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ABSTRACT

Reconciling the Estimates of Potential Migration
into the Enlarged European Union

This paper briefly reviews the existing literature on potential migration into the enlarged
European Union, reconciles the results with recent evidence and presents an additional
migration scenario. The estimation procedure accounts for both sending and receiving
countries' unobserved heterogeneity, and in the simulations a counterfactual scenario is
calculated, in which all EU member states introduce free movement of workers
simultaneously in 2011. The results suggest that the overall level of migration from the East
will amount to around 1 per cent of the EU15 population within a decade after enlargement,
and that the legal introduction of free movement of workers will not increase immigration
significantly. These findings are compared both with the previous literature and emerging
evidence.
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1 Introduction

Two years after the enlargement of the European Union (EU)! labor migration from
the East remains one of the most widely debated topics both in academia and in pol-
icy making. The last enlargement was unprecedented: income differentials were large,
there existed no previous free migration record, Central and Eastern European coun-
tries (CEECs) have undergone a transition from socialist to market economies, and they
represented quite heterogeneous countries. Since large wage and income differentials be-
tween these regions are likely to remain for decades, strong economic incentives to migrate
will also persist. However, it is also well known that international migration is hindered
by high transaction costs, limited absorptive capacities of the receiving countries’ labor
markets, and by cultural and linguistic heterogeneity within Europe.

Long before the accession, emigration from the new member states attracted a signif-
icant public attention. On the one hand, the adoption of the common currency within
the enlarged EMU means that labor mobility would provide a means to dampen nega-
tive impacts of idiosyncratic shocks. On the other hand, there were political concerns
about the potential for huge flows of immigrants from CEECs, which could undermine
the western welfare state. Due to intensive political pressure, a transition period of up
to seven years for the free movement of labor was accepted, with only Ireland, the UK
and Sweden opening their labor markets immediately to CEEC nationals. Note that the

introduction of such transition periods represents a classical example of coordination fail-

'In May 2004 Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia
and Slovenia joined the EU.



ure: given that the most affected countries will use transitional periods to protect their
labor markets, other countries which planned to open their labor markets immediately
come under increasing pressure, since migration flows will be diverted away from the large
immigration countries to those that have already opened their labor markets (Boeri and
Briicker, 2005).

These transitional arrangements were up for review in 2006 after the actual migration
patterns from the new member states had been evaluated. Following this review in early
2006, four member states (Greece, Spain, Portugal, and Finland) decided to lift restric-
tions for the second, three-year phase of the arrangements starting on 1 May 2006, while
six other countries (Belgium, Denmark, France, Italy, the Netherlands, and Luxembourg)
decided to alleviate them. In late July 2006, the Italian government also decided to ter-
minate the transitional arrangement and to give workers from the new member states full
access to the Italian labor market.?

Experience with previous European integration suggests that migration flows do not
increase dramatically after opening up the borders. Similar transition periods were intro-
duced after the accession of southern countries: Greece in 1981, and Portugal and Spain
in 1986. In spite of income differentials, however, the flows of immigrants from these new
members were small (Eurostat, 2000). As for the recent EU enlargement, there exists a
relatively large empirical literature that, in general, seems to reach the same conclusions.
This paper briefly reviews existing empirical studies and compares the results, following

which my own migration scenario is presented. The main contribution to the existing

2See European Commission (2006) and EURES portal.



literature is that it first accounts only for receiving countries’ and then for both receiving
and sending countries’ unobserved heterogeneity and estimates a counterfactual situa-
tion, assuming that all EU incumbents would introduce free movement of labor for all
new member states simultaneously in 2011. This scenario answers the questions about
what would have happened if, following political pressures, all EU15 members had im-
posed restrictions on immigration from the new member states until 2011. The results
from the existing literature are then contrasted with the actual evidence that became
available only recently.

The findings of the existing studies are heterogeneous; however, in spite of using
different model specifications and methodologies, the vast majority finds that between 2
and 4 per cent of the CEECs’ population will move West in the long run, which constitutes
around 1 per cent of the EU15 population. The results from the scenario presented here
are consistent with the majority of the existing studies. They also suggest that the overall
level of (legal and permanent) migration from the East within a decade after enlargement
will amount to around 1 per cent of the EU15 population. In addition, it is found that the
legal introduction of free movement of workers in 2011 would not increase immigration
significantly.

Regarding the actual evidence, on aggregate it appears that the magnitude of migra-
tion flows after enlargement is in line with the majority of models. However, due to the
problem of migration diversion, actual migration flows to some individual countries, such
as Ireland and the UK, are much higher than was predicted.

The rest of the paper is structured as follows. Section 2 reviews the existing theoretical



framework and empirical studies on potential migration after EU enlargement. Estimation
results and extrapolations, as well as comparisons with other studies, are presented in

section 3. Section 4 presents the recent actual evidence. Section 5 concludes.

2 Literature Review

2.1 Theoretical Framework

In neoclassical migration theory, migration decisions are based on considerations of the
relative expected future incomes, adjusted for the costs of migrating (Todaro, 1969, Harris
and Todaro, 1970). An individual migrates if the expected income (expected utility) in the
host country is greater than that of the country of origin. Sjaastad (1962) views migration
as an investment in human capital and emphasizes heterogeneity among individuals. This
model argues that, depending on their skills, individuals calculate the present discounted
value of the expected returns to their human capital, and migration occurs if the returns,
net of the discounted costs of moving (both material and psychological, as well as foregone
earnings), are larger in the destination country than in the country of origin.

Stark (1984) views migration as a household decision and emphasizes the risk diver-
sification motive. Ghatak et al. (1996) argue that individual liquidity constraints should
be taken into account. People who wish to migrate usually face liquidity / borrowing
constraints, and a marginal rise in their home country’s income might simply ease such

constraints and raise the rate of migration. The network approach (Massey, 1993) incor-



porates migrant networks - sets of interpersonal, cultural or linguistic ties that connect
migrants and non-migrants in the origin and destination countries. According to this
framework, migration may become a self-perpetuating process because the costs and risks
of migration decrease as the stock of migrants already living in the host country grows,
leading to higher net returns to mobility. Another strand of theoretical literature uses
an option value theory of migration (Burda, 1995). This model incorporates uncertainty
and irreversibility of the migration decision. It postulates that if the migration decision
is postponable and if income convergence is expected, it is better for a potential migrant

to !

'wait and see". Finally, Hatton (1995) derives an estimable model of the migration
rate. The model incorporates uncertainty and postulates that migration decisions are
based upon expectations of future economic developments. It assumes that the individual
migration decision is determined by considerations of relative earnings, employment, and
non-pecuniary costs of migration.

Due to severe data limitations, empirical work usually cannot take into account all
of the socio-economic push and pull factors that affect migration, such as traditions and
networks, ethnic and political problems, cultural and linguistic barriers as well as geo-

graphic proximity. The next subsection reviews the existing empirical studies on potential

migration after enlargement.

2.2 Empirical Literature

There exists a substantial empirical literature that attempts to predict future migration

flows from the new EU member states. It is difficult to compare the results of these



studies, since they vary in the methodology used and in the range of variables included
into the model. Nevertheless, in spite of the large heterogeneity, the majority finds that
between 2 and 4 per cent of the CEECs’ population will move West in the long run, which
would constitute about 1 per cent of the EU15 population. Since essentially no migration
from the accession countries into Western Europe took place after World War 11, no data
is available for these countries. Therefore, typically the first step is to estimate the asso-
ciation between past migration flows from countries other than CEECs and explanatory
variables, such as differences in income levels and unemployment rates, past migration
flows and different institutional variables. Then, in the second step, future migration
flows are predicted for the CEECs based on the estimated results.® In order to provide
an overview of the findings, only selected contributions are reviewed here.*

In the pioneer study, Layard et al. (1992) use migration flows from Southern Europe to
other European countries and North America in the 1950s and 1960s as well as migration
flows from Mexico into the United States in the 1970s and 1980s, in order to calculate the
potential of East-West migration in Europe. They conclude that at least 3 per cent of
the CEECs’ citizens will move westwards after the enlargement. Lundborg (1998) follows
the same approach and extrapolates the potential migration from Poland and the Baltic
states to the EU15 to reach at most 0.5 per cent of the EU population within fifteen years.

Franzmeyer and Briicker (1997) use extrapolations based on a cross-sectional model

3 Another strand of literature analyzes emigration intentions from new member states using surveys
(see, for example, Fassmann and Hintermann, 1997, Wallace, 1998). This literature is not reviewed here
since I focus on econometric models.

4For earlier surveys see, for example, Alvarez-Plata et al. (2003) and Boeri et al. (2001).



and estimate the annual net inflow from five accessions countries (Czech Republic, Hun-
gary, Poland, Slovakia and Slovenia) into the EU15 to range between 0.5 and 1 per cent
of sending countries’ population.

Bauer and Zimmermann (1999), basing their analysis on Southern EU enlargement,
estimate regressions with sending country-specific effects under two scenarios, one for
restricted mobility and another for free mobility. They find that in the baseline ("total")
scenario the largest emigration rates are expected for Romania (6.5 per cent), Bulgaria
(3.2 per cent) and Poland (1.8 per cent), and the lowest rate for Slovenia (0.2 per cent).

Another strand of the empirical literature estimates a so-called "gravity model" for a
cross-section of countries, regressing migrant stocks or net migration rates on standard
macroeconomic variables as well as on the distance between the countries. Orlowski et
al. (2000) exploit this approach to estimate potential migration from ten CEECs into
Austria. The authors find that the majority of CEEC migrants will come from Romania
and Poland, and the total migration potential to Austria is about 2.3-3.7 per cent of the
Austrian population. Hille and Straubhaar (2001) also exploit Southern EU enlargement
and estimate a gravity model for the period of unrestricted mobility. They suggest annual
migration flows into the EU to be equal to 0.3 per cent of the CEEC population (0.1 per
cent of the EU15 population).

Sinn et al. (2000) and Flaig (2001), using data on migration from Greece, Italy, Portu-
gal, Spain and Turkey to Germany over 1974-1997, estimate a dynamic model and simulate
migration potential from Poland, Czech Republic, Slovakia, Hungary and Romania under

a free mobility assumption. They find that the steady-state migrant stock in Germany



will be equal to 3.2-4 million people in fifteen years, depending on income convergence
scenario, which would constitute around 4-5 per cent of the German population.

However, as Briicker (2001) points out, the hypothesis that a common constant ap-
plies to all countries is rejected by all statistical tests, which means that results from
the models that do not account for country-specific effects are seriously biased. In ad-
dition, Alecke et al. (2001) show that models that do not account for country-specific
effects, such as standard gravity models, consistently overestimate migration, and that
one should include these fixed effects to account for many push and pull factors suggested
by modern migration theory. However, since within-sample countries do not overlap with
future accession countries, it is unclear which country-specific terms to use for predictions.
Straubhaar (2001) notes that it remains "more than crucial" how the country-specific ef-
fects are defined and applied to the CEECs, which have no historical experience of free
migration.

Fertig and Schmidt (2001) argue that a convincing choice of the country-specific inter-
cepts for countries for which no previous migration record exists is the principal conceptual
challenge for the prediction - yet, this identification problem has not been addressed for-
mally in any of the previous papers on this topic. The authors therefore estimate an
error-components model which assumes that migration is explained solely by an overall
intercept, a random country-specific component and a time-series component. Estimat-
ing net migration rates from 17 different countries into Germany, the authors forecast the
cumulative migration from four CEE countries (Poland, Czech Republic, Hungary, and

Estonia) to Germany to reach 300,000-1,200,000 people (0.4-1.5 per cent of Germany’s



population) within twenty years. Dustmann et al. (2003) also use data on migration from
17 different countries into Germany and the UK and estimate a variance-components
model for net migration flows. They find that, depending on the model specification
and income convergence scenario, potential annual net immigration flows from ten ac-
cession countries into Germany range between 20,000 and 200,000 people and to the UK
from 5,000 to 13,000. However, this approach does not consider any economic and/or
institutional variables, such as the introduction of free movement.

Fertig (2001) and Boeri et al. (2001) use a different approach. To at least reduce the
problem of country-specific effects for out-of-sample countries, in the first stage, a dynamic
model of migration is estimated for Germany, including sending countries’ fixed effects.
In the second stage, these effects are regressed on time-invariant distance and country
development indicators in order to include them into extrapolations for the CEECs. Fer-
tig’s (2001) estimates yield the stock of CEECs citizens in Germany in 2015 to range
from 1.6 to 2 percent of Germany’s population (1.3-1.4 per cent of the CEEC popula-
tion), depending on the GDP convergence scenario and the assumptions regarding free
movement. Boeri et al. (2001) also use this approach and estimate that between 1.9 and
3 per cent of the CEEC population will reside in Germany in 2030 (2.3-3.6 per cent of
the German population), and the extrapolations for the EU15 equal to around 4 per cent
of the CEEC population and to 1 per cent of the EU15 population, respectively. The
largest emigration flow is expected from Romania, Bulgaria, and Poland, and the most
affected countries are expected to be Germany and Austria. The follow-up update of

Alvarez-Plata et al. (2003) estimates a slightly lower migration potential and presents

10



several scenarios regarding introduction of free movement.® Note, however, that in these
studies, the pool of 17 sending countries is very heterogeneous and varies from the US
and Switzerland to ex-Yugoslavia.

All of this literature is subject to many problems and criticism. The main methodolog-
ical problems include the so-called double out-of-sample extrapolations (for ten countries
that have not been included in the estimated sample and for the years outside the esti-
mation period) and associated forecast errors, equality of slope coefficients (assumption
that estimated parameters will have the same relevance for the new member states), as
well as strong assumptions about the future development of explanatory variables. In
addition, empirical specifications remain rather ad hoc. Moreover, it is not always clear
how the introduction of a free movement provision is dealt with in these studies.® In ad-
dition, estimating such double out-of-sample projections, the existing studies inevitably
face, among others, a problem of forecasting performance. Nevertheless, Alvarez-Plata et
al. (2003) and Briicker and Siliverstovs (2006) test different estimation procedures used in
these studies on their out-of-sample performance and conclude that SUR and fixed effects
estimators outperform others in dynamic simulations.

In the remainder of the paper I present my own simulation of potential migration

that first accounts only for receiving and then for both sending and receiving country-

’Note also that in Alvarez-Plata et al. (2003) the counterfactual scenarios of different dates when the
free movement of workers is introduced were estimated (a complete freedom of movement vs. a complete
restriction). They conclude that transitional periods may divert migration flows away from countries that
restrict immigration and that they will have only a marginal impact on the size of migration. Note also
that their scenario of no free movement is based on a restrictive assumption of zero net migration.

SExceptions include, for example, Alvarez-Plata et al. (2003), in which the authors present several
scenarios of the migration potential, depending on the date of the introduction of free movement, and
Fertig (2001), in which "no free movement" and "free movement" scenarios were estimated.

11



specific effects. In addition, in the extrapolation scenario, free movement is assumed to
be introduced simultaneously for all accession countries in 2011. The results are then

compared with both the existing literature and available actual evidence.

3 A Simple Migration Scenario

This section presents my own extrapolations of migration potential. Following other stud-
ies, the CEE countries include eight new member states’ as well as Bulgaria and Romania,
partly in order to compare the results with the existing literature and partly because of
the interest in the forthcoming accession of these two countries to the EU. In contrast to
the existing studies, I first account for the receiving countries’ fixed effects, since I believe
that the unobservable pull-factors in the EU countries (such as amenities, infrastructure,
culture, political situation and attitudes towards immigrants) are likely to influence the
migration decisions of individuals from the CEECs. Secondly, I attempt to use both
receiving and sending countries’ fixed effects. Migration experience from Greece, Portu-
gal and Spain is used to estimate the parameters of the migration function, since these
countries provide a somewhat comparable situation to the recent enlargement in terms
of income differentials, population sizes and transition periods regarding free movement®.

Since I have to assume for the extrapolations below that the accession countries will re-

"Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovakia, and Slovenia. Malta and
Cyprus are not included because of their small size and significantly better economic situation than in
the CEECs.

8GDP per capita (in PPP) in the CEECs was around 45% of the EU average before accession; in
the three southern countries it was around 65% of EC average in 1981. Population sizes in both cases
amounted to around 20% of EU member states.
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spond to the same factors in the same way in the future, choosing a more heterogeneous
sample of sending countries would be problematic.

The dependent variable used is the migration rate - the ratio of the annual immigrant
inflow from a sending country into the EU member state to the population of the send-
ing country. Table 1 presents descriptive statistics. I estimate the following standard

migration model:

GDP; U
thijt :ﬁl In J +ﬁ2 In ) —|—63 lnMSijt+ﬁ4FMt +/\7;j +9t—|—uijt (1)
GDP, ), U/,

where M;;; is migration rate of the source country ¢ into the destination country j
in year t, GDP}; is per capita GDP in the destination country j in year t; GD P is per
capita GDP in the source country 7 in year ¢; Uj; is unemployment rate in the destination
country j in year ¢; Uy is unemployment rate in the source country 7 in year t; M.S;j; is
the stock of previous migrants from country ¢ in country j in the beginning of year ¢; F'M;
is a free movement dummy which is equal to one after the introduction of free movement
for Greece, Spain and Portugal, and is zero otherwise; 6; are time fixed effects, \;; are
time-invariant country-specific effects; and w;;; is a disturbance term. Given the small
sample size’, I use a parsimonious specification that includes only three key time-variant

explanatory variables, as well as a free movement dummy.'?

9While acknowledging the problem, I follow, for instance, Bauer and Zimmermann (1999) and Alecke
et al. (2001), who use small samples in their analyses.

0Faini and Venturini (1994) suggest to include home country’s income separately as an additional
variable in order to capture non-linearities and liquidity constraints.
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In the first model, I control only for the receiving countries’ fixed effects. In the second
model, I use both receiving and sending country-specific effects. These effects capture
all time-invariant factors that may affect migration between a unique pair of countries,
such as distance, language similarities, common culture and history. The following two-
stage procedure is used.!! In the first step, I include the interactions of the sending and
receiving countries (i.e., country pairs) in equation (1).'? In the second step, the estimated
coefficients of these interactions are regressed on a set of time-invariant variables (or those
that can be assumed not to change dramatically over time), such as geographical distance
between the capitals, the Human Development Index (level of development) of the sending
country, and population (labor market’s absorptive capacity) of the receiving country.

13 When only receiving country-specific effects

Table 2 shows the estimation results.
are controlled for (column (1)), in general, all explanatory variables are significant and
have the expected signs: the higher the GDP per capita in the country of destination
relative to the country of origin and the larger the migrant networks, the larger is the
migration flow into that country. The positive coefficient on the unemployment ratio is
somewhat surprising, but it most probably reflects the liquidity constraints of individuals
in the sending countries, i.e., the lower the unemployment rate in the sending countries,

the more people work, and thus more can afford to migrate. When the interactions of

both sending and receiving country-specific effects are used (column (2)), the signs of the

See Fertig (2001) and Boeri et al. (2001).

12See Andrienko and Guriev (2004) for application to interregional mobility in Russia.

13For comparative purposes I have also estimated the standard gravity equation. The extrapolations
based on this model were very high, since the model overestimates the parameters by omitting country-
specific variables. The results are available upon request.
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coefficients do not change. However, the coefficients on relative GDP and unemployment
rates become insignificant, which is unsurprising given the small number of observations
and collinearity with country-specific dummies. The free movement dummy is statistically
insignificant in all model specifications used.!* Estimation of country-specific effects is
presented in Table 3. The estimates show that the larger the distance between countries,
the larger countries’ fixed effects, and the bigger the population of the receiving country,
the smaller is the weight of these fixed effects. The sending country’s development status
also influences fixed effects negatively. I was able to explain 56 percent of variation in the
dependent variable and, of course, incomplete explanation of the country-specific effects
reduces the forecasting power of the model.'®

For the out-of-sample extrapolations, the coefficients estimated in Table 2 (Model 1
and Model 2, respectively) are combined with the data on per capita GDP, unemployment
rates, and migrant stocks for the eight new EU member states as well as for Bulgaria and
Romania. In order to calculate the projections, the usual assumptions were made (see
Appendix). In addition, free movement of workers is assumed to be introduced in 2011
for all new member states.

Figure 1 shows simulated immigrant flows from the new member states into the EU

after accession.'® Model 1 predicts the number of residents from the new member states

14T also ran three robustness checks for each of the fixed effects models. To account for economic
integration and income convergence I added, first, annual GDP growth in the sending countries, then
FDI inflows into the sending countries and, finally, total trade (exports plus imports) between sending
countries and the EU states instead of FDI inflows. In general, coefficients on the main explanatory
variables did not change much.

15In two other studies that have used a similar two-stage procedure, R? in the second stage was 0.44
(Fertig, 2001) and 0.42 (Boeri et al., 2001), respectively.

6Note that in the extrapolations EU countries exclude Luxembourg and Ireland due to the data
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upon accession to amount to 254,888 persons (pessimistic GDP growth scenario) and
233,440 persons (optimistic GDP growth scenario). Model 2 yields larger results, the
immigration flows being equal to 343,144 and 330,244 persons, respectively. In all speci-
fications used, the majority of migrants is estimated to come from Romania, Poland and
Bulgaria, and the main receiving countries to be Germany, Austria, Italy and the UK,
which is broadly consistent with the existing studies and expectations!”. Thus, the inflow
of the CEECs’ citizens upon accession constitutes around 0.1 per cent of the EU15 pop-
ulation, and the simulated immigration rates decline in the future as the convergence of
incomes proceeds.

The evolution of immigrant stocks is presented in Figure 2. Model 1 implies that,
depending on the GDP growth scenario, around 3.5 - 4 million CEEC citizens will reside
in the EU countries within a decade after the enlargement, which constitutes 3 - 4 per
cent of the CEECs’ population and roughly 1 per cent of the EU15 population. Model
2 suggests a larger number - around 5 million persons, which constitutes around 5 per
cent of the CEECs’ population and 1.4 per cent of the EU15 population. Thus, under
the assumptions mentioned above, immigration of about 3.5 - 5 million persons can be
expected in the period from 2004 to 2014. In any case, this corresponds to 1 - 1.4 per
cent of the EU15 population.

Simultaneous legal introduction of free movement by all EU member states in 2011

would not lead to a significant increase in the number of immigrants. In all model speci-

scarcity.
1"When estimating the model without a free movement dummy, the number increases to 0.5 million
immigrants if both sending and receiving country-specific effects are included.
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fications used, the free movement dummy is statistically insignificant, and neither Figure
1 nor Figure 2 show a significant increase in immigration after 2011. The results indicate
that, if income convergence occurs, emigration from the new member states will be mod-
est, even after introduction of the free movement provision. It seems that when evaluating
the expected costs and benefits of moving West, it will be worthwhile for a representative
migrant to "wait and see".

Finally, Figure 3 compares these results with the existing literature, and Figure 4 with
the two studies that explicitly model countries’ fixed effects. These figures indicate that
projections presented here seem to be consistent with both the estimates reported in the

literature and the studies that explicitly model country-specific effects.

4 Actual Developments so far

In the absence of a perfect forecasting scenario, are the results on migration potential
consistent with emerging actual evidence? While answering this question, one has to keep
in mind that all the above mentioned studies estimate counterfactual scenarios, since
none of them model immediate introduction of free movement by three member states
and many include Bulgaria and Romania in extrapolations.

The recent EU Commission’s Report presents valuable information on the migration
trends in the enlarged European Union (European Commission, 2006). According to this
report, there has been an increase in the overall number of permits issued for reasons

of employment since the enlargement; however, this increase is rather limited (see Table
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4). On average, during May-December 2004, the number of nationals from the new
member states who were granted a residence or work permit amounted to 0.3-0.4 per
cent of the EU15 countries’ working age population. This figure is likely to overestimate
the actual number of CEEC nationals who reside in the EU15 because, first, it does
not take individuals returning to their countries of origin into account, and, second, it
also reflects such factors as regularization of illegal workers who had already moved into
the EU several years ago. The evidence from the Eurostat Labour Force Surveys (LFS)
provides a complementary picture. According to these data, in the first quarter of 2005 the
proportion of the working age population from the new member states within the EU15
was 0.4 per cent on average, ranging from 0.1 per cent in France and the Netherlands to
1.4 per cent in Austria and 2 per cent in Ireland (see Table 4). These figures also indicate
that the overall increase in the number of CEEC nationals in the EU15 with respect to
pre-enlargement years is small and is attributable to the increase in Austria, Ireland and
the UK.'®

The report also suggests that there is no conclusive evidence on the direct link between
the magnitude of migration flows and the transitional arrangements in place. Among the
countries that have granted CEEC citizens full access to their labor markets, migration
flows have increased a lot in Ireland and to a lesser extent in the UK, but have remained
low in Sweden. On the contrary, the number of CEEC citizens has markedly increased in
Austria, despite the presence of transition arrangements.

The data also show that a significant fraction of permits is granted to short-term

18Note that for Germany there is no data available before 2005 for comparisons.
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or seasonal workers.!? 20

Finally, it is also worth noting that the percentage of non-
EU nationals residing in the EU15 member states is significantly higher than that of
CEEC nationals, and their share amounted to 5.1 per cent of the EU15 working age
population in 2005 (as opposed to 0.4 per cent of the CEECs’ citizens). This suggests
that immigration from non-EU countries is a much more important phenomenon than the
intra-EU25 migration.

The Commission’s report concludes that migration flows from the new member states
"are very limited and are simply not large enough to affect the EU labour market" (p.13).
One has to keep in mind, however, that although in aggregate, migration flows seem not
to be large, because of migration diversion, Ireland and the UK have been affected much
more than was predicted.

In addition to the Commission’s Report, there are two other studies of the three coun-
tries that have opened up their labor markets, which provide a complementary picture.
Doyle et al. (2006) report the situation in Ireland and Sweden, and Gilpin et al. (2006)
do so for the UK. According to the Doyle et al. (2006) study, the number of immigrants
from the new member states in Sweden increased between 2003 and 2005 (from around

2,000 to more than 5,000). More than half of these immigrants are from Poland, followed

by Lithuania and Estonia. The authors do not find a significant increase in the number

YFor example, of all permits granted to the nationals from 8 new member states (excluding Cyprus
and Malta) in Austria in the first half of 2005, 85 per cent were issued for less than 6 months, and in
Germany 95 per cent of the work permits have been issued with time restrictions.

20Note that employment rates among immigrants from the new member states are comparable to those
of the EU15 nationals, and they are generally higher than for non-EU nationals. In Ireland, Spain and
the UK, CEEC immigrants have higher employment rates than natives. Moreover, the majority of CEEC
citizens in the EU15 have secondary or tertiary school degree, and the percentage of those with tertiary
education is higher than that of the non-EU nationals.
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of granted applications for social assistance. They also argue that the number of post-
enlargement immigrants is still small relative to Swedish population and suggest several
reasons why immigration in Sweden has not increased to a larger extent. These include
the few job vacancies available, low propensity to emigrate from the new member states
in general and to Sweden in particular, as well as language, since many migrants may
have chosen English-speaking countries.

The situation is different in Ireland. Although there is no data available from the
Statistical Office that distinguishes accession state nationals from foreigners from the rest
of the world before 2005, there is a remarkable increase in the number of such foreigners
between 2003 and 2005, and the majority of this flow in 2005 were nationals from the
new member states, amounting to roughly 26,000. The stock of citizens from eight new
member states employed in Ireland in 2005 was around 62,000, according to the Quarterly
National Household Survey. Personal Public Service Numbers (PPSNs)?! provide even
higher figures: in 2003 there were around 11,000 PPSNs issued, in 2004 the number
increased to 59,000, and in 2005 - to unprecedented 112,000. Note, however, that PPSNs
are likely to overstate the stock of accession state nationals as they include those migrants
who work in Ireland only for a short period and return home as well as those who were
living in Ireland before enlargement. The majority of immigrants from the new member
states are from Poland and the Baltic States. The authors also find no evidence of "welfare

tourism" and argue that the immigration to Ireland is primarily demand-driven.

2! These are individual identifiers required in order to gain employment in Ireland or to access state
benefits and public services.
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Gilpin et al. (2006) report that in the UK the number of nationals from the new mem-
ber states increased dramatically after enlargement. The authors use two data sources,
the UK Labour Force Survey and Worker Registration Scheme (WRS)?*2. According to
the former, the stock of migrants from eight accession countries (excluding Cyprus and
Malta) in the UK was equal to 110,000 in 2003, and increased to 245,000 in 2005. Ac-
cording to the latter, there were 293,000 applicants to the WRS between 1 May 2004
and 30 September 2005. The vast majority of these immigrants are Polish, followed by
Lithuanians and Slovaks. It should be noted that, as in the Irish case, the WRS figures
are likely to overstate the stock of migrants, since they include those who work in the UK
only temporarily and those who were living in the UK before enlargement. Again, the
number of accession countries nationals applying to social benefits in the UK is very low.

Overall, recent evidence seems to indicate that immigration from the new member
states to the EU15 as a whole has increased since enlargement, but the aggregate increase
is not large. When looking at the three countries that have opened up their labor markets,
however, the picture is more complicated, as the data indicates a large increase in the
number of immigrants from the new member states in Ireland and the UK. One has to
keep in mind, however, different data limitations, such as the inability to account for
temporary migrants and the fact that many of these individuals may have already been

living in these countries before the accession.

22The workers from the new member states are obliged to register on the Home Office administered
WRS if they employed in the UK for a month or more.
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5 Conclusions

This paper reviews the existing literature on the migration potential in the enlarged
Europe and suggests one more migration scenario that, contrary to the existing literature,
accounts for both sending and receiving countries’ unobserved heterogeneity and estimates
a counterfactual scenario in which all EU incumbents introduce free movement of workers
simultaneously in 2011. The findings are then reconciled with the recent actual evidence.

In line with the existing literature, the suggested migration scenario shows that future
immigration flows will decline as the convergence of incomes proceeds, and the cumulative
stock of migrants is expected to reach 1 per cent of the EU15 population in the decade
following accession. These results are consistent with the estimates reported in the lit-
erature. In all model specifications used, the majority of migrants is predicted to come
from Romania, Poland and Bulgaria, and the main receiving countries to be Germany
and Austria. In addition, the legal introduction of the free movement provision in 2011 is
not expected to increase immigration significantly. This counterfactual scenario suggests
that if free movement had been postponed by all old EU member states, immigration
would not have increased significantly upon the legal introduction of free movement. By
that time migrant stocks in the EU might already be close to their equilibrium levels, or
it might be worthwhile for a representative migrant to stay in the East and to "wait and
see". It should be kept in mind, however, that such "guesstimates" are always subject to
many assumptions and the results have to be interpreted with caution.

Overall, the results of the majority of the existing studies, including the ones presented
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here, confirm the experience of previous European integration. The emerging actual evi-
dence also seems to support these conclusions on aggregate, however because of migration

diversion Ireland and the UK have been affected much more than was predicted.
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Table 1: Summary statistics

Variable Mean Std. dev.
log GDP ratio 0.3 0.2
log unemployment ratio  -0.2 0.8
log stock of migrants 8.1 24
free movement 0.6 0.5
distance 2099 696
HDI 0.85 0.03

population, receiving 24740 26486

Notes: sending countries include Spain, Portugal and Greece, receiving countries are EU member states. Years: 1986-

1997. Final number of observations is 169. GDP ratio is the ratio of GDPs per capita of the respective receiving country
to the sending country, unemployment ratio is the ratio of unemployment rate of the respective receiving country to the
sending country, free movement is a dummy that equals one after the legal introduction of the free movement provision for
Greece, Spain and Portugal, distance is the geographical distance in kms. between the capitals of sending and receiving

countries, HDI stands for Human Development Index, population, receiving is population size in thousands.

Table 2: Estimation of the migration function

Receiving Countries
countries’ FE  pairs’ FE

(1) (2)

log GDP ratio 255 (3.53)  1.11 (0.8)
log unemployment ratio  0.81 (4.76)  0.04 (0.15)
log stock of migrants 0.78 (9.85) 2.3 (5.09)
free movement 0.07 (0.45)  -0.16 (0.93)
R? 0.87 0.98

Notes: dependent variable is log immigration rate, i.e., the ratio of the annual immigrant inflow from a sending country
into the respective EU member state to the population of the sending country. Heteroscedasticity corrected t-values are
presented in parentheses. Number of observations is 169. Sending countries include Spain, Portugal and Greece, receiving
countries are EU member states. Years: 1986-1997. FE stands for fixed effects. Receiving countries’ fixed effects and

country-pairs’ fixed effects are not reported. See text for definitions and data sources.

Table 3: Explanation of the country-specific effects

Coeflicient t-value
distance 0.002 9.09
HDI, sending -24.15 4.42
population, receiving -0.0001 14.61
R? 0.56

Notes: dependent variable is country-pairs’ fixed effects retrieved from the first step regression of migration rate on
GDP ratio, unemployment ratio, stock of migrants and both sending and receiving countries’ fixed effects. t-values are

heteroscedasticity corrected. Number of observations is 246. See text for definitions and data sources.
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Table 4: Nationals from the new member states,
as percentage of the destination country’s
working age population (aged 15-64)

Country of  Administrative data'! Labour Force Survey?

destination 2004 2003 2004 2005
Belgium 0.2 0.2 0.2 0.2
Denmark 0.1 n.a. n.a. n.a.
Germany 0.2 /0.9 n.a. n.a. 0.7
Greece 0.1 0.3 0.4 0.4
Spain 0.0 0.2 0.2 0.2
France 0.0 0.1 0.1 0.1
Ireland 1.9 n.a. n.a. 2.0
Ttaly 0.1 n.a. n.a. n.a.
Luxembourg n.a. 0.3 0.3 0.3
Netherlands 0.2 0.1 0.1 0.1
Austria 0.7/12 0.7 0.8 1.4
Portugal 0.0 n.a. n.a. n.a.
Finland 0.0 0.3 0.3 0.3
Sweden 0.1 0.2 0.2 0.2
UK 0.4 0.2 0.3 0.4
EU15 03/04 0.2 0.2 0.4

Source: Tables on pp. 8 and 9, European Commission (2006) and author’s modifications.

Notes: n.a. stands for not available. 1) Administrative data refer to the number of applications/work or residence
permits issued (flows), except for Germany, where the first figure refers to the stock of workers, and for Austria, where
the first figure refers to the average annual stock of employees. Figures on residence permits refer to permits issued for
employment reasons only, except for Belgium. The figure for Ireland refers to Personal Public Service Numbers issued not
only for employment reasons, but also for other purposes, including welfare, health and other public services. Figures for

France, Italy, Austria and Germany are for 8 new member states, excluding Cyprus and Malta. 2) Eurostat, Labour Force

Survey Q1, Ireland 2005 Q2. EU15 aggregate without Germany and Ireland in 2003-2004, and without Italy in 2003-2005.
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Figure 1: Projected annual inflows of residents from the CEECs into the EU. Note: EU
countries exclude Luxembourg and Ireland due to data scarcity.
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Figure 2: Evolution of the stock of residents from the CEECs residing in the EU. Note:

EU countries exclude Luxembourg and Ireland due to data scarcity.
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without Cyprus and Malta. M1 refers to Model 1, M2 - to Model 2, and the results for the pessimistic
GDP growth scenario are presented (Bulgaria and Romania are excluded). Dustmann 1, 2, 3 - stand
for Economic 04, Economic 01 and Baseline 01 scenarios in Dustmann et al. (2003), and figures include
Cyprus and Malta. Boeri and Bruecker stands for Boeri et al. (2001) estimates, excluding Bulgaria and
Romania. Sinn et al. stands for Sinn et al. (2000) and the CEECs include 4 countries: Czech Republic,

Hungary, Poland and Slovakia.
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Figure 4: Comparison with the studies that estimate fixed effects: Stock of the CEEC
residents in Germany. Source: author’s calculations. Notes: CEEC include eight accession countries
(without Cyprus and Malta), plus Bulgaria and Romania. M1 refers to Model 1, M2 - to Model 2, and
the results for the pessimistic GDP growth scenario are presented. Boeri et al. refers for Boeri et al.
(2001) estimates for Germany under the baseline scenario; Fertig stands for Fertig’s (2001) estimates for

Germany under the medium convergence scenario.

Data Appendix

The data used for estimation cover annual migration from Greece, Portugal and Spain
into the EU countries during 1985-1997, as well as GDPs per capita in PPP, unemploy-
ment rates (as defined by the ILO), and population sizes of the southern countries and
of all EU member states. This is the same dataset as in Bauer and Zimmermann (1999).
These data were augmented with the following variables: geographical distance (between
two countries’ capitals®®) from the Bali Online distance calculator, Human Development
Index from the United Nations (2002), annual percentage GDP growth, net inflows of the
foreign direct investment (FDI), total trade with the EU (exports plus imports) in cur-
rent prices from the IMF Direction of Trade Statistics database and FEurostat Yearbooks
(various issues). For the extrapolations, GDPs per capita in PPP, unemployment rates
and population sizes of the CEECs as well as the EU in the year 2000 were taken from
Eurostat Yearbook (2002) and World Bank’s World Development Indicators database.
The stock of migrants from the CEECs is extracted from the Eurostat’s New Cronos
database. Data for the stock of immigrants from CEECs in Greece are of 1998, France —
1999, Austria — 1999.

For the extrapolations, the following assumptions were made based on the existing

23 Except for Slovakia-Austria, where distance between Bratislava-Salzburg was calculated, and Estonia-
Finland, where distance between Tallinn-Turku was calculated (since the distance between the capitals
in these cases is too small to be representative).
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literature:

1) annual GDP growth for the CEECs was taken from Orlowski et al. (2000) where
it was calculated according to endogenous growth theory for two scenarios: low growth
(pessimistic) and high growth (optimistic). Using these growth rates, the GDPs per capita
were calculated for ten CEECs until 2015;

2) GDP in the EU15 is assumed to grow at 2 percent rate;

3) population in both regions is assumed to remain unchanged;
4) year 2000 unemployment rates for both regions are assumed to remain unchanged;
5) the stock of migrants is assumed to stay constant due to two-way migration;

6) Bulgaria and Romania are included into the projections as if they had already

joined the EU in 2004, in order to compare the results with the existing studies.
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