these
countries. Again the gravity of migration encompassing proximity,
population size, and the size of the German economy explains many
of the notable patterns. None of the largest flows involved two coun-
tries within the region because there are only two countries, Turkey
and Poland, that can be considered sizable (or at least medium-sized
comparable to the largest Western European countries). What is
interesting is that all of the largest flows involving Germany are two-
way flows with large amounts of return migration.

Refugees and Internally Displaced Persons

Each of the ECA countries is an ethnic homeland. However, many
other ethnic homelands exist at the subnational level. The boundaries
of many of these were drawn arbitrarily by outside authorities and do
not necessarily coincide with what different ethnic groups regard as
their rightful homelands. During the communist period, there was
considerable migration of different ethnic groups to regions or coun-
tries outside of their homelands. When Yugoslavia and the Soviet
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Union broke apart, they did so along their ethnic seams. Most of this
occurred peacefully but was accompanied by some diaspora migra-
tion. However, in some cases these cleavages instigated considerable
ethnoterritorial conflict; as a result, forced migration became the pre-
dominant form of migration in some parts of the region. Figure 1.7
shows the major displacements that took place in the former
Yugoslavia in 1995 at about the peak of the conflict there. Figure 1.8
shows the same for the former Soviet Union for the mid-1990s.
Figure 1.9 shows the temporal trends in the numbers of refugees
and internally displaced persons (IDPs) across the ECA region
between 1989 and 2003.° The figure shows a combination of actual
and statistical trends. During the late communist period, the numbers
of refugees and IDPs were rather small. However, estimates rely on
imperfect data counting measures; none of these countries had
acceded to the 1951 Geneva Convention on Refugees and hence did
not have mechanisms in place for recognizing and counting refugees.
As the newly independent states in the region and others began to
erect institutions capable of enumerating refugees and asylum seek-
ers, their numbers began to increase. Thus, part of the rise from 1989
to the mid-1990s is statistical. However, a large part of the increase is
real, brought about by the increase in the number of persons dis-

Main Displaced Populations from the Former Yugoslavia, December 1995
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Main Displaced Population from the Former Soviet Union, Mid-1990s
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Note: Map is designed to broadly illustrate major refugee and IDP flows at the time, based upon best available informa-
tion, and is not intended to be authoritative or precise.

Refugees and Internally Displaced Persons in the ECA Region, 1989-2003
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placed as a result of the breakup of the Soviet Union and Yugoslavia
and the resultant ethnoterritorial disputes.

The number of refugees increased from 145,000 in 1989 to over a
half million during the years 1992 to 1997 (with the exception of
1994), but fell to about 237,000 in 2003. It should be kept in mind that
these figures refer to the numbers of refugees and IDPs within each of
the ECA countries, not from the countries. Refugees, by definition,
have crossed an international border, whereas IDPs have not. If the
number of refugees from the ECA countries were counted instead, the
number would certainly be higher because many of those from the
former Yugoslav states fled to Western Europe. Partly for these rea-
sons, the number of IDPs is comparatively much higher than for the
number of refugees, rising from about 100,000 in 1989 to over a mil-
lion during the years 1993 to 1997 before declining slightly to 927,000
in 2003. In 2003, the largest concentrations of IDPs were in Azerbai-
jan (576,000) and Georgia (262,000). These numbers are down only
slightly from peaks in the mid-1990s because the conflicts that gave
rise to them continue to persist without any permanent settlement.

Figure 1.10 shows the countries in the ECA region with the largest
concentrations of refugees, IDPs, and “others of concern” at the end of
2004, according to the UNHCR. Overall, the ECA region accounts for
7.4 percent of the world population in total but contains 19 percent of

Largest Numbers of Refugees, IDPs, and Others of Concern in the ECA Region, 2004
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the total number of asylum seekers, refugees, and others of concern. In
particular, the ECA region accounts for a disproportionate share of the
world’s total number of IDPs (32 percent), because of past or ongoing
conflicts in Russia, Georgia, and Azerbaijan in the CIS, and in Serbia
and Montenegro and Bosnia and Herzegovina in the former Yugoslavia.
Substantial proportions of ECA migrants also fall into the category of
“others of concern,” which generally includes asylum seekers, returned
refugees, returned IDPs, and various other categories of (usually forced)
migrants. In ECA countries, this includes various categories of stateless
persons and, in Latvia and Estonia, the large Russian-speaking groups
of noncitizens. Aside from those two countries, the ECA countries with
the largest numbers of persons of concern are mostly those where there
has been or continues to be conflict. The region also accounts for a dis-
proportionate share of others of concern because of the large number
of stateless or noncitizens living in various countries. Many of the orig-
inal ethnoterritorial conflicts that gave rise to these groups of forced
migrants remain unresolved more than a decade after they first arose.

With the opening up of the ECA countries to the rest of the world and
the liberalization of migration, transit, illegal, and undocumented
migration has become an issue for countries in the region, and partic-
ularly for those that were not previously under communist rule.
Some migrants (from within and outside ECA) hoping to migrate to
the United States, Japan, or Western Europe seek transit through
ECA countries. Some transit migrants then conclude that this hope is
unrealistic and settle in the transit country, which typically is poorer
than the West but more developed than their home country. Russia is
emerging as a transit as well as a key sending and receiving country.
Ukraine, Romania, and Azerbaijan are examples of other countries in
the ECA region that have significant transit migrant populations. This
section first considers the motivations of migrants who come to the
ECA. It then considers the experience of the host countries from two
perspectives: the statistical frequency of undocumented migration (a
figure notably difficult to calculate), and the policy decisions of ECA
states for regulating this phenomenon.

Migration Experiences

The decision to migrate, as well as the choice of destination, reflects a
careful calculation of relative risks and income-earning potential for
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those who end up in ECA countries. A U.K. Economic and Social
Research Council survey of Fujianese Chinese finds that Europe was
the second choice for refugees unable to get to Japan or the United
States but who wanted to make money abroad within a set time.
Fujianese migrants choose their preferred migration destination
based on the likelihood of successfully getting there, expected
income, and the presence of relatives or friends. Availability of legal
residence status seems to be less important, although visa require-
ments, perceived ease of obtaining refugee status, and amnesties for
undocumented migrants are all important in directing Fujianese (and
other Chinese) migrants to particular countries at particular times
(Economic and Social Research Council 2002).

A survey conducted from May to October 2003 of transit migrants
in Azerbaijan (IOM 2004) also determines that the motivations for
migration are the result of careful contemplation. Most such transit
migrants depart from developing countries in Asia and the Middle
East and aim to settle in North America or Western Europe. Some
would like to return home when the political and economic situa-
tions in their home countries stabilize. Some entered and reside in
Azerbaijan legally, while others migrated illegally. Most undocu-
mented entries were through Iran, and were frequently assisted by
middlemen. “Push factors”—including conflict and economic difficul-
ties in the countries of origin—were the main motivations for migra-
tion. For many, Azerbaijan was attractive owing to its geographical
proximity to and cultural similarities with their homeland.

Countries with generous immigration provisions, such as Ukraine,
also have the potential to become important crossroads for the trans-
portation of undocumented migrants. A Kennan Institute study
(Kennan Institute 2004) focusing on nontraditional immigrants from
Asia and Africa identified a set of migrants heading for Western
Europe who took advantage of the relatively open immigration sys-
tem in Ukraine (at least before 1999). They entered both legally and
illegally, and hoped to stay a short time before crossing to Western
Europe. Some had been duped by traffickers who promised safe pas-
sage to Western Europe and then dumped them in Ukraine. In this
case as well, migration decisions were greatly influenced by available
information from government, extended family, business ties, friends
who had studied in Ukraine during Soviet times, communities of
compatriots in Ukraine, and organizers of undocumented migration.
The majority of Chinese immigrants stated that they relied primarily
on small business owners and traders, individuals who were first to
take advantage of favorable conditions for entering Ukraine after the
breakup of the Soviet Union. Many such migrants had legalized their
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status and launched businesses, especially in the food industry and
trading at Kiev markets. In contrast, many African migrants were
informed about Ukraine as an “easy” transit country to Western
Europe by countrymen who had studied in Ukraine during Soviet
times.

Profiles of undocumented migrants demonstrate that young, mid-
dle-level educated men are more likely to migrate illegally. Most
respondents to the Azerbaijan survey were between the ages of 18
and 34 and the majority had completed secondary or vocational
schools (with legal migrants having more education on average than
irregular migrants) and had worked as low-skilled workers. Among
legal migrants, men and women were about equally numerous,
whereas most irregular migrants were men (Economic and Social
Research Council 2002). The survey of undocumented transit
migrants in Ukraine found that about 15,000 such migrants, many
young Muslim men, may be located in Kiev. Many were married to
Ukrainian women. Two-thirds had a high level of education and had
lived in large cities or capitals in their home countries before migrat-
ing (Kennan Institute 2004).

Despite the careful calculations made in decisions to migrate, the
migration process is long and difficult for most transit migrants. Those
interviewed in Azerbaijan had all spent at least one year there, and
most were uncertain how much longer they would stay in transit.
Few expected to depart for their final destinations within the next
year and 11 percent had decided to stay in Azerbaijan if possible.
Transit migrants faced a number of difficulties—including shortages
of finance, unemployment, poor access to housing and health care,
and language barriers—yet were largely satisfied with the overall atti-
tudes of government officials and the local population. More irregu-
lar migrants had employment in Azerbaijan than did legal migrants
(Economic and Social Research Council 2002).

A major factor inhibiting the further movement of so-called tran-
sit migrants was their lack of information. The intended final destina-
tions of most irregulars were the United States, Canada, and Western
Europe, whereas most legal migrants intended either to return home
(especially to Russia) or to continue on to Western Europe. Most were
poorly informed about the rules and regulations for entry to their
planned destination countries and living conditions there. Further-
more, illegal migrants who intended to return home were often
dependent on outside assistance to do so. Most legal migrants planned
to leave Azerbaijan on their own, while most irregular migrants were
hoping for assistance from humanitarian organizations, travel agen-
cies, and middlemen (Economic and Social Research Council 2002).
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Thus, clearly the migration experience is substantially influenced by
the legal status of those who undertake it.

ECA Country Experiences and Policies

Undocumented immigration is by definition difficult to quantify. Cur-
rently, there are estimated to be upward of 3 million undocumented
immigrants in the EU, and between 1,300 and 1,500 in Russia. The
International Organization for Migration reports that “99 percent of
labor migration in the Eurasian Economic Union formed of Tajikistan,
Kyrgyz Republic, Kazakhstan, the Russian Federation, and Belarus is
irregular. Due to their irregular situation, most labor migrants do not
benefit from the same protection rights other regular citizens enjoy
and are thus more vulnerable to exploitation by underground
employers” (IOM 2001, p. 11). Legal status not only affects the rela-
tive migration costs and expected benefits, but also changes the
underlying economic incentives. Table 1.3 provides a range of esti-
mates of undocumented migration in selected ECA countries, West-
ern Europe, and the United States.

ECA countries act as source, host, and transit countries for undocu-
mented migrants. The concerns associated with the illicit movement,
transit, and trade in people are therefore salient across the region. The
major host is Russia, most of whose undocumented workers are from
the rest of the CIS. However, following accession of the EU-8 to the EU,
undocumented migration from western CIS, Russia, the Balkans, and
Turkey is becoming an increasing issue for the EU-8 and other countries
along its borders. Demographic change is generating a demand for work-
ers in certain sectors and regions, while other migrants are becoming
“stuck” as they fail to cross the EU-15 borders. The status of the EU-8 is
in transition, but the slowdown in westward emigration in most coun-
tries, as well as the opening up of labor markets in some parts of the EU-
15, is increasingly regularizing flows. In fact, the expansion of the
Schengen Agreement to cover the EU-8 is extending the problem east-
ward, as irregular migrants are now becoming stuck in the Ukraine.”
Turkey hosts a number of undocumented workers mainly from ECA,
but also from the Middle East. Taking into account these factors and the
role of the ECA as the main overland route to Western Europe, the
whole of the region is a major transit route. Transit migrants may come
from the region itself, or from the Middle East, Africa, or Asia. It is
thought that of the 500,000 trafficked women in Eastern Europe,
300,000 originated in or were transported through the Balkans.

The growth of undocumented migration in the ECA region may be
closely tied to the migration policies used to regulate it, and particu-
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Estimated Irregular Migrants

(thousands)
Total Estimated number of Average %
number of irregular migrants Year of of total
Country migrants Max Min estimation migrants
North America and Canada
United States 34,988 10,300 — 2004 29.44
Canada 5,826 200 100 2003 343
High-income Europe
Greece 534 320 — 2003 59.87
Portugal 233 100 — 2003 42.96
Italy 1,634 500 — 2003 30.59
United Kingdom 4,029 1,000 — 2003 24.82
Spain 1,259 280 — 2003 22.24
Belgium 879 150 — 2003 17.06
Germany 7,349 1,000 — 2003 1361
Switzerland 1.801 180 — 2003 9.99
Netherlands 1,576 163 112 2003 8.72
France 6,277 400 — 2003 6.37
Ireland 310 10 — 2003 323
Finland 134 1 — 2003 0.75
Total 26,015 4104 — 1578
ECA countries
Poland 2,088 600 — 2000 28.73
Ukraine 6,947 1,600 — 2000 23.03
Tajikistan 330 60 — 2002 18.16
Czech Republic 236 40 — 2003 16.98
Slovak Republic 51 8 — 1998 15.69
Turkey 1,503 200 — 2001 1331
Russia 13,259 1,500 1,300 2000 11.31
Kazakhstan 3,028 300 220 2002 991
Belarus 1,284 150 50 2000 11.68
Kyrgyz Republic 572 30 — 1998 5.24
Uzbekistan 1,367 30 — 2000 2.19
Lithuania 339 2 — 1997 0.59

Sources: Pew Hispanic Center; IOM; ILO; World Bank; ISTAT, Home Office in United Kingdom; Jimenez (2003); Center on
Migration, Policy and Society of the University of Oxford; EU Business Council of Europe; Ministry of Labor in Finland;
Sadovskaya (2002); Migration Policy Group; Jandl (2003).

Note: — = not available. Estimation methods are different for each country. Total number of migrants is at the point in
2000 and is estimated by UN (2003).

larly policies in the EU-15 that cap supply of labor below demand.
The flow of labor under existing migration agreements is regulated
through quotas, as well as a maximum residency period allowed in
the receiving country. Quotas often appear small both in relation to
the perceived need for labor and in relation to the actual flow of labor
migrants. Thus, for instance, Jandl (2003) notes that while 1.11 mil-
lion foreigners had valid residence permits in Spain in 2000, the 2001
census counted 1.57 million foreigners and the Organisation for Eco-
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nomic Co-operation and Development (OECD) (OECD 2005) esti-
mates that roughly 1 million irregular migrants (around 6 percent of
the labor force) will be affected by the recent amnesty. In the United
Kingdom, Migration Watch estimates that the number of irregular
migrants—including disappeared asylum seekers, visa overstayers,
and clandestine entries—is over 100,000 a year; other sources put the
figure as high as 500,000.8 Jandl (2003) estimates that the stock of
irregular migrants in Europe is somewhere between 2.6 million and
6.4 million and the annual number of border apprehensions in EU-15
is close to 300,000.

In light of these numbers, and assuming that most clandestine
migrants succeed in finding work, the quotas for labor migration in
the bilateral agreements between EU-15 and Central Europe and the
Balkans are very small. For example, the Italian agreement on sea-
sonal migration concluded in 1997 with Albania allows 3,000
migrants a year; Germany’s quota for guest workers is 15,500 a year
(though there are approximately 200,000 seasonal agricultural work-
ers), and the United Kingdom allows an annual inflow of 25,000 from
all countries outside of the European Economic Area (OECD 2004).
Between the time of EU enlargement in May 2004 and November
2005, there has been an inflow of 156,165 workers from the EU into
the United Kingdom and 107,024 into Ireland. Through December
2004, there was a flow of 3,514 workers into Sweden.

An important aspect of migration management is understanding the
patterns of migration for any particular country. Such an exercise is
similar to investigating a country’s major foreign trade partners,
though usually fewer countries are major senders and receivers of
migrants to any particular country than are significant trade partners.
Furthermore, the problems with obtaining migration data in many
countries in the region make this a somewhat inexact exercise. For-
tunately, the largest country in the region, Russia, which is also the
main migration partner of most of the other former Soviet Union
(FSU) states, has a fairly complete set of migration data, although it
does not include the undocumented migrants in the country. Figure
1.11 shows that Russia has been a net recipient of migration from all
of the other FSU states except for Belarus, and a net sender to the “far
abroad” or to countries outside of the FSU (data underlying these fig-
ures are in table 1.6 of appendix 1). The countries from which Russia
has received the largest numbers of migrants are those from which
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Russia, Net Migration by Country, 1989-2003
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there has been a large return of ethnic Russians—Kazakhstan,
Ukraine, and Uzbekistan. However, since 1994, there has been a net
immigration to Russia of many other nationalities. If undocumented
migrants were included, the numbers representing non-Russians
would be even larger.

Three countries outside Russia are the primary destinations for
Russian migrants: Germany, Israel, and the United States. Those who
migrate consist primarily of Germans, Jews, and Russians, reflecting a
combination of ethnic and economic factors driving their decisions to
migrate.

The trends shown in the data from Belarus, Moldova, and Ukraine
(see figure 1.12) are roughly consistent with the data that appear in
the data from Russia. Ukraine had net migration losses to Russia
while Belarus overall gained migrants. Moldova had net overall losses
and net migration losses to the FSU countries, though it did gain
migrants from all FSU countries except Russia, Ukraine, and Belarus.
All three of these countries are net recipients of migrants from all of
the other FSU states. As was the case for Russia, the same three coun-
tries outside the FSU—Germany, Israel, and the United States—are
the primary destinations of migrants from Ukraine, Belarus, and
Moldova. There is anecdotal evidence that an increasing number of
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Major Migration Partners of the CIS Countries

Ukraine, Belarus, and Moldova: net migration by country

Baltics: net migration by country
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labor migrants from Ukraine and Moldova are departing for the coun-
tries of Western Europe.

For the three Baltic states (Latvia, Lithuania, and Estonia), mainly
titular members of these states have migrated to Russia and the other
Slavic states. The data do not demonstrate the fact that this ethnic
migration peaked in 1992-93, just after the breakup of the Soviet
Union, or that it has declined substantially since then as Russians and
other minorities in the Baltics have remained as a result of faster
growing economies and impending EU membership. As in other FSU
countries, Germany, Israel, and the United States are the primary des-
tinations for migrants from the Baltic states to countries outside the
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FSU, although there may have been a broader dispersion of destina-
tions after these states became EU members in 2004.

For the three Caucasus countries (Armenia, Azerbaijan, and Geor-
gia), Russia has been the dominant migration destination. There is
considerable evidence that these figures represent only a fraction of a
much larger undocumented and circular migration from these coun-
tries to Russia. This is especially the case with Georgia, where the data
on net migration by country only cover the period 1990 to 1992. In
contrast, the 2002 population census in Georgia revealed a net migra-
tion loss of 1.1 million persons or 20 percent of the population. The
migration of Armenians from Nagorno-Karabakh and the surround-
ing regions in Azerbaijan is shown in this data set, although such
movement was confined to the early 1990s. The United States is the
primary destination outside the FSU for migrants from Armenia, with
most of these joining the already large Armenian diaspora commu-
nity there, while Israel remains a top Azerbaijani destination.

For the five Central Asian countries (Kazakhstan, the Kyrgyz
Republic, Tajikistan, Turkmenistan, and Uzbekistan), Russia again
dominates as a migration destination, as migration turnover to other
FSU states is rather minimal. There is, however, some tentative evi-
dence that Kazakhstan is becoming a favored migration destination
for persons from the other Central Asian countries. From both Kaza-
khstan and the Kyrgyz Republic, there were large migrations of eth-
nic Germans to Germany. From Kazakhstan, over 800,000 Germans
left and from the Kyrgyz Republic, nearly 100,000. These movements
were the remnants of both voluntary and forced migrations of Ger-
mans to Central Asia during the Soviet period.

Figure 1.13 shows the major migration patterns of the largest west-
ern ECA country, Poland. As can be seen, Poland is losing people to
many developed countries (albeit to varying degrees) and remains a
net emigration country. Its largest losses are to neighboring Germany,
the United States, and Canada, where there are already large Polish
diaspora populations as a result of past migrations. The figure for Ger-
many is likely an underestimate because many Poles can travel rather
easily to Germany. This figure encompasses the period before Poland
became an EU member and thus does not include Poles working in
the United Kingdom, Ireland, and Sweden. Many of them would not
likely be included in these totals, because such labor migrants gener-
ally do not view their departure from Poland to be permanent.

Figure 1.14 provides data on the main migration partners of Hun-
gary, Romania, the Czech Republic, and the Slovak Republic. Accord-
ing to these data, Hungary is a net recipient of migrants from nearly all
listed countries, with especially large numbers coming from Romania,
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Poland: Net Migration by Country, 1992-2003
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Yugoslavia, and other countries that housed ethnic Hungarians after
present-day Hungary was carved out of the Austro-Hungarian Empire.
Romania shows population losses to nearly every other country, with
especially large losses to Germany, where many Romanians have gone
for work. The only country from which Romania is gaining migrants
is its close ethnic neighbor, Moldova. The Czech Republic has been a
net recipient of people from other countries, with the bulk of in-migra-
tion coming from the Slovak Republic (which had been a part of
Czechoslovakia until 1993). The Slovak Republic itself is a net recipi-
ent from all listed countries except the Czech Republic.

One of the themes of this report is that both economic and demo-
graphic incentives affect the motivation to migrate for ECA and
neighboring countries. This section describes the demographic impli-
cations for future migration flows in this region.

Future Migration Patterns in the EU and Neighboring
Countries

A combination of income convergence and demographic change sug-
gests that the potential for large-scale migration from western ECA to
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Major Migration Partners of Selected Western ECA Countries
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the EU and other neighboring countries is limited. The richest coun-
tries in western ECA have already begun to be net immigration coun-
tries. This suggests that the experience of most Western European
countries that are net recipients of migrants is likely to become the
norm in most western ECA countries with income convergence and
EU membership. Even with no convergence, changes in migration
patterns appear inevitable.



52

Migration and Remittances: Eastern Europe and the Former Soviet Union

With the exception of Albania, all western ECA countries are fore-
cast to experience population declines between now and 2050. The
total population of these countries peaked in 1990 at 130 million and
is projected to decline by 19 percent to 104 million by mid-century.
As shown in figure 1.15, western ECA source countries are often pro-
jected to have larger population declines than those in Western
Europe. The population of Western Europe is expected to increase
from its current size of 397 million to a peak of 407 million in 2030
before declining to 400 million in 2050. For western ECA, a decline in
the working-age population and a corresponding increase in those
over age 65 will create a demand for workers from abroad. The more
prosperous western ECA countries may be able to source some of
these workers from the rest of the region. However, for the region as
a whole, demand will have to be met from elsewhere, probably CIS,
Africa, and Asia. Whether these flows are legal or undocumented will
depend on immigration legislation.

While the total population of Western Europe is expected to rise
slightly between now and mid-century as a result of the current age
structure of these countries and expected demographic trends, the
working-age population in these countries is expected to decline sub-
stantially. Of course, the largest variable in future European migration

Population Size of Western Europe, Western ECA, and Turkey, 1950 to 2050
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patterns in both Western Europe and western ECA is Turkey, in which
most of the future population growth and additions to the labor force
in Europe are expected to take place. Because of its younger age struc-
ture and higher fertility rates, Turkey is expected to grow by 33 million
between now and 2050 to a total of 101 million, nearly the size of the
other western ECA countries combined. Turkey, with an increase of 16
million in its working-age population, could produce sufficient migra-
tion to cover the 12 million person population deficit in the EU.

Future Migration Patterns in the Former Soviet Union

Economic factors such as differences in per capita income drive migra-
tion patterns among the post-Soviet states in the short term. These
will continue to be important, but demographic factors also will play
an important role. Figure 1.16 shows the population and expected
population of the FSU states over the period 1950-2050. The coun-
tries are grouped into the northern FSU—the Slavic and Baltic states
and Moldova, and the southern FSU states—Central Asia and the
Caucasus. The northern states as a group are characterized by contin-
ued low fertility, aging populations, an excess of deaths over births,
and declining populations. The group’s population peaked in 1990
and is expected to decline over the next half century by about one-
third to 149 million. By contrast, the southern FSU states have
younger populations, above replacement-level fertility, and contin-
ued growing populations. As a group, these countries nearly tripled in
size, from 25 million in 1950 to 72 million in 2000. While growth is
declining, the momentum built into the age structure of these popu-
lations will cause their continued growth to 93 million in 2050.

Differential rates of population growth (or decline) do not neces-
sarily imply that there will be migration from the high-growth to
low-growth areas but do present a precondition to that effect. While
the northern FSU states will have declining working-age populations
in even greater numbers than their overall population declines, most
of the southern FSU states, with their “youth bulges,” will have grow-
ing working-age populations with economies not growing fast
enough to supply jobs. Given their geographic proximity and com-
mon historical legacy, it would be only natural that the youth of the
southern FSU would look north for jobs, and as mentioned above,
there is ample evidence that they are doing so. Furthermore, histori-
cal legacy contributes to the selection of migration destinations. The
Soviet Union was an almost self-contained migration space; the inter-
connectedness of FSU countries may cause people to favor destina-
tions in that area over others.



54

Migration and Remittances: Eastern Europe and the Former Soviet Union

Population Size of the Northern and Southern FSU States, 1950 to 2050
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Note: The northern FSU consists of Russia, Ukraine, Belarus, Moldova, Latvia, Lithuania, and Estonia. The southern FSU consists of Armenia, Azerbaijan, Georgia,
Kazakhstan, the Kyrgyz Republic, Tajikistan, Turkmenistan, and Uzbekistan.

A recent United Nations study examined the issue of using
“replacement migration” as a policy measure to address declining and
aging populations.? The EU and Russia were included in the study, as
were other countries—including France, Germany, Italy, Japan, the
Republic of Korea, the United Kingdom, and the United States—that
face similar trends of declining and aging populations. The population
declines projected by 2050 in these countries range from 17 percent
(Moldova) to 52 percent (Estonia). Countries with aging and declin-
ing populations face a number of policy dilemmas, including appro-
priate retirement ages, pension system reform, and health care for the
elderly; support levels and ratios between working and pension-age
populations; labor force participation; and possible replacement
migration and the integration of immigrant populations. In contrast
to these other possibilities, replacement migration refers to the prin-
ciple of using international migration to offset declines in total popu-
lation, working-age population, or population aging.

Figure 1.17 shows the combination of natural increase (the differ-
ence between births and deaths) and net migration for Russia for the
period 1980-2015. During the 1980s, Russia’s population was grow-
ing as a result of both demographic and migratory factors. Starting in
1992 and expected to continue for the foreseeable future, the num-
ber of deaths has exceeded the number of births. Migration into Rus-
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sia spiked sharply in the 1990s following the breakup of the Soviet
Union and has declined sharply since then (at least documented
migration). If these trends continue, Russia’s population will decline
and age rapidly. For Russia to maintain the size of its total and work-
ing-age populations, allowing migration seems to be the only policy
option.

Under the medium-variant scenario used in the study, the EU is
projected to have a net migration of 13.5 million and Russia to have
a net migration of 5.4 million between 2000 and 2050. To maintain
the population size as it was in 1995 using migration alone would
require a net migration of 47.9 million into the EU and 24.9 million
into Russia during that period. Maintaining the same size working-
age population would require a net migration of 79 million into the
EU and 35.8 million into Russia. For comparison’s sake, there was a
net migration of about 8.8 million into the EU and about 3.3 million
into Russia during the 1990s. Furthermore, for Russia this was a
period of extraordinary change and unprecedented migration that is
not likely to be repeated.
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For the EU, Russia, and the other large aging and declining popu-
lations in the UN study, it is obvious that the needed replacement
migration levels are far above levels that are politically and socially
plausible. Even low levels of migration will require very careful polit-
ical and social balancing acts in Russia, the other northern FSU coun-
tries, and other major migration destinations. Policies must be
designed to accommodate these new migration realities in both desti-
nation and originating countries, and, most importantly, the dynamic
fluctuations between the two. There is evidence that Russia and some
of the other FSU states are facing up to this new migration reality in
the region and taking steps to regularize it.

1. Much of the migration data upon which this chapter is based is con-
tained in appendix 1.

2. Estimates as of March 2004 are that there are 10.3 million undocu-
mented migrants in the United States and each year another 700,000 to
800,000 unauthorized enter the country, which is about the same size as
those who migrate legally to the United States (Passel 2005).

3. The figure for Armenia, which includes those not indicating their place
of birth, is likely a large overestimate because of the problems with the
census, which was conducted in January 1989, just after the devastating
earthquake in December 1988.

4. For more on the fertility decline in the ECA region, see Heleniak (2005).

5. Turkmenistan and Bosnia and Herzegovina are not included because of
the suspected migration data problems mentioned above.

6. To ensure comparability, the data are taken from one source, UNICEF’s
TransMONEE database, which collects data from the national statistical
offices of the 27 transition ECA countries, not including Turkey.

7. The Schengen Agreement originally was a state treaty to end internal
border checkpoints and controls among European countries. Today the
Schengen system is part of EU legislation regulating border control, visa
and admission and nonadmission standards, as well as the joint Schen-
gen Information System. The 15 current Schengen countries include
Austria, Belgium, Denmark, Finland, France, Germany, Iceland, Italy,
Greece, Luxembourg, the Netherlands, Norway, Portugal, Spain, and
Sweden. All these countries except Norway and Iceland are EU mem-
bers. The name “Schengen” originates from the small town in Luxem-
bourg where the agreement was signed in 1985.

8. Data from the U.K. Home Office. Source at http://www.timesonline.
co.uk/article/0,,2087-1572533,00.html, retrieved June 22, 2005.

9. United Nations Population Division 2001. The study uses the 1998 Revi-
sion of UN population projections as a baseline. The European Union
defined in the report was the EU-15.



CHAPTER 2

For most countries in the Europe and Central Asia (ECA) region,
remittances are the second most important source of external financ-
ing after foreign assistance and foreign direct investment. For many
of the poorest countries in the region they are the largest source and
have served as a cushion against the economic and political turbu-
lence brought about by transition.

The situation is substantially different in the new European Union
(EU) member countries (EU-8). Income levels are higher, cross-coun-
try income differentials are lower, and there is less need for workers
living abroad to support their families’ consumption. Moreover, the
current and improving opportunities at home mean that there can be
large gains from accumulating human and financial capital abroad,
although as the economic situation at home improves, the incentives
to migrate may themselves decrease.

Yet, relative to GDP, remittances are significant in many ECA coun-
tries (figure 2.1).! Four of the world’s largest recipients of remittances
as a portion of GDP are in ECA (Moldova, Bosnia and Herzegovina,
Albania, and Armenia). In 2004, officially recorded remittances to the
ECA region amounted to over US$19 billion, the equivalent of about
8 percent of the global total (US$232.3 billion) and 12 percent of
remittances received by developing countries (US$160.4 billion).

The first section of this chapter seeks to complement chapter 1 in pro-
viding a statistical overview of migrants’ remittances in ECA (figure 2.2).
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FIGURE 2.1
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Note: Received remittances = received compensation of employee + received worker's remittances + received migrants’ transfer. Lighter bars in the graph are ECA

countries.

As before, the problems of data quality are pervasive because of the dif-
ficulties of measuring remittances sent outside of the formal financial
sector are very difficult to quantity. Further complicating these data
problems are that large year-on-year increases in remittances may reflect
improvements in central banks’ remittance recording systems rather
than changes in migrants” behaviors.

Data

While remittances have increased dramatically in a number of coun-
tries, they have slowed for others. A review of remittance flows over
the past nine years demonstrates this pattern (figure 2.3). Interest-
ingly, while remittances from migrants who have lived out of their
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FIGURE 2.2
Remittances as a Portion of GDP in Eastern Europe and the Former Soviet Union, 2004
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Note: Received remittances = received compensation of employee + received worker's remittances + received migrants’ transfers. Albania and Slovak Republic are
2003 data, other countries are 2004 data. GDP is $ converted current price.

home countries for more than one year represent the largest share of
inflows, remittances from migrants who have lived abroad for less
than a year represent an increasingly large share.

Not all migrants, however, send remittances, particularly in those
cases where the stay in destination countries is short. Surveys con-
ducted for this report found that in Bulgaria, 80 percent did not; in
Bosnia and Herzegovina, 37 percent; and in Romania, 62 percent.

Generally remittance flows in ECA follow the same two-bloc pattern
as migration (table 2.1). The EU and the middle-income Common-
wealth of Independent States (CIS) countries are the main sources of
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Growth Rate of Remittances in ECA: 1995-98, 2001-04
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remittances, with the EU accounting for three-quarters of the total and
the rich CIS countries for 10 percent. The amount contributed by the
EU-8 and accession countries is also significant, just below 10 percent.

The theoretical and empirical record on the economic impact of remit-
tances is far from clear. Remittances can reduce poverty and fuel high
rates of household savings and investment (Rapoport and Docquier
forthcoming; Roberts 2004). At the same time, however, remittances
may exert upward pressure on the real exchange rate and reduce the
competitiveness of exports (similar to arguments about the Dutch dis-
ease). Some have found that remittances can also create incentives that
reduce the domestic work effort (Chami, Fullenkamp, and Jahjah 2003).

This section explores the development impact of remittances in ECA.
Considering each in turn, we find that remittances are often an impor-
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Remittance Flows by Subregion, 2003
Sending
New and Russia and Moldova |Non-resource-
EU-15 accession EU Balkans | resource-rich CIS | and Ukraine rich CIS Total

Receiving ($ million)

New and accession EU 2813 244 1 46 18 36 3,159
Balkans 1,322 168 0.1 2 03 2 1,495
Russia and resource-rich CIS 357 85 1 183 200 61 886
Moldova and Ukraine 223 23 0.2 165 29 3 443
Non-resource-rich CIS 428 35 0.4 340 8 54 865
Total 5,143 555 2 736 255 156 6,848

(percent for sending subregion)
New and accession EU 55 44 35 6 7 23 46
Balkans 26 30 5 0 0 1 22
Russia and resource-rich CIS 7 15 30 25 78 39 13
Moldova and Ukraine 4 4 10 22 " 2 6
Non-resource-rich CIS 8 6 20 46 3 35 13
Total 100 100 100 100 100 100 100
(percent for receiving subregion)

New and accession EU 89 8 0 1 1 1 100
Balkans 88 " 0 0 0 0 100
Russia and resource-rich CIS 40 10 0 21 23 7 100
Moldova and Ukraine 50 5 0 37 i 1 100
Non-resource-rich CIS 49 4 0 39 1 6 100
Total 75 8 0 " 4 2 100

Source: World Bank staff calculations from migration and remittance data in chapters 1 and 4.

Note: Remittances are defined as workers' remittances and compensation of employees. Cell contents refer to the total remittance flows or percentage flows into
the receiving region from the sending region. Shaded areas are 10 percent or more of receiving or sending subregion or 5 percent or more of ECA flows.

tant source of foreign exchange, domestic consumption, and invest-
ment. Unlike other international transfers, remittances may be counter-
cyclical. Remittances also are an important and stable source of income
for many households in the region, especially in the rural areas. Though
the underlying remittances data are poor, our estimations of the broader,
macroeconomic impact of remittances suggest that they exert a mild
positive impact on long-term patterns of macroeconomic growth, while
evidence on their impact on the distribution of poverty is mixed.

Remittances as a Stable Source of Foreign Exchange

Remittances often serve as a key source of foreign exchange for the
countries in the region. For example, remittances have represented a
key source of foreign exchange for Albania and helped to finance its
rapidly mounting deficit on trade in goods and services since 1990. In
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contrast, both official and private financial inflows on capital account
have played a relatively small role, although some increase in direct
investments in Albania since the turn of the millennium has occurred.
Remittances financed more than 70 percent of the deficit since 1995
(Lucas 2005). A recent World Bank study found that remittances pro-
vided similar financing of the trade deficit in Moldova since the late
1990s (World Bank 2005). In general, remittances have played an
increasingly important role in the foreign exchange flows to the
poorer countries in the ECA.

Figure 2.4 depicts shares of total remittances to exports of goods
and services for selected ECA countries. Taking into account that in
many cases exports are the major source of foreign exchange into the
country, this ratio can be a good approximation of the importance of
migrants’ transfers for the foreign exchange revenues of the country.

Being a significant source of foreign exchange, remittances can
serve as a pillar to support and improve creditworthiness and access
to international capital markets for many countries in the ECA region.
The ratio of external debt to exports, a common indebtedness indica-
tor, declines substantially for some ECA countries if remittances are
also included as a potential source of foreign exchange.

Because they are a significant source of foreign exchange, remit-
tances can improve creditworthiness and access to international cap-
ital markets for many ECA countries. For example, if remittances are
included as a potential source of foreign exchange, the ratio of debt to
exports falls by close to 50 percent for Albania and for Bosnia and
Herzegovina. Unlike capital flows, remittances do not create debt
servicing or other obligations. Thus, they can provide financial insti-
tutions with access to better financing than might otherwise be avail-
able. Among ECA countries, Turkey has been in the lead in using
such remittance securitization, but Kazakhstan has also used this
instrument to raise financing.

Remittances are one of the defining factors of exchange rate
dynamics and, as a consequence, macroeconomic policy in the small
open economies. Lucas (2005) observed that from 1992 to 2002, the
Albanian lek depreciated by some 7.6 percent per year on average
against the U.S. dollar. Because this is less than the rate of inflation,
this means a real appreciation of the lek, and this rate of real appreci-
ation has continued at more than 7 percent on average in the five
years to 2002. No doubt exports would have been stronger in the
absence of this real appreciation. Even so, U.S. dollar earnings from
merchandise exports grew on average by almost 20 percent in the
decade to 2002, outstripping import growth even though exports
started from a much smaller base (Lucas 2005).
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FIGURE 2.4

Remittances as a Share of Exports in 2003
(percent)

Bosnia and Herzegovina
Albania
Moldova
Georgia
Armenia
Tajikistan
Hungary
Macedonia, FYR
Kyrgyz Rep.
Croatia
Azerbaijan
Poland
Latvia
Belarus
Slovak Rep.
Lithuania
Estonia
Ukraine
Turkey
Kazakhstan
Czech Rep.
Russian Fed.
Bulgaria

Romania

0 10 20 30 40 50

percent

Source: IMF Balance of Payment Statistics, World Bank.

Note: Received remittances = received compensation of employee + received worker's remittances + received migrants’ transfer.

Economic Impact of Remittances

The economic consequences of remittances are hard to disentangle—
they can affect growth through a variety of channels. Lucas (2005)
divides the discussion of remittances in two: the effects on poverty
and inequality (which are considered in the subsequent section of
this report); and the influences upon investment, growth, and macro-
economic stability, which are considered here.
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Remittances augment national income and aggregate demand as a
whole. Figure 2.2 provided estimates of the income received from
friends and relatives abroad as a proportion of the national income. The
leaders in this respect are Moldova, Bosnia and Herzegovina, Albania,
Tajikistan, Armenia, and Kyrgyz Republic. It is interesting to note that
in Moldova, for example, earnings abroad constitute almost one-quar-
ter of the national income.

Like any income, remittances are partially spent on household
consumption and partially saved and invested. If we subscribe to a
traditional macroeconomic model, the expansionary effect of remit-
tances will be greater if they are spent on investment or saved in the
formal financial sector. Results from surveys with returned migrants
in ECA found that the majority of remittances are utilized for funding
consumption of food and clothing but that large quantities are also
used for education and savings (over 10%). Smaller amounts are
spent on business investment (less than 5%) (see figure 2.5).

Figure 2.6 provides the share of total remittances compared with
total household expenditure for selected ECA countries in 2003. It is
not surprising that the results are well correlated with GDP shares,
given that consumption is a main component of GDP. If the propen-
sity to consume from remittances is similar to other income, it can be

Expenditure Patterns from Remittances in Six ECA Countries
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Source: Results from a World Bank survey with returned migrants in Bosnia and Herzegovina, Bulgaria, Georgia, Kyrgyz Republic, Romania, and Tajikistan. See ap-
pendix 1.1 for further information on the survey.
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FIGURE 2.6
Remittances as Share of Total Household Expenditure in 2004
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Note: Received remittances = received compensation of employee + received workers’ remittances + received migrants” transfer. Albania and Slovak Republic are
2003 data. Otherwise, in 2004 data. Household expenditures is $ converted current price.

concluded that, for some countries, remittances spurred a significant
portion of total consumption. For example, in Moldova or Albania,
every fifth dollar spent in 2003 came from remittances.

There is a debate over the extent to which remittances actually
boost the economy of the migrant-source country, because, as the dis-
cussion above demonstrates, a substantial portion of income has been
used for consumption purposes and not saved or invested (Drinkwa-
ter, Levine, and Lotti 2002). Recent strands of literature, however,
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indicate that remittances can lead to economic growth simply by
increasing the migrant’s household income, regardless of whether this
additional income is spent on consumption or savings. For example,
Ratha (2003) indicated that if remittances are invested, they con-
tribute to output growth, but they generate positive multiplier effects
if consumed. Research on Moldova corroborates this information, as
economic growth has been strongly driven by a spike in gross national
disposable income since the late 1990s, a period characterized by high
levels of international remittances (World Bank 2005).

Furthermore, significant empirical evidence indicates that remit-
tances lead to positive economic growth, whether through increased
consumption, savings, or investment. Lucas (2005) cites several case
studies that show signs that remittances may indeed have accelerated
investment in Morocco, Pakistan, and India. Glytsos (2002) models
the direct and indirect effects of remittances on incomes and hence
on investment in seven Mediterranean countries, and finds that
investment rises with remittances in six out of the seven countries.
Additionally, the results of the analysis conducted by Leon-Ledesma
and Piracha (2001) for 11 transition economies of Eastern Europe
during 1990-99 show support for the view that remittances have a
positive impact on productivity and employment, both directly and
indirectly through their effect on investment. A recent study by
Roberts (2004) on remittances in Armenia concludes that, overall,
empirical evidence suggests that the propensity to save out of remit-
tance income is high (almost 40 percent) and remarkably consistent
across studies.

There is also evidence of important multiplier effects from remit-
tance spending, particularly from housing construction (Roberts 2004;
Lucas 2005, citing Glytsos 1993; Adelman and Taylor 1990; Zarate
2002). The multiplier effect can be high—Durand, Parrado, and Massey
(1996) find that every “migradollar” that enters a local economy gen-
erates as much as $4 in demand for goods and services, though such
analyses may rely on extreme assumptions. Moreover, Desai et al.
(2003) indicate that additional consumption increases indirect tax
receipts, thus also increasing government consumption or savings.

Therefore, there is evidence that remittances have enabled eco-
nomic growth through greater rates of investment. Even more cer-
tainly, remittances have important multiplier effects, raising income
levels in the economy beyond the households of remittance recipients.
There are, nevertheless, at least two points of reservation regarding
these optimistic conclusions. One is the possibility that countries can
face a situation similar to the Dutch disease, in which the inflow of
remittances causes a real appreciation, or postpones depreciation, of
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the exchange rate, restricting export performance and hence possibly
limiting output and employment (Lucas 2005). More importantly,
research by Chami, Fullenkamp, and Jahjah (2003) ascertained that
income from remittances may be plagued by a moral-hazard problem,
permitting the migrant’s family members to reduce their work effort.
Part of the explanation for these distinct findings may be that the
studies suffer from an omitted variable bias: the role of institutions. We
hypothesize that the impact on remittances of macroeconomic growth
and development is conditioned by the quality of the recipient coun-
try’s political and economic policies and institutions. The quality of
institutions might play an important role in determining the exact
effect of remittances on economic growth, because institutions exert
substantial influence on the volume and efficiency of investment.
Overall, estimations conducted with dynamic-panel methods find
that remittances have a positive impact on macroeconomic growth.
Moreover, the results are not inconsistent with the argument that
institutions play a role in conditioning this relationship (see box 2.1).

Distribution, Poverty, and Inequality

In addition to absolute indicators of growth and macroeconomic sta-
bility (Lucas 2005), remittances may have distributive effects on
poverty and inequality. Of the two factors, the effect of remittances
on poverty seems much less controversial, because remittances per se
do not lower anyone’s income. Remittances contribute to household
income and thus, in the short run, reduce poverty. Recent analysis by
Adams and Page (2003) confirms that a 10 percent increase in the
share of international migrants in a country’s population will lead to
a 1.9 percent decline in the share of people living on less than $1 per
person per day. In addition, Adams finds that international remit-
tances have a negative statistically significant effect on three poverty
measures (poverty headcount measure, poverty gap, and squared
poverty gap measure) (Adams and Page 2003).

When it comes to the overall impact of remittances on income
inequality, Ratha (2003) finds the evidence mixed. Some find that
remittances sharpen inequality (Stark, Taylor, and Yitzhaki 1986;
Adams 1991), while others claim that in the long run, income distri-
bution becomes more equal as a result of the liquidity provided for
capital accumulation, or through trickle-down effects in the labor
market (Taylor and Wyatt 1996).

Richard Adams in his “The Effects of International Remittances on
Poverty, Inequality, and Development in Rural Egypt” (1991) finds
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Estimating the Impact of Remittances on Macroeconomic Growth

This dynamic-panel investigation estimates the impact of workers' remittances on per capita
GDP growth in a sample of developed and developing economies (for information on the esti-
mations and alternative specifications, see appendix 2.2). The estimator used in most of the
sample equations below is the Anderson and Hsiao (1981) method. The results of using the
GMM estimator are also relevant because we do not have specific Monte Carlo evidence on the
appropriateness of each estimator for our panel settings. In all the estimations we have used the

Worker Remittances and Growth: Dynamic Panel Estimation (1970-2003)

(dependent variable: growth of GDP per capita; endogenous variable: log (remittances/GDP)

(i) (ii) (iii) (iv)
AH AH AH AH
Growth GDPp (t-1) 0.233*** 0.203*** 0.315*** 0.051
(0.015) (0.018) (0.076) (0.352)
Log(remittances/GDP growth) —0.002 0.001 0.024*** 0.053
(—0.003) (0.002) (0.008) (0.045)
Log(GCF/GDP) 0.041%%* —-0.010 —-0.161
(0.011) (—0.048) (—0.250)
Log(NPCF/GDP) —0.003 —-0.019
(—0.004) (—0.012)
Tl corruption index —0.037
(—0.039)
UNHDI -1
(—1.257)
Vloice and accountability
Political stability
Government efficiency
Regulatory quality
Rule of law
Corruption
Observations 1926 1660 566 150
Number of ID 121 108 90 51
Wald 0.000 0.000 0.000 0.088
Sargan 0.358 0.443 0.452 0.867
AR(1) 0.000 0.000 0.000 0.140
AR(2) 0.532 0.406 0.254 0.854
Long-run remittances coefficient —0.003 0.001 0.035*** 0.055
(—0.010) (0.003) (0.012) (0.054)

Source: World Bank Staff calculations.

Note: Specifications (1) to (6) were obtained using the Anderson-Hsiao estimator (AH). Specifications (7) to (9) were obtained
using the 2-steps GMM estimator of Arellano and Bond (1991) with robust standard errors.

Standard errors in parentheses.

* significant at 10 percent; ** significant at 5 percent; *** significant at 1 percent.
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logarithm of the remittances/GDP ratio as our independent variable, as well as the control vari-
ables described in further detail in appendix 2.2. Finally, we provide the long-run dynamic solu-
tion for the coefficient on remittances, which is to be interpreted as the impact of remittances

on growth in equilibrium.

According to the results below, remittances appear to have a positive and statistically significant
impact on growth in four out of six of these specifications. We could safely conclude that we can
reject the existence of a negative impact of remittances on growth and that there is some indi-
cation of a positive, albeit mild, impact.

(v) (vi) (vii) (viii) (ix)
AH AH GMM GMM GMM

0.939 0.585 0.293*** 0.164** 0.061
(1.432) (1.344) (0.071) (0.069) (0.090)
—0.032 0.05 0.028* 0.023* 0.043*
(=0.114) (0.177) (0.016) (0.012) (0.023)

0.336 —-0372 0.012 0.062*** 0.047***
(0.441) (—=1.719) (0.018) (0.016) (0.014)
—-0.007 0.002 —-0.003 —-0.001
(—0.106) (0.181) (—0.003) (—0.002)

—-0.033 0.001
(—0.096) (0.005)
—1.262 —0.034
(—12.510) (—0.034)

0.688 0.01 0.018 0.008

(0.950) (1.450) (0.020) (0.019)

—0590 0.020 —-0.023 —0.006
(—0.676) (0.708) (—0.014) (—0.007)

0.100 0.353 —-0018 0.009

(0.519) (1.296) (—0.016) (0.012)

—0.221 —0.147 —0.005 —0.025** —-0.023*
(—0.329) (—0.148) (—0.015) (—0.012) (—0.016)

0.285 0.431 0.025 0.024

(0.782) (1.668) (0.022) 0.018)

0.047 0.081 0.0114 —0.027** —0.0001
(0.514) (0.779) (0.016) (—0.012) (—0.002)
344 150 150 334 530
77 51 51 71 93
0.936 0.782 0.000 0.000 0.001
0.998 0.845 0.216 051 0.973
0.367 0.646 0.017 0.000 0.000
0.369 0.967 0.127 0.242 0.346
—0536 0.12 0.040%* 0.027** 0.045%*
(—13.800) (0.691) (0.021) (0.014) (0.023)
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that when remittances are included in predicted per capita household
income, the Gini coefficient increases by 24.5 percent. He explains
this by the fact that the poorest quintile of households produces a
proportionate share of still-abroad migrants, the richest 40 percent of
households produce more than their share, but the second and third
quintiles are under represented. “It is these variations in the number
of migrants produced by different income groups—and not differ-
ences in either migrant earnings abroad or marginal propensities to
remit—that cause international remittances to have a negative effect
on rural income distribution” (Adams 1991, p. 74).

The distribution of remittances across urban and rural as well as
capital-city areas for the abovementioned case studies is presented in
figure 2.7. As can be seen from the figure, different countries are
characterized by different patterns. For example, in Tajikistan and
Albania the bulk of remittances goes to the rural areas (almost 70 per-
cent), while in Armenia and Georgia the pattern is the opposite—
almost 70 percent of remittances channeled into the countries go to
large metropolitan areas and other cities. There appears to be a link

Distribution of Remittances by Location in 2002
(percent)
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Source: Authors’ calculations; World Bank, Household Data Archive for Europe and Central Asia.

Note: Data for Tajikistan are for 2003.
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between such findings and population distributions; figure 2.8
demonstrates that Armenia and Georgia have proportionally less of
their populations living in rural areas.

The relationship between remittances and inequality becomes
even more evident when we look at the specific areas from which
international migration is more prevalent. In the case of Albania, it is
the poor regions in the north and other rural areas in the country that
send international migrants.?> In Armenia or Georgia, most house-
holds that report receiving remittances (and thus have relatives or
other acquaintances abroad) hail from urban areas; the majority share
of remittances reported by households goes into urban areas as well.

There are two explanations for the trend toward remittances to
urban areas. First, individuals may find it relatively difficult to migrate
abroad from rural areas. Second, most households that receive remit-
tances might move into cities as a result of their newfound wealth.
The latter situation is of special relevance to Armenia, where some
portion of households may receive relatively high amounts of income
from remittances from the so-called “old diaspora” on a regular basis.

Distribution of Population by Location in 2002
(percent)
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S
1

25 A
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[ capital city [ other urban areas [ rural areas

Source: Authors’ calculations; World Bank, Household Data Archive for Europe and Central Asia.

Note: Data for Tajikistan are for 2003.
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As a result, their incomes increase by a substantial amount, thus
enabling a move to urban or capital areas, which are considered safer
and more convenient to live in, though more expensive.

Table 2.2 presents estimates of average remittances and consump-
tion per quintile for receiving and all households for the selected ECA
countries. One of the key findings of the table is that richer house-
holds receive more remittances as a proportion of all households. This
tendency is prevalent for all countries in the investigation, where
data quality allows such investigation.

There can be several explanations for this migration bias skewed
toward better-off families. First, movement internationally may be
costly. Fixed costs of migration include transportation, as well as visa
and work-permit fees. Furthermore, migrants likely support them-
selves for the first months of living abroad. Such expenditures may be
relatively expensive once the differences in prices between host and
sending countries are taken into account. Second, richer households
have better access to information: they can employ expensive con-

Annual Consumption and Remittances per Capita by Quintile

(US$)
Quintile 1 2 3 4 5
Albania (2002)
Consumption per capita (all households) 283.66 425.76 560.02 761.15 1,403.13
Share of receiving households (percent) 16.87 13.23 18.08 24.31 28.37
Remittances per capita (receiving households) 147.58 186.59 261.76 294.35 541.85
Remittances/consumption (receiving households; percent) 52.03 43.82 46.74 38.67 38.62
Armenia (2003)
Consumption per capita (all households) 135.39 194.02 244 .81 312.24 547.30
Share of receiving households (percent) 16.51 16.30 16.40 17.61 21.20
Remittances per capita (receiving households) 67.88 105.36 74.30 112.47 167.51
Remittances/consumption (receiving households; percent) 50.13 54.31 30.35 36.02 30.61
Georgia (2002)?
Consumption per capita (all households) 2473 46.66 67.38 96.06 193.85
Share of receiving households (percent) 258 2.15 1.83 191 2.53
Remittances per capita (receiving households) 35.83 35.76 35.18 50.49 76.57
Remittances/consumption (receiving households; percent) 144.88 76.63 52.21 52.56 39.50
Kyrgyz Republic (2003)
Consumption per capita (all households) 78.31 115,55 148.32 198.93 337.12
Share of receiving households (percent) 0.84 1.63 1.38 3N 7.04
Remittances per capita (receiving households) 173 7114 10.80 41.76 46.02
Remittances/consumption (receiving households; percent) 9.87 6.18 1.28 20.99 13.65
Tajikistan (2003)
Consumption per capita (all households) 67.20 103.88 139.03 188.13 344.35
Share of receiving households (percent) 8.01 9.82 9.33 8.96 7.66
Remittances per capita (receiving households) 23.56 28.12 34.25 4185 55.68
Remittances/consumption (receiving households; percent) 35.07 27.07 2463 22.25 16.17

Sources: Authors' calculations; World Bank, Household Data Archive for Europe and Central Asia.

a. Quarterly.
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sulting services and on average have higher education levels, factors
that may facilitate migration. Third, existing social relationships help
facilitate migration. Richer households with better opportunities to
move initially may also pass on the knowledge and networks they
obtain to households that interact with them—households that are
most likely to be from the same or neighboring quintile. Finally,
remittances received have an effect on household income—some
households are likely in the top quintiles of income distribution pre-
cisely because they receive remittances.> Even so, it is likely that over
time the difference in shares of remittances received for every quin-
tile equalizes and even reverses; migrants who moved earlier on may
return home to start their own businesses. Furthermore, the costs of
moving will decrease in the long run through a reduction in the fees
of consulting companies for migrants.*

Another finding of table 2.2 is that richer households receive greater
remittances on average in per capita terms than poor households.
Migrants in many cases remit two or three times as much to rich
households. It is worth noting that this situation is present for all coun-
tries under our investigation, even those where only tiny proportions
of the households surveyed report actually receiving remittances.

One of the explanations for this finding can be, as mentioned above,
better access to information for richer households than for poor ones.
Richer households can pay for costly consulting services to help them
find better jobs, a cost that in many cases poor households cannot
afford. Decisions made throughout the migration process are another
reason for this phenomenon. Given expected future earnings at home
and abroad, the cost of moving, and the time spent apart from family,
migrants from rich households may have greater discretion over which
job offers to accept than one who represents a household from a poorer
quintile. It is possible that migrants from poor households have on
average worse paid jobs than migrants from rich ones, at least at the
beginning. A further explanation relies on connections to the “old dias-
pora.” For example, in Armenia relatively large values of remittances
are sent abroad by distant relatives or friends from the West.> If richer
households have more connections within the old diaspora, they may
have greater networks through which to receive remittances.

The third key finding from table 2.2 is that remittances constitute
a considerable proportion of household expenditure and a higher
portion of consumption per capita for the poor households than for
the rich, suggesting that remittances are more important for poor
than for rich households.
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. More detailed remittances data, including more extensive international

comparisons, are presented in appendix 2.1.

For more evidence on migration patterns in Albania see Albania Poverty
Assessment 2003 and A. Sarris (2004).

For more information on this topic, see Adams (2004).

Consulting companies or most of the so-called travel agencies in ECA coun-
tries assist migrants with visa documents, work permits, traveling, job search,
and so forth. For many migrants this assistance is crucial in their decision to
move. At the beginning of the migration era, this array of services was pro-
vided by just a few companies, which could result in price-setting power.
For more information on the Armenian diaspora and its role in remit-
tances, see Roberts (2004).



CHAPTER 3

Migration is driven by perceived differences in the utility of living or
working in two geographical locations. Over time, such perceptions
have changed in Eastern Europe and the former Soviet Union (FSU).
In the aftermath of transition, migration was stimulated not only by
economic motivations but also by the desire to escape conflict and
relocate to ethnic homelands in many instances. As much of the dias-
pora migration ran its course and security risks diminished—with
some exceptions such as in southern Russia—migration flows began
“normalizing” and much current migration reflects perceived expec-
tations about differences in income and the quality of life.

Despite the great variation in the migration patterns across the
region and the extremely complex combination of microeconomic
and social motivations for migration, similar motivations seem to
underpin the decisions to migrate throughout the region. The most
recent labor flows in Europe and Central Asia (ECA) region seem
largely to be a response to poorly functioning labor markets, insuffi-
cient productive capital, the low quality of life in a number of migra-
tion sending countries, and a rising demand for unskilled labor for the
nontraded services sector in the labor-importing economies in the
European Union (EU) and Commonwealth of Independent States
(CIS). As the neoclassic or Harris-Todaro approach argues, differences
in real income or expected income clearly drive the supply of migra-

75
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tion in a large number of cases. Yet, income differentials explain only
a portion of the story. There is evidence that migration between two
countries with unequal average real wages can remain low when
there is an expectation that aggregate “quality of life” is improving in
the lower-income country. Significant portions of any country’s
workforce may, all else being equal, prefer to remain at home rather
than take on the risks of moving abroad and leave family and friends.
Yet, many households agree to leave their familiar surroundings
when their home countries do not provide for their physical protec-
tion from attack or abuse, or have poor public-service delivery and
governance at the local and national level, an uncertain business
investment environment, or high unemployment.

On the demand side, the migration of unskilled labor to the EU
and the resource-rich CIS primarily reflects a need for labor in non-
traded services resulting from rising incomes, the growth of the mid-
dle class, and the increasing number of women participating in the
labor force. This demand for labor can be met by migrants for whom
the market-clearing wage is superior to opportunities back home. As
per capita incomes and mandated wages rise, unskilled local workers
are increasingly priced out of the market, while the large excess sup-
ply of migrant labor sustains demand and the prevailing wage.

This chapter seeks to understand the motivations driving migra-
tion in ECA using three methods. The first section lays out the theo-
retical perspective for the chapter—it undertakes a literature review
of existing research on the determinants of migration, and raises the
possibility that overall quality of life expectations, in addition to wage
differentials, may drive migration.

The next two sections contain a comparative historical analysis of
the migration experiences of the countries of the FSU in one case and
of the Southern and “cohesion” European countries from the 1960s
to the 1980s. These countries’ experiences in moving from net emi-
gration to immigration countries over this period provide insights
into the configurations of migrants’ expectations and economic and
quality-of-life motivations that shape broader national migration pat-
terns. A key goal of this section is to provide a more refined under-
standing of the migration “hump” that some have observed
characterizes migration from Southern Europe and other regions, as
well as to identify the role that migrants’ expectations play in shaping
such hump patterns. Coming to grips with these countries” experi-
ences may be instructive for understanding how migration may
evolve in ECA in the future.

A final section employs an economic model to simulate interna-
tional labor markets and thus judge the impact of improving quality
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of life in the receiving countries on patterns of migration. The simu-
lation finds that improvements in the sending countries’ policies and
institutions can slow out-migration and perhaps enhance the incen-
tives for circular migration, a form of migration where the migrant
spends intermittent time at home and abroad.

The motivations for migration may be stylistically described as combi-
nations of social, ethnic, and politically related push and pull factors
(table 3.1). Yet, as chapter 1 discussed, labor migration is becoming
the chief motive for migration for the majority of migrants in Central
and Eastern European and Central Asian countries. This labor migra-
tion has generally been understood to be driven by differences in
returns to labor, or expected returns, across markets.!

The simplest economic models of migration highlight that migra-
tion streams result from actual wage differentials across markets, or
countries for our purposes, that emerge from heterogeneous degrees
of labor market tightness. Todaro (1968, 1969) and Harris and Todaro
(1970) refined this simple model into the more widely applied expla-
nation that migration is driven by expected rather than actual wage
differentials. Though their model was designed to understand inter-
nal migration in less-developed economies, their approach of explic-
itly modeling expected wage differentials has been widely generalized
in formal explanations of international migration because it reflects
the uncertainty that migrants will be able to successfully locate better
paying jobs in another location. As Todaro (1969, p. 140) explained,
“[a] 70 per cent ...real wage premium, for example, might be of little
consequence to the prospective migrant if his chances of actually
securing a job are, say, one in fifty.”

Yet as Bauer and Zimmermann (1999) observed, the predictions
made by this simple economic model have had mixed success in
explaining and predicting migration across a variety of regions. These
authors found that in a number of studies, wage and also employ-
ment differentials (which are linked to the probability of locating a
position abroad) were statistically significant predictors of migration
in the expected directions only about half the time. In a number of
cases, these differentials seemed to produce the opposite of the
expected effect.

To some extent, these uneven results reflect the differential drivers
of migration across countries at different points in time, as well as the
extreme complexity of the migration process. They might also reflect
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Motivations for Migration

Push factors Pull factors
Economic and demographic Poverty Prospects of higher wages
Unemployment Potential for improved standard of living
Low wages Personal or professional development

Political

Social and cultural

High fertility rates
Lack of basic health and education

Conflict, insecurity, violence Safety and security
Poor governance Political freedom
Corruption
Human rights abuses
Discrimination based on ethnicity, Family reunification
gender, religion, and the like Ethnic (diaspora migration) homeland

Freedom from discrimination

Source: World Bank staff.

the poor and noisy qualities of migration data. Yet, there are a number
of empirical anomalies to the Harris-Todaro framework that suggest a
more fundamental weakness. For example, the accession of Greece
(1981), Portugal (1986), and Spain (1986) to the European Commu-
nity (EC) was accompanied by predictions of massive waves of eco-
nomic migration from these Southern European countries to Western
and Northern Europe as barriers to free labor movements were phased
out. The income differentials between these new member states and
the majority of the EC raised fears that wages would be depressed and
unemployment of indigenous workers would result in the older EC
states while domestic social security systems would be placed under
enormous pressure. Similar “doomsday” scenarios resulted when EU
membership expanded into Central and Eastern Europe in 2004
(European Commission 2006). However, in both instances, the most
extreme of these fears were exaggerated because migration levels were
not as elastic to wage and employment differentials as some empirical
estimations of the Harris-Todaro model would predict.

These anomalies indicate the importance of including broader qual-
ity-of-life considerations in the home country as an explanatory vari-
able. Differences in political stability, human rights situations, and the
general rule of law may also affect migration, because these factors
serve as a proxy for the level of individually perceived insecurity. Thus,
it is possible to hypothesize that broad, quality-of-life considerations
drive or even inhibit migration. Though the decision to migrate for
more productive and lucrative jobs is certainly related to the search for
a higher-quality life, wage and unemployment differentials alone will
not explain as much migration as when combined with these broad
quality-of-life concerns. Risk-averse individuals and households may
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be less motivated to exploit spreads in earnings across countries if their
day-to-day lifestyle is comfortable and stable. Yet, differentials in the
pursuit of security may motivate those who would otherwise stay at
home to search for a better and more secure life. This suggests that
migration might be kept low even when income differentials are high
if growth is rapid or the adoption of better institutions is underway (as
with EU candidates adopting the Acquis Communautaire), but might
increase when change is not occurring.

Thus, the policies that improve the incentives for business invest-
ment, financial deepening, and the exercise of entrepreneurship
might be the same as those that reduce the incentives for migration.
If “quality of life” policies are understood as a broad range of eco-
nomic structural, social equity, and governance factors, then improv-
ing these policies creates the incentives necessary to maximize the
benefits from existing migration flows.

As discussed above, neoclassical economic theory posits that it is dif-
ferentials in wages among regions, or countries, that cause people to
move from low-wage, high-unemployment regions to high-wage,
low-unemployment regions. Extensions of neoclassical theory, called
“the new economics of migration,” use households, families, or other
groups of related people, rather than markets themselves, as their
unit of analysis. These units operate collectively to maximize income
and minimize risk. Thus, they often send one or more family mem-
bers to other parts of the country, usually a larger city, or abroad to
increase overall family income while others remain behind earning
lower but more stable incomes.

The complex system of ethnic homelands that make up the ECA
countries further complicates migration patterns in several ways. For
instance, when the Soviet Union broke apart, there were 53 different
ethnic homelands, 15 of which became independent sovereign states.
Across ECA, there were large diaspora populations living outside their
ethnic homelands. Many thought that “return migration” to ethnic
homelands of diaspora groups would dominate migration patterns
during the early part of the transition period.

It appears from available data that these ethnic causes of migra-
tion, namely “diaspora” migration, did dominate trends in the early
1990s, but that economic motives are now becoming the major factor
influencing migration. Much diaspora migration was accompanied by
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ethnic violence, resulting in large refugee and internally displaced
populations. Appendix table 1.3 shows the nationality composition of
the ECA countries based upon the 1990 and 2000 population cen-
suses. In all but one of the 15 countries of the FSU, the titular popu-
lation increased its share of the total population. The lone exception
was Russia, where the percentage of the Russian population fell
slightly, likely owing to the high rate of natural decrease of the ethnic
Russian population. In the eight countries of the western ECA region
where data are available from both censuses, the titular population
increased in only three. This result is explained in part by increases in
Roma populations resulting from ethnic reidentification.

Figure 3.1 shows the ethnic composition of migration into Russia
since 1989. The share that ethnic Russians contributed to total migra-
tion into Russia peaked in 1992—the first year after the breakup of
the Soviet Union—at two-thirds of total immigration. The Russian
share has since declined to only half of total immigration into Russia
as, presumably, those Russians who were going to leave the non-
Russian states of the FSU did so in the early 1990s. As the number of
Russians migrating to Russia has declined, total migration to Russia
has declined and the number of non-Russians going to Russia has
increased, presumably for economic reasons. The share of non-Rus-
sians would presumably be even higher if undocumented and tem-
porary migration were included.

Nationality Composition of Migration to Russia, 1989 to 2003
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One rather simple theoretical explanation for the migration trends
among the ECA countries is the widening disparities in GDP per
capita. Within countries such as the Soviet Union there was an
attempt to equalize incomes among both social groups and geo-
graphic regions, which was accomplished through a massive and
elaborate system of subsidies, transfers, and controlled prices. With
independence and economic transition, levels of GDP per capita have
widened considerably among the ECA countries, and now act as a
factor. Figure 3.2 shows the coefficient of variation and the high-low
ratio of per capita GDP among the ECA countries for the period
1990-2002. The coefficient of variation increased from 0.43 in 1990
to 0.70 in 1997, before declining slightly. The ratio of the country
with the highest GDP to the lowest showed a similar trend, increasing
from 4.9 in 1990 to 21.6 in 1999, before declining slightly.

Though illustrative of the widening income levels among ECA
countries during transition, these coefficients are somewhat mislead-
ing because the two countries with the highest and lowest per capita
GDPs in 2002 were Slovenia and Tajikistan. Given the distance
between the two and various other factors, there is not expected to be
a lot of migration from Tajikistan to Slovenia. More telling are the
income disparities between migration spaces of geographically adja-
cent groups of countries, in this case the CIS and Europe, which
includes both Eastern and Western Europe. Appendix table 1.4 shows

Disparities in GDP per Capita in the CEE-CIS States, 1990-2002
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the income differentials between western ECA countries and Western
Europe and appendix table 1.5 shows these differentials among CIS
countries. Among western ECA countries, even the country with the
highest income, Slovenia, has an income less than two-thirds of the
Western European average. Similarly, within the CIS, the two coun-
tries with the second highest incomes, Kazakhstan and Belarus, still
have incomes only about two-thirds that of Russia, while Russian
GDP per capita is eight times that of Tajikistan.

The relative influence of ethnic versus economic factors partially
explains the temporal trends in migration that took place across the
ECA region since 1990. Yet, clearly the motivations for migration
across the region have been complex and, for periods in the early
1990s, were partly driven by the dissolution of the Soviet Union. This
complexity combined with the poorness of the data used for measur-
ing these flows make the statistical estimation of the determinants
very difficult. What emerges from such studies is a complex picture
indicating that expected income differences, the expected probability
of finding employment abroad, and expected quality of life at home
play a strong role in the decision to migrate in many cases but can
also be tempered by the influence of numerous other variables and
the patterns vary considerably across countries (see box 3.1).2

Figures 3.3 and 3.4 show the trends in net migration rates for
selected immigration and emigration countries, respectively. For
nearly all immigration countries, net migration was much higher in
the early 1990s than after 2000. As shown in figure 3.3, in Russia the
net migration rate went from 0.1 per thousand in 1991, the last year
of the Soviet Union’s existence, to 5.4 in 1994 before falling back to
almost the pretransition rate of 0.2 in 2003. Most of the other ECA
countries that are now net recipients of migrants experienced a simi-
lar trend of either larger immigration or emigration in the early and
mid-1990s as a result of ethnic reshuffling. However, much of the
migration as a result of ethnic factors, whether voluntary or forced
(or somewhere between the two), seems to have been a one-time
event brought about by the increase in the number of states. Most of
those who found themselves outside their ethnic homelands and who
would migrate “back” home already have done so.

A similar pattern is seen among emigration countries in figure 3.4,
where the large outflow of the early 1990s slowed considerably after
2000. Of the total migration of ethnic Russians to Russia over the
period 1989 to 2002, over half took place in the first four years after
the breakup of the Soviet Union—1992 to 1995. In the three Baltic
states, which all had large Russian populations, three-quarters of
return migration took place during this period. Now that these three
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Estimating the Determinants of Migration in ECA

In this investigation of the determinants of migration in ECA, the model of migration developed
by Hatton (1995) is used as a starting point (further information on the model and estimations is
presented in appendix 3.1). This model, based on the concepts of individual utility maximization
and migration as a form of investment in human capital, is delineated as follows:

U, =Inlw,), +yIne,), =Iniw,), —ninle,), - z, (1)

where w,, w,, e, e, are the income and probability of employment in the countries of destina-
tion and origin, respectively, and zis the cost of migration.

The formation of expectations of the future utility of migration follows a geometric series of past
values; the most recent utility streams are given greater weight.

U =AU +2°U_+2°U_,+.., 0<A<1
or (2)
U =AU, + AU

Furthermore, the immigration rate (M,) is assumed to be a function of current and net present
value levels of utility from immigration.

M, =BU +aU,), o>1 3)

where B stands for the aggregation parameter, and o for the extra weight given to the current
utility.

Extending this basic migration model and following Zoubanov (2004) to account for the nonlin-
ear relationship between the cost of migration and current stock of immigrants, we incorporate
the squared current stock of immigrants (MST) from a given country of origin into the equation.
To account for quality-of-life considerations, the same adaptive expectations structure is used as
above. The European Bank for Reconstruction and Development transition index is used to ac-
count for the quality of life in the origin country. As such, the final specification is as follows:

AM, = Blo+ A Alnw,, /w, ), +yAlnle,), —=nAln(e,), - £, AMST, - &,AMST + AEBRD, ]+
+Bloc+A—Ac)| & +Inlw, /w,)_ +7Inle,),_, —ninle,),_, +&MST,_, +€&,MST +EBRD,_, | (4)
—(1-AM_

1

The dependent variable here is the change in gross migration rates (inflows from origin to desti-
nation country divided by the population stock of origin country). Explanatory variables in the
model are transformed to one-year differences and 1-year lagged levels to capture short and

(Continues on the following page.)
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Estimating the Determinants of Migration in ECA (continued)

longerterm dynamics. The real wages w, and w,, are approximated by per capita income data
(with purchasing power parity calculations applied) of the destination and origin countries, re-
spectively. Ignoring the labor market participation, the employment rates e and e, are proxied
by 100 percent minus unemployment rate in destination and origin countries, respectively. The
model also incorporates distance between the capitals of destination and origin countries as a
dependent variable, as well as the EBRD transition index discussed above. A summary of the re-
sults is in the table below:

Migration Rates and Current Stock of Immigrants:
Extended Basic Migration Model, 1991-2003

Changes Lagged levels
Migration to PClratio | Eind MST EBRD | PCl ratio Eind MST | EBRD M D
Russia + = = + + 0 = = = =
Germany 0 + + 0 0 + = = = =
United Kingdom = = 0 0 = 0 0 + 0 0
Austria 0 0 = 0 = + 0 + = =
Sweden 0 + 0 0 0 + + = = =
Denmark 0 0 0 0 + + - - - -

Source: World Bank staff estimates.

Note: + indicates that the coefficient was positive and significant at less than 10 percent; — indicates that the coefficient was negative and signifi-
cant at less than 10 percent; 0 indicates that the coefficient was not statistically significant.

PCl ratio: Ratio of GDP per capita of host country to GDP per capita of home country.

E in D: Employment rate in destination country.

MST. Squared current level of migrants in host country (capturing network effects).

EBRD: EBRD Transition Index capturing quality of life related issues.

The model suggests that wage and employment differentials were statistically significant pre-
dictors of migration in the expected directions only about half the time. In a number of cases,
these differentials seemed to produce the opposite of the expected effect.

In general, the results for the Russian model are broadly in line with our hypothesis that the mi-
gration rate is positively correlated with expected income differentials and negatively correlated
with the expectations of improving quality of life at home. The significant negative effect of the
stock of migrants seems to reject the commonly referred “network” effect in the models for
Russia, Austria, and Denmark, suggesting instead that the existence of factors such as in-
creased competition in the labor market of the destination country, anti-immigration policy, racial
intolerance, and other factors may make migrant stock a poor predictor of future migrant flows.
As was expected, distance is negatively correlated with the migration rate in all models.

Source: World Bank Staff estimates.
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Net Migration in Selected Immigration Countries in ECA, 1989-2003
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countries have joined the EU and their economies are growing, net
migration of Russians to Russia is less than 1,000 a year; for compar-
ison, over 60,000 Russians left in 1992 alone. It appears that income
differentials among countries will be the primary factor driving migra-
tion in the ECA region in the medium term, while demographic fac-
tors will play a role in the longer term (see chapter 1).

Despite this evidence, the temporal dimensions of these patterns
do not clearly match up to those that might emerge if migrants” moti-
vations were driven solely by cross-national income differences. The
income disparities that persist fail to explain contemporary migration
patterns in the ECA. The following section considers alternative
explanations for determinants of migration, using the experiences of
Southern Europe and Ireland as test cases.

The migration histories of Ireland and Southern Europe—countries
that saw many of their citizens emigrate during the postwar period—
are especially useful for interpreting and forecasting patterns of emi-
gration for the countries of Central and Eastern Europe. First, ECA
countries, like Ireland and all Southern European countries, are close
to their respective destination countries. This proximity is not only
physical but also cultural—languages and social traditions are compa-
rable. Additionally, Southern European countries and Ireland, as we
see with ECA countries now, were poorer than their destination
countries. However, in both cases the differential (especially in the
last century) in fact was not extreme, particularly if the quality of
human capital is the measure employed, as opposed to per capita
gross national product (GNP) at purchasing power parity. Thus, while
there are obvious differences between the Southern European and
Irish countries and the ECA countries,? the similarities are sufficient
that a study of the migration history of the former may provide a rea-
sonable amount of evidence about current and future trends.*

To begin, some have observed that migration patterns in Southern
Europe evolved as a “hump.” This pattern of migration, as figure 3.5
illustrates, refers to a scenario in which emigration rates accelerate as
a country’s wealth increases and more households are able to fund
migration. Yet as a country develops further, the motives for migra-
tion diminish and emigration rates drop.

Looking at the patterns illustrated in figure 3.5, the surge in Italian
emigration during the 1960s to early 1970s was due not to an increase
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Postwar Emigration in Southern Europe, 196088
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in poverty but to an increase in income and employment growth at
the beginning of Italian industrialization (Hatton and Williamson
1994). The surge of Spanish emigration to other European countries
in the period 1960-74 was the result of a growth rate higher than in
the other Buropean countries.® The peak of Portuguese emigration in
the 1970s also took place during a growth phase, and Greece’s emi-
gration rates rose during the economic boom of the 1960s.

After World War 1II, even if the gains from intercontinental emi-
gration were greater (given the lowering of international travel costs
during this period), emigrants were affluent enough to choose a closer
destination, which they viewed as a more temporary emigration solu-
tion with numerous emigrants returning home. Faini and Venturini
(1993, 2001) have tested these hypotheses using gross emigration
flows from Spain, Greece, Portugal, and Turkey between World War
II and the end of 1980s. During that period, the per capita income dif-
ferentials between these countries of origin and European destination
countries were relatively stable, and increases and decreases in migra-
tion flows were due to the effects of other variables—labor market
factors, the per capita income in the origin country, and the absence
of a competitive business or investment environment at home. The
turning point in this inverted U shape effect of the annual per capita
income on the migration decision in these countries was estimated at
about $3,500, after which additional economic growth discouraged
emigration decisions. Similarly, Irish emigrants ceased to prefer the
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United States to Britain as a consequence of the Great Depression—
80 percent of total flows went to Britain in the late 1940s—but they
did not change preferences when the American economy recovered.
Nor were their flows sensitive to the reduction in travel costs, which
again corroborates the dominance of the effect of income after World
War II (Barrett 1999).

Looking at the downward slope of migration rates in figure 3.5,
Italian outflows declined to a fractional value during the 1960s, at
which time the wage differential between Italy and the main destina-
tion countries was approximately 30 percent. This can be called the
“cost” of migration: people no longer emigrate if the return on the
investment in migration is not 30 percent higher than the wage that
they can earn in the country of origin. Yet, as was discussed above,
though wage differentials are a good first indicator with which to
understand emigration patterns, they must be combined with
employment and quality of life expectations, which are a function of
the future prospects of the economy and income levels, and these are
not always included in empirical estimates. It could be argued that
Italians reached the level of income that, all other things equal, yields
no migration incentive. The halting of Spanish and Greek emigration
to Germany in the second part of the 1970s was also the result of
lower incentives (the GDP per capita in purchasing power parity dif-
ferential with Germany was about 42 percent) from both the restric-
tive immigration policies adopted in Northern Europe and changes in
their own governments accompanied by positive growth expecta-
tions. Such changes created strong incentives for existing migrants to
return home, and for others to postpone emigration.®

The history of Irish emigration is very similar to what has been
described above. The Irish have long been the United Kingdom’s
“unsung gastarbeiters” (Ford 1994, p. 67). The long-run decline in
Irish migration can be accounted for by the growth of Irish income
and living standards relative to those in Britain. Irish industrial earn-
ings rose from 70 percent of those in Britain in 1950 to 90 percent in
1990 (O Grada and Walsh 1994, pp. 130-1).

Boxes 3.2 and 3.3 present two of the most recent and interesting
experiences of emigration among the EU member countries, and they
represent the opposite ends of the skill spectrum, the highly skilled
Irish and the lower-skilled Portuguese. They also represent two dif-
ferent patterns of emigration, though both demonstrate that migra-
tion became temporary when the home countries grew and decreased
the per capita income differential with host countries.

The above discussion supports this chapter’s theory that wage or
income differentials of 30 to 40 percent are probably a necessary but
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Irish Migration Dynamics

Irish emigration declined steadily until the beginning of the 1970s: the net migration rate was
negative 12.7 per thousand over the period 1871-81 and declined to negative 6.3 per thousand
over the period 1936-46; it increased for the last time to negative 14.0 per thousand during
1951-61, reached negative 4.0 per thousand in 1961-71, and became positive in the subsequent
decade. In addition to this reversal of Ireland’s net migration balance, the composition of Irish
emigration changed in favor of higher skilled and educated workers.

In the late 1960s and the 1970s, the average education level increased in Ireland, and in the 1980s
the workers that emigrated to the United Kingdom (44 percent), to the other EU countries (14 per-
cent) and to the United States (14 percent, with 27 percent to the rest of the world) were better
educated. As O Grada and Walsh (1994) show, the proportion of emigrants among the Irish with
education at the tertiary level and above was between 18 and 30 percent, while those with sec-
ondary level educations composed less than 10 percent. This was not only due to an increase in
average education in Ireland, but also resulted from a more selective emigration strategy. Migra-
tion among the lower educated may have yielded returns too low to make it worthwhile, while it
was still rewarding for the highereducated as a general career strategy (Barrett 1999; Breen
1984). Thus, on the one hand, welfare discouraged emigration by the poor, while on the other,
high taxes encouraged emigration by the better educated (Callan and Sutherland 1997).

As a result of trade liberalization during the 1990s and the attractiveness of foreign direct in-
vestment, the Irish economy underwent rapid growth, which induced many high-skilled emi-
grants to return (mainly from non-UK destinations, where the cost of migration was probably
higher because of differences in culture and language). Owing to their experience abroad, return
migrants were able to earn on average 10 percent more than similarly educated natives who had
not moved (Barrett and O’Connell 2000). Furthermore, thanks to its rapid economic growth, Ire-
land became a country of immigration that attracted high-skilled EU workers and that sought to
attract high-skilled ECA workers as well.

Source: World Bank staff.

not sufficient condition to determine the end of emigration. The deci-
sion to migrate depends jointly on the income differential and on
other economic and noneconomic variables. However, any such dis-
cussion should be careful not to lump all migrants together; what dis-
courages one group of migrants may encourage another. For instance,
unskilled migration may be replaced by skilled, and permanent
migration by temporary.

As discussed below, much of the explanation for the slowing of
emigration in the mid- to late 1990s and the conversion of many



Migration and Remittances: Eastern Europe and the Former Soviet Union

Portuguese Migration Dynamics

The case of Portugal provides a good contrast to that of Ireland (box 3.2). Portugal has a long his-
tory of emigration, and its overseas territories have served as migrants’ main destinations in past
centuries (Bagahna 2003). Even after World War Il, the main emigrant destination was Brazil.

This picture changed during the 1960s. In line with encouraging the industrialization of the Lis-
bon area, the government decided that emigration had a positive impact on the labor market and
contributed to the country’s progress and development. Emigration took off when the country
started to grow, drawing parallels to Italy; that country’s emigration reached its peak with its in-
dustrialization at the beginning of the 1900s. While the Portuguese were the last of the South-
ern EU populations to emigrate, they followed the pattern set by Italian and Spanish workers:
first to France, then to Germany and Switzerland. In contrast to the Irish, however, the average
human capital of Portuguese workers was rather low, and emigrants left the country for low-
skilled jobs abroad. Little by little, the Portuguese economy grew and emigration declined.

The relationship between Portugal and Germany, a major destination country for Portuguese em-
igrants, demonstrates the role of interacting supply and demand in the decision to migrate.
When Portugal joined the EU in 1986, the GNP per capita in purchasing power parity of Germany
was double that of Portugal. As a result, Germany experienced positive net immigration from
Portugal. After 1993, when free mobility by Portuguese workers began (and the GNP differential
was still high at about 40 percent), there was an increase amounting to 27,000 persons and only
5,000 employees.

However, the need for Portuguese labor in Germany had not disappeared. Permanent employ-
ment emigration was replaced by contracted temporary emigration or Werkvertragsarbeiter.
These workers were employed by Portuguese companies operating in Germany and therefore
did not show up in any emigration statistics. The demand for this type of worker declined when
the German government obliged foreign companies to pay German wages and social security
contributions.

Source: World Bank staff.

Central European countries from net emigration to net immigration
status partly reflects expectations about the improvement in the
quality of life in many countries in the region. However, it is first
important to recognize the role of the EU in migration trends in
Southern Europe, because accession of the ECA countries (or those
proximate to the region) will likely affect ECA migration patterns in
the future.
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European Union Accession and Migration Trends

EU participation has also certainly played a major role in European
migration, but probably a role different from the one expected. First,
new member countries in the period before entry into the EU were
required to implement a series of reforms that increased and favored
the expansion of goods production. Italian development was export
led, because domestic demand was too low to absorb the new pro-
duction (low consumption, high savings, and the like). Similar pat-
terns were displayed by other countries—both Ireland and Portugal
also experienced export-led development—even if such development
took place later on in the 1990s. Second, transfers from the Structural
Fund that countries received after entry were an additional source of
growth that increased domestic demand for labor, and that also
helped indirectly by increasing the ability of these countries to attract
foreign investments, which in turn increased the domestic demand
for labor. Finally, factors in addition to strictly economic components
help predict future migration trends. Expectations of future growth
may be as important as current job availability in the decision to
migrate, and membership in the EU has had an important effect upon
potential migrant expectations

While growth prospects have traditionally been associated with
increased migration, Burda (1993) points out that the freedom to
move can reduce near-term immigration, because migrants are free
to put off the move until later. Whereas a potential migrant would
have to have taken whatever opportunities luck presented preunifi-
cation, the postunification migrant can delay moving for as long as he
or she wishes. If the quality of life at home shows signs of improve-
ment, the potential migrant may decide to wait and see.

Despite the role EU membership may play in growth opportunities
and migration incentives, it is important not to overemphasize its
role. The emigration rates in Southern European countries had
already started declining at the beginning of the 1970s, and have
never regained those previous dynamics, even after EU membership.
The country most at risk for large-scale emigration was Portugal. As
described in box 3.3, when Portugal joined the EU in 1986, Ger-
many'’s per capita GNP at purchasing power parity was double Portu-
gal’s. After 1993, when free mobility by Portuguese workers began,
temporary contracts replaced permanent immigration, and even the
former slowed substantially with the Portuguese economic boom of
the 1990s.

This is an important finding for the ECA emigration countries and
in particular for the new EU members. Joining the EU has already
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favored economic growth or expected growth for these countries,
and both direct investment from the Social Fund and the indirect
attraction of foreign investment will further enhance growth
prospects. These factors, as well as higher expectations of a better
quality of life at home and the reduced cost of postponing the emi-
gration decision, will discourage emigration. Furthermore, entrance
into the EU may further support the prediction of declining migrant
outflows, because temporary movements may increase in compari-
son to permanent ones. Such a trend toward temporary movement is
already taking place between Germany and Poland, for example.

One of the themes of this chapter is that spreads in per capita income
cannot alone explain contemporary migration flows in the ECA. In
addition to evidence from history and statistical estimation, an eco-
nomic model was employed to further understand the role that
expected quality of life at home can play in driving migration or
restricting migratory flows in the face of constant income differentials
among countries. Such a model provides an opportunity to test the
reaction of migrants to changes in the quality of life.

The model is an extension of GTAP, a comparative-static, multire-
gional computable general equilibrium model developed by the
Global Trade Analysis Project (see appendix 3.2 for further informa-
tion on the model). Versions of this model have been used previously
to look at questions relating to the impact of international migration.”

An extension of the GTAP model is used to examine the impact of
an improvement in the general “quality of life” in ECA countries on
migration flows into the EU-15 countries. The index (known as the
Country Policy and Institutional Assessment or CPIA) is a World Bank
index that takes a variety of a country’s attributes into account,
including macroeconomic policy, financial sector policy, trade, social
equity, business investment environment, environmental policy, and
political accountability.?

In this analysis, the CPIA index is treated as an exogenous factor
that represents changes in overall quality of life. The impact of two
simulations of improvement in the quality of life in the ECA
migration-sending countries are illustrated in figure 3.6 for three
groups of countries: (a) western ECA, (b) former Soviet Union, and
(c) Turkey. The figure indicates the impact of increasing the quality of
life on gross migration flows into the EU-15 for the western ECA
countries by 10 percent and for FSU countries and Turkey by 3 per-
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Percentage Decrease in Total Migration Flows into the EU Owing to
Improvements in Quality of Life
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Note: FSU = Former Soviet Union.

cent, and the impact on flows if quality of life in western ECA was
identical to that of the EU-15 while Turkey and the FSU countries
realized a 15 percent improvement.

The results indicate that migration from western ECA would fall by
just over 0.4 percent with the 10 percent improvement and over 1
percent if quality of life is equalized. Flows from Turkey and the FSU
also fall with an improvement of 15 percent in the quality of life
index. Outflows from these two fell by about 0.63 percent.

Looking at the other side of the issue, figure 3.7 presents the results
of our simulation on flows from the EU-15 countries into western
ECA, Turkey, and the FSU. As before, we see the impact of improving
the quality of life index in western ECA by 10 percent and to EU-15
levels, and in Turkey and the FSU by 3 percent and 15 percent. The
simulations find that migration outflows do increase as quality of life
improves in the ECA countries. In the case of the larger shock, the
improvement of western ECA’s quality of life to EU-15 levels increases
migration from the EU-15 by 1 percent and into Turkey and the FSU
by about 0.5 and 0.6 percent, respectively. This may very well reflect
return or indeed circular migration flows from natives of these ECA
countries.

Though the magnitudes of change in migration flows found with
these simulations are not enormous, the results show that improve-
ments in quality of life do have the potential to shift the direction of
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Percentage Increase in Migration Outflows from EU-15 to ECA
Countries Owing to Improvement in Quality of Life in ECA
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migration patterns in the region in such a way that improvements in
economic, political, and social policies can slow outflows and perhaps
encourage return flows.

Taken as a whole, the results of our simulations and the history of
migration in Southern Europe and Ireland provide qualified support
to the hypothesis that the quality of life in migration-sending coun-
tries matters as a determinant of migration, even in the presence of
constant income differentials. Moreover, the results suggest that these
policies are even capable of creating incentives for circular migration
or return migration. As is discussed in chapter 3, encouraging circular
migration may represent a positive step toward enhancing the returns
of migration to sending and receiving countries and migrants them-
selves. As further simulation results in chapter 4 will indicate, these
effects are magnified when immigration policies encourage tempo-
rary or circular migration.

1. For summaries of the migration literature, see Lucas (2005); Bauer and
Zimmerman (1999).

2. Full details on the econometric estimations of the determinants of migra-
tion in ECA are presented in appendix 3.1.
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. For instance, Ireland and the Southern EU countries have long histories
of international emigration (first overseas, later in Europe). This is highly
different from present ECA migration, with the exception of Poland,
which has only recently seen international migration on a large scale.

4. This section draws heavily from Venturini (2004).

. The rapid growth rate produced a reduction of 1,900,000 persons active
in agriculture, and 800,000 emigrants (INE).

. By 1974 the underemployment in agriculture in Greece was reduced;
between 1963 and 1973 GNP growth was about 6 percent. It is thus not
very clear whether the increase in the unemployment rate in Germany
or the reduction of the unemployment rate in Greece reduced the emi-
gration rate.

. World Bank 2006.

. For more information, see information on the CPIA index at
www.worldbank.org.






CHAPTER 4

International labor migration within Eastern Europe and the former
Soviet Union (FSU) and between this region and Western Europe
occurs within two regimes:

e For the migration of skilled workers, the General Agreement on Trade
in Services (GATS) under the auspices of the World Trade Organiza-
tion (WTO) has emerged as a vehicle for the multilateral relaxation of
restrictions on temporary transborder labor movements.

¢ A set of bilateral labor agreements facilitates most legal labor
migration.

The WTO provisions currently focus on extending freedom of pas-
sage to a limited subset of international migrants in multinational
firms. Thus, the provisions and any proposed revisions to them have
little consequence for unskilled migrants at present. Most legal
unskilled migration is governed by a series of bilateral agreements on
labor activity and the social protection of citizens working outside
their countries.

The diverse range of bilateral policies makes it difficult to generalize
about the impact of their specific provisions. If, however, one judges
the impact of these agreements by looking at actual unskilled migra-
tory flows—in particular, the very large levels of undocumented
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migration—it would seem that these policies often do not provide suf-
ficient incentives for or facilitate legal migration by unskilled workers.

This chapter has two key parts. The main portion of the chapter
reviews the existing framework for international labor migration in
Eastern Europe and the FSU. It documents the bilateral migration
agreements among ECA countries and between them and the EU-15
countries.

The second part of this chapter proposes the outlines of an alterna-
tive regime for organizing international migration. Drawing upon the
information presented throughout this report and the results of simu-
lations, this section proposes that bilateral migration agreements could
be modified to encourage legal migration by unskilled workers. Though
some countries may want to encourage more permanent migration, in
instances where this is not preferred, circular migration may allow for
the effective matching of supply and demand for international labor
without necessarily creating higher rates of permanent migration. The
alternative framework presented here provides the contours of incen-
tives designed to encourage such circular migration flows.

Surveys with ECA migrants conducted for this report suggest that
the shift to a circular pattern of labor migration is likely a closer match
with the preferences of many migrants to spend short periods
abroad—building human and financial capital—and then return
home. Moreover, circular or temporary migration may have the
advantage of limiting “brain or brawn drain” from the migrants’
home country. Temporary migration also has the advantage of reduc-
ing cultural friction in the migration receiving country.

As the UN (2005) report on migration highlights, migration
involves a complex organization of political, economic, and social
forces. This complexity requires that policy prescriptions be highly
qualified. The exact policies needed will certainly vary by country,
whether on the sending or receiving side of the equation. This chap-
ter suggests the rough outlines of the sorts of international coopera-
tion that might increase the returns from migration for sending and
receiving countries and migrants and their families.

Given the uncertainty of policy, the best way forward may be a step-
wise “learning by doing” approach that takes the form of pilot, tempo-
rary managed-migration schemes among willing pairs of countries.

This section provides an overview of the existing policies for facilitat-
ing international labor movements from Eastern Europe and the FSU.
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The section begins with a brief overview of the WTO provisions on
labor migration. It then discusses the various bilateral agreements
that have been made directly between migrant sending and receiving
countries in this region.

Multilateral Arrangements and Their Limitations

The major multilateral policy effort to address international legal
migration flows is the Mode 4 framework of the GATS. Mode 4 tack-
les the provision of services by allowing cross-border movements of
certain citizens of the WTO countries. Its introduction generated ini-
tial optimism that eventually the broader liberalization of labor mar-
kets could be negotiated. A commitment to deepen the coverage of
Mode 4, however, has not yet emerged. Even though services repre-
sent over 70 percent of the GDP of developed economies, only very
small portions of international migrants qualify as “service providers”
by WTO standards.

Unlike trade liberalization in products and other services, provid-
ing for the free movement of labor generates a number of negative
externalities: the values, rights, responsibilities, and risks that the
migrants bring to the receiving society and economy may create var-
ious forms of conflict.! As a result, GATS protections are only
extended to “natural persons” who intend to relocate temporarily or
provide a service abroad. Moreover, even if GATS were to progress, a
large portion of ECA labor migrants would not be covered by its pro-
visions because the framework only addresses skilled labor.

Bilateral Agreements

Given the weaknesses in multilateral agreements for cross-border
migration movements, a collection of bilateral labor agreements have
been negotiated between the migration-sending and -receiving coun-
tries that facilitate a great deal of the legal transborder labor flows in
the region. It is difficult to generalize about the impact of these agree-
ments, because they vary dramatically in type and scope across coun-
tries. Bilateral agreements facilitate short- to medium-term migration
across countries for the purposes of seasonal employment, specific
project-related employment, apprenticeships or trainee-ships, and
other purposes. As with migration flows more generally, bilateral
agreements have a strong, bi-axial regional orientation (table 4.1).
The majority of the agreements involving the Central and Eastern
European countries (CEECs) are with Western Europe or other
CEECs (82 percent). In contrast, a large majority (64 percent) of CIS
bilateral agreements create labor flow links with other CIS members.
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Regional Composition of Bilateral Agreements

(percentage)
Country group CEECs CIS EU-15
CEECs 2 18 61
CIS 31 64 4

Source: World Bank Staff estimates.

Note: Cells indicate the percentage of agreements signed between the subregions in the rows and columns. Percentages
may not sum to 100% due to rounding.

Agreements Between the EU-15 and CEECs

The number of bilateral agreements within Europe is very large and has
increased rapidly during the 1990s: of the 92 agreements in existence,
some 75 percent were signed after 1989. There are several reasons for
this, the most important ones being the collapse of the Soviet Union
and the disintegration of the former Yugoslavia. It should be stressed,
however, that many bilateral agreements were signed to manage the
large ethnically motivated and conflict-related migration streams dur-
ing the first half of the 1990s. Because the second half of that decade
saw a return to more “normal” migration volumes (see chapter 1), it is
not clear to what extent existing agreements are still operational.

The need for bilateral agreements between the countries of West-
ern and Eastern Europe will expire as the latter obtain membership in
the EU’s single labor market. The Accession Treaty of 2003 set out
that there will be a transitional period for the free movement of work-
ers allowing the EU-15 to postpone the opening of their labor mar-
kets for up to seven years. The so-called 2+3+2 regulation divides the
transitional period into three phases. During the first phase, the EU-
15 can apply national rules on access to their labor markets for the
tirst two years after enlargement. The diverse national measures have
resulted in several legally different migration regimes. Since the
accession of the EU-8 countries to the EU in May 2004, only eight
countries have fully opened their labor markets to the new member
states: Ireland, Sweden, and the United Kingdom never had restric-
tions on workers from the EU-8. Greece, Finland, Spain, and Portu-
gal lifted restrictions in May 2006. Italy ended the transitional
arrangements in July 2006, while France, Belgium, and Luxembourg
softened their restrictions on workers from the EU-8. Poland, Slove-
nia, and Hungary apply reciprocal restrictions to nationals from the
EU-15 member states applying restrictions. All new member states
have opened their labor markets to EU-8 workers.

In May 2006, the second phase of the transitional period started,
which allowed EU-15 member states to continue national measures
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for up to another three years. At the end of this period (2009) all
member states will be invited to open their labor markets entirely.
Only if countries can show serious disturbances in the labor market,
or a threat of such disturbances, will they be allowed to resort to a
safeguard clause for a maximum period of two years. From 2011, all
member states will have to comply with European Commission rules
regulating the free movement of labor.? Thus, in the short-run, bilat-
eral migration agreements may remain relevant for some countries in
western ECA.

Germany is by far the most important country in terms of the num-
ber of agreements, perhaps because it is the largest destination for
CEEC migrants. Over half of all existing bilateral agreements have
been signed by Germany; all CEECs have agreements with Germany
except Serbia and Montenegro, which has no bilateral migration
agreement with any EU country (table 4.2). Out of the 15 EU coun-
tries, 14 have bilateral agreements with one or more CEEC (the only
exception is Denmark). On average, each EU country has signed
between two and three bilateral agreements with countries in Central
and Eastern Europe.

On the CEEC side, there is a substantial variation in the number of
agreements, ranging from 15 for Poland and 12 for Hungary to 7 for
Bulgaria and Romania. A number of intra-CEEC agreements exist,
but only for a few countries, notably Poland, the Czech Republic, and
the Slovak Republic. These are mainly cross-border arrangements.
Most CEECs do not have any intra-CEEC agreements.

The CEEC countries have very few bilateral agreements with
Organisation for Economic Co-operation and Development (OECD)
countries outside the EU. Only three non-EU countries in the OECD
have bilateral agreements with CEEC countries—Canada, Finland,
and Switzerland. Moreover, these agreements have mainly been

Geographical Distribution of Bilateral Migration Agreements between CEEC and EU-15
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signed by the CEEC countries with relatively high per capita income,
specifically the Czech Republic, Hungary, Poland, and the Slovak
Republic.

Table 4.3 shows that the most common types of agreements are
guest worker schemes and trainee arrangements. Together, they
account for over half of all agreements. Seasonal-worker agreements
and project-type agreements together account for another third.

It is useful to distinguish between agreements that target unskilled
labor and those aimed at skilled labor. Typically, seasonal arrange-
ments and cross-border agreements do not require migrants to pos-
sess specific skills; the same appears often to be true for guest worker
agreements. Project-type and trainee agreements, however, often
explicitly state required skills or experience that migrants must
demonstrate (see Hars 2003 for an account of Hungary’s agreements
with the EU-15). Table 4.3 suggests that agreements requiring skilled
labor are mainly between the EU-15 and CEECs with relatively high
per capita income, while seasonal and guest worker agreements are
mainly between the EU-15 and the relatively poorer CEECs. Conse-
quently, geography and CEEC income are important variables for
explaining the number and the nature of bilateral agreements in the
region.

The motives for migration-sending countries in the CEEC to sign
bilateral agreements are at least fourfold. First, it is a way to reduce the
amount of surplus labor in these countries by reducing unemploy-
ment. Second, remittances are sometimes (as detailed in chapter 2) a

Bilateral Migration Agreements hetween the EU and CEECs by Country and Type

Country Seasonal Projects Guest Trainee Cross-B Others Total
Austria 0 0 1 2 2 0 5
France 2 0 1 6 0 0 9
Germany 8 13 13 3 1 7 45
Spain 2 0 2 2 0 0 6
Other 4 2 4 14 1 2 21
Total 16 15 2 21 4 9 92
Czech Rep. 1 1 1 4 1 1 9
Hungary 1 1 1 5 1 1 10
Poland 3 1 3 6 1 1 15
Slovak Rep. 1 1 1 4 0 1 8
Bulgaria 3 2 1 1 0 0 1
Romania 2 1 2 2 0 2 9
Turkey 0 1 6 1 0 0 8
Other 5 7 6 4 1 3 26
Total 16 15 21 21 4 9 92

Source: Compiled from OECD (2003).
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very large share of total income in the economy and may provide
funds for savings and investment. Remittances costs or security may
be higher when they are sent through formal, legal channels. Third,
temporary employment in relatively wealthier countries may increase
skills that can be used productively when the migrant returns home.
Finally, and arguably the most important in comparison with costs of
undocumented migration, a bilateral agreement may help migrants to
enjoy reasonable working conditions and to get access to the social
safety net in the receiving country. This would increase their human
capital and make them more valuable on return.

The available migration data suggest that labor migration into the
EU-15 from the CEECs is employed in sectors or activities where it
does not compete with local labor. Thus, for instance, Germany
received over 200,000 seasonal workers in the late 1990s while only
33,000 workers were employed as contract workers (OECD 2001,
tables 2.4-2.5), and according to Garnier (2001), the number of Pol-
ish seasonal workers received in Germany is approximately eight
times as large as the number of workers received under all other cat-
egories. It is important to point out that the skills or education of
migrants do not necessarily provide an indication of the positions in
which they will work in the recipient countries. Frequently, highly
skilled migrants take jobs with low skill requirements and thus create
“brain waste” (Garnier 2001).

Agreements Within the CIS

The intra-CIS agreements differ from the agreements directed at
Europe by not focusing on quotas while concentrating on legal status
and social protection. Also, agreements directed at Europe have more
of a “migration creating” role, whereas agreements within the CIS
seem to be a reaction to existing migration flows.

As a result, the current regulatory framework of legal migration
flows in the CIS is characterized by a series of regional and bilateral
agreements on labor activity and social protection of citizens working
outside of their countries. This situation is the result of the disintegra-
tion of the Soviet Union, which obliged the newly independent states
to pragmatically defend their citizens” interests. The main regional
agreement is the “Agreement on cooperation in the field of labor
migration and the social protection of migrant workers,” accepted in
1994 by all CIS states. This agreement, however, did not come to force
because it was to be implemented through bilateral agreements, which
were never signed (IOM 2002). In the field of undocumented migra-
tion, the cornerstone of regional cooperation is the 1998 Agreement
on cooperation in Combating Illegal Migration (IOM 2002, 2005b).
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The Russian Federation has concluded the most bilateral agree-
ments (with 9 out of the 11 CIS member states). Belarus has con-
cluded the next largest number of bilateral agreements, with six other
CIS countries. Kazakhstan and Ukraine have concluded four each.
Kazakhstan, the main receiving country in Central Asia, has no agree-
ments with its Central Asian neighbors except for an agreement with
the Kyrgyz Republic on the labor activities and the social protection
of labor migrants working in the agricultural sector in the border
areas.

Along with the intergovernmental agreements, interagency agree-
ments are a form of international cooperation that has emerged more
recently. Since 2002, the Russian Ministry of Internal Affairs has con-
cluded such agreements in the migration sphere with the counterpart
agencies in the Kyrgyz Republic, Tajikistan, and Ukraine.

The majority of CIS labor migrants do not profit from the protection
provided for in these agreements or from any other legal protection,
however, because they work under an undocumented status. In both
Russia and Kazakhstan, the largest recipient countries in the region,
the estimated number of irregular migrants is several times higher
than the number of official migrants. For example, according to IOM
(2005a), Tajikistan had 16,800 legal migrant workers in Russia in
2002, while the actual number of undocumented labor migrants was
estimated at more than 600,000. Uzbekistan had 16,100 legal labor
migrants, while the labor emigration from Uzbekistan is estimated at
between 600,000 and 700,000. Similarly, the number of foreign
“licensed” workers employed in Kazakhstan was 11,800 in 2002 while
IOM estimates the number of irregular immigrants to be 20 to 50 times
higher. According to official estimates, from 220,000 to 300,000
migrant workers are employed now in the country while experts and
official statistical analysis suggest up to 500,000 (table 4.4).

Number of Registered Foreigners and Estimated Number of Aliens
Living Irregularly in Some CIS Countries, 2000

Country Foreigners Irregular migrants
Belarus 94,570 50,000-150,000
Kazakhstan 81,1332 200,000
Russian Federation 58,2000 1,300,000-1,500,000
Tajikistan — 20,000
Ukraine 456,300 1,600,000
Uzbekistan — 30,000

Source: 10M 2002.

Note:— = not available.
a. Foreigners who settled in Kazakhstan for a period longer than six months.
b. Non-ECA aliens who were granted a residence permit at year end.
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This large number of undocumented labor migrants reflects that
there is a demand for labor that can be satisfied neither from the res-
ident labor force nor from the existing legal quotas. Also, movement
is facilitated by the low transportation costs (generally less than $300)
and the ability of most CIS citizens (with the exception of Georgians
in Russia and Turkmen in general) to travel to Kazakhstan or Russia
without a visa. Moreover, a survey showed that about one of five
Tajik migrants traveled and worked in Russia without passport or offi-
cial document (Bokozada 2005).

At the same time, irregular status arises because migrants are
required to have work and residency permits (with the exception of
citizens of Belarus in Russia). Indeed, except for visa-free travel,
migrants from CIS countries have no advantages over migrants from
other countries in either Kazakhstan and Russia. This means that
they also have to apply for work permits within the general quota
established by the government. These quotas for legal immigration
are allocated to each region of the receiving country, and are estab-
lished on a yearly basis. In Russia, this yearly quota is on average set
at 0.3 percent of the active population, in Kazakhstan it was 0.14 per-
cent and 0.21 percent of the active population in 2003 and 2004
respectively (IOM 2005a). However, excessive bureaucracy and the
small overall quotas result in most migrants never applying for work
permits.

The resulting outcome is suboptimal. It leaves millions of workers
without any legal protection not only from employers, but also from
government agencies. Moreover, the situation causes considerable
losses in terms of tax revenues to the government.

Costs of the Current Regime
The bilateral-agreement frameworks may fail to meet their stated
objectives in many instances. To the degree that the objective of these
agreements is to facilitate legal international migration, they often do
not appear to be successful, as indicated by the high levels of undoc-
umented migration in the region (chapter 1). Large amounts of irreg-
ular migration can impose significant social, economic, and national
security costs on receiving and sending countries (see box 4.1). More-
over, undocumented migrants are more likely to be subject to abuse.?
Furthermore, as the previous section highlighted, the agreements
are often not able to facilitate large amounts of legal, unskilled migra-
tion. The high bureaucratic costs of applying for many of these pro-
grams and insufficient quotas provide incentives for migrants to
pursue other channels through which to migrate—especially undoc-
umented options.
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Possible Costs and Externalities of lllegal Immigration

1. With the exception of sales tax, the income earned by illegal immigrants is not taxable. This
represents forgone fiscal revenue.

2. lllegal migrants offer an unfair competitive advantage to firms that employ them over firms
that do not.

3. Irregular migrants are not covered by a minimum wage or national and industry wage agree-
ments. They are therefore more likely to undercut the wages of the low skilled.

4. Whether entry is legal or illegal may affect the quality of migrants, even if the legal migra-
tion scheme does not select on the basis of skill. Skilled workers or professionals are much
more likely to enter if there is a legal channel, even if their qualifications are not a condition
of entry.

5. Employers may decide not to abide by health and safety regulations, leading to the poten-
tial for migrant death and injury. Police and health services may be called upon to rescue or
treat the injured, to investigate the reasons for death, or to bury the dead.

6. lllegal migrants are not screened for diseases and viruses upon arrival, and have little access
to health services during their stay. At the same time, they risk having been exposed to ill-
nesses on their journey, especially if they have been smuggled or trafficked. This has the po-
tential to generate large public health externalities because diseases can spread to the native
population. Particularly important examples include tuberculosis, which seems to be
reemerging in parts of Europe, and HIV, as many trafficked women become involved in the
sex industry. By way of illustration, in 2002-03, those apprehended on the Slovak-Ukraine
border were found to be suffering from respiratory tract infections, tuberculosis, and scabies.

7. Forced to live underground, and with little access to legitimate employment, migrants are
more likely to be exposed to the world of crime.

8. Stigmatization of illegal migrants can undermine social cohesion if it spreads to cover those
who entered legally.

9. lllegal migrants may be encouraged to stay longer than they might desire and to remain
even when unemployed because of the risks of detection and associated costs of entering
and leaving.

10. Trafficking is a subject that is far too large to be addressed in this report; however, the trade
in many ways exacerbates the previous costs, as well as being a source of organized crime
(for further information on some of the social and human costs of trafficking, see chapter 3).

Source: World Bank staff.
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Finally, most agreements do not contain mechanisms to encourage
circular or repeated migration. If it is costly for potential migrants to
apply for a space on a temporary migration program, they may well
have an incentive to remain abroad—even if through illegal channels
by overstaying their visas—for longer periods than they prefer. As
will be discussed below, surveys with migrants conducted for this
report found that most migrants would prefer to spend shorter peri-
ods abroad, then return home. Agreements that facilitate this tempo-
rary migration while opening up the option to migrate abroad at a
later stage with relatively low transactions costs might represent an
improvement over the current system.

Despite these weaknesses, bilateral agreements have some advantages
relative to the most-favored-nation approach used in trade negotiations,
and particularly are useful for policy makers in receiving countries who
are seeking to balance labor-market demand with the potential external-
ities of migration.* As discussed before, migration generates a number of
social and political externalities not found in the cross-border movement
of products and other services (box 4.2). Such agreements can limit
adverse selection by choosing particular groups of migrants and may pro-
vide a framework to send home migrants who impose too high a cost on
social benefits or are socially disruptive. Most important, however, they
provide a legitimate way for nations to legally and safely supply business
with the labor it demands. As a result, an alternative framework that
improves upon the existing bilateral structure may represent a good
direction forward for improving policy.

This section details the broad contours of an alternative framework
that could be employed by migration-sending and -receiving coun-
tries to facilitate the legal migration of unskilled labor. Given the com-
plexity of migration, general policy prescriptions must be qualified.
Further study and perhaps policy experimentation are required to
better understand how to improve upon the limitations of the exist-
ing framework, as identified earlier in this chapter.

What follows is a collection of observations, derived from the infor-
mation presented throughout this report and from economic model-
ing, on the sorts of elements that seem to be missing from existing
international migration policies, but that could increase the payoffs to
migration for sending and receiving countries and migrants and their
families. Future policy experiments and analytical studies could keep
these considerations in mind when moving forward.
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Social Externalities Generated by Migration

This box provides a summary of some of the social externalities arising from migration.

First, migrants from other cultures bring different values, which some sections of the native
population may resent.

Second, unlike imported goods, migrants are people who hold a package of political, social,
and moral rights and obligations. While a migrant may be welcome for the labor he or she can
provide, the implications of allowing a human being to enter a country go beyond purely eco-
nomic functions. For example, migrants may make demands for family reunification or treat-
ment that is different from that given to residents, for example, religious holidays, food,
dress, and safety regulations. While these considerations need not in themselves be nega-
tive, they are externalities not present with the decision to import a good.

Third, while buying an imported product is a one-time decision, bringing in a migrant could re-
sult in future labor market commitments, including the renewing of visas, paying of taxes,
and provision of relevant training. Furthermore, even in conditions of temporary labor market
employment, if the labor market tightens it may not be possible to send the migrant home.

Finally, a migrant generates implicit or explicit claims for social protection that, depending on
the taxation regime and the effectiveness of tax administration, may result in a net fiscal cost.

Source: World Bank staff.

The findings of this report suggest that the international gover-
nance of migration could be more coherent and requires improved
capacity at the national level and closer coordination between states.
Any framework to replace the existing one could recognize, organize,
and facilitate unskilled labor migration, while acting on both demand
and supply to limit undocumented migration. The outcome could be
an improvement in the protection given to temporary workers, while
still offering migration-receiving countries needed labor.

Given variations in national attributes and preferences, such a tem-
porary framework could take a variety of different forms and be
organized bilaterally, regionally, or internationally. Yet, there are a
number of common elements that such policies might include:

e Recognize that the labor market, like any other market, needs to
balance supply as well as demand. The framework could explicitly
target measures at the supply of low-skilled labor as well as at the
demand for such labor.
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e The new regime could channel migrant labor to sectors or subsec-
tors with little native labor to ensure that migrants are comple-
ments to and not substitutes for domestic labor.

e On the demand side, receiving countries need policies that limit
the employment of undocumented migrants by offering employers
the means to hire legally the workers they need. To promote devel-
opment and coordinate with the preferences of many ECA
migrants to go abroad temporarily, an alternative regime could
emphasize circular migration. World Bank surveys for this report
found that the majority of migrants would prefer to spend shorter
times abroad and then return home (see figure 4.1).

e To ensure that employment under the new regime is temporary
and not permanent, incentives could be designed to encourage
return home when not employed. For example, unemployment
and pension benefits could both be portable and only payable in
the country of origin.

¢ Policies should respect the rights of migrants to be treated with dig-
nity while abroad, including clear and transparent rules regarding
remuneration, work conditions, or dismissal procedures. More-
over, migrants’ rights to appeal to receiving-country authorities to
adjudicate disputes and protect themselves from crime could be
communicated and enforced.

Bilateral migration agreements that include some or all of these
features could have a number of advantages over many existing
policies:

e Agreements could stimulate circular migration, allowing employ-
ers in receiving countries to obtain affordable nontraded services
while respecting the law, and reduce incentives for potential
migrants to use illegal means of entry.

¢ Such an approach seems commensurate with migrants’ prefer-
ences to spend shorter periods abroad and the need for receiving
countries to obtain labor services but not necessarily absorb a per-
manent population of migrants.

e Moreover, in the sending country, increased circular migration,
encouraged by the lowering of transportation costs, could reduce
many of the negative social effects that result from the separation
of families during long-term migration® and reduce the incidence
and degree of “brain drain” from migration-sending countries in
ECA.®
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Migrants’ Preferences for Short- versus Long-Term Migration
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Source: World Bank surveys with returned migrants.

For undocumented migrants, a regime with these features—with
incentives for legal migration—could strengthen the rights that
migrants receive in the receiving country and allow them to obtain
social protection benefits that are out of reach today. Undocumented
migrants have no access to adjudicative processes when abroad and
hence have no legal recourse to oppose abuse. By drying up the
incentives and opportunities for undocumented hiring, legal protec-
tions for large stocks of foreign workers could be expanded.

To make the system credible and useful, it may be necessary to
increase enforcement against undocumented hiring. The GTAP model
described in chapter 3 was used to examine the impact of an increase
in the penalty for hiring undocumented labor, combined with an
increase in the probability of being caught hiring undocumented
labor, which serves as a proxy for better enforcement of such rules.”
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The results suggest (figure 4.2) that undocumented labor becomes
more expensive under these circumstances, thereupon the demand
for undocumented migrant workers decreases and interregional labor
movements slow down.

The framework proposed in this section is not without its flaws.
Nevertheless, its strength is that it allows for the recalibration of
incentives for undocumented labor. The benefits of moving to a
regime of legal migration for all interested parties cannot be
overemphasized.

FIGURE 4.2
Percentage Decrease in lllegal Migration into the EU Owing to
Increase in Penalty for Hiring lllegally
FSU
Czech Rep.
other Eastern Europe
Slovak Rep.
Poland
Hungary
Turkey

Croatia

percentage decrease in undocumented migration
Source: World Bank simulations.

Note: Results are based on an increase in the penalty for hiring undocumented labor by 80 percent from current levels and
the probability of being caught hiring undocumented labor at 20 percent, that is, effective enforcement. Other Eastern Eu-
rope is Bulgaria, Romania, Estonia, Lithuania, Latvia, and Slovenia.
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See appendix 4.1 for a more detailed discussion of the integration of
migrants in the receiving country.

See appendix 4.2 for a more complete discussion of the EU’s transitional
arrangements for incorporating new CEEC member states into the single
labor market.

See appendix 4.3 for further information on undocumented migration
and some of the risks that it poses to migration-sending and -receiving
countries and migrants themselves.

. Most-favored-nation status is given by one country to another in matters

of international trade. This status ensures that the receiving country will
receive identical trade access and terms that any third country would
receive.

For further information on the impact of longer-term migration on com-
munities left behind, see appendix 4.4.

. To date, there is not a good understanding of the prevalence and impact

of brain drain in the ECA region. For a summary of the existing state of
knowledge, see appendix 4.5.
See appendix 3.2 for a discussion of the model.



APPENDIX 1.1

For the World Bank’s ECA migration report, returned migrants were
surveyed in six countries: Bosnia and Herzegovina, Bulgaria, Georgia,
Kyrgyz Republic, Romania, and Tajikistan. The survey instrument
was a comprehensive, 77-item questionnaire that addressed a full
range of the returned migrants’ experiences before, during, and after
migration. Questions covered the financial, social, family, and per-
sonal aspects of migrants” experiences both during and after migra-
tion. The full questionnaire and survey results will be available on the
ECA Web site, www.worldbank.org/ECA.

The survey was designed to provide an impressionistic, rather than
representative, picture of returned migrants” experiences. For the
purposes of this survey, a “returning migrant” was defined as anyone
who has been abroad for more than three months with the purpose
of employment, and has hound him/herself in their home country
during the survey. The survey also provides some information on the
number of migrants who have returned permanently as opposed to
those who have expressed desire to migrate again.

Though the same survey instrument was utilized in each of the six
countries, local teams relied on slightly different methodologies to
select the sample of returned migrants to interview. In most cases,
this involved some form of “network” or “snowball” method in which
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returned migrants were identified through references from other
returned migrants or affiliated formal and informal institutions. The
preference for this methodology stemmed from the fact that no sys-
tematic view, including prior studies on migrant flows and experience
or the possibility to use household surveys, were found to support a
more comprehensive methodology. In some cases national censuses
have allowed for some blueprint on this selection.

Though in most case, efforts were taken to ensure that a national
sample is taken and various regions of the six countries were sam-
pled, the extent to which the survey is representative of the universe
of returned migrants in these countries cannot be measured. The sur-
vey generated relatively large sample sizes—about 1,200 returned
migrants in each country—vyet the results must be interpreted with
caution.



APPENDIX 1.2

Population Change in the ECA States, 19892004

(beginning-of-year; thousands)

Total population (1) Absolute change Percent change
Natural Natural
1989 2004 Total increase Migration Total increase Migration
Russian Federation 147,400 144,534 —2,866 —8,635 5,769 =19 -59 39
Ukraine 51,707 47,442 —4,265 —3482 782 -82 —-6.7 =15
Belarus 10,152 9,849 —-303 —332 29 -3 -33 0.3
Moldova 4,338 4,241 =91 147 —238 =21 34 -55
Latvia 2,667 2,319 —347 =149 —199 -13 -56 -4
Lithuania 3,675 3,446 -229 6 —-235 -6.2 02 —64
Estonia 1,566 1,351 -215 —62 —-153 -137 -4 -98
Armenia 3449 3212 —236 399 —635 —-69 11.6 —184
Azerbaijan 7,021 8,266 1,245 1.476 =232 177 21 =33
Georgia 5,401 4,544 —857 242 —1,099 —159 45 -204
Kazakhstan 16,465 14,951 -1,513 1,892 -3,406 =92 11.5 —207
Kyrgyz Republic 4254 5,037 783 1,174 -390 18.4 27.6 -92
Tajikistan 5,109 6,640 1,531 2,302 - 30 451 —15.1
Turkmenistan 3518 5,158 1,640 1,269 N 46.6 36.1 106
Uzbekistan 19,882 25,707 5,825 7125 —1,300 293 358 -65
Poland 37,885 38,191 306 973 —667 08 26 -18
Czech Republic 10,360 10,211 =149 —168 19 -14 -16 0.2
Slovak Republic 5,264 5,380 116 168 —53 22 32 -1

(Table continues on the following page.)

115



116 Migration and Remittances: Eastern Europe and the Former Soviet Union

(continued)
Population Change in the ECA States, 1989-2004

(beginning-of-year; thousands)

Total population (1) Absolute change Percent change
Natural Natural
1989 2004 Total increase Migration Total increase Migration

Hungary 10,589 10117 —472 —498 26 —45 -47 0.2
Albania 3182 3,103 —-80 681 —760 —-25 214 =239
Bulgaria 8,987 7,801 —1.185 —497 —688 -132 =55 =17
Romania 23,112 21,713 -1,399 —154 —1,245 —6.1 =07 -54
Slovenia 1,996 1,996 0 5 -5 0 02 —-02
Croatia 4,495 4,442 —54 =35 —18 -12 -08 -04
FYR Macedonia 1,881 2,030 149 225 —76 79 12 —4
Bosnia and

Herzegovina 4,435 3,785 —651 . . -14.7
Serbia and

Montenegro 10,445 10,662 217 398 —182 2.1 38 =17

Sources: UNICEF TransMONEE Database and national statistical offices.

Note: .. = negligible.
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Population by Place of Birth in the FSU, 1989
Place of Persons born in
permanent Russian
residence Federation Ukraine Belarus Uzbekistan | Kazakhstan Georgia Azerbaijan | Lithuania
Russian Federation | 135,549,786 4,595,811 1,408,619 529,814 1,825.035 423,040 478,594 116,115
Ukraine 5,211,922 44,332,132 419,031 137,095 343,730 79,571 84,629 26,258
Belarus 786,672 268,015 8,883,290 14,828 61,894 14141 11,153 17,403
Uzbekistan 915,978 199,096 27169 | 18,108,456 202,204 35,511 26,989 2,571
Kazakhstan 2,450,213 510,702 136,939 139,495 12,714,676 44,485 40,361 10,088
Georgia 191,274 65,974 9,654 4,074 14,685 5,038,710 16,573 954
Azerbaijan 161,999 31,650 7,840 6,910 14,921 24,831 6,604,318 549
Lithuania 173,938 47,453 88,093 4,608 14,391 2,235 2,407 3,299,039
Moldava 248,674 266,585 15,640 5979 21,09 7,882 3,703 1,041
Latvia 384,423 93,528 116,621 5,241 14,240 3,225 4,827 37197
Kyrgyz Republic 348,471 53,652 10,056 69,560 125,534 6,597 3,548 784
Tajikistan 234,030 43,446 1977 86,619 27,788 2,350 4,337 498
Armenia 53,766 13,294 2,297 2,116 4,257 60,756 125123 322
Turkmenistan 175,788 33,182 9,630 36,860 16,309 2,736 19,916 947
Estonia 300,430 46,322 25,299 2,11 8,072 2,328 2,343 3,386
Persons born
abroad and
Place of Persons born in persons not
permanent Kyrgyz indicating
residence Moldava Latvia Republic Tajikistan Armenia  [Turkmenistan|  Estonia birthplace
Russian Federation 228,7%5 99,932 260,914 153,806 151,484 140,551 65,485 994,088
Ukraine 186,983 20,965 38,745 36,207 36,498 32,406 10,994 454,868
Belarus 7,502 10,496 4,792 5,305 2,912 5,098 3,246 55,059
Uzbekistan 6,426 3,038 79,663 84,089 12,280 52,226 1,551 52,824
Kazakhstan 27,499 5,274 93,616 21,958 10,756 2141 2,428 213,830
Georgia 2,243 902 1,486 1,529 37,742 1,466 644 12,931
Azerbaijan 1,830 606 987 1,008 137,027 7819 243 18,640
Lithuania 1,935 12,247 1,105 1,626 895 3,668 1,663 19,499
Moldova 3,739,090 1,024 1,846 1,379 1,318 1,962 606 17,540
Latvia 4212 1974518 2,115 4,097 1,399 1.811 5,401 13,712
Kyrgyz Republic 2,052 817 3,585,832 11,215 1,701 4,059 353 33.524
Tajikistan 1,830 890 14,926 4,649,781 2,302 5,825 565 9,439
Armenia 668 220 645 1,534 2,570,422 1.977 148 467,231
Turkmenistan 2,608 %4 3,755 3,358 4,436 3,204,771 376 7,081
Estonia 1,635 6,467 1,187 904 758 1,056 1,154,585 8,119

Sources: EastView Publications and CIS Statistical Committee, USSR Census Results 1989 CD-ROM.
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Population by Nationality, 1989-1991 and 1999-2002

(beginning-of-year; thousands)

Population by nationality Change from 1989-1991 to
(percent) (thousands) 1999-2002
1989-1991 1999-2002 1989-1991 1999-2002 (thousands) (percent)
CEEC and CIS states
Russian Federation 100.0 100.0 147,400 145,164 -2,236 -15
Russians 81.3 79.8 119,866 115,869 -3997 -33
Tatars 3.7 38 5,522 5,558 36 0.7
Ukrainians 3.0 2.0 4,363 2,943 —1,420 -325
QOther 120 143 17,649 20,794 3,145 178
Ukraine 100.0 100.0 51,707 47,843 —3,864 -15
Ukrainians 724 785 37,419 37,542 123 0.3
Russians 22.0 174 11,356 8,334 —-3,022 —26.6
Other 5.7 4.1 2932 1,967 —965 -329
Belarus 100.0 100.0 10,200 10,045 —155 =15
Belarussians 775 81.2 7,905 8,159 254 32
Russians 13.2 14 1,342 1,142 —200 -149
QOther 9.3 14 953 744 —-209 -219
Moldova 100.0 100.0 4,338 4,293 —45 =10
Moldovans 64.4 69.8 2,795 2,997 202 712
Ukrainians 138 129 600 552 —48 -80
Russians 13.0 1.3 562 484 —78 -139
QOther 8.8 6.0 381 260 -1 -319
Latvia 100.0 100.0 2,667 2377 —289 -10.8
Latvians 52.0 57.7 1,388 1,371 =17 =12
Russians 340 29.6 906 703 —-202 -22.3
Other 14.0 128 373 303 -70 -18.7
Lithuania 100.0 100.0 3,675 3,484 —19 =52
Lithuanians 79.6 83.4 2,924 2,907 =17 -06
Russians 94 6.3 344 220 —-125 —36.2
Poles 7.0 6.7 258 235 -23 -89
QOther 40 35 148 122 —-26 -17.7
Estonia 100.0 100.0 1,566 1,370 —-196 -125
Estonians 615 67.9 963 930 -33 -34
Russians 30.3 256 475 351 —124 —26.0
QOther 8.1 6.5 128 89 -39 -305
Armenia 100.0 100.0 3,449 3213 —-236 —-6.8
Armenians 933 97.9 3218 3,145 =73 -23
Russians 16 0.5 54 15 -39 =721
Azeris 26 . 89 . . .
QOther 26 16 88 53 -35 —40.0
Azerbaijan 100.0 100.0 7,038 7953 915 13.0
Azeris 82.5 90.6 5,805 7,206 1,401 24.1
Russians 56 18 392 142 —250 —63.8
Armenians 55 15 391 121 =270 —69.0
QOther 6.4 6.1 450 484 34 75
Georgia 100.0 100.0 5,443 4,372 -1,071 -19.7
Georgians 69.6 83.7 3,787 3,661 —-126 -33
Russians 6.3 16 341 68 -273 —80.1
QOther 241 147 1,314 643 —671 =511




Appendix 1.1: Migration Statistics 119

(continued)
Population by Nationality, 1989-1991 and 1999-2002

(beginning-of-year; thousands)

Population by nationality Change from 1989-1991 to
(percent) (thousands) 1999-2002
1989-1991 1999-2002 1989-1991 1999-2002 (thousands) (percent)
Kazakhstan 100.0 100.0 16,185 14,953 —-1,232 76
Kazakhs 404 534 6,535 7,985 1,450 22.2
Russians 385 30.0 6,228 4,480 —1,748 —28.1
Germans 59 24 957 353 —604 —63.1
Ukrainians 55 37 896 547 —349 -389
QOther 9.7 10.6 1,570 1,588 18 1.1
Kyrgyz Republic 100.0 100.0 4,290 4,823 533 124
Kyrgz 52.0 64.9 2,230 3,128 898 40.3
Russians 24 125 917 603 -313 —342
Uzbeks 128 138 550 665 115 209
QOther 138 8.8 594 427 —167 —28.1
ECA states
Tajikistan 100.0 100.0 5,109 6,127 1,019 199
Tajiks 62.1 79.9 3172 4,898 1,726 54.4
Uzbeks 235 15.3 1,198 937 —261 -218
Russians 16 1.1 388 68 -320 —825
Other 6.8 37 350 224 —-125 -359
Turkmenistan 100.0 100.0 3,034 4418 884 25.0
Turkmen JAR:] 71.0 2,536 3,402 866 341
Russians 94 6.8 334 299 -3 -105
Uzbeks 9.0 9.2 317 407 90 28.3
Other 98 7.0 347 310 =37 —-106
Uzbekistan 100.0 100.0 19,905 24,231 4,326 21.7
Uzbeks 71.0 718 14,142 18,861 4,719 334
Russians 8.3 5.0 1,653 1,202 —451 =273
Tadzhiks 47 50 934 1,204 2 29.0
Kazakhs 41 40 808 966 158 195
Other 119 8.2 2,367 1,997 —-370 —15.6
Czech Republic 100.0 100.0 10,302 10,230 =72 -07
Czech %8 90.4 9,77 9,250 —521 -53
Slovak 3.1 19 315 193 —122 —38.6
QOther 2.1 11 217 787 570 263.0
Slovak Republic 100.0 100.0 5,274 5,379 105 2.0
Slovak 85.6 85.8 4519 4,615 % 2.1
Czech 11 0.8 59 45 -15 —248
Other 133 13.0 696 720 24 35
Hungary 100.0 100.0 5,390 5,348 —42 -08
Hungarian 97.8 92.7 5,269 4,958 =311 =59
German 0.3 0.6 18 32 15 83.5
Croatian 0.1 0.2 7 8 1 12.0
Slovakian 0.1 0.2 6 10 4 62.0
Other 17 6.3 89 339 249 278.6
Albania 100.0 - 3,182 - - -
Albanian 98.0 - 3,118 - - -
Greek 18 - 59 - - -
Macedonian 0.1 - 5 - - -
QOther 0.1 - 1 - - -

(Table continues on the following page.)
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(continued)
Population by Nationality, 1989-1991 and 1999-2002

(beginning-of-year; thousands)

Population by nationality Change from 1989-1991 to
(percent) (thousands) 1999-2002
1989-1991 1999-2002 1989-1991 1999-2002 (thousands) (percent)
Bulgaria 100.0 100.0 8,473 7,929 —544 —6.4
Bulgarian 85.8 83.9 1212 6,655 —617 -85
Turkish 9.7 94 822 747 -75 -92
Roma 34 4.7 288 37 83 288
QOther 11 20 9 156 65 716
Romania 100.0 100.0 22,810 21,681 -1129 —49
Romanians 90.7 89.5 20,683 19,400 —1,284 —6.2
Hungarians 12 6.6 1,639 1,432 —-207 -126
Roma 0.7 25 167 535 369 2211
Ukrainians 0.3 0.3 64 61 -2 -39
QOther 1.1 1.2 257 253 -4 =15
Slovenia 100.0 100.0 1,913 1,964 51 26
Slovenes 88.3 83.1 16 1,631 —58 -35
Croats 28 18 53 36 =17 -32.6
Serbs 25 2.0 47 39 -8 -17.8
QOthers 6.5 131 123 258 135 109.1
Croatia 100.0 100.0 4,784 4,437 —347 =72
Croats 781 89.6 3,736 3977 2yl 6.4
Serbs 121 45 582 202 —-380 —65.3
Hungarians 05 04 22 17 -6 -258
QOthers 9.3 54 444 242 —-202 —455
FYR Macedonia - 100.0 - 2,023 - -
Macedonians - 64.2 - 1,298 - -
Albanians - 252 - 509 - -
Turks - 39 - 78 - -
Roma - 2.7 - 54 - -
QOther - 4.1 - 84 - -
CEE-CIS states
Serbia and Montenegro
Serbia 100.0 100.0 9,779 7,498 —2,281 -233
Serbs 65.9 82.9 6,447 6,216 -231 -36
Hungarians 35 39 344 292 —52 —-15
Albanians 171 0.8 1,674 60 -1614 -9%.4
Roma 14 14 140 105 -35 v25.1
Other 291 1.8 2,848 885 -1,963 —68.9
Montenegro 100.0 100.0 615 651 36 58
Montenegrians 619 619 380 403 22 5.8
Serbs 9.3 9.3 57 61 3 53
Albanians 6.6 6.6 40 43 3 6.2
QOther 222 222 137 144 8 5.7

Sources: Data are from censuses conducted in the CEEC and CIS countries between 1989 and 1991 and again between 1999 and 2002. Nationalities shown for each
country are those numerically significant. Actual number of number of nationalities shown for each country differ.

Note: .. = negligible; — = not available.
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Income Differentials Between ECA Countries and Western Europe, 200002

Per capita GDP PPP (US$) Percent of that of Western Europe
EU-8
Slovenia 17,587 61.8
Czech Republic 14,933 525
Hungary 12,863 452
Slovak Republic 12,133 426
Estonia 11,303 39.7
Poland 10,253 36.0
Lithuania 9,530 335
Latvia 8,420 29.6
EU accession countries
Croatia 9,660 339
Bulgaria 6,700 235
Turkey 6,190 2.7
Romania 6,147 21.6
Other Western Balkans
FYR Macedonia 6,477 228
Bosnia and Herzegovina — —
Serbia and Montenegro — —

Sources: World Bank, SIMA database, and staff estimates.

Note: — = not available. PPP = purchasing power parity.

Income Differentials Between ECA Countries of the CIS and Western Europe and the Russian

Federation, 2000-02
Per capita Percent of that Percent of that
GDP PPP (US$) of Western Europe of Russian Federation
Russian Federation 7,730 212 na.
Kazakhstan 5,263 185 68.1
Belarus 5,160 181 66.8
Ukraine 4517 15.9 58.4
Azerbaijan 2,887 10.1 37.3
Armenia 2,157 97 35.7
Georgia 2,077 73 26.9
Kyrgyz Republic 1,607 5.6 20.8
Uzbekistan 1,603 5.6 20.7
Moldova 1,380 48 179
Tajikistan 900 32 116

Sources: World Bank, SIMA database, and staff estimates.

Note: n.a. = not applicable.
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Net Migration by Country for the FSU States, 19892003

(thousands)
Russia Ukraine Belarus Moldova Latvia Lithuania Estonia
Country 1989-2003 1990-2000 1990-2001 1990-1997 1990-2003 1990-2000 1989-98
Total 3,796.5 —2324 110.0 —1422 —146.5 —575 —84.6
Russian Federation — —2293 96.2 —408 —80.0 =308 —55.8
Ukraine 3749 — 285 —-282 -19.3 =12 -10.5
Belarus -16.1 -42 — -24 -23.3 -129 -58
Moldova 98.6 178 4.1 — -08 -01 -03
Latvia 1185 78 25.3 08 — 19 0.0
Lithuania 54.0 32 16.2 0.2 -16 — -03
Estonia 70.7 3.6 6.6 0.3 0.0 0.3 —
Armenia 224.2 176 48 0.6 0.1 0.3 0.1
Azerbaijan 398.5 26.7 8.1 0.7 -05 0.1 0.0
Georgia 403.1 233 73 09 0.1 03 0.4
Kazakhstan 1,703.2 38.7 35.8 1.2 -09 04 -03
Kyrgyz Republic 326.5 6.5 34 0.1 =01 0.0 0.0
Tajikistan 377.0 16.7 6.1 0.2 0.0 0.1 0.1
Turkmenistan 140.2 5.7 39 0.3 0.0 0.1 0.0
Uzbekistan 779.2 82.8 9.7 0.4 =02 0.0 0.0
Total FSU 5,052.5 16.9 255.9 —65.7 —126.6 —475 —725
Germany —753.7 =254 —6.5 =107 —6.4 =11 -36
Israel -299.1 —1575 —756 —48.1 =47 =35 =20
United States —1320 —58.5 -30.5 -138 —42 =22 -16
Australia -43 -19 -08 — 0.0 — 0.0
Canada -115 -38 -09 — -06 =02 -02
Poland -23 05 -13 — 0.0 -07 0.1
Sweden =20 —=0.1 — — 0.0 — =03
Finland -98 —0.1 — — -0.1 — —44
Other -1 -24 -30.3 -23 -02 0.0 02
Total non-FSU —1,255.9 —2495 —146.0 —-75.0 -19.3 -99 =121

Source: National statistical offices of the FSU countries.

Note: Data in columns show net migration for each FSU state with countries listed in left column, for the time period indicated.
“—" indicates data not available or not applicable. A zero indicates that net migration rounded to less than 100.
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Armenia Azerbaijan Georgia Kazakhstan | KyrgyzRep. | Tajikistan | Turkmenistan | Uzbekistan

Country 1990-2001 | 1990-2003 1990-1992 | 1990-2000 1990-1996 1990-1995 1990-1995 | 1990-1998
Total —60.4 —284.6 — —1,581.1 —392.1 —=357.1 =524 —7283
Russian Federation | —125.6 —2529 —852 —957.6 —2788 —2583 —512 —5428
Ukraine 35 =23 09 10.0 1.8 =37 29 —28.1
Belarus -39 —-6.7 -33 =211 =29 =47 -138 =10
Moldova —-06 —04 —04 =11 =01 -02 =02 -05
Latvia — 0.1 — 00 — — — —
Lithuania — 0.0 — =01 — — — —
Estonia — =01 — 0.0 — — — —
Armenia — =310 -6.0 1.3 0.1 -04 -05 -28
Azerbaijan 60.3 — =137 03 —-26 -03 0.1 —-135
Georgia 10.0 197 — 30 02 00 03 05
Kazakhstan =11 13 =17 — =21 =114 —174 —425
Kyrgyz Republic =01 15 =01 46 — =57 0.2 179
Tajikistan 04 0.4 =01 13.0 89 0.0 7.0 30.6
Turkmenistan 0.9 -08 =0.1 24.9 0.0 =10 0.0 -18
Uzbekistan 19 16.4 -0.1 36.3 -22.3 —-308 9.3

Total FSU -330 —251.6 —109.6 —883.6 —297.1 —-322.3 =511 —595.0
Germany =01 =11 — —808.5 -938 —19.6 —-05 —152
Israel =14 =252 — =199 =59 —125 =07 —53.2
United States =210 —63 — =47 =27 =21 -0.1 —-104
Australia — — — — — — — —
Canada — — — — — — — —
Poland — — — — — — — —
Sweden — — — — — — — —
Finland — — — — — — — —
Other —49 -04 — —35.5 =29 =07 -02 =32
Total non-FSU -323 —330 — —851.1 —105.1 —348 =13 —1395







APPENDIX 2.1

Remittance Contributions to the Balance of Payments in Selected ECA Countries, 1995 to 2004

(US$ millions)

Country 1995 1996 1997 1998 1999 2000 2001 2002 2003 | 2004

High migration 14 180 179 470 18 400 407 438 519 393
Bosnia and Herzegovina — — — 2,048 1,888 1,595 1,521 1,526 1,745 1,824
Albania 427 551 300 504 407 598 699 734 889 —
Slovenia 272 279 yzy| 228 226 205 200 214 255 267
Armenia 65 84 136 92 95 87 9% 131 168 340
Kazakhstan 116 89 60 72 64 122 17 205 148 167
Belarus 29 351 2% 315 193 139 149 140 222 244
Georgia — — 284 373 361 274 181 230 239 303
Moldova 1 87 114 124 112 179 243 323 486 —

Intermediate migration 69 98 95 % 9% 112 150 206 274 281
Estonia 1 2 2 3 2 3 9 17 40 133
Ukraine — 6 12 12 18 33 140 207 330 a1
FYR Macedonia — 68 78 63 71 81 73 106 m —
Croatia 544 668 617 625 557 641 747 885 1,085 | 1222
Latvia — Iy 46 49 49 72 113 138 173 229
Kyrgyz Republic 1 2 3 2 9 9 " 37 78 —
Azerbaijan 3 — — — 54 57 104 182 m —
Tajikistan — — — — — — — 79 146 252

(Table continues on the following page.)
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(continued)
Remittance Contributions to the Balance of Payments in Selected ECA Countries, 1995 to 2004
($ millions)
Country 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Low migration 630 678 701 823 667 760 637 568 705 627
Bulgaria — 42 51 51 43 58 7 72 67 103
Lithuania 1 3 3 3 3 50 79 109 115 308
Russian Federation 2,503 2,771 2,268 1,925 1,292 1,275 1,403 1,359 1453 | 2,668
Hungary 152 169 213 220 213 281 296 279 295 307
Turkmenistan — 4 — — — — — — — —
Poland 724 774 848 1,070 825 1,726 1,995 1,989 2,655 | 2,709
Serbia and Montenegro — — — — — — — — 1,397 —
Romania 9 18 16 49 96 96 116 143 124 —
Turkey 3,327 3,542 4,197 5,356 4,529 4,560 2,786 1,936 729 804
Czech Republic 191 12 85 350 318 297 257 335 500 —
Slovak Republic 26 2 29 24 20 18 — 24 425 —
Sources: IMF Balance of Payment Statistics; UN International Migration Database; Walmsley, Ahmed, and Parsons 2005.
Note: — = not available. Received remittances = received compensation of employee + received worker's remittances + received migrants’ transfers.

High-migration countries have over 180 migrants per thousand population. Intermediate migration countries have between 120 and 180 migrants per thousand pop-
ulation. Low-migration countries have fewer than 120 migrants per thousand population.
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This appendix presents background information for the econometric
estimation of the impact of international remittances on macroeco-
nomic growth presented in chapter 3 (box 3.1).! The intention is to
extend the model developed by Chami, Fullenkamp, and Jahjah
(2003), which posits that because remittance transfer takes place
under asymmetric information and uncertainty, remittances are bur-
dened with a moral hazard problem that limits their ability to con-
tribute to positive business and human capital investment in
developing economies, thus leading to negative economic growth.
After briefly outlining their model, we show how, using the same
general empirical methodology but making slight modifications and
adding institution variables, the results could be significantly different
from those obtained by Chami, Fullenkamp, and Jahjah.

Using panel data on workers’ remittances, per capita GDP, gross
capital formation (formerly categorized as gross domestic invest-
ment), and net private capital flows (all reported over the period
1970-98), Chami, Fullenkamp, and Jahjah first examine the rela-
tionship between worker remittances and per capita GDP growth
using standard population-averaged cross-section estimation. The
estimated equation is based on

Ay, =By + By + Bywr, + Bgef, + Bynpef, + u,
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where y is the log of real GDP per capita, y, is the initial value of y, wr
is the log of worker remittances to GDP ratio, g¢f is the log of gross
capital formation to GDP ratio, and npcfis the log of net private capi-
tal flows to GDP ratio. They also use an alternative specification using
change in the log of workers’ remittances to GDP ratio as an inde-
pendent variable:

Ay =B, + By, + BAwr, + Bogef, + B,npcf, +u,

This specification is problematic because a country would need to
increase remittances year after year to promote growth, which would
end up with a 100 percent share of remittances on GDP in the limit.
Therefore, unlike Chami, Fullenkamp, and Jahjah, we look at the
level, rather than growth, of remittances to GDP.

Furthermore, as mentioned above, we include institutional quality
variables that seem important, based on previous experience. Also,
abstracting for missing observations, our dataset adds five years of
observations to the data considered by the Chami model and covers
the period 1970-2003.

Last, and more important, Chami, Fullenkamp, and Jahjah fail to
address the problems associated with running panel estimations. One
possible problem arising from the panel specifications is that esti-
mated coefficients may be biased if errors are autocorrelated due to
misspecified dynamics. It is very likely that growth is autocorrelated
due to business cycle effects. One solution would be to pool observa-
tions from peak to peak of the business cycle or take five- or six-year
averages of the data. The first option is implausible because it would
require previous knowledge of business cycle features for each econ-
omy. The second appears to be very arbitrary. Both options also lead
to a large loss of information.

Another, more rigorous, alternative is to model these dynamics by
introducing the lagged rate of growth of per capita income as an inde-
pendent variable. This, however, leads to some estimation problems
that have to be dealt with by using Dynamic Panel Data (DPD) esti-
mators. In our estimations, we used the annual data and introduced
one lag of the rate of growth of per capita GDP. The estimator used in
most equations is the Anderson and Hsiao (1981) method. This
method estimates the equation in first differences and instrumental-
izes the lagged growth of GDPpc by using its lagged level in ¢ — 2. This
estimation method is superior to the popular Arellano and Bond
(1991) generalized method of moments (GMM) estimator for the
typical macroeconomic panel datasets as demonstrated by Judson
and Owen (1999). Nevertheless, the results of using the GMM esti-
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mator are also relevant because we do not have specific Monte Carlo
evidence on the appropriateness of each estimator for our panel set-
tings. In both cases we provide a two-step estimator.

Another potential problem that arises is the endogeneity of the
remittances variables. This can arise because it is likely that countries
experiencing less successful economic performance would receive
larger remittances from their émigrés. To deal with this problem, we
have estimated the equations instrumentalizing also the remittances
variable with its first and second lagged level in the transformed (first
difference) equation. This is different from Chami, Fullenkamp, and
Jahjah because we believe their results are heavily biased in the
absence of this instrumental variables estimator.

In all the estimations we have used the logarithm of the remittances
to GDP ratio as the independent variable, as well as the control vari-
ables mentioned in the previous estimates. We provide the estimated
coefficients and their standard errors, the p-value of a Wald test of joint
model significance (high p-values indicate joint significance), the p-
value of the Sargan test for instrument validity (high p-values indicate
valid instruments) and p-values of autocorrelation tests of orders 1 and
2. Note that autocorrelation of order 1 is expected due to first differ-
encing even if the original-level errors are not autocorrelated unless
they follow a random walk. Finally, we provide the long-run dynamic
solution for the coefficient on remittances and its standard error,
which is to be interpreted as the impact of remittances on growth in
equilibrium. We use several specifications depending on the control
variables introduced in the regression. We provide, in specifications
(1) to (6), the results from the Anderson-Hsiao (AH) estimator. Speci-
fications (7) to (9) present the results from estimating the model using
a two-step GMM estimator with robust standard errors.

The results of the analysis are indicated in appendix tables 2.2.1
through 2.2.5. The main result of our analysis is that, although no firm
conclusions can be made regarding the effect of remittances on eco-
nomic growth, models that account for endogeneity concerns indicate
that remittances make a positive, albeit modest, contribution to growth.

The cross-section and panel analysis?® conducted in accordance
with the Chami, Fullenkamp, and Jahjah model, over two separate
periods, 1970-2003 and 1991-2003, show inconclusive results, but
certainly do not find a negative relationship between remittances and
economic growth (appendix tables 2.2.1 through 2.2.4). The robust-
ness of the coefficients on remittances depends on model specifica-
tions, but in the instances where results are significant, they show a
positive effect of remittances on growth. The inclusion of institutional
variables also yields inconclusive results, which could be due to the
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severe endogeneity problems associated with both remittance estima-
tions and the use of subjective institutional indexes. The cross-section
analysis conducted as the average over the same two periods leads to
a similar outcome. However, although the panel and cross-section
estimations (appendix tables 2.2.1 and 2.2.2) produce uncertain
results, they do not give any indication that remittances have a nega-
tive impact, as suggested by Chami, Fullenkamp, and Jahjah.

Moreover, certain panel and cross-section estimations conducted
with data on workers’ remittances only, as in Chami, Fullenkamp,
and Jahjah, showed a highly robust positive correlation between
increases in remittances and GDP growth if institutional quality is
accounted for. The consensus in the empirical literature, however, is
that data on workers’ remittances alone do not fully reflect the
amount of money remitted by migrants, and thus the results of these
estimations are not reported here.3

The results of the dynamic panel estimations are shown in appendix
table 2.2.5. We present first the estimate of a simple dynamic model
with remittances as the only independent variable and then add differ-
ent control variables at a time. Specification (9) only includes variables
that appeared to be significant in at least one of the previous equations.
The inclusion of the Transparency International index and the United
Nations Human Development Index (UNHDI) reduce dramatically the
number of observations and countries, although this is also the case for
the rest of the institutional variables. The result is a shorter panel, espe-
cially in the time dimension, in which we end up with four to five con-
secutive time series per country (this is an unbalanced panel). In that
context, the GMM estimator is more reliable than the AH estimator.
The Wald test for the AH estimator when these variables are included
shows clearly that the model is not significant and is grossly misspeci-
fied. For this reason, we recommend looking at the results provided in
equations (1) to (3) and (7) to (9).

The main result is that remittances appear to have a positive and sta-
tistically significant impact on growth in five out of nine of these specifi-
cations. Only in one specification is the impact negative but not
significant (when we do not instrumentalize or use control variables).
The significant long-run coefficients range from 0.001 to 0.022. This
denotes that the estimates cannot be considered very robust. What
seems to be more robust, however, is the fact that, if anything, remit-
tances appear to have a positive effect on growth. The other important
result is that the impact of remittances appears to be more positive when
(a) we control for the potential endogeneity bias in remittances and (b)
we consider remittances in conjunction with institutional variables that,
in general, also appear to be significant and show the expected sign.
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Remittances (as Percentage of GDP) and Economic Growth: Cross-Section Estimation Ordinary

Least Squares (1970-2003)

Dependent variable:

log(GDP per capita growth) (1) (2) (3) (4) (5) Quadratic
Log(GDP per capita 1970) —0.003* —0.014*** —0.006™** —0.007*** —0.007***
(0.002) (0.002) (0.001) (0.002) (0.002)
Log(remittances/GDP) 0.001 -0.000 0.000 0.001 0.001
(0.001) (0.001) (0.001) (0.001) (0.001)
(Log(remittances/GDP))? 0.000
(0.001)
Log(GCF/GDP) 0.041%* 0.028*** 0.037*** 0.039*** 0.039***
(0.008) (0.006) (0.005) (0.007) (0.007)
Log(NPCF/GDP) 0.000 —0.003** —0.002 —0.004 —0.003
(0.002) (0.002) (0.001) (0.002) (0.002)
Tl Corruption Perception Index 0.004***
(0.001)
UNHDI 0.083***
(0.017)
Voice and accountability —0.004
(0.003)
Political stability —0.001
(0.003)
Government efficiency 0.005
(0.005)
Regulatory quality 0.004
(0.004)
Rule of law 0.016**
(0.006)
Corruption —-0.004
(0.006)
ICRG Composite Political Risk Indicator 0.001*** 0.007***
(0.000) (0.000)
Constant —0.090%** —0.044** —0.052%** —0.111%** —0.110%**
(0.021) (0.022) (0.016) (0.023) (0.023)
Observations 77 69 75 62 62
R-squared 0.44 071 0.72 0.55 0.55

Note: GCF = gross capital formation; ICRG = International Country Risk Guide; NPCF = net private capital flows; Tl = Transparency International; UNHDI = UN Human

Development Index. Robust standard errors in parentheses; * significant at 10%; ** significant at 5%;

*hK

significant at 1%.
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Remittances (as Percentage of GDP) and Economic Growth: Cross-Section Estimation Ordinary

Least Squares (1991-2003)

Dependent variable:

log(GDP per capita growth) (1) (2) (3) (4) (5) Quadratic
Log(GDP per capita 1970) -0.001 —0.004 —0.007*** —0.004 —0.004
(0.002) (0.005) (0.002) (0.003) (0.003)
Log(remittances/GDP) 0.000 —0.000 —0.000 0.001 0.001
(0.001) (0.002) (0.001) (0.002) (0.002)
(Log(remittances/GDP))? —0.000
(0.001)
Log(GCF/GDP) 0.027** 0.024** 0.027*** 0.022* 0.022*
(0.009) (0.010) (0.008) (0.011) (0.011)
Log(NPCF/GDP) 0.000 0.001 0.000 0.001 0.001
(0.002) (0.003) (0.002) (0.003) (0.003)
T Corruption Perception Index 0.006***
(0.002)
UNHDI 0.003
(0.031)
Voice and accountability —0.009**
(0.004)
Political stability 0.002
(0.004)
Government efficiency 0.014
(0.009)
Regulatory quality 0.012**
(0.006)
Rule of law —0.001
(0.009)
Corruption 0.005
(0.008)
ICRG Composite Political Risk Indicator 0.001 0.001
(0.000) (0.000)
Constant —0.069*** —0.059% -0.021 —0.066** —0.065**
(0.026) (0.030) (0.022) (0.030) (0.031)
Observations 119 104 114 90 0
R-squared 0.13 0.20 0.40 0.17 0.17

Note: GCF = gross capital formation; ICRG = International Country Risk Guide; NPCF = net private capital flows; Tl = Transparency International; UNHDI = UN Human

Development Index. Robust standard errors in parentheses; * significant at 10%; ** significant at 5%;

*hK

significant at 1%.
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Remittances (as Percentage of GDP) and Economic Growth: Panel Estimation (1970-2003)
Dependent variable:
log(GDP per capita growth) (1) (2) (3) (4) (5) Quadratic | (6) Quadratic
Growth GDPpc (t—1) 0.180%** 0.299*** -0.068* 0017 0.097*** 0.018
(0.020) (0.057) (0.038) (0.028) (0.020) (0.028)
Log(remittances/GDP) 0.001** —0.000 0.003 0.000 0.006*** 0.003
(0.001) (0.001) (0.003) (0.002) (0.001) (0.002)
(Log(remittances/GDP))? 0.001* 0.001**
(0.000) (0.001)
Log(GCF/GDP) 0.030%** 0.029*** 0.065*** 0.045%** 0.036*** 0.045%**
(0.003) (0.007) (0.009) (0.006) (0.004) (0.006)
Log(NPCF/GDP) 0.001 0.004* —0.001 —0.000 0.001 —0.000
(0.001) (0.002) (0.002) (0.001) (0.001) (0.001)
T Corruption Perception Index 0.001
(0.002)
UNHDI -0.018
(0.018)
Voice and accountability 0.005
(0.009)
Political stability 0.005
(0.005)
Government efficiency =0.01
(0.007)
Regulatory quality 0.003
(0.006)
Rule of law —-0.017
(0.011)
Corruption —0.006
(0.008)
ICRG Composite Political Risk Indicator —0.000 —0.000
(0.000) (0.000)
Constant —0.080*** —0.074*** —0.184*** —0.117%** —0.097*** —0.120%**
(0.010) (0.023) (0.026) (0.019) (0.014) (0.019)
Observations 1913 297 716 1,108 1913 1,108
Number of ID 123 80 114 9 123 9
R-squared 0.11 0.06 0.08 0.07

Note: GCF = gross capital formation; ICRG = International Country Risk Guide; NPCF = net private capital flows; Tl - Transparency International; UNHDI = UN Human

Development Index. Robust standard errors in parentheses; * significant at 10%; ** significant at 5%;

*AK

significant at 1%.
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Remittances (as Percentage of GDP) and Economic Growth: Panel Estimation (1991-2003)

Dependent variable:
log(GDP per capita growth) (1) (2) (3) (4) (5) Quadratic | (6) Quadratic
Growth GDPpe (t—1) 0.143*** 0.299*** -0.068* -0.027 0.078*** -0.027
(0.026) (0.057) (0.038) (0.034) (0.027) (0.034)
Log(remittances/GDP) 0.001 —0.000 0.003 —-0.004 0.001 —-0.003
(0.001) (0.001) (0.003) (0.002) (0.002) (0.003)
(Log(remittances/GDP))? —0.001 0.000
(0.001) (0.001)
Log(GCF/GDP) 0.038*** 0.029*** 0.065*** 0.061*** 0.056*** 0.061***
(0.005) (0.007) (0.009) (0.008) (0.007) (0.008)
Log(NPCF/GDP) 0.002 0.004* -0.001 —0.000 0.001 —0.000
(0.001) (0.002) (0.002) (0.002) (0.001) (0.002)
T Corruption Perception Index 0.001
(0.002)
UNHDI -0.018
(0.018)
Voice and accountability 0.005
(0.009)
Political stability 0.005
(0.005)
Government efficiency =0.01
(0.007)
Regulatory quality 0.003
(0.006)
Rule of law —-0.017
(0.011)
Corruption —0.006
(0.008)
ICRG Composite Political Risk Indicator 0.000 0.000
(0.000) (0.000)
Constant —0.102*** —0.074%** —0.184%** —0.194%** —0.155"** —0.194%**
(0.016) (0.023) (0.026) (0.028) (0.021) (0.028)
Observations 1079 297 716 807 1079 807
Number of ID 122 80 114 9 122 9
R-squared 0.11 0.10 0.10 0.10

Note: GCF = gross capital formation; ICRG = International Country Risk Guide; NPCF = net private capital flows; Tl = Transparency International; UNHDI = UN Human

Development Index. Robust standard errors in parentheses; * significant at 10%; ** significant at 5%;

*x

significant at 1%.
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Worker Remittances and Growth: Dynamic Panel Estimation (1970-2003)

Dependant variable:
growth of GDP per capita
Endogenous variable: (1) (2) (3) (4) (5) (6) (7) (8) (9)
log (remittances/GDP) AH AH-IV AH-IV AH-IV AH-IV AH-IV AH-IV GMM GMM
Growth GDPpc (t—1) 0.202 0.170" 0.132¢ 0.083" 0.035 0.037% —-0.081 0.039 0.05"
(0.014) | (0.006) (0.005) (0.000) (0.071) (0.013) (0.197) (0.051) | (0.006)
Log(remittances/GDP Growth) —0.005 | 0.002* 0.002 0.001** 0.021** 0.012 0.012 0.010* 0.002
(0.010) | (0.001) (0.001) (0.000) (0.090) (0.002) (0.022) (0.006) | (0.002)
Log(GCF/GDP) 0.0824 0.0707 0.086** 0.0471 0.124* 0.056" | 0.063"
(0.004) (0.000) (0.035) (0.008) (0.075) (0.018) | (0.002)
Log(NPCF/GDP) —0.004* -0.001 -0.002 —-0.019 0.000
(0.000) (0.007) (0.002) (0.022) (0.001)
T Corruption Perception Index -0.020* -0.039
(0.011) (0.026)
UNHDI —0.455 0.042
(0.657) (3.037)
Bureaucracy quality 0.006 0.014 0.005 | 0.005**
(0.006) (0.051) (0.005) | (0.002)
Corruption -0.002 -0.007 —0.000
(0.004) (0.026) (0.005)
Ethnic tensions —0.016" 0.046 —0.004
(0.006) (0.045) (0.004)
Law and order 0.040% —0.071 0.007
(0.004) (0.064) (0.005)
Democratic accountability 0.004 —0.001 —0.001
(0.005) (0.027) (0.003)
Government stability 0.0127 0.012 0.004** { 0.002*
(0.001) (0.016) (0.002) | (0.000)
Socioeconomic conditions 0.018% 0.008 0.002 0.002%
(0.002) (0.019) (0.003) | (0.001)
Investment profile 0.005** 0.011 —0.000
(0.002) (0.012) (0.002)
Political risk -0.007* 0.003 0.001 | —0.001**
(0.001) (0.007) (0.001) | (0.000)
Observations 2946 2946 2860 1790 277 1017 212 1017 1710
Number of ID 155 155 152 121 65 89 60 89 120
Wald 0.000 0.000 0.000 0.000 0.004 0.000 0.000 0.004 0.000
Sargan 0.083 0.251 0.4290 0.701 0.634 0.450 0.757 0.490 0.233
AR(1) 0.000 0.000 0.000 0.000 0.005 0.000 0.037 0.000 0.000
AR(2) 0.671 0.790 0.819 0.992 0.544 0.538 0171 0.621 0.374
Long-run remittances coeff. —0.006 | 0.003* 0.002 0.001** 0.022** 0.013 0.010 0.010% 0.002
(0.012) | (0.002) (0.002) (0.000) (0.011) (0.002) 0.022 (0.006) 0.002

Note: GCF = gross capital formation; ICRG = International Country Risk Guide; NPCF = net private capital flows; Tl = Transparency International; UNHDI = UN Human
Development Index. Robust standard errors in parentheses; * significant at 10%; ** significant at 5%; *** significant at 1%.

Specifications (1) to (7) were obtained using the two-step AH estimator and the AH estimator with instruments for the remittances variable. Specifications (8) to (10)
were obtained using the two-step GMM estimator of Arellano and Bond (1991) with robust standard errors.
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Workers’ remittances and compensation of employees,
received (US$): Current transfers by migrant workers and wages
and salaries earned by nonresident workers. This new World Devel-
opment Indicator (WDI) category comprising both workers’ remit-
tances and compensation of employees was introduced in mid-2005.
Data are in current U.S. dollars. Source: Workers” remittances and
compensation of employees, received (US$): World Bank World
Development Indicators.

GDP per capita (constant 2000 US$): GDP per capita is gross
domestic product divided by midyear population. GDP is the sum of
gross value added by all resident producers in the economy plus any
product taxes and minus any subsidies not included in the value of
the products. It is calculated without making deductions for depreci-
ation of fabricated assets or for depletion and degradation of natural
resources. Data are in constant U.S. dollars. Source: GDP per capita
(constant 2000 US$): World Bank national accounts data, and OECD
National Accounts data files.

GDP (current US$): GDP at purchaser’s prices is the sum of gross
value added by all resident producers in the economy plus any prod-
uct taxes and minus any subsidies not included in the value of the
products. It is calculated without making deductions for deprecia-
tion of fabricated assets or for depletion and degradation of natural
resources. Data are in current U.S. dollars. Dollar figures for GDP
are converted from domestic currencies using single-year official
exchange rates. For a few countries where the official exchange rate
does not reflect the rate effectively applied to actual foreign
exchange transactions, an alternative conversion factor is used.
Source: World Bank national accounts data, and OECD National
Accounts data files.

Gross capital formation (current US$): Gross capital formation
(formerly gross domestic investment) consists of outlays on additions
to the fixed assets of the economy plus net changes in the level of
inventories. Fixed assets include land improvements (fences, ditches,
drains, and so on); plant, machinery, and equipment purchases; and
the construction of roads, railways, and the like, including schools,
offices, hospitals, private residential dwellings, and commercial and
industrial buildings. Inventories are stocks of goods held by firms to
meet temporary or unexpected fluctuations in production or sales,
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and “work in progress.” According to the 1993 system of national
accounts, net acquisitions of valuables are also considered capital for-
mation. Data are in current U.S. dollars. Source: World Bank National
Accounts Data, and OECD National Accounts data files.

Private capital flows, net total (current US$): Net private capital
flows consist of private debt and nondebt flows. Private debt flows
include commercial bank lending, bonds, and other private credits;
nondebt private flows are foreign direct investment and portfolio
equity investment. Data are in current U.S. dollars. Source: World
Bank, Global Development Finance.

Transparency International (TI) Corruption Perception Index
(CPI): The TI Corruption Perceptions Index (CPI) ranks countries in
terms of the degree to which corruption is perceived to exist among
public officials and politicians. It is a composite index, drawing on
corruption-related data in expert surveys carried out by a variety of
reputable institutions. It reflects the views of business people and
analysts from around the world, including experts who are locals in
the countries evaluated. Source: http://www.icgg.org/.

UN Human Development Index: Data are linearly interpolated by
the UN Human Development Report Office. Otherwise, data conform
to those used in Human Development Report 2004. Source: Unofficial
data received as correspondence.

Governance indicators: The Web page http://info.worldbank.org/
governance/kkz2002/tables.asp presents the updated aggregate gov-
ernance research indicators for almost 200 countries for 1996-2002,
for six dimensions of governance:

e Voice and accountability

¢ Political stability and absence of violence
¢ Government effectiveness

e Regulatory quality

¢ Rule of law

e Control of corruption.

The data and methodology used to construct the indicators are
described in “Governance Matters IIl: Governance Indicators for
1996-2002" (World Bank Policy Research Working Paper 3106).
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ICRG Political Risk Rating: A means of assessing the political sta-
bility of a country on a comparable basis with other countries by
assessing risk points for each of the component factors of government
stability, socioeconomic conditions, investment profile, internal con-
flict, external conflict, corruption, military in politics, religious ten-
sions, law and order, ethnic tensions, democratic accountability, and
bureaucracy quality. Risk ratings range from a high of 100 (least risk)
to a low of 0 (highest risk), though lowest de facto ratings generally
range in the 30s and 40s. Source: Monthly data were collected from
www.countrydata.com, and yearly averages calculated by the
authors.

1. See Catrinescu et al. (2006) for a more detailed discussion of the estima-
tion of the impact of remittances on growth using these methods.

2. The choice of fixed-etfects or random-effects models in each instance
was determined by the results of the Hausman test.

3. These are available on request from the corresponding author.



APPENDIX 3.1

In this appendix, we construct an econometric model of the determi-
nants of migration in Europe and Central Asia (ECA), and present the
results of a statistical estimation of this model.

By releasing the assumption of full employment, the Harris and
Todaro framework has been generalized to understand that migration
for individual 7 in the period ¢ from the individual’s home country 4
to potential destination country 4 is best understood as

_ Id(t)_lh(t)
M, —J{—Ih(t) } (3.1.1)

where

Ih(t) represents the discounted present value of the expected real
income stream in country % over a potential migrant’s plan-
ning horizon, and
Id(t) is the discounted presented value of the expected real
income stream in country 4 over a potential migrant’s plan-
ning horizon. 139
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Given some of the weaknesses of this basic model to explain and pre-
dict migration, we follow the work of Hatton (1995) and Fertig (2001)
as a starting point toward designing an alternative specification. The
model is based on the concepts of individual utility maximization and
migration as a form of investment in human capital. The probability of
migration depends on the difference between expected utility in desti-
nation and home countries, where utility is represented by a monotonic
function of expected income, probability of employment, and cost of
migration, which depends on the current stock of immigrants.

U, = 1n(Wd); + yln(ed )r - 1n(Wh )r - nln(eh )r -4 (3.1.2)

where w,, w,, e, e, are income and probability of employment in the
destination and origin countries, respectively, and z is the cost of
migration.

The formation of expectations of future utility streams follows a
geometric series of past values with the most recent utility streams
given greater weight.

U =0,+AU_+AU, ,+.., 0<A<l
or (3.1.3)
U =AU, + AU, ,

The immigration rate (M,) is assumed to be a function of current
and net present value levels of utility from immigration.

M,=pU, +aU,), a>1 (3.1.4)

where B stands for the aggregation parameter, and o for the extra
weight given to the current utility.

Extending the basic migration model and following Zoubanov (2004)
to account for a nonlinear relationship between the cost of migration
and the current stock of immigrants, the squared current stock of immi-
grants (MST) from a given origin country is also incorporated. To account
for quality-of-life considerations, the same adaptive expectations struc-
ture is used as above. The European Bank for Reconstruction and Devel-
opment (EBRD) transition index! is used to account for the quality of
life in the origin country. As such, the final specification is as follows:

AM, :ﬂ(a+}t){

Aln(w,/w,), +YAln(e,), —nAln(e,), — € AMST,
—&, AMST® + AEBRD,

g, +In(w, /w,)  +yIn(e,)  —ning,), (3.1.5)
+B(0+ A — Aa) )
+& MST_, +€,MST” + EBRD,_
—(1-A)M

t-1
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This model is applied to Austria, Denmark, Germany, the Russian
Federation, Sweden, and the United Kingdom as destination coun-
tries. The samples of countries for estimation and the time period cov-
ered are presented in appendix table 3.1.1.

The dependent variable is the change in gross migration rates
(inflows from origin to destination country divided by the population
stock of origin country). Real wages w, and w, are approximated by
the per capita income data (in purchasing power parity) of destina-
tion and origin countries, respectively. Ignoring labor market partici-
pation, the employment rates e, and e, are proxied by 100 percent
minus the unemployment rate in destination and origin countries,
respectively. The model also incorporates distance between the capi-
tals of destination and origin countries? as a dependent variable, as
well as the EBRD transition index. Appendix table 3.1.2 provides the
summary statistics of the variables in the dataset.

An iterated GLS estimator with assumed heteroscedasticity across
the cross-sectional units and autocorrelation within each cross-sec-
tional unit with a unit-specific coefficient is used. The choice of the
estimator was justified by computing the LR-Test statistic for the
hypothesis of homoscedasticity in the original model, which proved
that heteroscedasticity is indeed present. Appendix table 3.1.3 sum-
marizes the LR-Test results.

The estimations have mixed results in explaining and predicting
migration across the region. Appendix table 3.1.4 summarizes those
results and suggests that wage and employment differentials were sta-
tistically significant predictors of migration in the expected directions
only about half the time. In a number of cases, these differentials

Countries Employed in Model Investigating the Determinants of Migration

Destination country Origin countries

Time frame

Austria 15 origin countries (Albania, Belarus, Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania,

Poland, Romania, Russia, Slovak Republic, Slovenia, and Ukraine)

Denmark 16 origin countries (Albania, Belarus, Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania,

Moldova, Poland, Romania, Russia, Slovak Republic, Slovenia, and Ukraine)

Germany 16 origin countries (Albania, Belarus, Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania,

Moldova, Poland, Romania, Russia, Slovak Republic, Slovenia, and Ukraine)

Russia 12 origin countries (Armenia, Azerbaijan, Belarus, Estonia, Georgia, Kazakhstan, Latvia, Lithuania, Moldova,

Tajikistan, Ukraine, and Uzbekistan)

Sweden 16 origin countries (Albania, Belarus, Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania,

Moldova, Poland, Romania, Russia, Slovak Republic, Slovenia, and Ukraine)
United Kingdom 4 origin countries (Bulgaria, Hungary, Poland, Romania)

1996-2001

1992-2002

1994-2003

19902002

1992-2002
1991-2001
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Descriptive Statistics

Number of
Country Variable observations Mean Standard deviation
Russia Migration rate 156 .0048186 0039413
Log of per capita income ratio 151 7880049 7069455
Log of employment rate of destination country 144 4514289 10373602
Log of employment rate of origin countries 120 4538245 0604201
Stock of migrants 132 1,047,410 1,402,638
EBRD transition index 156 2147179 7582831
Distance 156 1,577.333 837.706
Germany Migration rate 158 10010321 0007154
Log of per capita income ratio 160 1.255495 6040464
Log of employment rate of destination country 160 451303 0071116
Log of employment rate of origin countries 144 449148 10548698
Stock of migrants 128 60,086.52 81,026.13
EBRD transition index 160 2.96 5460401
Distance 160 960.3813 356.8575
United Kingdom Migration rate 44 .0000156 7.99-06
Log of per capita income ratio 14 1.140287 2874813
Log of employment rate of destination country 44 4525252 0195157
Log of employment rate of origin countries 44 4.484731 0480524
Stock of migrants 44 22,196.48 26,543.6
EBRD transition index 44 2.871818 6664912
Distance 44 1,751.25 306.4516
Austria Migration rate 0 0001618 .0002537
Log of per capita income ratio 90 1.270075 4556397
Log of employment rate of destination country 90 4.565212 0027299
Log of employment rate of origin countries 90 4.486468 0501821
Stock of migrants 90 12,394.56 17,443.51
EBRD transition index 0 3.011222 15368109
Distance 0 750.3333 455.1169
Sweden Migration rate 174 .0000268 .0000437
Log of per capita income ratio 176 1.25652 5791293
Log of employment rate of destination country 176 4524534 0207685
Log of employment rate of arigin countries 174 4.49469 10598797
Stock of migrants 160 2,786.981 4,383.52
EBRD transition index 176 2.781976 630339
Distance 176 1,215,688 473.6677
Denmark Migration rate 173 .0000305 .0000553
Log of per capita income ratio 176 1.3627%5 5799466
Log of employment rate of destination country 176 4539178 0220577
Log of employment rate of origin countries 174 4.49469 10598797
Stock of migrants 165 701.1152 1,311.389
EBRD transition index 176 2.781976 630339
Distance 176 1,126.25 355.4167
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LR-Test Results for Groupwise Heteroscedasticity

Country LR-Test statistic Country LR-Test statistic
Russia, x4(11)=19.7 104.825 Austria, x%(14) = 23.7 95.302
Germany, x4(15) = 25.0 79.599 Sweden, x4(15) = 25.0 448140
United Kingdom, x%(3)=7.8 9.340 Denmark, x%(15) = 25.0 389.607

seemed to produce the opposite of the expected effect. These uneven
results might reflect the poor quality of migration data.

In general, the results for the Russian model are broadly in line with
our hypothesis that the migration rate is positively correlated with
expected income differentials and negatively correlated with the
expectations of improving quality of life at home. The significant neg-
ative effect of the stock of migrants seems to reject the commonly ref-
erenced “network” effect in the models for Russia, Austria, and
Denmark, suggesting instead the existence of factors such as increased
competition in the labor market of the destination country, anti-immi-
gration policy, racial intolerance, and other factors may make migrant
stock a poor predictor of future migrant flows. As was expected, dis-
tance is negatively correlated with the migration rate in all models.

Once the specification developed by Fertig is dropped, the per
capita income ratio and employment rate variables are removed, and
only the EBRD index is left to account for the quality of life (appen-
dix table 3.1.5).

Signs of the Coefficients in the Models

Changes Lagged levels
Migration to PCl ratio Eind MST EBRD PCl ratio Eind MST EBRD M D
Russia + - - + + 0 - - - -
Germany 0 + + 0 0 + - + - -
United Kingdom - - 0 0 - 0 0 + 0 0
Austria 0 0 - 0 - + 0 + - -
Sweden 0 + 0 0 0 + + - - -
Denmark 0 0 0 0 + + - - - -

Note: PCI = per capita income; E = employment rate; MST = stock of immigrants; EBRD = EBRD Transition index; M = migration rate; D = distance between destina-
tion and origin country; d=Migrants’ destination country. If a variable encourages statistically significant migration from hto d, it receives a “+" sign; if negative, a
“—"sign; if insignificant, a 0 is assigned.
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Estimation Results: Dependent Variable AM,

Russia model Germany model UK model
Coeff Z-score Coeff Z-score Coeff Z-score
Changes
EBRD index 0.0019455 6.64 0.000062 0.88 —8.46E-06 —4.06
MST —7.85E-08 =371 2.22E-09 071 —2.84E-08 —2.63
Squared MST 8.37E-15 457 2.49E-14 3.62 2.1E-13 212
Lagged levels
EBRD index —0.0009978 —538 0.0002729 5.27 0.0000017 161
Migration rate —0.4538256 —47 —0.4367562 -11.19 —0.03545%4 -0.26
MST —2.64E-08 -10.37 —1.93E-09 =370 1.62E-09 1.74
Squared MST 2.74E-15 12.32 8.41E-15 462 —1.04E-14 -1.35
Distance —0.0000191 —7.65 1.44E-08 0.14 9.45E-08 1.88
Wald chi2 466.76 322.15 75.57
Log likelihood 653.3195 869.0873 473 441
Estimation Results: Dependent variable AM,
Explanatory Russia model
variable Coeff Z-score Coeff Z-score Coeff Z-score
Country-specific
effects?
Armenia 0.0033819 3.64 —0.0053404 -1.95 —0.0162904 —345
Azerbaijan 0.0016483 3.32 —0.0035908 =272 —0.0120918 -378
Belarus? 0.0068437 5.00 —0.0194683 —-376
Estonia 0.0088344 6.64 —0.0057415 —-1.52 —0.0259414 -3.38
Georgia 0.0037153 5.38 —0.0029113 =17 —0.0148168 —3.44
Kazakhstan 0.0168113 5.26 0.024169 561 0.017718 6.32
Lithuania 0.0077908 5.37 —0.0067712 -1.82 —0.0279602 -369
Latvia 0.0084265 761 —0.005681 —-161 —0.0261036 —-3.48
Moldova —0.0016337 -1.9 —0.0125317 —4.34 —0.0258678 —4.08
Tajikistan —0.0032731 —2.56 —0.0052925 —2.65 —0.0032557 —263
UkraineP 0.0194571 3.02 0.021917 3.55
Changes
PCl ratio 0.0056835 11.36 0.0050619 9.13 0.0063701 6.07
Employment destin. —0.0128993 -8.93 —0.0134857 —8.84 —0.0079046 -1.98
Employment origin -0.0090613 —1261 —0.0091548 —12.02
MST —2.26E-08 —1.42 —3.66E-08 =275
Squared MST 1.31E-15 0.82 3.5E-15 2.95
EBRD index 0.0008346 2.50
Lagged levels
PCI Ratio 0.0057828 9.28 0.0052635 8.21 0.0025046 3.28
Employment destin. 0.0130283 6.89 0.0112431 5.47 —0.0013986 -039
Employment origin 0.015399 17.06 0.0144664 13.56
Migration rate —0.6209453 —-35.85 —05837639 —14.58 —0.4079454 —4.74
MST —1.03E-08 -3.08 —1.09E-08 —427
Squared MST 7.49E-16 2.02 9.17E-16 3.89
EBRD index —0.0009004 —-2.89
Inherent dynamics
MST —3.04E-09 =213
Distance —0.0000042 —4.82 —0.0000115 —4.07
Constant —0.1334887 —12.07 —0.1024069 —6.47 0.0480387 2.29
Wald chi2 16669.77 14268.97 274.79
Log likelihood 526.3308 530.5909 643.7139

a. To prevent multicolinearity, a country dummy for Uzbekistan is not included.
b. In the second and third specifications, respectively, Belarus and Ukraine country dummies were dropped because of colinearity.



Appendix 3.1: Estimating the Determinants of Migration in ECA 145

Austria model Sweden model Denmark model
Coeff Z-score Coeff Z-score Coeff Z-score
9.57E-06 437 6.04E-07 0.58 8.01E-07 0.90
—2.21E-08 —4.33 3.52E-09 1.32 4.15E-09 1.0
5.48E-13 4.80 —6.15E-13 —2.67 —8.53E-13 -0.91
0.0000141 4.01 7.61E-07 1.60 1.38E-06 3.10
—0.556848 —5.38 —0.7567089 —14.24 —0.1185468 -2.33
5.52E-09 3.67 4.81E-09 3.56 —5.09E-10 -0.39
6.14E-14 0.75 —454E-13 —3.45 4.42E13 2.08
—1.32€-07 -3.96 —1.31E-07 -7.10 1.40E-09 0.77
98.61 357.77 33.44
780.9786 1600.348 1689.842
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1.

The EBRD transition index is a composite index calculated as an arith-
metic average of the eight indexes published in the EBRD Transition
Reports. These include an index of price liberalization, index of foreign
exchange and trade liberalization, index of small-scale privatization,
index of large-scale privatization, index of enterprise reform, index of
competition policy, index of banking sector reform, and an index of
reform of nonbanking financial institutions. The measurement scale
ranges from 1 to 4.25 where 1 represents little or no change from a
planned economy and 4.25 represents the standard of a developed mar-
ket economy.

. The City Distance Tool (http://www.geobytes.com/CityDistanceTool.htm)

was used to calculate the distance between two cities.



APPENDIX 3.2

The computable general equilibrium (CGE) model used is based on
the Global Trade Analysis Project (GTAP), which is a comparative-
static, multiregional CGE model. To mimic migration, the standard
GTAP structure was modified so that the extended model allows for
bilateral movement of labor. Unlike the standard GTAP model, the
factor labor is now able to cross borders and take part in the pro-
duction process of foreign firms in different regions similar to pro-
duction commodities. This migration mechanism generates a
country’s labor in- and outflow endogenously driven by the differ-
ent regions’ labor demand and supply, and the interregional wage
differentials. Accordingly with the interregional differences in labor
demand and wage level representing the driving forces of migra-
tion, this approach to modeling follows the classical migration the-
ory inspired by Adam Smith and the approach of Harris and Todaro
(1970).

In addition to the extensions described above, the model was
adjusted to consider illegal migration. Thus, in addition to (legal)
domestic and foreign unskilled and skilled workers, employers can
hire illegal foreign workers. Illegal workers are assumed to belong to
the group of unskilled employees. A full description of the model and
its calibration follows.

147



148

Migration and Remittances: Eastern Europe and the Former Soviet Union

GTAP is a comparative-static, multiregional CGE model. It provides
an elaborate representation of the economy including the linkages
between farming, agribusiness, industrial, and service sectors of the
economy. The use of the nonhomothetic constant difference of elas-
ticity (CDE) functional form to handle private household preferences,
the explicit treatment of international trade and transport margins,
and a global banking sector that links global savings and consumption
is innovative in GTAP. Trade is represented by bilateral trade matrixes
based on the Armington (1969) assumption. Further features of the
standard model are perfect competition in all markets as well as
profit- and utility-maximizing behavior of producers and consumers.
Usually policy interventions are represented by price wedges. They
lead to different prices according to different market stages. Price dif-
ferentiation adjusts through introduction or change of taxes and sub-
sidies, respectively. Quantitative restrictions or quantitatively induced
price adjustments do not exist in the standard version. The frame-
work of the standard GTAP model is well documented in the GTAP
book (Hertel 1997) and available on the Internet (http://www.gtap
.agecon.purdue.edu/).

The standard version of the GTAP model allows for the bilateral
exchange of industrial and agricultural products as well as for trade in
services. Thus, these components are not only demanded by domes-
tic firms, private households, and the government but also by foreign
firms, foreign private households, and foreign governments. In con-
trast, the remaining input factors—capital, natural resources, land,
and labor—are assumed to be regionally fixed. However, when it
comes to the analysis of regional integration processes, this means
that a border opening for production factors, labor for example, can-
not be considered simultaneously with a trade-liberalizing event.
Thus, interdependencies between both aspects and resulting eco-
nomic impacts cannot be observed.

To mimic migration, the standard GTAP structure was modified so
that the extended model allows for bilateral movement of labor.
Unlike the standard GTAP model, the factor labor is now able to cross
borders and take part in the production process of foreign firms in dif-
ferent regions similar to production commodities. This migration
mechanism generates a country’s labor in- and outflow endogenously
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driven by the different regions’ labor demand and supply, and the
interregional wage differentials. Accordingly with the interregional
differences in labor demand and wage level representing the driving
forces of migration, this approach to modeling follows the classical
migration theory inspired by Adam Smith and the approach of Harris
and Todaro (1970).

For the implementation of this new feature, the “nested” production
structure of the standard GTAP framework was expanded by an addi-
tional “nest” (appendix figure 3.2.1). This component is responsible for
the split of a country’s total labor force into foreign workers and domes-
tic workers. Thus, in contrast to the standard model, firms now choose
from a pool of workers composed of both nationals and foreigners.

Appendix figure 3.2.1 represents the basic mechanism regulating
the distribution of workers across countries. At the bottom of the circle,
a country’s total labor force (total LF in r) is divided into workers who
decide to stay in their home country (LF in r) and are employed in their
home country’s economy, and workers who decide to emigrate.

At that point, the workers’ decision making is regulated by a CES
(Constant Elasticity of Substitution) function. In accordance with the
Harris-Todaro theory, the driving force of migration flows is the devel-
opment of the different regions’ wages. Thus, the corresponding
parameters reflect the intensity of the workers’ reactions to the devel-
opments of the wage level across regions. Furthermore, the CES func-
tion ensures a distinction between the different nationalities of
migrant workers and the resultant different preferences regarding the
choice of a host country (equation 3.2.1).

Extended GTAP Production Structure

X
land, / ] \ )
capital intermediate goods
<~ total LFins .
domestic (Fins 5 T total foreign
LFins
LF from
other
regions \
Economy inr total LF fromrin s
w LF flow fromrin's foreign LF
LFinr stock fromrin s
T~ /i Lihfrom rin
. other
total LFinr regions

Source: World Bank.

Note: LF = labor force; r = countries; s = countries; X = final product.
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X, =@*Y +(1-o)*Z] )" (3.2.1)

ir

where

total labor force in r
share of emigrating labor
emigrating labor

staying labor in r

SN~ R X

elasticity of substitution

The reason for such preferences can be found in social factors such
as geographical and cultural nearness, tradition, and the like. This
theory is supplemented by another assumption implying a certain
influence of the development of unemployment in different regions.
It is assumed that migrants compare the unemployment situation in
their home country and potential host country. Accordingly, if the
development in the worker’s home country is more favorable than in
the destination location, the incentive to emigrate declines and vice
versa. With unemployment reflecting a disequilibrium situation, a
CGE model is not capable of representing unemployment in its stan-
dard set-up. Thus, the implementation of unemployment is con-
ducted through application of Okun’s law, which states that there
exists an inverse relationship between the development of a country’s
GDP and the country’s unemployment rate. This consideration of
unemployment can only be regarded as an approximation because
other related aspects, such as unemployment benefits, a social secu-
rity system, and so forth, are not taken into account. With this theo-
retical background, the migrants who decided to move from r to s (LF
from r in s), together with the community of workers from r already
living in s (foreign LF stock from r in s), form the total pool of work-
ers coming from r “available” in s (total LF from r in s) while the
remaining migrants scatter across the other destinations (LF from r in
other regions). Of course, workers from regions other than r will have
chosen s as their working destination. Thus, summing up all the
immigrants stemming from countries all over the world leads to a
pool of foreign labor (total foreign LF in s).

Together with the domestic workers who decided to stay in s
(domestic LF in s), this represents the total labor force available to pro-
ducers in s (total LF in s). The remaining production decisions made
are conducted in the “old-fashioned” CGE-GTAP manner. Together
with land and capital, labor flows into the production process and
builds the value-added nest. The last step to the final product (X) is the
combination of value-added and other intermediate commodities.
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In addition to this main mechanism, further extensions of the
model framework incorporate remittances. Based on figures
obtained from the International Monetary Fund, shares of migrants’
income that are sent back to their home country or spent in the host
country, respectively, are calculated. This enables the consideration
of the interregional redistribution of remittances. Thus, outgoing
money is subtracted from regional and private household income,
while incoming money is added on top of the corresponding
income.

In addition to the extensions described above, the model was
adjusted to consider illegal migration. Thus, in addition to (legal)
domestic and foreign unskilled and skilled workers, employers can
hire illegal foreign workers. Illegal workers are assumed to belong to
the unskilled-employees group. Thus, according to the data in
appendix table 3.2.1 the ratio between a country’s legal and illegal
migrant stock and inflow refers to the data for immigrating unskilled
labor. In value terms, the percentage share of illegal workers is
slightly less because it is assumed that illegal workers face lower
wages than legal workers.

A payroll tax of 40 percent was implemented on legal skilled and
unskilled employees working in a member state of the EU-15. This
payroll tax applies to every production sector.

Furthermore, workers” migration behavior now also depends on
the change in a country’s or region’s quality-of-life index. This index
is represented as an exogenous variable and reflects characteristics
of a country such as social equity, structural improvement, and the
like. It is assumed that workers compare the development of the
quality of life in their home country with that in potential destina-
tion countries. Similar to the situation concerning the development
of unemployment, a quality-of-life improvement in the home coun-
try relative to potential host countries weakens the emigration
motivation. The parameter determining the strength of the quality-
of-life index on workers’ migration behavior is adopted from Kare-
mera et al. (2000). That study found a migration elasticity with
respect to the development of a country’s unemployment rate.
Because no migration elasticity considers quality-of-life concerns,
this parameter might be an adequate approximation since a coun-
try’s unemployment situation might reflect a certain part of a
region’s quality of life.
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Irregular Migration

(thousands)
Total Average %
number of Estimated number of irregular migrants Estimated of total
Country nigrants Max Min year migrants
North America and Canada
United States 34,988 10,300 2004 29.44
Canada 5,826 200 100 2003 343
High-income Europe
Greece 534 320 2003 59.87
Portugal 233 100 2003 42.96
Italy 1,634 500 2003 30.59
United Kingdom 4,029 1,000 2003 24.82
Spain 1.259 280 2003 2224
Belgium 879 150 2003 17.06
Germany 7,349 1,000 2003 13.61
Switzerland 1,801 180 2003 9.99
Netherlands 1,576 163 12 2003 8.72
France 6,277 400 2003 6.37
Ireland 310 10 2003 323
Finland 134 1 2003 0.75
Total 26,015 4,104 15.78
ECA countries
Poland 2,088 600 2000 28.73
Ukraine 6,947 1,600 2000 23.03
Tajikistan 330 60 2002 18.16
Czech Republic 236 40 2003 16.98
Slovak Republic 51 8 1998 15.69
Turkey 1,503 200 2001 1331
Russia 13,259 1,500 1,300 2000 11.31
Kazakhstan 3,028 300 220 2002 9.91
Belarus 1,284 150 50 2000 11.68
Kyrgyz Republic 572 30 1998 5.24
Uzbekistan 1,367 30 2000 219
Lithuania 339 2 1997 0.59

Source: Pew Hispanic Center, IOM, ILO, World Bank, Home Office in UK, ISTAT, Jimenez (2003), Centre on Migration, Policy and Society of the University of Oxford,
EU business, Counsil of Europe, Ministry of Labor in Finland, Sadovskaya (2002), Migration Policy Group, Jandl (2003).

Notes: 1. Estimation methods are different for each country. 2. Total number of migrants is at the point in 2000 and is estimated by UN (2003).

The aggregation strategy was dictated by two main requirements: on
the one hand, the selection of countries must allow for capturing rel-
evant labor flows and, on the other hand, to keep calculation effort to
a reasonable scope, the aggregation must not exceed a certain size.
Therefore, all countries representing home regions of most of the
immigrants coming to Germany are treated as single individual coun-
tries. Obviously, Germany and Poland are among those single regions
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as well as several other CEECs, Turkey, and the former Sovjet Union.
The remaining countries are put together as aggregated regions,
either in the group representing the rest of the EU-15, or comprising
the rest of the CEECs, respectively (see appendix table 3.2.2)

The 57 industries included in the GTAP database were aggregated
to 11 sectors including 6 agricultural sectors. This aggregation was
predominantly determined by a sector’s relevance in terms of
migrant workers’” employment and by a sector’s labor intensity.
Because Germany'’s vegetables and fruits sector, in particular, and
the construction sector account for major shares of seasonal foreign
employees, both industries are represented as disaggregated sectors.
To be able to observe differences regarding impacts on labor-inten-
sive and less labor-intensive sectors, agricultural production is split
up into primary production sectors and processing production sec-
tors. With regard to calculation effort, the same restriction applies as
in regional aggregation. Thus, agricultural production is represented
in the form of the main agricultural production categories, plant
and animal production (see appendix table 3.2.2).

In a quantitative analysis it is very difficult to depict any qualitative cir-
cumstances. With regard to the migration this becomes particularly

Regional and Sectoral Aggregation

Regions Abbreviation Sectors Abbreviation
Germany D Plant products (primary) plant
Rest of the EU-15 EU15 Paddy rice, wheat, cereal grains,
Austria, Belgium, Denmark, Finland, oilseeds, sugarcane, sugar beet,
France, Greece, Ireland, Italy, Plant products (processed) plantproc
Luxembourg, Netherlands, Portugal, Vegetable oils and fats, processed
United Kingdom, Spain, Sweden rice, sugar, other food products
Poland PL Vegetables and fruits vandf
Czech Republic CZE Animal products (primary) animal
Hungary HUN Cattle, sheep, goats, harses,
Slovak Republic SVK raw milk
Rest of candidate countries CAND6 Animal products (processed) aniproc
Bulgaria, Estonia, Latvia, Meat: cattle, sheep, goats, horses,
Lithuania, Romania, Slovenia meat products, dairy products
Croatia HRV Other animal products oap
Former Soviet Union FSU Construction constr
Turkey TUR Primary products prim
Rest of the world ROW Manufactures mnfcs
Services svces

Source: own illustration.
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apparent when it comes to the representation of migration restric-
tions. Those restrictions mostly exist as certain bureaucratic proce-
dures, special requirements a potential immigrant has to fulfill, and
the like. Due to a lack of quantitative estimations of such rules and for-
malities, migration restrictions are not considered. The same limitation
applies to migration costs. Even though migration costs do represent a
quantitative factor, they are not taken into account in the migration
part of the model because corresponding data are not available.

Furthermore, data availability imposes major problems on model-
ing opportunities. Data collection on the share of foreign workers in
a country’s labor force, migration flows by home and host country,
and so forth, turned out to be particularly difficult for the CEECs.
Some simulation results may be distorted because of this lack of data.
Another difficult task was the introduction of adequate parameters.
Because labor migration elasticities with respect to international
wage differentials could not be retrieved from the literature for the
analysis at hand, these parameters are based on income migration
elasticities. There are estimations of migration elasticities with
respect to wage differentials on a sectoral or intraregional (for exam-
ple, rural-urban) basis. But because these are neither specifically
estimated for labor movements nor for international migration they
did not seem appropriate for application to international labor move-
ments. The same shortcoming applies to the quality-of-life index. As
previously described, the parameter for this variable is only an
approximation because parameters referring to the influence of a
country’s quality of life on people’s migration behavior could not be
obtained from the literature.

Further research is also necessary on technological progress and
the resulting development of or advances in labor-saving production
processes, particularly with regard to transition countries. Last, in the
case of Germany especially, it is essential to focus more extensively on
the characteristics of the very complex social security system and its
interactions with migration behavior.

To verify the robustness of the results on exogenous parameters and
shocks a sensitivity analysis was conducted.

There are two ways to carry out such sensitivity tests—Monte
Carlo Analysis or Systematic Sensitivity Analysis. Both procedures
treat exogenous variables as continuous random variables (Arndt
1996; Arndt and Pearson 2000). The two procedures differ when it
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comes to the determination of the expected value. Using Systematic
Sensitivity Analysis, a sample of solution values within the corre-
sponding integral is selected; Monte Carlo Analysis determines the
expected value through a sufficient number of simulations. However,
because of the high number of simulations and repetitions necessary,
the Monte Carlo method is not practicable. Thus, the Systematic Sen-
sitivity Analysis is used more often. A particularly suitable procedure
for the calculation of the integral is the Gaussian Quadrature. The
Systematic Sensitivity Analysis available in GTAP is based on this
approach and offers two different methods developed by Stroud
(1957) and Liu (1997). With these methods, estimates of mean and
deviation of endogenous variables are calculated by specifying a dis-
tribution for the corresponding exogenous parameters. Furthermore,
based on this information and the assumptions concerning the distri-
bution of the parameters, a confidence interval can be determined.

Usually the selection of the parameters to be subject to the sensi-
tivity analysis is geared to the conducted experiments. Thus, for this
sensitivity analysis, the parameters to be checked are the ones that
significantly influence the development of migration flows and labor
demand. The corresponding parameters were simultaneously varied
by 50 percent in the course of the Systematic Sensitivity Analysis,
assuming that each value is equally likely (uniform distribution). The
procedure used here is the procedure developed by Stroud (1957).

The sensitivity analysis showed that for all the examined and reported
variables (change in migration flows, welfare, GDP, and so forth), the
standard deviations take quite low values. Accordingly, assuming that
variables are normally distributed, the corresponding confidence inter-
vals are small. Generally, standard deviations and confidence intervals
are larger for those variables to which high shocks are applied. Never-
theless, in most of the cases, the algebraic sign of the results can be clas-
sified as reliable at a level of 95 percent. Very few results show only a 68
percent probability. These results are close to zero, so the difference
between a positive and a negative value is marginal.

The database used is GTAP database 5, comprising 76 regions and 57
sectors. The base year of the database is 1997. Although a 2001 GTAP
database has been released, it was not available when the database for
the extended model version was prepared, so the 1997 version was
used. For detailed documentation of data collection, calibration, and
so forth of GTAP database version 5, see Dimaranan and McDougall
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(2002) (https://www.gtap.agecon.purdue.edu/databases/archives/
v5/v5_doco.asp). The data necessary for simulating migration were
calibrated to this dataset and represent a benchmark global equilib-
rium situation; that is, the global data of the GTAP database were not
modified. The majority of the migration-related data are also from
1997. However, because information on foreign workers by home
and host country is difficult to obtain, data from a different year are
sometimes used. The share of foreign workers in a country’s different
production sectors was allocated according to information from
OECD (2001). The classification of migrant workers into skilled and
unskilled is also based on this information. Because substitution elas-
ticities cannot be endogenously obtained through a calibration
process, the substitution elasticities required for the migration-related
functions were obtained from secondary literature. However, the
elasticities that could be retrieved from the literature represent migra-
tion elasticities with respect to the wage development in the country
of origin. Elasticities of substitution with regard to migration incen-
tives from wage development in both host and home country at an
international level could not be obtained. Thus, the elasticity men-
tioned above was used as an approximation. The same applies to the
elasticities of substitution with respect to the development of unem-
ployment and the change of quality of life in home and host coun-
tries. To take account of these inaccuracies, the sensitivity analysis
gives information about changes in the results caused by a variation
of parameter values.



APPENDIX 4.1

The term “integration” is widely used today to denote the process
through which a migrant becomes an accepted part of a new society
(Penninx 2005). Integration refers to all the processes, activities, and
initiatives introduced by host societies that help migrants not only to
complete their travel and settle in a host country, but also to find a
place in the country, both in physical and in sociocultural terms. The
integration process involves such diverse activities as finding housing,
jobs, and income; gaining access to educational and health facilities;
and adopting new languages and ways of life.

Integration policies are meant to facilitate migrants’ participation in
host societies by, on the one hand, enabling migrants to live independ-
ently and be self-sufficient and, on the other, supporting their active
participation in all aspects of the host society’s life, including the politi-
cal process (European Commission 2003). Family reunification, citi-
zenship and naturalization, and antidiscrimination legislation are key
elements of traditional approaches to migrant integration, yet these are
more specific to permanent immigrants, rather than to the circular or
temporary migrants central to this study. Thus, the focus of this appen-
dix is more directly on social inclusion policies. This section will briefly
consider the integration processes that apply to temporary migrants,
and how the presence of immigrants more broadly affects the receiving
society—in this case, the European Union (EU).
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To understand the European integration process, one must first
understand the diverse ways in which integration is conceptualized
in EU countries. This section highlights two such debates: the falling
out of favor of assimilation and migrant conformity, and the variety
of entities into which migrants can integrate.

The concept of integration needs to be understood separately from
“assimilation” and the implied conformity once expected from
migrants. Contemporary democratic societies are complex social
orders with diverse cultures, lifestyles, values, and institutional
processes, which are constantly in flux. In many societies, however,
political pressures to assimilate still persist. In view of the tendency to
collapse integration and one-way assimilation, the concept of inte-
gration is often replaced with terms such as “inclusion” and “partici-
pation.” Community organizations, in particular, emphasize the
concept of participation, which denotes democratic notions of access,
agency, and change, though it does not directly refer to relationships
between social groups.

Successful integration requires meaningful interaction between
migrants and the receiving society, which means that integration
must be conceived of as a two-way process. The host society must
ensure that the migrant has the opportunity to participate in eco-
nomic, social, cultural, and civil life. Conversely, migrants are
expected to respect the fundamental norms and values of the host
society and participate actively in the integration process, though
they are not expected to relinquish their own identity (European
Commission 2003).

The speed at which integration occurs varies in different sectors of
society. For example, migrants can be integrated in the labor market
but excluded from participation in civil society and political processes.
Others can be included as citizens and participate in social and cul-
tural interactions, but lack access to education and employment
opportunities. Both cases could be considered integration failures, but
would require different policy responses. Integration can also involve
completely different modes of interaction with the receiving society.
For example, typical indicators of integration include the level to
which migrants establish social networks or find partners among the
majority population. Many others, however, rely on family and kin-
ship networks, or neighbors of the same racial or ethnic background,
to create stability and develop roots in the receiving society. Both
modes can be considered integration successes, and policies that stifle
interaction in any form are likely to be counterproductive.
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The experience of migration changes in complex ways depending
on the individual’s characteristics, including gender, age, racial, eth-
nic, or religious background. This implies that most policies must
address a complex combination of issues. Some policies, however,
should target specific factors that disadvantage particular groups. For
example, while discrimination on grounds of nationality can lead to
racial discrimination, a policy addressing issues of nationality-related
discrimination will not affect black and minority ethnic citizens
because they are already nationals of the receiving country. At the
same time, while racial discrimination may be a major cause of exclu-
sion for black citizens, Muslims in Europe are subject both to religious
and racial discrimination.

Generally, the process of integration appears particularly challeng-
ing when migrants are perceived as physically, culturally, and reli-
giously different from the host society. For Europe and Central Asia
(ECA), this may become more relevant as migrants increasingly move
from the southern Muslim belt to non-Islamic countries. At the same
time, one positive legacy of the Soviet system is that migrants from
ECA Islamic countries may be more attuned to the secular values of
the main receiving countries than are migrants with similar religious
affiliations from other part of the world.

EU countries practice a variety of integration schemes. In France,
regardless of their ethnic, racial, or religious composition, migrants
are expected to be subject to a set of universal social rights and values
that presumably bind the whole society together. Austria, Denmark,
Germany, and Greece emphasize ethnic ancestry as a basis for mem-
bership in society, while countries such as the Netherlands and the
United Kingdom traditionally subscribe to a multicultural model of
membership and promote pragmatic management of relationships
between different ethnic and religious groups (though this has been
changing in recent years). The EU Commission has called on the polit-
ical leadership of Europe to address inherent social divisions and to
promote acceptance for diversity and difference in the enlarged
union. In the commission’s view, the implementation of integration
policies that promote at once equality and diversity is the route to a
desired social cohesion, based on recognition of the pluralist nature of
European society.

Specific policies to counter the particular disadvantages faced by
various groups will also operate differently in each EU member state.
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While U.K. policy making on diversity and cohesion is characterized
by a discourse on race relations, this resonates differently in Ger-
manic countries, where there are few black citizens and immigration
mainly originated in Southern Europe. In Scandinavia, most migrants
came from Islamic countries, and public attitudes and integration
measures there have centered on religious and cultural differences. A
problem that many member states share, however, is a reluctance to
monitor how different target groups are affected by processes of
exclusion. They often monitor social indicators only in relation to
nationality (plus gender and age), not race, ethnicity, or religion. This
means that there is insufficient information about the social situation
of many migrants and ethnic minorities, including their progress
toward inclusion.

Many reasons underlie the social and political exclusion, economic
deprivation, and disadvantages that migrant populations often face,
particularly undocumented migrants. Hence, integration requires a
range of different tools to address these disadvantages, including leg-
islation, social inclusion policies, and policies to enhance participation
in civil society and democratic decision making. Before turning specif-
ically to social inclusion issues, the following briefly discusses the role
of social networks in organizing migrant experience and providing
the essential safety net and emotional stability to foreign workers.

Given the current international mobility in ECA (see chapter 2), social
networks play a key role in the flow of information, goods, money,
services, and people. Migrants depend on both local and international
networks for successful outcomes and personal safety (Vertovec
2003). The well-being of migrants abroad largely rests on the avail-
ability of work to generate sufficient income, on a clear and secure
legal status, on access to social services and social and health protec-
tion, and on their participation in the host society. Integration poli-
cies, where available, provide a general structure to the migrant
experience and life, yet the social networks that emerge among
migrants are often what make it livable.

Temporary and undocumented migrants, who often fall outside
formal institutions that assist and organize legal migration flows, rely
on social networks to provide an essential social safety net for
migrants (World Economic and Social Survey 2004). Research has
shown that labor markets in the Russian Federation and Ukraine, for
instance, have been closely linked with sending countries through
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the interpersonal and organizational ties surrounding migrant net-
works.! The majority of migrants who decide to move to Kiev have
relatives, family members, or Ukrainian acquaintances in the city
(Kennan Institute 2004). Similarly, among Tajik migrants in Moscow,
the presence of established networks of people dates back to partner-
ship enterprises developed during the Soviet period in Tajikistan and
Russia. In some cases, managers of Tajik plants that ceased production
have used their contacts to help their laid-off workers find employ-
ment in partner enterprises in Russia. Tajiks continue to work at the
fuel and energy complex in Tumen because in Soviet times they had
already been employed there as shift workers (IOM 2003).

International standards that provide for the protection of tempo-
rary foreign workers’ rights in the destination country, established by
the International Labour Organization, are not widely ratified.
Migrants thus rely on social networks to protect themselves.? For
instance, research among migrants in Kiev, who came from various
parts of the former Soviet Union, has shown that those foreign work-
ers who lacked legal work permits, and who therefore were unable to
find employment in the formal sector, came to rely exclusively on the
assistance of charitable organizations and family members or other
acquaintances from their homeland to make a living. African
migrants in Kiev, because of their weaker social safety net, found
themselves more often unemployed in comparison to Afghan or Viet-
namese migrants, who lived in more closely knit communities and
developed a successful system of mutual assistance (Kennan Institute
2004).

While at present migrant networks provide essential support to
foreign workers from ECA, they also signal the absence of effective
integration programs in host countries that would alleviate the bur-
dens of the migrant experience. Ultimately, this reduces the value of
migrants’ contributions to host societies. Furthermore, migrant net-
works are not immune to internal conflicts. Among other problems,
they may endanger women and children because, when faced with
scarce resources and information, women and children become more
vulnerable to abuse from other family members.

Other vulnerabilities pertain to the area of employment, because
individuals forced to rely on social networks without alternatives
may also be exploited. Such vulnerabilities may arise from the very
start of the recruitment process, during travel to the host country, and
during the process of finding employment. In ECA, cases proliferate
in which recruitment agencies take advantage of migrant workers’
limited information about working and living conditions in the host
country, misinforming them, charging excessive fees that bear little
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resemblance to the actual costs of recruitment, and even assisting in
smuggling and trafficking (especially of women and children).

The concentration of migrant workers” networks is often linked
with the emergence of ethnic migrant neighborhoods, which may
lead to the creation of various forms of ghettos. To summarize, some
of the common experiences for host communities arising from the
presence of a large number of foreign workers include (a) the emer-
gence of “immigrant sectors” in the host country’s labor market, (b)
the vulnerability of migrant workers to various forms of exploitation
in recruitment and employment, (c) the tendency of temporary
migration to become longer in duration and bigger in size than ini-
tially envisaged, (d) resistance on behalf of the local population to
accept the newcomers, as well as (e) the emergence of undocumented
foreign workers who, together with local employers, circumvent

existing regulations.>

1. By way of example, such patterns and processes of network-conditioned
migration were extensively and comparatively examined in 19 Mexican
communities. See Massey et al. (2004).

2. The problem of protecting temporary foreign workers is a serious one.
On the one hand, the sending country does not have any legal jurisdic-
tion outside its territory. The host country, on the other hand, is often
reluctant to assume full responsibility unless migrant workers are per-
manent residents or become citizens. Finally, as reflected in the low rat-
ification percentages of the three global legal instruments developed for
the protection of migrant workers, efforts by international organizations
to represent and effectively protect the rights and interests of migrant
workers have so far had only very limited success.

3. For a detailed discussion of temporary foreign workers programs and
their social and economic impact on host societies, see Ruth (2002).
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The transitional arrangements for the free movement of workers from
the new member states (except Cyprus and Malta) following enlarge-
ment of the European Union (EU) on May 1, 2004, allow the EU-15
to decide to postpone the opening of their labor markets for a maxi-
mum of seven years.! Transitional periods for the free movement of
labor have already been granted in other enlargement rounds. What
makes the present rules different is that the EU delegated the decision
to adopt transitional arrangements to the individual member states.
This appendix will briefly discuss the nature and impact of these tran-
sitional arrangements, and how they are expected to change in
upcoming years.

Since the accession of the EU-8 countries to the EU in May 2004,
only seven countries have fully opened their labor markets to the
new member states: Ireland, Sweden, and the United Kingdom never
had restrictions on workers from the EU-8. Finland, Greece, Portugal,
and Spain lifted restrictions in May 2006. Italy ended the transitional
arrangements in July 2006, while Belgium, France, and Luxembourg
softened their restrictions on workers from the EU-8. Hungary,
Poland, and Slovenia apply reciprocal restrictions to nationals from
the EU-15 member states applying restrictions. All new member
states have opened their labor markets to EU-8 workers.
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In May 2006, the second phase of the transitional period started,
which allowed member states to continue national measures for up
to another three years. At the end of this period (2009), all member
states will be invited to open their labor markets entirely. Only if
countries can show serious disturbances in the labor market, or a
threat of such disturbances, will they be allowed to resort to a safe-
guard clause for a maximum of two years. From 2011, all member
states will have to comply with European Commission rules regulat-
ing the free movement of labor.

Available evidence suggests that transitional arrangements after
EU enlargement resulted in the diversion of migration flows from the
new member states. Figures from the Irish Department of Family and
Social Affairs?> show that Ireland is the most popular destination for
migrants from these countries. During the first year after enlarge-
ment, over 85,000 migrants from accession states were allocated
social security numbers in Ireland, with Polish workers composing
almost half the number of newcomers. A report by the U.K. Depart-
ment of Work and Pensions estimates net flows of approximately
80,000 workers from the eight new member states to the United
Kingdom (Portes and French 2005). This number suggests that
migrant flows from these states are in excess of those predicted by
econometric analyses. Denmark, which opened its labor market in a
similar way to Ireland and the United Kingdom, issued 2,048 work
permits to workers from the CEECs in 2004. In Sweden, the only
country that grants full access to its labor market and welfare system
to EU-8 workers, the number of migrants nearly doubled from 2,097
in 2003 to 3,966 in 2004; however, the total is much lower than pre-
dicted. Available evidence from Germany, the traditional destination
country for migrants, suggests that the number of migrants from the
CEECs declined during 2004 to 2005, while the number of residents
from new member states dropped by 13.2 percent. The overall picture
that emerges from the available data indicates a diversion of migra-
tion flows from countries that tightly close their borders (Austria and
Germany) to countries with more liberal transitional regimes, partic-
ularly English-speaking countries (Ireland and the United Kingdom).

1. According to the transitional arrangements (2+3+2 regulation) the EU-
15 can apply national rules on access to their labor markets for the first
two years after enlargement. After two years (2006), the European Com-
mission will review the transitional arrangements. Member states that
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wish to continue national measures need to notify the European Com-
mission and will be allowed to apply national measures for up to another
three years. At the end of this period (2009), all member states will be
invited to open their labor markets entirely. Only if countries can show
serious disturbances in the labor market or a threat of such disturbances,
will they be allowed to resort to a safeguard clause for a maximum period
of two years. From 2011, all member states will have to comply with the
Community rules regulating the free movement of labor.

2. Data from the Irish Department of Family and Social Affairs, at
http://www.breakingnews.ie/printer.asp?j=1174900206p=yy749x6xx&
n=117490629&x. Retrieved August 18, 2005.






APPENDIX 4.3

The majority of migrant workers find themselves on the low-skilled
side of the occupational spectrum. Deception, discrimination,
exploitation, and often abuse are employment-related situations
commonly and increasingly encountered by poorly skilled and
undocumented migrants. Lacking work permits, migrants may expe-
rience difficulty finding the employment they aspire to, and must set-
tle instead for low-paying, hazardous, or demeaning jobs. This
appendix will briefly describe how undocumented status can influ-
ence migrants in all aspects of their lives, including the most extreme
example—human trafficking.

Migrants are more susceptible to unemployment and layoffs,
unfair labor practices, lesser pay, and other forms of exclusion. A
study of Organisation for Economic Co-operation and Development
(OECD) countries shows that rates of employment were significantly
lower among migrants than among citizens between 2000 and 2001.
In Denmark and Switzerland, the migrant unemployment rate for
men was over three times the corresponding nonmigrant rate, and
unemployment rates for migrant women were over 20 percent in
Finland, France, and Italy (OECD 2003). Furthermore, undocu-
mented migrants lack access to public housing, schools, health care,
and other social services. Simultaneously, they lose pension funds
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and social security entitlements at home. This makes them vulnera-
ble to various recruiters and recruitment agencies.

Undocumented status can render migrants vulnerable to other
forms of abuse, especially because they lack legal recourse to chal-
lenge such abuses. They may be simultaneously invisible to the
guardians of the law and subject to excessive forms of policing. Mil-
lions of people undergo mistreatment and are subject to xenophobia
in part because their presence and labor in foreign countries without
papers has been criminalized as “illegal” and subjected to various,
often excessive, forms of policing. The undocumented are often
denied fundamental human rights and many rudimentary social enti-
tlements, which leaves them in an uncertain sociopolitical situation.

Given these disadvantages, why might migrants choose a path of undoc-
umented migration? The legal requirements associated with migration
and the enforcement of such provisions constrain and shape migrants’
choices. Reports on the process of obtaining work visas and permits in
the Russian Federation demonstrate that it is a complicated and expen-
sive endeavor, even where migration quotas or bilateral agreements
between countries exist presumably to facilitate the process. Large-scale
corruption accompanies this process at every level (Hill 2004). Even
though the risks and costs associated with undocumented travel may be
high, migrants opt for undocumented entry into host countries when
the chances of obtaining legal migrant status are unlikely.

Furthermore, within the current migration regime it appears that
some migrants prefer to keep their unauthorized status even if the
option of legalizing is open. Those who remain at the fringes of the
law gain certain flexibilities, including the option to change employ-
ers or negotiate workload and remuneration. This is an issue that
deserves serious consideration in specific national contexts, because it
contradicts a general truism about undocumented migration being
more costly than legal migration. It appears that under the current
international migration regime, it is sometimes more expensive to
migrants to take part in legal contracts and interactions than to pay
the social price of being undocumented migrants. The preference of
some migrants for staying undocumented suggests the need to con-
struct multilevel migration policies that include all stakeholders
(including employers, migrants, native workers, and the sending
country) in the discussion and, at least to some extent, also in the
determination of policy parameters.
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To foreign nationals from the Commonwealth of Independent
States (CIS) countries and Central Asia, for instance, entry into Rus-
sia can occur without a visa. Yet, registration with the passport office
of the local police station is required upon arrival. While failure to
register constitutes an administrative offense and is punishable by a
small fee, migrants tend to ignore this regulation. Legalization is
viewed as time-consuming and bureaucratic: applications can be
rejected and multiple visits to various institutions may be needed,
entailing the payment of bribes to various officials. Even after regis-
tering, a quarter of migrants continue to be harassed by police who
openly ask them for bribes. For Tajik migrants to obtain legal status in
Russia, Kazakhstan, or the Kyrgyz Republic, they must either marry
a local citizen, legal or fictitious, or alternatively “buy” a passport at a
cost of $1,000-2,000 (Olimova and Bosc 2003). The murkiness of
today’s migration regime exacerbates these problems, because the
lack of transparency allows civil servants to take the “rule of law” into
their own hands and thus makes migrants vulnerable to their subjec-
tive decisions.

Another example confirms the above argument. In Greece, only
50 percent of undocumented migrants applied for residence and work
permits in the first migrant regularization program of 1998. Similarly,
our survey indicates that many migrants used the same documents in
their most recent trip as they had during their first trip. This suggests
that even those who had already lived and worked in Greece did not
change their legal status or fell out of status after a particular time. It
is possible that some migrants purposely did not change their status,
particularly if the costs exceeded the benefits in doing so, and given
the fact that legal migrants were not permitted to be accompanied by
family members. Additionally, such migrants may have lacked neces-
sary information to apply, or feared retribution for exposing their
undocumented status.

While the above examples make an undocumented status appear
slightly less inconvenient, they do not take away from the fact that
illegality exposes migrants to numerous vulnerabilities. Even so, in
these cases, it seems the social cost of becoming legal exceeds the eco-
nomic inconvenience of illegality.

The emergence of the human smuggling and trafficking industries are
perhaps the most worrying consequences of the mismatches between
labor supply and demand and the economic incentives to migrate vis-
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a-vis the legal means for doing so.! With more than 175,000 persons
trafficked annually, Europe and Central Asia (ECA) is the second
largest source of trafficked persons in the world after Southeast Asia.?
Victims of human trafficking largely come from the Balkans and the
poorer countries of the CIS (in particular Albania, Bulgaria, Lithua-
nia, Moldova, Romania, and Ukraine).

Trafficking is distinguishable from smuggling, although sometimes
the two activities may merge or smugglers may collaborate with traf-
fickers. The smuggling of migrants, while often undertaken in dan-
gerous or degrading conditions, involves migrants who have
consented to the course of action. Trafficking victims, conversely,
have either never consented or, if they initially consented, their con-
sent has been rendered meaningless by the coercive, deceptive, or
abusive actions of the traffickers. Trafficking involves the ongoing
exploitation of the victims to generate illicit profits for the traffickers.
The majority of such victims in ECA are females who are trafficked to
work in the sex industry. However, male victims and adolescents are
also forced to labor in the building industry, agriculture, or small-
scale production; are brought into households; or are set to beg in the
streets. In some Balkan countries, such as Albania, Bosnia and Herze-
govina, and Serbia and Montenegro, minors of Roma origin in partic-
ular were a large percentage, if not the majority, of victims assisted by
the IOM in the region (Surtees 2005).

Most of the trafficking networks operating in Europe are believed
to be Albanian, Russian, or Turkish (Clert and Gomart 2004). While
criminal groups in these countries are known for their drug traffick-
ing, the high profits obtained through human trafficking, as com-
pared with the relatively low risk in running such operations, make
this activity highly attractive.

Trafficking of humans typically starts at the place of origin. Traf-
fickers target those who are interested in finding employment abroad
but are unable to make the journey independently or perceive a high
risk in doing so. Recruitment most often involves the promise of a
high-paying job, marriage to a Western European, or kidnapping.
Most such arrangements are made informally. Interestingly, 60 per-
cent of victims of trafficking in Southeast Europe were contacted
through someone they knew (Laczko and Gramegna 2003). Recruit-
ment through job advertisements and job agencies is less common in
countries where awareness-raising campaigns have already addressed
the use of such techniques (as in Bulgaria). As a result, increasingly,
new recruitment strategies are employed, including female recruiters
who are often victims themselves or former victims, and recruitment
by couples. Trafficking increasingly occurs within a facade of legality,
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where victims are trafficked with legal documents and cross borders
at legal border crossings (Surtees 2005).

The risks and costs involved in human trafficking mean that the
typical victim is someone whose situation at home is relatively poor.
Typically these conditions include poverty, unemployment or under-
employment, a difficult or abusive family background, and experi-
ence with political instability, violence, or discrimination. As a
consequence, a substantial portion of trafficked victims are young,
female adults, with low education levels.

Trafficking magnifies the disadvantages suffered by undocumented
migrants. By definition, they are exploited, so will not earn as much
as legal or other undocumented migrants. Exposure to a variety of
inhumane living and working conditions is common. These include,
but are not limited to, mental violence, including blackmail, insult,
manipulation, humiliation, and threats; physical violence, including
beating and threats with physical violence; or sexual attack, including
rape. Along with limited sphere of movement, trafficked persons find
themselves highly isolated; they lack the vital social networks avail-
able to other undocumented workers and are often under constant
surveillance by traffickers.

Apart from human rights violations, trafficked victims face serious
health risks, such as exposure to sexually transmitted diseases includ-
ing HIV/AIDS, and other communicable diseases such as tuberculosis
and hepatitis; reproductive health problems such as sexual abuse and
violence, unwanted and unsafe motherhood, and complications asso-
ciated with teenage pregnancies; physical traumas from severe beat-
ings; and psychological and mental health disorders, including
substance abuse or misuse. Political concern for the public health
implications of human trafficking in ECA was spelled out in the
Budapest Declaration of 2003.3 For those without access to health
care, these cases will go untreated and sufferers will lack access to
necessary information. In migration-receiving countries, the result is
a heightened risk of infection among the native population. The link
between human trafficking and the sex trade means that the preva-
lence of HIV/AIDS and other sexually transmitted diseases is a partic-
ular area of concern. Given that most migrants will, at least
periodically, return to their home countries, these risks apply equally
to source countries.

Those who have fallen victim to human trafficking find it much
harder to return home and would be expected to have less surplus
income to remit back home. More directly, the families of the victims
may have to pay financially, socially, or psychologically for the conse-
quences of their relatives” abuse. The family may have to meet the
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costs of the necessary medical and psychological care for returned
migrants, some of whom may be unable to work again. Families may
also suffer trauma and guilt or face social stigma. If the migrant
returns with a communicable disease, such as HIV or tuberculosis,
family members risk infection. In cases of death, there will be a per-
manent loss of potential family income, as well as personal loss.

1. According to the UN Protocol to Prevent, Suppress and Punish Traffick-
ing in Persons, Especially Women and Children, Supplementing the
Convention on Transnational Organized Crime, UN, Palermo 2000, the
“trafficking in persons” is the exploitation of others for (a) prostitution or
other forms of sexual exploitation, (b) forced labor or service, (c) slavery
or practices similar to slavery, (d) servitude, or (e) the removal of organs.

2. http://www.unfpa.org/news/news.cfm?ID=48.

3. Trafficking in human beings and health implications. Seminar on Health
and Migration, June 9-11, 2004. Session II B—Public Health and Traf-
ficking: When Migration Goes Amok.



APPENDIX 4.4

Criminality, defined for the purposes of this report as any transaction
that is illegal or a constituent of the informal economy, is present in
almost all types of migration and in most stages of migration (that is,
in the countries of origin, and in transit and destination countries).
Criminality ranges in its level of severity from bribing the passport-
issuing agency to obtain a travel passport, to entering into a marriage
with a citizen of the destination country to receive citizenship. Incen-
tives for these types of criminality arise partly from the lack of legal
channels for migration. The most violent and grave forms of criminal-
ity are exercised by organized criminal groups that traffic and smuggle
human beings and drugs. An incentive for this type of criminality is
usually enormous profits derived from human and drug trafficking.

Migrant smuggling and human trafficking are often an integral
part of the illegal economy that is connected with other forms of ille-
gal business (Phongpaichit, Piriyarangsan, and Treerat 1998). It has
been reported that human trafficking and drug trafficking routes are
often the same. Estimates indicate that up to 175,000 persons are
trafficked from Central and Eastern Europe and the Commonwealth
of Independent States (CIS) annually (Organization for Security and
Cooperation in Europe 1999).

This appendix reviews some of the incentives for criminality in
migration.
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The wage gap between poorer countries in Europe and Central Asia
(ECA) and typical migrant destination countries is enormous. For
example, an average salary in the Kyrgyz Republic is $48 per month.!
Labor migrants working in low-wage jobs in the United States
reported making $1,500-2,000 per month. Men working in the con-
struction industry earn at least twice as much.? Such a wage differ-
ence serves as a powerful incentive to seek jobs abroad. In the absence
of legal channels for migration, people migrate illegally.

There is substantial demand for inexpensive labor in high-income
and many middle-income economies. Unskilled migrants often work
in jobs that the native population or legal migrants would not take at
the wages being offered. In most cases, such jobs pay below the min-
imum wage and provide no overtime payment or benefits. The grow-
ing demand for cheap labor may result in illegal activities, such as
employment of illegal immigrants or migrants with no proper work
authorization, if there are not sufficient legal channels for matching
the demand with the supply of unskilled labor.

However, some have found that while there is demand for cheap
labor in the Western European countries, greater homogeneity,
smaller territories, and a strict registration system make it more diffi-
cult for illegal immigrants to find jobs and live in Europe. Thus, a
larger share of illegal migrants in Europe may be women trafficked
for sexual exploitation (Shelley 2003).

In some cases, economic disparity is not the main push factor for migra-
tion; political instability or ethnic conflicts (or both) force individuals to
flee their home countries. This category of migrants often turns to illegal
migration to escape persecution or conflict. In such cases, migrant smug-
gling is an overlapping issue between migration and human rights.
Koser (2001), for example, examines asylum seekers as another major
source of human smuggling, often falling between that uncomfortable
dichotomy of “freedom fighter” and “evil smuggler.” He argues that one
should not put too fine a point on the distinction between human smug-
gling as a migration issue and human trafficking as a human rights issue.
Asylum seekers straddle this distinction in that they are often escaping
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human rights violations by seeking out smugglers but then also
encounter additional human rights violations along the way.

Stricter border control may not be an effective way to combat smug-
gling of undocumented immigrants. Opponents of restrictive immigra-
tion regimes argue that “as more restrictive policies increase the
obstacles to crossing borders, migrants increasingly turn to smugglers
rather than pay the growing costs of unaided attempts that prove
unsuccessful” (Koser 2001, pp. 207-8). Moreover, tougher immigra-
tion control will only enrich smugglers and traffickers because fees, and
consequently debts, to be paid by would-be immigrants rise dramati-
cally. As Koslowski (2001, p. 208) puts it, “if potential migrants are will-
ing to pay the additional costs while at the same time stiffer border
controls prompt more migrants to enter into the market, border con-
trols will most likely increase the profits of human smuggling and entice
new entrants into the business.”

Overall, it is likely that migration from poorer ECA countries into
wealthier ones will continue as economies of sending countries dete-
riorate and the demand for low-wage labor in receiving countries
remains high. Because channels for legal labor migration are limited,
irregular migration is likely to prevail. The consequences of this
migration are serious for the countries concerned, as well as for labor
migrants themselves. The International Organization for Migration
(2001, p. 11) reports, “99 percent of labor migration in the Eurasian
Economic Union formed of Tajikistan, Kyrgyz Republic, Kazakhstan,
the Russian Federation, and Belarus is irregular. Due to their irregu-
lar situation, most labor migrants do not benefit from the same pro-
tection rights other regular citizens enjoy and are thus more
vulnerable to exploitation by underground employers” (IOM 2001,

p-11).

1. National Statistics Committee of the Kyrgyz Republic, [http://www.
stat.kg/Eng/Annual/Labor.html#Top1], accessed on August 15, 2005.

2. Interviews with Kyrgyz labor migrants in the United States, December
2005 to January 2006.






APPENDIX 4.5

The impact of migration is felt nowhere as keenly as in the family.
Migration alters not only kin relationships and the size and composi-
tion of families, but also affects predominant gender roles and respon-
sibilities, the care of the elderly and children, the education of
children, reproductive patterns, and even patterns of social and polit-
ical participation and civic engagement of citizens. The consideration
of “family migration” has consistently been neglected in European
scholarship and policy debates. This appendix briefly attempts to fill
this gap by investigating how the absence of family members, as well
as their return, is dealt with by the family and the larger community.

For some families in Europe and Central Asia (ECA), sending a fam-
ily member to work abroad is one of the few options available to
avoid poverty or improve quality of life and social status. The fact that
migration is often perceived as a family coping strategy is expressed in
the frequency of survey answers; many migrants desire to “save
money for the education of children” or “buy a house upon return.”
In all of the researched cases, the decision to work abroad is over-
whelmingly economic. Yet, at the same time, there is little mention of
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any reasons for migration related to increasing the earning capacity of
migrants (to learn new skills, to acquire a new profession) and thus
improve their economic situations in the long run. This suggests that
migration may not necessarily be part of a consciously defined long-
term investment plan but rather a reaction to the pressures to satisfy
everyday needs. In the absence of secure employment alternatives,
strategic employment planning, and more tactical migration manage-
ment in countries of origin, migrants prioritize improving their imme-
diate economic situation.

The departure of any family member transforms the family struc-
ture and its economics, which may have far-reaching effects for the
structure of society as a whole. Many of these implications—including
the country’s fertility rates and number of divorces—are gendered.

Women who are left behind have developed a number of strategies
to cope with the absence of partners. In countries and areas where
recent wars took many male lives, three or four generations of
women may live together as a coping strategy. With the overall
decline in household incomes in ECA and the growing number of
women in poverty as a “push” factor on the one hand, and the
demand for domestic labor abroad as a “pull” factor on the other,
households often resort to financial strategies that stretch across
national divides. The increase in recent decades in the demand for
female labor in the home care services (domestic work, care of chil-
dren) of Northern European and North American countries has put
new pressure on women to look for employment.

Such efforts have also changed the structure of family care rela-
tionships. Caring at a distance involves relying on older children,
grandparents, and relatives; however, such arrangements are contin-
gent on the socioeconomic conditions and other reasons that under-
lie migration. The current immigration regime in Europe, in
particular, makes it hard for many migrant families to have recourse
to other family members to help with care, because restrictions exist
on the number of family members allowed to join the migrant in the
destination country.

The migration of women has boosted family incomes, but also con-
tributes to reshaping gender relationships as women become more
active as decision makers. Furthermore, there has been little study in
ECA on the impact of the migration of women on children they leave
behind. Children of emigrants tend to receive less supervision; they
lag behind in their education and often do not receive regular med-
ical care. For example, it has been suggested that migration has been
a significant factor in declining school enrollment of children in
Moldova and Bulgaria. Moldova has also seen an increase in the
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number of street children in the larger urban areas. Children aban-
don their families for various reasons: feeling disconnected, lacking
attention, and even because of hunger and abuse. Specialists in
Moldova fear that among other negative repercussions, inadequate
education (both at school and at home) will have long-term negative
implications for human development in the country. Separation from
parents can disturb the psychological and social development of chil-
dren and in the long run can contribute to a deterioration of the stock
of human capital in the society.

Return migration has emerged recently in international debates as a
central topic when development opportunities for countries of origin
are discussed. Despite the impact of remittances on consumption and
investment, return migration is seen as essential for human develop-
ment and positive social change, the circulation of knowledge and
ideas, and the benefits of skills return. There are various factors that
affect the potential of migrant return to improve development. These
include the number and concentration of returnees in a particular
period, the duration of their absence from home countries, the social
class of migrants, their motives for return, the degrees of difference
between countries of destination and origin, the nature of acquired
skills and experiences, the organization of return, and the political rela-
tionships between the countries of immigration and return. The devel-
opmental impact of return also depends heavily on a healthy business
environment in the country of origin, characterized by a sound legal
framework, an effective banking system, honest public administration,
and a functioning physical and financial infrastructure.

From the individual’s perspective, the return experience may not
be universally positive. Some migrants may find that their country or
families are not as they remembered. For others, changes in the labor
market in their absence, or the weakening of important social net-
works, reduce the quality of job opportunities. A migrant’s condition
on return will reflect the income, experiences, and skills earned or
gained while abroad. Migrants who have been away for a longer
period are likely to return with more cash and experience, but may
find it more difficult to adjust to their own, perhaps greatly changed,
communities.

Some migrants return after they have accomplished the objectives
they left to pursue; this has a positive impact on their attitude to
return. Furthermore, the more returning migrants respond to posi-
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tive socioeconomic developments that attract them home, the greater
the chance for innovation. Other migrants return home after a rela-
tively short stay abroad because they are disappointed with the actual
conditions of life and work in the destination country. They may not
be able to bear the psychic cost of separation from family and loved
ones or familiar environments, or the difficulties interacting with
people who speak a different language and have a different culture
and ways of doing things. Finally, some migrants return home
because of unforeseen and undesirable changes such as health prob-
lems or family crises at home. Those migrants who make a conscious
decision to return and who have planned ahead emerge as most valu-
able to their home communities in terms of the invested interest and
the human capital they are able to transfer to their country of origin.

Surveys with returned migrants conducted for this report point to
a general improvement in household living standards in Bulgaria,
Bosnia and Herzegovina, and Romania despite the difficulties
encountered by family members when the migrant is away. This
means that migrants have reported they are now better able to
finance their household expenses, buy clothing, pay utility bills, pur-
chase electrical appliances, buy a new car, and even travel abroad.

More crucial, however, is the extent to which the country of origin
is prepared to offer reintegration strategies for returning migrants and
to nurture their newly acquired skills and capital. Options include
making social benefits portable (discussed in chapter 4) and designing
programs that support returning migrants in making informed deci-
sions about the use of their resources. Many ECA migrants have
expressed their desire to start businesses of their own, yet almost all
point to investment constraints and a lack of trust in formal institu-
tions, such as banks, as discouraging factors. Training programs and
access to microcredit facilities are also in high demand. Such pro-
grams should make special provisions to target women in particu-
lar—research shows that women make the most effective use of
remittances.



APPENDIX 4.6

This appendix provides a brief overview of the quantity and type of
“brain drain” resulting from the migration of skilled workers from
Eastern Europe and the former Soviet Union since transition.

In an attempt to estimate the importance of brain drain in developing
countries (Carrington and Detragiache 1999), experts from the Inter-
national Monetary Fund explained that their justification for exclud-
ing the former Soviet Union and Eastern European countries from
their study was the lack of reliable data. Four years later, the avail-
ability of data has not significantly improved and the exact nature of
brain drain is still not well understood. Studies undertaken during the
last 10 years have come to somewhat contradictory conclusions. The
absence of a generally accepted definition of “highly skilled migra-
tion” is also a problem, as is the lack of reliable information on
migrants’ job qualifications, both in the countries of origin and the
destination (with the sole exception of the United States [Straubhaar
and Wolburg 1999]).
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Moreover, estimates of the importance of highly qualified migra-
tion tend to depend on the approach adopted. Taking into account
the point of view of the country of origin or of destination may
affect any conclusions regarding the exact nature of the phenome-
non. For example, Albanian migrants to the United States have gen-
erally been viewed in the United States as highly qualified (Kosta
2004), while they were seen as relatively poorly qualified in Greece
or Italy. From an Albanian point of view, emigrants are perceived as
belonging simultaneously to both unskilled and highly skilled
groups (Galanxhi et al. 2004). Therefore, any conclusions regarding
migration and possible brain drain will necessarily depend on the
country of reference.

Generally speaking, highly skilled migration from the ECA coun-
tries flows toward the Western and Northern European countries, as
well as toward Canada and the United States. Migratory flows from
one ECA country to another are not characterized by a large propor-
tion of highly skilled migrants, even though some students regularly
do come to the Russian Federation. The nature of the phenomenon
differs from one country of origin to another, in both the numbers
and proportions of highly skilled emigrants. Both of these measures
are comparatively low in the former Yugoslavia and Albania as com-
pared with Bulgaria, Poland, and Romania.

Previous studies on brain drain have distinguished between stu-
dent migration, migration of researchers and scientists, and migration
of other highly skilled persons (such as managers, engineers, artists,
athletes and clergy).

Student Migration

About 100,000 foreign students from the ECA region were enrolled
in tertiary education in industrial countries in 1998-99, according to
UNESCO. Among them, 37,000 foreign students from ECA countries
(including Poland, 7,800; Russia, 5,400; Croatia, 4,600; Serbia and
Montenegro, 4,300) were studying in Germany and 21,100 (includ-
ing Russia, 6,100; Bulgaria, 2,400; Romania, 2,100) in the United
States. However, student statistics in the United States clearly show
that the Russian community was not the largest group of student
migrants, in fact, not even one of the five largest groups. Graduate
students from China, the Republic of Korea, India, and Taiwan
(China) constitute most of the migrant student population in the
United States. In Europe, even though the enlargement of the Euro-
pean Union in 2004 effectively increased student mobility, the
increase in student migration from the ECA was rather small.
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Migration of Active, Highly Skilled Populations

The proportion of highly qualified persons in each migration flow
varies according to factors such as the type of migration (“political”
emigrants are generally not particularly qualified), the selectivity of
emigration (the socioeconomic structure of the aspiring emigrant
population), the match between the level of the educational system
and the labor market in the country of origin, and the average level
of education in the country of origin. It is important to remember that
enrollment in tertiary education is generally very high in ECA coun-
tries. The gross enrollment ratio (appendix table 4.5.1) shows consid-
erable variation in the level of education according to country. Of
course, those countries with a high level of education (such as
Belarus, Bulgaria, Lithuania, Russia, Slovenia, or Ukraine) are more
likely to have highly skilled people among emigrants than countries
with fewer university graduates (such as Armenia, Azerbaijan, or
Albania). However, the impact of brain drain (that is, the problems
caused by the emigration of the highly skilled) may be more evident
in countries with a relatively low proportion of highly skilled persons.

A country’s size also plays a role in highly skilled emigration and
brain drain. A report from the World Bank (2006) recently stated that
countries with more than 30 million inhabitants, such as Russia, were
not massively affected by brain drain. According to this report, the
proportion of emigrants in the former Soviet Union (FSU) should
amount to something between 3 percent and 5 percent of the total
number of persons having completed tertiary education. In recent
years, the high proportion of tertiary-educated persons in Russia and
other Commonwealth of Independent States (CIS) countries has
largely compensated for the emigration of highly qualified persons.
Smaller countries, such as Bulgaria, have been more likely to suffer
from the negative impact of brain drain.

Migration of Scientists

The frequent attempts to estimate migration undertaken by scientists
have often been subject to debate. Russian sources suggest that the
emigration of scientists is not a problem in CIS countries. The Min-
istry of Education and Research has considered the emigration of
researchers from Russia as “normal.” It is harder for the Russian gov-
ernment to deal with the fact that young researchers prefer to work
in the private sector, where wages are higher.!

Nonetheless, it is no surprise that the youngest and best researchers
have been the most likely to leave the country. Academics often left
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Gross Enrollment Ratio, Tertiary Level, by Country, 1998-99 and 200203

(regardless of age, as a percentage of the population of official school age for that level)

Men Women
Country 1998-99 2002-03 1998-99 2002-03
Albania 109 17 172 20.9
Armenia 20.7 233 252 274
Azerbaijan 20.0 18.6 124 144
Belarus 416 51.7 55.4 721
Bulgaria 345 359 52.9 422
Croatia 29.6 36.1 34.2 428
Czech Republic 25.7 34.3 265 36.8
Estonia 123 50.1 60.0 83.4
Georgia 30.4 38.3 34.1 375
Kazakhstan 22.0 38.7 255 50.7
Kyrgyz Republic 29.8 385 309 459
Lithuania 36.1 56.2 55.0 87.5
Poland 385 49.6 53.1 70.6
Moldova 258 257 331 34.0
Romania 20.4 31.3 221 38.7
Russian Federation — 59.1 — 79.3
Serbia and Montenegro 311 — 37.0 —
Slovak Republic 25.2 31.0 219 36.4
Slovenia 453 58.4 60.7 79.0
Tajikistan 20.3 244 7.1 8.3
FYR Macedonia 193 236 24.7 31.6
Ukraine 441 56.5 50.5 67.2
Uzbekistan — 175 — 139

Source: UNESCO, http://stats.uis.unesco.org/ReportFolders/reportfolders.aspx.

Note:— = Not available.

the country during the 1990s to continue their work abroad. This has
significantly diminished the quality of research, especially in the nat-
ural sciences such as mathematics, where such research flourished
during the Cold War. UNESCO’s 1998 World Science Report (UNESCO
1998) estimated that the number of Russian scientists involved in
research and development (R&D) fell from 900,000 to 500,000 from
1991 to 1995. Izvetzia (March 20, 2002) was more cautious, estimat-
ing the number of researchers who emigrated after the fall of the Iron
Curtain at 200,000. Armenia saw a similar decrease in scientists
involved in research (from 15,000 to 3,000) and in Ukraine, approx-
imately 15,000 specialists with higher education degrees (not only
scientists) have left the country each year.? Bulgaria was estimated to
have lost annually 50,000 qualified scientists and skilled workers
(Chobanova 2006) following the collapse of the Warsaw Pact; the
main destinations were the United States, Canada, and Germany.
The cooperative programs in R&D between Western European
countries and FSU member countries set up during the last 10 years
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were an attempt to remedy the pattern of emigration. However, pro-
grams favoring research in Central and Western Europe were not able
to stop the decline of the research infrastructure and capabilities of
FSU countries. Even so, according to an international survey carried
out in 10 Eastern European countries, they did have a positive impact,
with the brain drain turning out to be less serious than previously
feared (INCO 1997).

A Polish survey on scientists who emigrated clearly demonstrated
that the opportunity to work with new technologies was not the main
reason behind emigration between 1995 and 1999. Most emigrant
researchers explained that a salary increase was the reason that best
explained their decision (Koszalka and Sobieszczanski 2003). The
recent move on the part of the Russian government to improve the
wages of researchers was an attempt to solve the salary-related emi-
gration problem.? However, wage differentials between Russia and
industrial countries are still significant. If they remain high,
researcher emigration will likely continue.

Highly Skilled Emigrants in Six Countries of Origin

Surveys undertaken for this project provide an estimate of highly
skilled emigration in six countries (appendix table 4.5.2). The pro-
portion of persons having completed higher education (master of arts
or other degree) among return migrants varied according to sex and
country of origin. Because of the different return rates observed
between highly skilled and low-skilled emigrants, those proportions
imperfectly reflected the exact nature of the phenomenon.

However, these results clearly showed the high level of qualification
among migrants in countries such as Georgia (53 percent of female

Proportion of Return Migrants Having Completed Higher Education
(Bachelor or Master's Degree)

(percent)
Country Female Male
Bosnia and Herzegovina 1.0 95
Bulgaria 315 25.0
Georgia 52.7 317
Kyrgyz Republic? 303 20.0
Romania 115 128
Tajikistan® 288 172

Source: World Bank staff.

a. University degree.
b. Master’s degree or higher.
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return migrants held a university degree). FSU countries and Bulgaria
were also characterized by high levels of return migrants who had com-
pleted university, while Bosnia and Herzegovina and Romania showed
a low proportion of highly skilled migrants. Perhaps cross-country dif-
ferences could have been partially explained by the respective educa-
tion systems and tertiary education enrollment statistics (see appendix
table 4.5.1). Moreover, female return migrants were more frequently
highly qualified than males. Such a result could have been partially
explained by the fact that work opportunities abroad (particularly in
Russia) were probably less numerous for lower-qualified women. It is
also possible that emigration strategies differed according to the educa-
tion levels of the partners: in a couple with a woman whose qualifica-
tions are higher than the man, the gain resulting from female
emigration would tend to be higher than from male emigration.

According to a number of theoretical approaches summarized by,
among others, Straubhaar and Wolburg (1999) and Abu-Rashed and
Slottje (1991), the emigration of skilled labor, contrary to that of
unqualified workers, clearly has a positive impact on the global
income of destination countries. The effect on “donor” countries of
highly skilled migration is not so clear.

It is generally agreed that the international mobility of highly qual-
ified labor is positive. However, in the case of brain drain, which
implies an irreplaceable loss to the stock of highly skilled populations
in the country of origin, the overall impact is hard to estimate. One
important implication of brain drain frequently mentioned in the
case of Africa is that a part of the investment in education in the
country of origin is not replaced once migrants leave. Consequently,
a shortage of skills becomes evident, leading to the impossibility of
ensuring economic growth. However, the aforementioned high level
of enrollment in tertiary education and universities in most ECA
countries may help offset this situation in the future.

Emigration on the part of highly skilled labor also leads to an aging
of the more highly qualified population at home (it is the younger
workers who emigrate), and to a rapid decrease in the development
of sectors such as R&D. This has been observed in Russia following
the departure of top researchers, who not only go abroad but also
move to work in other sectors of the economy.

However, negative effects may occasionally be counterbalanced by a
decrease in unemployment in the country of origin or by an increase in
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remittances from highly skilled emigrant labor, which can partially or
totally compensate for any losses from emigration. Straubhaar and Wol-
burg (1999), in fact, argue that brain drain can improve economic effi-
ciency from an international perspective. Therefore, the main issue to be
resolved is how to compensate for certain negative aspects of brain drain
in the countries of origin without diminishing the overall positive effect.

Easing Temporary Migration as an Answer to Brain Drain

Brain drain probably cannot be avoided in ECA countries, but its neg-
ative impact on research and industrial development may be attenu-
ated by implementing measures aimed at making it worthwhile for
highly trained professionals to stay home or to come back. Many pro-
grams encouraging the return of highly skilled migrants have been
implemented in African countries. In the ECA region, programs pro-
moting R&D in the countries of origin will probably play an impor-
tant role in the future.

Maintaining the Quality of R&D

Maintaining the quality of R&D in countries of origin is also an impor-
tant factor when attempting to avoid brain drain. To reach this objec-
tive, it is important to replace emigrants with competent locals at the
same rate as they depart. Specialization abroad is a good thing, and job
opportunities for emigrants may exist in both scientific and economic
domains. The simplification of investments and business in the country
of origin is an important factor in using highly skilled labor emigration
to the advantage of the country of origin.

Networking Between Migrants and Nonmigrants

Another aspect frequently mentioned is the need to encourage the
creation of networks between emigrants and their countries of origin,
for instance, by providing information to migrants. Such networks
would allow the dissemination of professional and scientific knowl-
edge and know-how through contacts between emigrants and
researchers who have stayed in the home country. Networking
between migrants and nonmigrants has already become more fre-
quent with the rising development of communications services.

The Role of Remittances

Remittances have a positive impact on highly qualified migration. This
is the case even when surveys show that highly educated persons send
less money than those with lower qualifications (see chapter 3,
“Migrants’ Remittances”). A differential between remittances sent by
highly skilled and other emigrants can be easily explained by factors
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such as specific spending behaviors abroad, the kind of migration (indi-
vidual or family), the financial necessities of the family at home, and
the expectations concerning the duration of migration. Remitted
money can have an immediate impact on economic development in
countries of origin when it is used for investments. However, as men-
tioned in chapter 3 of this report, only one-fifth of remitted money cor-
responds to an investment in material capital, and 14 percent to
investment in human capital (education of children). Among the
investments in material capital, the portion of investment in business is
small (about 6 percent of the total amount of remittances). Therefore,
to improve the economic impact of highly skilled migration for the
country of origin, it would also be useful to provide incentives to invest.

Surveys in CIS countries (Tajikistan and Kyrgyz Republic) have clearly
demonstrated that, during their stay in Russia, highly skilled migrants
frequently worked in sectors requiring a low qualifications (such as
agriculture, transportation, or construction). Therefore, emigration
may lead to “brain waste,” that is, a downward adjustment of
migrants’ aspirations to reconcile with the divergent characteristics of
the Russian labor market (appendix figure 4.5.1). Brain waste, a neg-
ative effect of migration flows, has also been observed, to a lesser
extent, in Western Europe, in border countries (principally Austria
[Fassmann, Kohlbacher, and Reeger 1995]), and among Russian
migrants to Israel (Hansen 2006). Highly skilled migrants, especially
women, working in domestic sectors or in nonqualified (and seasonal)
work are frequently observed in Western Europe. Swiss data show
that highly qualified migrants from ECA countries, and particularly
from the former Yugoslavia and countries of the FSU, are much more
affected by brain waste (that is, the fact that a job requires less qualifi-
cation than their skills) than migrants from Western Europe (appendix
figure 4.5.1). Obstacles encountered in the Western labor market (such
as infrequent recognition of diplomas) may increase such brain waste.

Industrial societies are progressively moving toward a tertiary
economy with a high level of added value. Therefore, the demand for
highly qualified immigrants will probably increase. Furthermore, dur-
ing recent decades, migratory flows have increasingly been composed
of highly skilled migrants. Such highly skilled migration will probably
also increase in the future.
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APPENDIX FIGURE 4.5.1
Proportion of Migrants with Tertiary Education from ECA Countries and from the Main Western
Communities Who Are Active in Work Requiring Low Skills

Macedonia
Bosnia and Herzegovina
Serbia and Montenegro
Albania
Other CIS countries
Russia
Ukraine
Slovak Rep.
Hungary
Poland
Croatia
Bulgaria
Czech Rep.
Austria ]
France ]
Italy ]
Romania
Netherlands ]
United Kingdom ]
Germany ]
Spain )

% overqualified workers

@ ECA countries
Source: Swiss 2000 census.

Even so, labor market segmentation is still evident, leading to a
demand for relatively unqualified immigrants, which can cause brain
waste. Enlargement of the European Union in May 2004 and the
consequent free movement of workers may turn out to be a factor
influencing the ratio between brain waste and brain gain.

In short, highly skilled migration is a reality that cannot be avoided.
The extent to which countries of origin are capable of using it to their
own advantage depends on a variety of factors. The issue for the next
decade will therefore be how highly skilled migration can become a
positive factor in the development of countries of origin, rather than
a negative phenomenon resulting in waste.

Endnotes

1. See a report from the French Senate on Russian education (www.senat
fr/rap/r04-274/r04-2746.html).

2. State Committee of Statistics of Ukraine.

3. President Putin decided at the beginning of 2006 to increase wages (from
the equivalent of US$800 to up to the equivalent of US$1,000).
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