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Bruno Dallago

Abstract

The paper considers the relation between the crisis in the Eurozone and migration. The
international crisis caused a shock that has had asymmetric effects within the Eurozone due
to the divergent economic performances and different institutions of the member countries.
At the same time, European institutional incompleteness deprived the member countries of
effective policy-making and European policy management and support, thus converting the
common currency into a problematic asset. Under these conditions the theories of the Optimal
Currency Area offer important hints on what is necessary for making the monetary union
viable. These include labour mobility and wage flexibility, both insufficient in the Eurozone.
The paper then considers the features of immigration to the Eurozone and inquires whether a
better management of immigration, and high-skill immigration in particular, can contribute to
compensate the missing factors and make the Eurozone more viable.

JEL classification: F16, F22, F66, GO1, J24, J61, 052
Keywords: Crisis, European institutions, Eurozone, high-skill migration, migration, monetary
union, vulnerability
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1. The crisis and Europe

The global crisis started in the United States (US) at the end of 2007 and caught Europe unprepared.
Inthe US the reliance on unregulated markets greatly expanded the financialisation of the economy.
Policies favouring business and finance to the disadvantage of labour fostered excess and risky
credit, financial and real bubbles, and financial disequilibria. Once the financial crisis broke out in
2008, the American administration adopted massive government intervention to support financial
institutions in trouble. In spite of these attempts the crisis spread soon to the real economy and
generated a “great contraction” (Reinhart and Rogoff 2009, Stiglitz 2010).

The European Union (EU) in general, and the Eurozone in particular, were for some time affected
by illusions about their strengths and merits. Along with the virtue of the common currency, the
European Union was considered safer also thanks to the benefits of integration, prudent financial
regulation and the sturdy features of continental European capitalism. The latter include lower
financial depth and integration, conservative financial regulation and the prudent attitude of
financial institutions. The only exception appeared to be macroeconomically unbalanced small
economies (Greece, Hungary and Ireland), where the crisis was evident already in 2008.

Various transatlantic linkages caused and reinforced the spread of the crisis to the Eurozone.
These included financial, real, policy, political, and psychological linkages in what is often
understood as a contagion process.! The money market sudden arrest; the fact that European
financial institutions held a large share of US mortgage-based thus sharing in the losses
that arose once the US housing bubble burst; and the sequence of falls in the stock market
led to a substantial shrinking of bank credit. Export to the US market, which accounted for
23.2 percent of total EU exportsin 2006, decreased at an annual average rate of 5.1 percent start-
ing in 2007 and up to 2009. The strong real appreciation of the euro before 2008 significantly
hampered export. At the same time, the increasing volatility of other currencies and of the price
of commodities has had an adverse impact on the European economy. The economic slowdown
activated automatic stabilizers, increasing social spending and decreasing, at the same time,
governments’ fiscal revenues. The way to growing fiscal deficits and increasing sovereign debts
was paved.

Along with the US influence in the unfolding of the crisis in the Eurozone, of critical importance
has been the asymmetric presence of domestic imbalances and other forms of structural
and policy vulnerability in different countries and the interconnection of these aspects with
institutional idiosyncrasies and policy failures both at the national and at the European level.
Factors of structural and policy vulnerability included public and private debt, market rigidity,
unemployment structure, demography, inequalities, fiscal policies and the diverse domestic effect

1 No shared definition has yet been reached in the literature on the controversial notion of contagion, which encounters
serious problems across theory and empirical work. It is useful to briefly recall the fundamental distinction, upheld by
most of the literature on financial contagion (Reinhart and Calvo 1996, Kaminsky and Reinhart 2000, Eichengreen et al.
1996), between a) the development of synchronized shocks in different countries, which are due to similar structural
vulnerabilities rather than to the presence of channel of contagion, and b) the cross-country transmission of shocks. As to
the latter, this literature further distinguishes between fundamentals-based contagion, which occurs when the infected
country is linked to others via trade or finance, and true contagion which takes place when common shocks and all chan-
nels of potential interconnection are absent (Reinhart and Calvo 1996).

10



Bruno Dallago

of the common monetary policy. These factors have played an important role in explaining the
differential vulnerability and resilience, and hence performance of distinct European countries.

Although some of the problems are common to the entire European Union, it is within the
Eurozone that they appear in their full significance. Indeed, the common currency takes monetary
policy out of the hands of national governments and the Stability and Growth Pact (SGP)
strongly limits their fiscal policies. These constrains to policy making create what was named
the “impossible trinity”? and exacerbate the effects of shocks to the disadvantage of economies
in vulnerable position. With no sovereign monetary policy and strictly constrained fiscal policy,
governments cannot counteract external shocks. Given the lack of common support — through a
lender of last resort, a common budget and financial transfers, or the mutualisation of debts —a
symmetric external shock, such as the US crisis, inevitably causes a set of asymmetric negative
consequences for the member countries of the Eurozone, given their different economic and
financial situation. Economically and financially unbalanced countries thus become vulnerable
to the external shock since they lack policy instruments to withstand or recover from the effects
of such shocks. The confidence of financial markets in the solvency of those countries may thus
be shaken.

According to the ECB data, the Residential Property Price Index of the Eurozone, which refers
to new and existing dwellings, doubled between 1994 and 2008. This growth was the outcome
of different national situations. According to the house price indices published by The Economist,
house prices in Spain, Ireland, Great Britain, Iceland, Estonia and Lithuania had been steadily and
sharply growing from the end of the 1990s to 2006. Between 2004 and 2005 the prices of the
houses grew at a rate of 9 percent or more in ltaly, Belgium, Denmark and Sweden, reaching in
Spain and France annual growth rates of over 15 percent. This is a much faster pace than those
in the rest of Europe and in the USA. However, in Germany house prices had steadily declined
between 1997 and 2010.

Banks in the EZ-core have massively invested in the periphery countries. Large German current
account surpluses vis-a-vis current account deficits of the so-called PIGS countries (Portugal,
Ireland, Greece and Spain), together with low interest rates in the latter countries thanks to the
common currency, led to a strict interconnectedness in the Eurozone (Baldwin and Gros 2010).
Interconnectedness, in turn, increased the vulnerability of the Eurozone banking system, as it
became evident during the refinancing crisis in Greece: in spite of the modest size of the Greek
economy (less than 2 percent of the Eurozone GDP), the way to a systemic crisis of the Eurozone
was opened.

Along with being strictly interconnected, European banks were also assertively expanding
lending — particularly in the Eastern European markets - and were overleveraged. The Irish,
French, Spanish and Italian banks in particular increased their exposition at an unprecedented
pace,® and German banks were massively exposed towards PIGS markets. It was primarily
through the bank channel that the default in the US derivatives market threatened the stability
of the Eurozone as well as the credibility and stability of the common currency. This is what
actually happened in 2009-2010.

2 The impossible trinity at the core of the Eurozone vulnerability consists of strict no-monetary financing, bank-sovereign

interdependence and no co-responsibility for public debt (Pisani-Ferry 2012).

3 In Ireland total bank assets as a percentage of GDP rose from 360 percent in 2001 to 705 percent in 2007, in France
from 229 percent to 373 percent, in Italy from 148 percent to 220 percent and in Spain from 177 percent to 280 percent

(Baldwin and Gros 2010).
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Noteworthy are also the outstanding leverage ratios (shareholder equity to total assets) of
Eurozone banks (Gros and Micossi 2008). The 13 largest European banks average leverage ratio
was 35 compared to an average of 20 in the US. However, the European average covers wide
national differences: French, German and British banks were more exposed than Italian and
Spanish ones, which had been subject to a more prudential domestic regulation. Moreover,
different governments responded differently and to a dissimilar extent to the problem of toxic
assets, and more in general to the difficulties of the bank sector, thus further highlighting
the lack of coordinated banking policy within the Eurozone.* This contributed to the financial
vulnerability of the largest economies (Baldwin and Gros 2010).

Many Eurozone banks were in fragile state when affording the risk of a sudden financial arrest
(Caballero 2010). Financial instability in the Eurozone was thus largely a consequence of the
failure of financial and banking regulation which caused the fragility of the financial system.
Basel Il favoured the undercapitalization of banks and contributed to the financial crisis through
low capital coefficients, admission of hybrid capital, lax criteria for risk evaluation, and wide
possibilities for circumventing the rules (Spaventa 2010).

Important differences also exist in other indicators. Uneven inflation rates within the Eurozone
led to different real interest rates, in spite of the common monetary policy. This outcome
had important consequences for borrowing based investments in housing and for financing
sovereign debts. In Eastern and Southern European countries this might have encouraged a
substantial surge in private and foreign debts experienced before the crisis onset. Germany
shows a different trend, with declining private debt.

It is interesting to notice that the European Commission report on the first ten years of the
European Monetary Union (EMU) (European Commission 2008) stressed that disregarding non-
fiscal dimensions, such as competitiveness, credit booms and current-account deficits, was a
mistake. However, financial issues have dominated debates and policy making, and efforts have
concentrated on the need to strengthen the financial architecture and practice of the Union
and its member countries. Such critical issues as diverging productivity within the Eurozone,
the sudden reversal of capital flows between the north and the south of the Eurozone, or the
divergence of real exchange rates and their consequences for the integration and sustainability
of the Eurozone are mostly confined to academic debate with scant appearance in European
governments’ concerns®.

It is by now clear that concentrating on financial issues is a one-sided approach that cannot
solve European problems. The present financial risks and difficulties of various EU member
countries are a liability on their possibility to grow and create jobs and new dangers may be
at the horizon (Sinn 2014). Financial problems have a pre-emptive nature only in view of the
present incomplete institutional architecture of the Union, with particular concern for the

4 overall, public support (by the government and the central bank) to banks was particularly strong in Germany, Ireland,
and the Netherlands — let alone the UK. Public support was mild in France and negligible in Spain and Italy was.

5 However, different is the position of international organizations (IMF 2013, OECD 2014) and the American adminis-
tration: “Within the euro area, countries with large and persistent surpluses need to take action to boost domestic
demand growth and shrink their surpluses. Germany has maintained a large current account surplus throughout the
euro area financial crisis, and in 2012, Germany’s nominal current account surplus was larger than that of China.
Germany’s anemic pace of domestic demand growth and dependence on exports have hampered rebalancing at a
time when many other euro-area countries have been under severe pressure to curb demand and compress imports
in order to promote adjustment. The net result has been a deflationary bias for the euro area, as well as for the world
economy.” USDT 2013, p. 3.
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Eurozone. First, the incompleteness of the financial and monetary architecture reflects the
fundamental lack of trust among member countries which they try to overcome by means of
financial discipline. If we take a broader, longer and deeper perspective it appears that the present
financial and monetary crisis of the Union is rooted in the real economy. Second, concentrating
on a fiscal and monetary solution to the crisis by means of restrictive policies is likely to be
untenable in the medium-long run because of its depressive effects on the real economy, the
negative effect on sovereign debt, heavy social costs and political destabilisation.

This sequence of events in the Eurozone corresponds to what Reinhart and Rogoff (2010)
found in more than 70 countries over two centuries: private debt increase, fuelled by the growth
of both domestic banking credit and external borrowing, is a recurrent antecedent to domes-
tic banking crises, which, in turn, tend to precede or accompany sovereign debt crisis. What
is peculiar in the Eurozone is the difference among member countries. In the Eurozone as a
whole household debt increased from 52 percent to 70 percent of GDP from 1999 to 2007,
while financial institutions increased their debt from less than 200 percent of GDP to more than
250 percent (De Grauwe 2010). However, and while in the so-called Eurozone-core (EZ-core)
(Germany, France, Austria, Belgium and the Netherlands) households have been fiscally rather
solid, in the so-called periphery households’ debt increased at a much higher pace.

The conclusion is straightforward: the Eurozone crisis came from across the Atlantic only in
part, and not in its major extent. The conditions were ripe for an autonomous Eurozone crisis.
The American shock gave the initial push, but the crisis would have come anyway, probably
somewhat later and perhaps in a slightly milder form.

1)
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2. The consequences of the incomplete monetary union and labour

The deep economic and financial asymmetries among different countries in an economic and
monetary union may have perverse consequences when common institutions are incomplete or
ineffective. In normal times the internal divergence among member countries tends to increase,
but in the absence of traumatic events the process can go on for a long period of time. In fact,
countries have different devices to accommodate the negative effects of divergence, including
the political will to be part of the union. However, things change when external circumstances
become adverse, which typically happens when there is an external shock.

Divergence of productivity growth among the member economies of a monetary union rep-
resents a particularly serious problem. The negative consequences of productivity differentials
can be attenuated in different ways and therefore they do not translate automatically into un-
sustainable economic situation in weaker countries. An institutionally complete union, similar to
a national government, has various instruments to this end, including: a common government
of the economy able to transfer common resources to the advantage of the weaker economies
(fiscal sharing); a lender of last resort, typically a common central bank; socialisation of debt
through common bonds. In all these cases the weaker economy can remain part of the mon-
etary union while enjoying a level of income similar to that of the stronger countries or at least
with a growth rate comparable to that of stronger economies. While economic performance in
a weaker economy is lagging behind, incomes and investment may remain high. However, these
instruments allocate resources from one part of the monetary union (one country or group of
countries) to another one, similarly to what happens with regions in a country. Thus, there is
a need for a strong agreement among the members of the union, strong commitment and full
mutual trust. This comes usually in the form of a common government of the economy.

If, for whatever reason, a monetary union does not have a full institutional architecture, na-
tional governments still have other instruments that can serve the purpose of improving the
country’s competitiveness and reduce external account imbalances to the disadvantage of the
weak economies. In order for competitiveness to improve, productivity must increase. This can
be done by shedding workers and decreasing labour costs.

There are various ways through which unit labour costs in weaker countries can improve and
converge to those of their trade competitors. Unfortunately, some of them require longer time
and social consensus and participation. In a monetary union the internal depreciation of the cur-
rency is rejected by definition. External depreciation of the common currency against third coun-
try currencies would ease the situation of weak union countries but would have mild advantages
due to their deep integration. Prolonging the working time for the same wage would be another
technically rather simple solution, yet politically and socially difficult. This in itself does not solve
the problems if it is not accompanied by other measures that improve the productive capacity of
the economy. Indeed, weak Eurozone economies, such as Greece and Portugal, have the longest
working times within the OECD (http://stats.oecd.org/index.aspx?DataSetCode=ANHRS).

Sounder ways to decrease the unit labour costs are investments improving and strengthening
the production capacity of the country as well as decreasing transaction costs and the relative
weight of rents to the disadvantage of profits and wages. Unfortunately, investments require

14



Bruno Dallago

substantial financial resources and sufficient human capital — which may be scarce in the weak
economies — and it takes time before they come to maturity. A decrease in the transaction costs
and the relative weight of rents require serious reforms of the economic and administrative
organization, which may be cheap, but they inevitably provoke social and political opposition
and the action of disadvantaged interests groups, and reaches maturity and effectiveness after
a presumably rather lengthy time.

Under the pressure of events and, even more so, of the Eurozone authorities and the strong
countries, economically weak countries had to resort to internal devaluation policies. Internal
devaluation is usually meant as a set of policies used to regain competitiveness in order to adjust
current account disequilibria by directly decreasing prices in a situation that does not allow the
use of currency depreciation —i.e. in monetary unions and currency boards. In order to decrease
prices production costs must fall, which requires the cutting of wages and other costs (welfare
costs and transaction costs, mostly those of an administrative and political nature) and imple-
menting structural reforms in order to increase productivity. In a market economy the govern-
ment can hardly limit the sovereignty of firms, which largely depends upon the market sector
— particularly after the sweeping privatisation policies in the 1980s and 1990s.

Therefore, the easier way to implement internal devaluation is through deflationary policies.
Given the weak control that a government has of prices, this is usually pursued through an
increase in the value added tax (VAT) and the reduction of payroll taxes and social security ben-
efits paid by the employer in order to decrease the cost of labour. The second important way
is through cutting wages and decreasing the government expenditure for welfare and social
benefits. Typically, the purpose is to push down those private sector prices that are fundamental
for the labour cost in the tradable sector, although these prices are out of the government direct
competence. A further influence of deflation implemented in the public sector is to make the
state less costly. This in turn should allow a decrease in taxes on economic activities. If the ma-
noeuvre succeeds, resources are freed to be invested in the private tradable sector and, if wages
decrease, employment should increase.

These policies unfortunately have serious drawbacks that go well beyond the social and politi-
cal opposition that they inevitably are confronted with, perhaps also under the effect of mon-
etary illusion, and the lengthy time they require for transmitting the effect of lower wages to
prices. Given the tense situation of public finances in weak economies, it is difficult to reform
the tax system as would be required. Therefore, internal devaluation policies have been typically
implemented through public expenditure cuts and downward pressure on wages. While this
may have improved external competitiveness, typically more important has been the depressive
effect on the internal market. This happens both directly, when most consumers become poorer
and more pessimistic and avoid to spend, and indirectly because, with imperfect competition,
wage and tax cuts are passed to consumers with a delay and partially.

A serious negative effect of internal devaluation policies is an increase in internal inequality.
This is due to the fact that wage cuts tend to hit some groups of workers — typically in the public
sector — more than others. Politically strong groups of workers in both the public and the private
sector, employees with scarce competences and self-employed people who can fix their remu-
neration — including managers in the financial sector - loose less or may even gain. When in-
equalities increase, fairness as well as social and professional mobility suffer as a consequence.
A particularly negative consequence of increasing inequalities is the effect on human capital.
Many families have insufficient resources for supporting the education of their children, govern-
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ments decrease scholarships and support to educational institutions and perhaps increase taxa-
tion, and educational institutions react by increasing the price of education for families in order
to recover resources.

When internal devaluation is successful in reducing inflation, there may be dangerous and
financially destabilizing consequences for debts, both public and private. Such consequence is
particularly serious if the internal devaluation causes deflation. Under these conditions the real
value of debt is increased and the ratio of debt over GDP may also increase due to a typically
high value of fiscal multipliers in economic recessions (Blanchard and Leigh 2013, Nuti 2013).
Refinancing the debt may become difficult and the country may lose the confidence of markets
and find difficult to finance investments.

In a monetary union the common monetary policy cannot deal with the effects of asymmetric
shocks in individual parts of the monetary union. Equally important is the fact that the larger
the internal variety of the monetary union, the greater the probability for the unique monetary
policy to have asymmetric effects. First, economic, social, and institutional features of regions
or countries within a monetary union may differ substantially. For instance, their labour markets
may be structured and work differently, the price elasticity of their export may be different, their
import energy intensity may vary, the industrial structure and the size of enterprises could be dif-
ferent, and the role of the state and the size of the public debt may be different. Second, financial
structures may differ from one region or country of a monetary union to another, and the nature
and size of asymmetric shocks and the transmission mechanism of the monetary policy may dif-
fer consequently. For instance, the features and structure of financial markets (financial depth)
and the ability of enterprises to get credit may vary.

Since the currency reputation typically depends on stronger regions or countries of the un-
ion, the common monetary policy is likely to favour economically and politically strong mem-
bers of the union and disfavour the weak and vulnerable ones. It is therefore of the utmost
importance for the common currency to be accompanied by compensating factors that coun-
teract the asymmetric effects of the common monetary policy. These include independent
(regional or national) budget policies and the transfer of resources among regions or coun-
tries by means of government actions or through private insurance mechanisms. A bank un-
ion and supervision can implement an inter-regional or inter-country transfer of financial re-
sources. A common central bank that acts as a lender of last resort can ease asymmetries and
tensions, too.

The theory of the optimum currency area (OCA) offers a technical explanation of the fact
that a monetary union works well only if certain conditions are given and suggests what could
compensate for their absence (Baldwin and Wyplosz 2012).6 An optimum currency area is usu-
ally defined as a group of countries or regions with such economic and institutional features
that make the use of a common currency economically efficient compared to having two or
more currencies.

The classical analysis of the OCA (Mundell 1961, Kenen 1969, McKinnon 1963) stresses that
member economies must be open, their production profiles should be wide and production
diversified, their resources and labour in particular should be mobile, and prices and wages
flexible. Under those conditions the common currency assures its benefits without major costs

6 For a Keynesian criticism to the OCA theory see Goodhart 1998. For an Austrian criticism see Gldvan 2004,
Hayek 1990.
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or threats. Yet a common currency is after all a political undertaking and countries may decide
to proceed with a currency union for the sake of its political benefits even if the above named
criteria are not fully respected. In these conditions, the currency union has additional instru-
ments to be sustainable.

Considering that the external shocks tend to randomly hit activities and countries, it is in the
interest of the countries that form a currency union to activate a sort of mutual insurance mech-
anism by transferring resources to the advantage of the members of the union that are hit by
the external shock. Inter-country fiscal transfers have the advantage of alleviating the recession
in the country hit by the shock and mitigating the expansion in others. Such a solution can be im-
plemented through the common fiscal capacity (a common budget) that acts as a mechanism of
shock absorption and risk-sharing. The question remains open whether such a transfer mecha-
nism should be based in a common institution, such as a common government of the economy,
or rely on inter-governmental agreements. A common central bank acting as a lender of last
resort could also effectively intervene to alleviate the consequences of the shock.

The role of the common economic government and the central bank is a critical one in an OCA
and, to be effective, requires the policy preferences of the member countries to be homogene-
ous. This is technically and politically important, since policy responses to shocks typically have
distributive consequences that may create winners and losers within the currency union. Since
this is inevitable, and since policy preferences in different countries are somehow different, the
union is viable if losers are compensated or if the advantages of being members of a currency
union are perceived to be greater than the cost of policies. Although such a guarantee may be
important, a currency union needs to be supported by the member countries’ common vision
of the future, their international role and their internal support to the wellbeing of the popula-
tion. These sentiments help the union to foster mutual solidarity that can temper tensions and
prolong the time horizon of all involved actors.

Fiscal policies could be used in a monetary union as insurance mechanisms against asymmet-
ric shocks. The mechanism works differently depending on the institutional features of budgets.
If there is a centralised common budget under a common government of the economy, this can
work as a public insurance system by allowing automatic transfers between countries within the
monetary union. This mechanism can offset asymmetric shocks as happens in an independent
country with automatic stabilisers. However, this is not the situation of the European Union
or the Eurozone, also due to the tiny size of the common budget (around 1 percent of the EU
GDP).

An alternative is the existence of flexible national budgets. Centralised budgets with auto-
matic stabilisers and discretionary intervention exist in each individual member country. In this
case the disadvantaged country can allow deficit to accumulate in order to support demand. If
capital markets are integrated, as typically is the case of a monetary union, capital markets can
redistribute income in order to finance the deficit. However, this mechanism causes automatic
transfers between generations within the same country and may create problems of debt ac-
cumulation and sustainability. Moreover, if national budgets can intervene, either automatically
or discretionarily, without any constraint, this can create problems of moral hazard within the
monetary union. The European Union has agreed on the Maastricht criteria and the Stability and
Growth Pact to avoid such consequences.

Integrated capital markets offer an alternative mechanism that can be compared to a pri-
vate insurance system. With integrated capital markets, the mobility of capital allows automatic
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insurance against shocks if capital flows to where it is more needed, i.e. to deficit countries.
However, there are two problems with this private mechanism. First, the insurance works if the
deficit country is rich enough to pay higher returns in the form of a positive spread over bench-
mark return rates in strong economies. Poor countries are usually unable to do so or, if they
do, they may be further impoverished. Second, if capital markets perceive the deficit country
to be particularly risky as a destination for investment, the capital may abstain from flowing to
the country. Even worse, when risk is perceived as high, domestic capital can leave the deficit
country. Therefore, differential risk may hamper the working of integrated capital markets as
insurance systems.

In the Eurozone, the private insurance mechanism worked rather smoothly before the crisis.
The surplus countries’ capital, particularly Germany’s, financed deficit countries, including Italy
and Spain. However, when the crisis hit vulnerable countries, German capital flew out of these
countries in spite of higher returns, and the vulnerable countries’ domestic capital, too, flew to
strong surplus countries.’

The working of the labour markets is particularly important for the monetary union approach-
ing an OCA. Price and wage rigidity makes adjustment processes difficult, lengthy, and costly. It is
the institutional features of labour markets, often related to undeveloped welfare systems, that
establish the degree of rigidity of wages. It is the nature of enterprises and their interaction, and
particularly their control over markets and their ability to establish monopoly prices, that define
price rigidity.

Eurozone countries have different labour markets and other types of institutions. The type of
trade unions existing in a country and the degree of centralisation of wage bargaining are par-
ticularly important features. Another important difference lies in legal systems. Different legal
systems lead to different transmissions of symmetric shocks, since they define the constraints to
economic activity and the incentives for economic actors (North 1990).

To summarise, when external shocks are asymmetric, a monetary union causes costs that
would not arise in the situation of monetary independence. The common central bank cannot
deal with these asymmetries. In this case it would be wise to leave fiscal policies in the domain
of national governments, as the European Union did for years. Independent fiscal policies could
thus be used to adapt countries to asymmetric shocks or the asymmetric effects of external sym-
metric shocks. Unfortunately, unless countries have compatible economic situations (particularly
if they have similar economic systems, comparable competitiveness and the same public budget
constraint) or engage in reforms to that end, it will sooner or later be necessary to restrict the
national use of financial policies in order to safeguard the common currency. This is exactly what
happened with the Maastricht criteria and the SGP.

7 According to the IMF (2012, p. 27), capital outflows from vulnerable to strong countries took place at a pace typically
associated with currency crises, and they were considerable. In the 12 months to June 2012 Spain lost €296 billion
(27 percent of its 2011 GDP) and Italy €235 billion (15 percent of the GDP). There were structural differences of capital
flight in the two countries. In Italy a large share of outflows originated in foreign investors retreating from the country’s
bond market. In Spain, the outflows were broader-based and corporate bonds accounted for a significant part.
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3. On migration

The OCA theory highlights that a monetary union needs flexible wages and prices or, alternatively,
labour mobility to adjust the effects of asymmetric shocks. Under those conditions labour would
flow where it is more needed and better remunerated and capital would flow where labour
is more abundant and cheaper. This would help re-balance the economy and avoid massive
involuntary unemployment, thus easing financial and political tensions within the union.

Unfortunately, labour mobility in the Eurozone is low and wage and price flexibility are also low
compared to the United States benchmark. Thus the adjustment that could not go through prices
and wages goes primarily through quantities in the form of unemployment, falling production
and decreasing market shares in the international market. Internal devaluation policies that put
labour under great economic and political pressure gave some results — particularly in Greece,
but alsoin Ireland, Portugal, Spain and Italy (O’Rourke et al. 2013) — to the disadvantage of overall
economic performance and social and political stability. With time, wages were reduced, but this
did not increase employment that rather declined. Public finances suffered as a consequence,
and public debts increased.

Given the difficulties to re-establish a viable economic situation through internal devaluation
policies, are there better ways to reach the desired outcome in the labour market? In particular,
would a better management of immigration offer any opportunity? Migration is a synonym for
open and integrated world. This primarily concerns migration for economic reasons, but may also
explain (at least partly) migration for other reasons (to avoid wars, persecution, discrimination
or authoritarian regimes).® One problem with migration is that it flows in two directions: to the
individual country and out of it, yet one flow typically prevails. The “normal” flow is from poorer,
less democratic or politically unstable countries to richer, more democratic and politically stable
countries. Wage and labour conditions differentials as well as job opportunities play important
roles in determining the labour flows between countries. The interesting question for us is to
consider whether the inflow of migrants, particularly skilled ones, can guarantee the Eurozone
vulnerable countries a labour market effect that is similar to that of an internal devaluation
without having the negative economic and social consequences typical of the latter.

Migration has been increasing at an accelerated rate since the mid-1980s in coincidence
with globalisation. Other components of globalisation, such as world trade, have increased at
a similar pace while others, such as foreign direct investments and financial flows, have grown
at a definitely higher pace than migration since the 1990s. When measured over the period
since 1960, migration expanded at approximately the rate of the world population. It should
also be noted that the growth of migration since the 1990s is overestimated by political events,
because it includes the dislocation of people following the disruption of the former Soviet Union
and Yugoslavia and the separation of former Czechoslovakia. These observations would lead to
conclude that migration plays a secondary role in globalisation, whose main aspects are finance
and trade.

8 On migration, its explanations and historical and spatial aspects see Fassmann et al. (2014).
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The situation in the South-North flows of migration shows a different picture, which should
lead to conclude that migration is a major component of globalization and a strategically
important one (Docquier and Rapoport 2012). Two aspects are worth stressing. First, the share
of immigrants (foreign-born people) has tripled since 1960 and doubled since 1985 as a share of
the population of high-income countries (OECD area) and has grown in line with international
trade (Docquier and Rapoport 2012). Second, immigrants to the high-income countries are
increasingly skilled and educated (brain-drain).

High-skilled migration to the OECD countries has accounted for a rapidly increasing share
of the total migration. While the number of low-skill immigrants living in the OECD countries
increased by 30 percent during the 1990s, the number of high-skilled immigrants increased by
70 percent.® A part of high-skilled migrants came from other developed countries. However, the
number of those who came from developing countries doubled in the decade. About half of total
world migration and 85 percent of high-skill migration is directed towards the OECD countries.
In 2000, the total number of high-skill immigrants recorded in the OECD was 20.5 million. Most
of them were recorded in six countries: the United States, Canada, Australia, Germany, the
United Kingdom and France. It should be noted that some OECD member countries, such as
Mexico, Poland and Turkey, are countries of out-migration. Considering that approximately 15
percent of the high-skill migrants go to non-OECD countries, the overall estimate of brain drain
is approximately 24 million (Docquier and Rapoport 2012).

Brain drain is one of the major problems related to migration. It is at the same time a potential
loss for the sending country and a potential gain for the recipient country. In recent decades,
the number of high-skill migrants has increased dramatically. In relative terms the situation is
variegated. The highest emigration rates are from middle-income countries. This observation
apparently supports the interpretation that migrating is a rational decision for which incentives
are needed, but also the means. This pattern is particularly evident in high-skill emigrants:
incentives to look for a higher remuneration for one’s human capital and better jobs are high.
Potential emigrants also have the means to afford emigration, and their human capital is of a
higher value and more transferable. The Caribbean, the Pacific, Sub-Saharan Africa and Central
America are the regions with the highest brain drain rates (Docquier and Rapoport 2012). It
is also interesting to note that emigrating as a student appears to be a particularly profitable
strategy: getting a degree in the immigration country guarantees on average higher wages
and employment rates compared to those of emigrants who received their degrees in their
countries of origin (Coulombe and Tremblay 2009).

Immigration in general, and high-skill immigration in particular, appear critically important
for the development of rich countries. Employment of high-skill immigrants is an increasingly
important feature of US firms, and the role of firms in immigration is bound to become
more important in order to match the increasing heterogeneity of production. In the United
States, substantial parts of the immigration framework have been designed to allow firms
to choose the immigrants that they want to hire. Kerr et al. (2013) have studied the impact
of skilled immigrants on the employment structures of U.S. firms and have found both local
and immigrant skilled workers. There is consistent evidence linking the hiring of young skilled
immigrants to greater employment of skilled workers by the firm; a greater share of the firm’s

9 High-skill immigrants are defined as foreign-born individuals aged 25 or more and holding an academic or profes-
sional degree beyond high school (i.e., a “college graduate”) at the census or survey date.
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workforce being skilled; a higher share of skilled workers being immigrants; and a lower share
of skilled workers being over 40 years of age. In 2008, immigrants represented 16 percent of
the US workforce with a bachelor’s degree, and they accounted for 29 percent of the growth
in this workforce during the 1995-2008 period. In occupations closely linked to innovation and
technology commercialisation, the share of immigrants was almost 24 percent.

The United States is the country that perhaps has relied most on immigrants and whose
economic development has been the most dependent upon high-skill immigrants. Their
experience is therefore an important benchmark for other countries. The processes of workforce
aging and fertility slow-down are significant also in the United States and consequently the
importance of skilled immigration has the potential to increase significantly. These conclusions
offer important hints for the role that immigration could have in helping developed countries
exit the crisis and start to grow again.

There are also cases of waste of the high-skill immigrants’ potential — waste brain, as defined
by Reyneri (2007) — where high-skilled immigrants are offered under-qualified jobs and low
opportunities for their professional mobility. Although Italy fares fairly well in international
comparison on the conduct of immigration (Huddleston et al. 2011), there are numerous cases
of over-qualification of immigrants compared to the jobs available to them, particularly among
women (Fullin and Reyneri 2011, Pintaldi and Pontecorvo 2013). Based on the Italian Labour
Force Survey, Fullin and Reyneri (2011) found that a great majority of immigrants to Italy do not
run a higher risk of unemployment than Italian. However, immigrants are highly disfavoured
in the socio-professional status of their jobs. Their disadvantage increases at higher levels of
educational attainment.

In 2012, 962 thousand highly educated immigrants, or 41.2 percent of employed immigrants
had an excess of education compared to what was requested for their job, a share that was
more than twice the comparable share for Italians (Pintaldi and Pontecorvo 2013). The share
was particularly high in services to families. Over-qualification of foreigners tends to last for
years. High-skill immigrants, and women in particular, suffer from further disadvantages that are
evident from both the number of hours worked (9.5 percent of degree-holder immigrants are
under-employed, compared to 3.0 percent of Italians) and their wages. Net wage received by
immigrants is nearly 26 percent lower than that received by Italians with comparable jobs and
education. Wage differentials have been growing since 2008 and they tend to increase with the
level of education and age. In 2012 on average, wage differentials amounted to nearly 30 per-
cent for degree holders and to 16.7 percent for immigrants with general school certificate.

In spite of negative developments, high-skill immigration is undergoing important
transformations. According to the findings of the workshop on skilled labour, held at Macquarie
University in Australia, the surge in international migrants and students from rapidly developing
countries has contributed to new forms of international migration, such as brain circulation and
international students’ flows (Guo et al. 2014).%° These forms of migration have opened up the
way for migration policy of traditionally host countries to affect the economy and skill base
of the sending countries as never before. Migration policy is and remains a domestic tool for
managing population flows. It is becoming evident, however, that it is also evolving into a tool
that can be used to foster economic development and international relations.

10 zanfrini (2013) uses official sources to show that from 1999/2000 to 2011/2012 the number of foreign students in Italy
increased 6.3 times, from 1.4 percent of the total student population to 8.4 percent.
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4. Migration to the European Union and migration within the EU

Migration to the European Union shares many of the features of migration to developed rich
countries. Immigration within a monetary union is a politically sensitive issue, perhaps more
than in a sovereign country. Billiet et al. (2014) used the fifth round of the European Social
Survey data for 23 countries to estimate the perceived threat from immigrants. They found that
the perceived threat to be higher in countries with a lower GDP growth , particularly when
coupled with unemployment.

A further problem is that the member states of the European Union do not have a united ap-
proach to migration (Cardwell et al. 2013). The EU strives to achieve coherence in its policies re-
garding immigration, particularly with its most advanced attempt to integrate the non-member
states’ interests into its policy agenda. However, in the EU policy the security measures, such
as border control and readmission, dominate over “migration and development”- and labour
migration measures (Wunderlich 2013).

Two aspects of immigration stand out: first, the features of employment of immigrants and
their remuneration compared to local employees, and second, irregular immigration and em-
ployment. Venturini and Villosio (2008) use a matched employer-employee panel dataset with
data for the years 1990-2003 to study the labour market assimilation of foreign workers in Italy.
They found that foreigners receiving higher wages are the least likely to stay. When entering into
employment in the private sector, foreigners earn the same wages as natives. However, wages
diverge with on-the-job experience. Moreover, foreigners are disadvantaged in job opportunities
even upon entrance and the disadvantage increases over time. Differences vary across sectors
(wage and employment differentials are the largest in the construction sector) and provenience
of immigrants (Africans have the worst career prospects while Eastern Europeans and Asians
have the best prospects among immigrants). Venturini and Villosio (2008) have also found that
the general pattern for foreign workers appears to be a fragmented career, either being confined
to seasonal or temporary jobs or alternating between regular and irregular employment.

Irregular employment is traditionally spread in various countries and so is irregular employ-
ment among immigrants. Irregular employment of immigrants is spread in unskilled jobs, while
it is definitely contained in high-skilled jobs. Venturini (1999) used official statistics to examine
how immigrants working in the irregular economy affected employment in the regular economy
in Italy between 1980 and 1995. She founds that an increase in irregular units of labour had
produced a reduction in the use of regular labour, but the effect was very limited. Moreover,
there was a relevant variance among sectors: the effect was strongest in agriculture, while in
non-tradable services there was complementarity between the two types of labour (see also
Zanfrini 2013).

Immigrants, especially from outside the European Union, are particularly successful as en-
trepreneurs, which may result from necessity entrepreneurship following the discrimination of
immigrants in the labour market and on the job (OECD 2013). According to the Register of en-
terprises at the Italian chambers of commerce (Unioncamere 2014), the share of enterprises
owned by foreigners reached 8.20 percent of all registered enterprises in 2013 and their growth
rate was well above the average for all enterprises. Particularly dynamic were enterprises owned
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by non-EU immigrants, which accounted for 77 percent of foreign-owned firms and 6.3 percent
of all enterprises. Foreign-owned enterprises are primarily in trade and constructions. These
findings for Italy are roughly in line with those of other developed countries.

The OECD (2011) analysed the features of migrant entrepreneurs and their contribution to
employment creation in OECD countries in the years 1998-2008. Although there were signifi-
cant variations between countries and over time, on average the percentage of migrant entre-
preneurs was almost the same as that of natives: 12.6 percent versus 12.0 percent were self-
employed persons as a share of all employed persons in non-agricultural activities in 2007—2008.
However, this near parity is the outcome of a higher propensity to establish a business among
immigrants in most OECD countries and a lower survival rate of those businesses. Overall, im-
migrant entrepreneurs had also been successful in increasing employment during the examined
period, although the average number of employees at immigrant entrepreneurs was slightly
lower than in the case of native entrepreneurs.

According to a OECD study presenting the updated results of the Database on Immigrants in
OECD Countries for the years 2005/06 (Widmaier and Dumont 2011), there are considerable re-
gional and national differences concerning labour market outcomes of immigrants within a sig-
nificant general improvement since 2000. In many OECD countries, high-educated migrants have
lower employment rates and higher unemployment rates than their native-born counterparts.
At the same time, low-educated immigrants fare better than their native-born counterparts. The
problem of over-qualification is widespread and the study finds that, on average in the OECD,
30 percent of immigrants holding a university degree work in middle- or low-skilled jobs. This
is an important aspect of recent immigration, since in 2005/06 the number of high-educated
immigrants holding a tertiary diploma accounted for a third of the total number of recent im-
migrants. Indeed, on average the immigrants to OECD countries are better educated than na-
tives. The presence of high-educated immigrants is particularly high and growing in the United
Kingdom, Ireland and Germany, while in Italy it is less than half the OECD average and stagnating
as a share of the entire immigrant population.

According to Eurostat (2011), in 2008 the activity rate of foreign-born persons was 5 percent
lower than that of native-born persons aged 25-54 years in the EU-27. This difference was due
to the significantly lower activity rate of foreign-born women — which was 9 percent lower than
for native-born women — and particularly to a much lower activity rate of women who migrated
from the non-EU countries. Activity rates of male immigrants aged 25-54 years were similar to
those of native-born men. In the same period, the employment rate of immigrants aged 25-54
years was nearly 10 percent lower than that of native-born persons: of this, the difference for
non-EU immigrants was 13 percent and only 2 percent for EU-27 immigrants. This difference was
due mainly to a lower rate of migrant women and greater labour market integration difficulties
faced by non-EU migrants.

According to the findings of Docquier and Rapoport (2012), high-skill migration is becoming a
dominant component of international migration and is also a fundamental feature of globaliza-
tion. High-skill migration is the source of what is often named as brain drain, a phenomenon
which is often considered to negatively affect the sending countries. However, there is evidence
in the recent empirical literature that high-skill emigration does not necessarily deplete a coun-
try’s human capital stock. Indeed, brain drain can generate positive network externalities to
the advantage of sending countries, including the positive effects created by remittances and
learning effects. According to Docquier and Rapoport (2012, p. 704), remittances “may help
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overcome liquidity constraints, stimulate education investments, and reduce poverty at origin.
The size of the effect depends on the amounts transferred and on their distributional impact.”
Moreover, “[t]lemporary high-skill emigration is beneficial to the source country if enough ad-
ditional skills are accumulated abroad, if returnees contribute directly or indirectly to the diffu-
sion of new technologies, and/or if the perspective of temporary migration stimulates education
investments ex ante. A net positive effect is likely to be obtained if the fraction of time spent
abroad is not too large and if the productivity differentials with destination countries are neither
too large nor too small.” (Docquier and Rapoport 2012, p. 706) Finally, “[b]y reducing interna-
tional transaction costs and facilitating the diffusion of knowledge and ideas, highly skilled di-
asporas settled in the developed countries encourage technology diffusion, stimulate trade and
FDI, and contribute to improving domestic institutions.” (Docquier and Rapoport 2012, p. 709)

As mentioned earlier in this section, a problem with high-skill immigrants is their over-qualifi-
cation, i.e. the situation where a person has a level of skills or education higher than required for
the job. Eurostat (2011) defines the over-qualification rate as the proportion of the population
having completed tertiary education and having low- or medium-skilled jobs among employed
persons having attained a high educational level. In 2008 in the EU-27 the over-qualification rate
of immigrants — particularly significant for recent immigrants - was 34 percent and 36 percent
in the case of non-EU immigrants. This share was much higher than the one for native-born
persons (19 percent). Although the phenomenon exists in all EU-27 countries, it was particularly
marked in Greece, Italy, Spain, Cyprus and Estonia, where the gaps were over 25 percent. With
the exception of Estonia, these are all vulnerable Eurozone countries.

Inequalities in the labour market are reflected in incomes: the median annual equivalised!! dis-
posable income for immigrants in 2008 was considerably lower than that for natives in almost
all member countries (Eurostat 2011). As one would expect considering the average per capita
income of individual member countries, the lowest annual income of immigrants was observed in
Hungary, Slovakia, Estonia, Lithuania, Latvia, Greece and the Czech Republic, while the highest was
in the Luxembourg, United Kingdom, Ireland and the Netherlands. However, relative differences in
median incomes between migrants and natives were the highest in Belgium, Greece and Austria.

In spite of a certain waste of the immigrants’ potential due to their over-qualification and
unemployment, the effect of immigration is positive for immigration countries. Huber and TondlI
(2012) studied the impact of migration on the EU27’s NUTS2 regions in the period 2000-2007
by means of an econometric analysis. According to their findings, migration has no significant
impact on regional unemployment and does not support convergence among European regions.
In fact, immigration has positive consequences for both GDP per capita and productivity. This
is true immediately after the employment of immigrants and the effect increases substantially
in the long run: the effect of 1 percent increase in immigration on GDP per capita is respec-
tively 0.02 percent and 0.44 percent; the effect on productivity is respectively 0.03 percent and
0.20 percent. The effect is similar, but reversed in its sign, for emigration regions. Since these
regions are generally poorer and the immigration regions richer, migration does not seem to
promote convergence.

11 Eyrostat defines equivalised income attributed to each household member as the household’s total income divided
by its ‘equivalent size’ in order to take account of the size and composition of the household (http://epp.eurostat.
ec.europa.eu/statistics_explained/index.php/Glossary:Equivalised_disposable_income). Household equivalent size is
calculated using the so-called modified OECD equivalence scale (this scale gives a weight of 1.0 to the first adult, 0.5 to
any other household member aged 14 and over and 0.3 to each child under 14 years).
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An important component of migration is migration within the EU. In recent years, and particu-
larly after the accession of new member countries from Eastern Europe in 2004, 2007 and 20132
the dominant flow of migrants within the EU was from new member countries to old member
countries in Western and Southern Europe (EU15). Unfortunately, the statistics on these flows is
not particularly reliable, but the main migration trends are nevertheless clear.

Considering migration from EUS, Fihel et al. (2006) found that the most distinct characteristic
was its temporariness. This pattern is in sharp contrast with pre-1989 migration, when individu-
als and entire families were migrating permanently. Indeed, most migration is now linked to sea-
sonal work in agriculture and, to a lesser extent, to construction or tourist industry particularly
in Germany, Spain, France, Austria, Greece, Norway and the United Kingdom. Another important
form of temporary migration, which often takes the form of false tourism and where Italy is a
major recipient, is linked to work in the household sector, including care for children and the
elderly and housekeeping. Ethnic networks appear to have played a rather important role in
many cases in fostering and addressing migration flows whereby older migrants from the same
country or ethnic group attracted new migrants.

These features of migration internal to the EU show that the dominant pattern of migration
from new to old member countries mainly was of a complementary nature rather than a
substitutive one. Although migrants often had a rather high skill level, they usually took jobs that
did not require high qualifications and were avoided by the natives. However, one should also
notice that unconditional opening of labour markets also in the Northern European countries
(notably the United Kingdom, Ireland and Sweden) on 1 May 2004 brought about not only an
intensification of labour mobility from EU8, but also favoured the regularisation of employment
status of many migrants who had arrived prior to the accession date and who had an irregular
status. The social and economic impact of the post-2004 wave of migration from the East is
overwhelmingly positive in both host countries and sending countries. Fihel et al. (2006) found
that the effects for labour market imbalances were likely to be rather moderate. As for the
sending countries, migration was paired with a high inflow of remittances, while fears of brain
drain had not been substantiated.

12 These were respectively EU8 in 2004 (8 new member countries), EU2 in 2007 (2 new member countries) and 1 new

member country in 2013.
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5. The effects of migration in a monetary union

Understanding the impact of immigration on the host economy is important for assessing
the consequences of migration for the sustainability of the common currency. Kahanec and
Zimmermann (2014) studied theoretically and empirically the effect of migration in the OECD
countries. They considered that flows of labour and human capital through migration contributed
to a more efficient allocation of resources. This explanation is based on the standard economic
law of diminishing marginal product of production factors. According to this, as the share of
skilled workers in the economy increases, its value decreases and thus also the wage differential
between high and low skilled labour decreases. Thus, if immigrant workers have an average skills
level that exceeds that of the workers of the receiving country, by changing relative wages the
skilled migration alters the distribution of skills and promotes economic equality in advanced
economies. The empirical results showed that the share of immigrants in the labour force and
the quality of their human capital as measured by the educational attainment are throughout
strongly positively associated, which strongly supports the conclusion that immigration is
negatively associated with inequality. The opposite holds for low-skilled immigration.

The role of high-skill immigrants is thus important for the host country’s domestic situation
and for the viability of the common currency. In a detailed study of the EU experience of the
mobility of skilled labour migrants, Kahanec (2012) considered the intra-EU migration after the
2004 and 2007 EU enlargements and the migration to the European Union from the European
Neighbourhood Policy (ENP) countries.'® In general, free labour mobility among countries pro-
vides for an increased allocative efficiency of human capital and labour in the labour market
of immigration countries and is an important aspect of an optimum currency area. However,
in spite of significant EU progress in harmonizing legislation in order to facilitate internal mo-
bility, there still remain significant barriers to labour mobility, including barriers of adminis-
trative and technical nature. Migration increased following the 2004 enlargement; however,
this increase was only temporary since it was followed by a slowdown in the late 2000s and
early 2010s.

In line with other sources, Kahanec (2012) founds that immigrants have an educational level
comparable to that of EU citizens, although there is significant variation across countries and
immigrant groups. In spite of this, and with the exception of EU15 and EFTA immigrants, the
occupational status of immigrants from the new member countries and from outside the EU is
generally lower than that of natives and is characterised by over-qualification (or down-skilling,
according to Kahanec). There is no sign of negative wage or employment effects of migration in
receiving countries. In spite of the positive effects of immigration, after the mild liberalization
of immigration in the early 2000s, the EU has reversed many of these efforts during the late
2000s and early 2010s. Here lies a serious problem for the EU: restrictive immigration policy
measures tend to discourage precisely high-skill immigrants, who are the most needed and easy
to integrate, but also the most sensitive to such negative attitudes and policies, also because

13 These countries are divided into two groups: the ENP-East countries (Armenia, Azerbaijan, Belarus, Georgia, Moldova
and Ukraine) and the ENP-South countries (Algeria, Egypt, Israel, Jordan, Lebanon, Libya, Morocco, the occupied Pal-
estinian territory, Syria and Tunisia).
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they have alternative destinations. The effect is that the EU falls victim of a negative selection
that results in attracting fewer high-skill immigrants than the United States and more low-skill
immigrants.

Labour mobility and flexible wages are important components of an optimum currency area
and important prerequisites of a viable monetary union that has many internal differences and
disparities and lacks institutional completeness. When the monetary union is under the effect
of asymmetric shocks, the labour market flexibility supports the adaptation of the economy
to the new situation by moving labour to where jobs are and through the flexibility of wages.
In this way, and by increasing high-skill labour supply, migrants contribute to decrease labour
costs and prices in the immigration countries and regions of the monetary union. At the same
time they contribute to support incomes and prices in the vulnerable emigration countries
through remittances. High-skill migrants thus contribute to the restoration of the conditions
for the competitiveness of both strong and vulnerable countries in a monetary union. This is
all the more important in the Eurozone where most countries have unfavourable demographic
situations.

Increase in labour mobility and flexibility and decrease in wages make part of a mainstream
response to the crisis and are important components of internal devaluation policies. These
policies have important negative consequences for the economy through their contribution to
a decrease in demand in the domestic market and an increase in social conflicts. Immigration,
particularly that of high-skill people, offers a better alternative.

Jauer et al. (2014) compare pre- and post-crisis migration at the regional level in Europe and
the United States in order to assess the migration response to asymmetric labour market condi-
tions. The authors’ finding that prior to the crisis the migration response to the labour market
shocks was stronger in the United States confirms the results of other studies. However, during
the crisis migration reacted to changes in labour market conditions more intensely in Europe
than in the United States, also because the internal mobility in the United States seems to have
declined during the crisis. Thus the enlargement strengthened the adjustment capacity of the
European labour markets to asymmetric shocks.

The importance of this finding for the European Union is reduced by two considerations. First,
labour migration to the Eurozone came mostly from two sources: the new member countries
(many of them outside the Eurozone, particularly the largest ones) and countries outside the
European Union. Indeed, the increase in labour mobility within Europe was mostly caused by
the EU enlargements of 2004 and 2007. This effect may be due to threshold effects in Europe,
namely the fact that the membership of countries with much lower wages and worse labour
market conditions pushed East-West intra-European mobility vigorously upward. In the EU this
effect was more than twice as large as in the United States. However, a significant part of the
labour market effect of immigration from the named two sources seems to have stemmed from
the regularization of previous illegal immigrants.

Second, intra-Eurozone migration contributed much less to the adjustment processes within
the Eurozone. Jauer et al. (2014) estimated that migration would absorb nearly a quarter of the
asymmetric labour market shock within a year if all measured population changes in Europe
were due to migration for employment purposes — which is certainly an overestimation. Howev-
er, most migrants within the Eurozone came from non-Eurozone countries, and even in the case
of intra-Eurozone migration a significant part of mobility originated from third-country immi-
grants who obtained the nationality of their Eurozone host countries. Although migration from
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outside the Eurozone had important benefits in terms of additional labour supply and skills, it is
the intra-Eurozone labour mobility that would contribute in the most effective and direct way to
alleviate the effects of asymmetric shocks in the common currency area in terms of reducing the
labour market disparities and increasing price flexibility. Indeed, the effect of a prevailing high-
skill immigration from outside the Eurozone into the economically strongest Eurozone countries
would improve the latter countries’ situation while leaving vulnerable countries in even greater
difficulties.

While recognising that migration — being an equilibrating force in the labour market — is an
important criterion for an optimal currency area, two caveats have to be stressed. First, labour
mobility requires institutions and structures. According to Kahanec (2012), the EU is recognising
some of the challenges and is taking appropriate, though partial, measures in order to better
manage immigration and the adaptation of immigrant workers to the labour market (the Europe-
an Blue Card, for instance), enabling so the entry of skilled third-country nationals on relatively
favourable terms. However, it is undoubtedly the provision of labour market institutions covering
the whole single market that can contribute most to the solving of the problem. Also the hosting
country facilities, including housing at affordable prices, are important, particularly in countries
with tight housing market.

Second, inter-Eurozone labour mobility from vulnerable to strong countries may also have
negative effects in terms of economic development, specialization and innovation. While emi-
gration of high-skill citizens of vulnerable countries eases unemployment in those countries, it
also has negative effects. While emigration contributes to keeping the remuneration of high-skill
workers in vulnerable countries higher — thus keeping them at home and supporting incentives
for investment in human capital — the level of remuneration and job opportunities are hardly the
same as in strong countries. This probably induces the best qualified and most entrepreneurial
among the high-skill people to migrate, thus impoverishing the quality of the high-skill labour
force in vulnerable countries. This contributes to weaken international specialisation and innova-
tion in vulnerable countries. If this effect dominates, high-skill migration makes human capital
more abundant where it is already abundant and, conversely, scarcer in those countries and
regions where it is already scarce. In this way the high-skill migration contributes to an increase
in long-term inequalities across regions and countries. Within the Eurozone this effect would
weaken the sustainability of the monetary union.

Empirical analyses of the determinants of high-skill emigration show that poor economic per-
formance and correlated factors — including poverty, weak institutions, inequality, discrimina-
tion, and political repression - are important determinants of emigration, particularly of high-skill
emigration. However, recent literature also shows that high-skill migration has more complex
and less deterministic effects, including relative wages, the availability of jobs, living conditions
and the existence of more attractive working conditions in destination countries relative to
emigration countries (Boeri et al. 2012, Driouchi et al. 2009, Peri 2009). In particular - and de-
pending on such features as governance, technological distance, population size of the sending
country and the public policies adopted in the receiving and sending countries - high-skill mi-
gration can generate positive network externalities which counteract the drain of the sending
country’s human capital stock (Docquier and Rapoport 2012).

It generally appears that the bidirectional link between high-skill emigration and economic
development can generate both vicious and virtuous circles. An adverse economic shock can en-
dogenously determine the emigration of high-skill workers, and this emigration can in turn have
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negative effects on the economy, thus propagating shocks across regions. Or the network effects
activated by such emigration can ultimately have positive effects for the sending economy.

In a dynamic perspective, the third aspect is important, too. As already noted, the immigrants
— though being a source of entrepreneurship — are discriminated against. Since entrepreneur-
ship is an important source of wellbeing and development, it makes sense to identify institu-
tional and technical ways of supporting immigrant entrepreneurship. According to the OECD
(2011), several OECD member countries have implemented specific migration policies. These
are of two types: targeted measures to support migrant entrepreneurs already established in
the host country, and specific immigration policies that regulate the entry and stay of foreign
entrepreneurs and investors. The former type is more important as it is aimed at overcoming
the relative disadvantages faced by immigrant would-be entrepreneurs (compared to the native
ones), with particular reference to equal access to finance. The latter type — of minor impor-
tance, since most would-be migrant entrepreneurs enter the country through other channels
- are designed to identify and support the would-be entrepreneurs whose features and projects
are likely to be successful and meet the country’s economic needs.*

14 pmahuteau et al. (2014) assessed the impact of a change in the immigration policy on migrants’ probability of becom-
ing entrepreneurs in Australia. The new policy was introduced in the mid-1990s consisting of stricter entry require-
ments and restrictions to welfare entitlements. According to the author’s findings, immigrants who entered under
more stringent conditions had a higher probability of becoming self-employed, an effect that time spent in Australia

positively affected.
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6. Conclusion

The effects of high-skill migration in a monetary union are more complex than in sovereign
countries. A member country of a monetary union does not have sovereignty over its monetary
policy and is deprived of an exchange rate policy, while its fiscal policy is severely restricted. Under
these conditions, vulnerable countries cannot use depreciation to restore the competitiveness
of their economy when this decreases, nor can they use expansionary monetary policies and
they are constrained over the use of expansionary fiscal policies.

Since high-skill immigrants are attracted to a country of destination by job opportunities and
employment and life conditions better than the other countries, chances are that a vulnerable
country is unable to attract high-skill immigrants from third countries and from within the
Eurozone and is losing its own high-skill citizens to the advantage of stronger Eurozone
countries. There is a vicious circle here. High-skill immigration could offer a smooth way to
internal devaluation. The ability by a vulnerable country to attract high-skill immigrants at wages
lower than the traditional ones would improve the supply of high-skill labour, contribute to a
soft decrease in wages and a higher labour flexibility and mobility. However, the economic and
financial conditions in a vulnerable country that goes through devaluation policies are not such
to attract high-skill immigrants, while at the same time it is losing its own high-skill citizens.

Yet vulnerability is not due to emigration, which is rather a consequence. The outflow of high-
skill workers in vulnerable countries is due to both an income effect (the domestic decrease of
wages and worsening work conditions and welfare) and a structural effect (decreasing jobs and
specialization in weaker economies characterised by lower technical progress — at least relative
to the number of high-skill citizens). Thus, and although high-skill immigration could contribute
to solve the problems of vulnerable countries in a monetary union, the general conditions of
their economy and society do not attract high-skill immigrants and represent a push factor to
emigration of their high-skill citizens.

If vulnerability is due, among other things, to the dismal state of the vulnerable countries’
labour markets and related institutions, the effect of their loss of high-skill immigrants and citizens
could be doubly negative, since it could even diminish the pressure to reform the labour market.
It appears that the first step in solving the issue of vulnerability is a political determination to
reform the labour market thereby creating better conditions for high-skill workers. Reforms may
consist of greater flexibility of the labour market, but also — and in vulnerable countries perhaps
primarily - of improvements in the labour market efficiency by means of — among other things
— lower transaction costs for the management of employment and technical progress applied
to the search of jobs. Yet these reforms are costly and may even jeopardize for some time the
smooth progress of production. Chances of success can improve considerably if the European
Union would provide common support to the vulnerable countries which start undertaking
credible reforms and structural change.



Bibliography

Baldwin, Richard and Daniel Gros (2010), ‘Introduction: The euro in crisis — What to do?’ in
Richard Baldwin, Daniel Gros and Luc Laeven, Completing the Eurozone Rescue: What More
Needs to Be Done?, CEPR and VoxEU.org, pp. 1-24.

Baldwin, Richard and Charles Wyplosz (2012), The Economics of European Integration, 4 ed.,
New York: McGraw Hill.

Billiet, Jaak, Bart Meuleman and Hans De Witte (2014), ‘The relationship between ethnic
threat and economic insecurity in times of economic crisis: Analysis of European Social Survey
data’, Migration Studies, March, pp. 1-27 (http://migration.oxfordjournals.org/).

Blanchard, Olivier J. and Daniel Leigh (2013), ‘Growth Forecast Errors and Fiscal Multipliers’,
IMF Working Paper WP/13/1, January.

Boeri, Tito, Herbert Briicker, Frédéric Docquier and Hillel Rapoport (2012) (eds.), Brain Drain
and Brain Gain: The Global Competition to Attract High-Skilled Migrants, Oxford: Oxford Uni-
versity Press.

Caballero, Ricardo J. (2010), ‘Sudden Financial Arrest’, IMF Economic Review
(http://dspace.mit.edu/handle/1721.1/64707).

Cardwell, Paul James, Christian Kaunert and Sarah Léonard (2013), ‘Introduction’, International
Migration, Special Issue on Migration in the European Union’s Area of Freedom, Security and
Justice after the Treaty of Lisbon and the Stockholm Programme, ed. by Paul James Cardwell,
Christian Kaunert and Sarah Léonard, Vol. 51, N° 6, pp. 24-25.

Coulombe, Serge and Jean-Francois Tremblay (2009), ‘Migration and Skills Disparities across
the Canadian Provinces’, Regional Studies, Vol. 43, N° 1, pp. 5-18.

Dean, Mark and Maria Sebastia-Barriel (2004), ‘Why Has World Trade Grown Faster than World
Output?’, Bank of England Quarterly Bulletin, Vol. 44, N° 3, pp. 310-320.

De Grauwe, Paul (2010), ‘Fighting the Wrong Enemy’, VoxEU.org, 19 May
(http://www.voxeu.org/article/europe-s-private-versus-public-debt-problem-fighting-wrong-
enemy).

Docquier, Frédéric and Hillel Rapoport (2012), ‘Globalization, Brain Drain, and Development’,
Journal of Economic Literature, Vol. 50, N° 3, pp. 681-730.

Driouchi, Ahmed, Cristina Boboc and Nada Zouag (2009), ‘Emigration of Highly Skilled Labor:
Determinants & Impacts’, MPRA Paper N° 21567
(http://mpra.ub.uni-muenchen.de/21567/).



| SEEMIG WORKING PAPERS / 6
[

Eichengreen, Barry, Andrew K. Rose and Charles Wyplosz (1996), ‘Contagious Currency Crises’,
National Bureau of Economic Research Working Paper N° 5681
(http://www.nber.org/papers/w5681.pdf?new_window=1).

European Commission (2008), ‘EMU@10 - Successes and challenges after ten years of Economic
and Monetary Union’, European Economy — Economic Papers, DG Economic and Financial Affairs
(http://ec.europa.eu/economy_finance/publications/publication12682_en.pdf).

Eurostat (2011), Migrants in Europe, 2011 edition. A statistical portrait of the first and second
generation, Luxembourg: Publications Office of the European Union.

Fassmann, Heinz, Elisabeth Musil and Kathrin Gruber (2014), Dynamic Historical Analysis of
Longer Term Migratory, Labour Market and Human Capital Processes in the SEEMIG Region,
SEEMIG working paper N° 3, August
(http://www.seemig.eu/downloads/outputs/SEEMIGWorkingPapers3.pdf).

Fihel, Agnieszka, Pawet Kaczmarczyk and Marek Okdlski (2006), ‘Labour Mobility in the Enlarged
European Union. International Migration from the EU8 countries’, CMR Working Papers
N° 14/72, December.

Fullin, Giovanna and Emilio Reyneri (2011), ‘Low Unemployment and Bad Jobs for New Immig-
rants in Italy’, International Migration, Vol. 49, N° 1, pp. 119-147.

Glavan, Bogdan (2004), ‘The Failure of OCA Analysis’, Austrian Economics, Vol. 7, N° 2 (Summer),
pp. 29-46.

Goodhart, Charles (1998), ‘The two concepts of money: implications for the analysis of optimal
currency areas’, European Journal of Political Economy, Vol. 14, N° 3, pp. 407-432.

Gros, Daniel and Stefano Micossi (2008), ‘The beginning of the end game’, CEPS
Commentary/18, September
(http://aei.pitt.edu/11581/1/1712[1].pdf).

Guo, Fei, Graeme Hugo and Massimiliano Tani (2014), ‘Introduction’, ‘Special Issue. The Globally
Mobile Skilled Labour Force: Policy Challenges and Economic Opportunities’, ed. by Fei Guo,
Graeme Hugo and Massimiliano Tani, International Migration, Vol. 52, N° 2, pp. 1-2.

Hayek, Friedrich A. (1990), Denationalisation of Money - The Argument Refined. An Analysis of
the Theory and Practice of Concurrent Currencies, 3" ed., London: The Institute of Economic
Affairs.

Huber, Peter and Gabriele Tondl (2012), ‘Migration and regional convergence in the European
Union’, Empirica, Vol. 39, pp. 439-460.

Huddleston, Thomas and Jan Niessen in cooperation with Eadaoin Ni Chaoimh and Emilie White
(2011), Migrant Integration Policy, Index Ill, Italia, Brussels: British Council and Migration Policy
Group.

IDOS (2013), Dossier Statistico Immigrazione 2013, Rome: Centro Studi e Ricerche IDOS.

32



Bruno Dallago

IMF (2012), Global Financial Stability Report. Restoring Confidence and Progressing on
Reforms, Washington, D.C.: International Monetary Fund, October.

IMF (2013), ‘Reassessing the Role and Modalities of Fiscal Policy in Advanced Economies’, IMF
Policy Paper, September
(http://www.imf.org/external/np/pp/eng/2013/072113.pdf).

Jauer, Julia, Thomas Liebig, John P. Martin and Patrick Puhani (2014), ‘Migration as an adjust-
ment mechanism in the crisis? A comparison of Europe and the United States’, OECD Social,
Employment and Migration Working Papers N° 155, January
(www.oecd.org/els/workingpapers).

Kahanec, Martin (2012), ‘Skilled Labor Flows: Lessons from the European Union’, IZA Research
Report N° 49, December.

Kahanec, Martin and Klaus F. Zimmermann (2014), ‘How skilled immigration may improve
economic equality’, IZA Journal of Migration, Vol. 3, N° 2
(http://www.izajom.com/content/3/1/2).

Kaminsky, Graciela L. and Carmen M. Reinhart (2000), ‘On Crises, Contagion, and Confusion’,
Journal of International Economics, Vol. 51, N° 1, pp. 145-168.

Kenen, Peter (1969), ‘The Theory of Optimum Currency Areas: An Eclectic View’, in Robert
Mundell and Alexander K. Swoboda (eds.), Monetary Problems in the International Economy,
University of Chicago Press, Chicago.

Kerr, Sari Pekkala, William R. Kerr and William F. Lincoln (2013), ‘Skilled Immigration and the
Employment Structures of U.S. Firms’, Harvard Business School, Working Paper 14-040, November
(http://ssrn.com/abstract=2354963).

Kouparitsas, Michael A. (2001), ‘Is the United States an optimum currency area? An empirical
analysis of regional business cycles’, Federal Reserve Bank of Chicago WP 2001-22.

Mahuteau, Stephane, Matloob Piracha, Massimilano Tani and Matias Vaira Lucero (2014),
‘Immigration Policy and Entrepreneurship’, International Migration, Vol. 52, N° 2, pp. 53-65.

McKinnon, Ronald (1963), ‘Optimum Currency Areas’, American Economic Review, Vol. 53,
September, pp. 717-724.

Mundell, Robert (1961), ‘A theory of optimum currency areas’, American Economic Review,
Vol. 51, N° 4, pp. 657-665.

North, Douglas C. (1990), Institutions, Institutional Change and Economic Performance,
Cambridge: Cambridge University Press.

Nuti, Domenico Mario (2013), Perverse Fiscal Consolidation, paper presented at the interna-
tional conference on Economic and Political Crises in Europe and the United States: Prospects
for Policy Cooperation, Trento, 7-9 November
(http://web.unitn.it/files/download/31972/nuti_trento_perversefc.pdf).

)



| SEEMIG WORKING PAPERS / 6
[

OECD (2011), International Migration Outlook, PART ll: Migrant Entrepreneurship in OECD
Countries, Paris: OECD
(www.oecd.org/migration/imo).

OECD (2013), International Migration Outlook, Paris: OECD
(www.oecd.org/migration/imo/2013.htm)

OECD (2014), Economic challenges and policy recommendations for the euro area, Better
Policies Series, February, Paris: OECD
(http://www.oecd.org/eu/Euro_Area_Brochure_EN.pdf).

O’Rourke, Kevin H. and Alan M. Taylor (2013), ‘Cross of Euros’, Journal of Economic
Perspectives, Vol. 27, N° 3, pp. 167-192.

Peri, Giovanni (2009), The determinants and effects of highly-skilled labor movements:
Evidence from OECD countries 1980-2005
(http://economics.ucdavis.edu/people/gperi/site/papers/draft_peri_CEPR_1.pdf).

Pisani-Ferry, Jean (2012), ‘The Euro Crisis and the new Impossible Trinity’, Bruegel Policy
Contribution N° 2012/01
(http://www.econstor.eu/bitstream/10419/72121/1/683140442.pdf).

Reinhart, Carmen M. and Sara Calvo (1996), ‘Capital Flows to Latin America: Is There Evidence
of Contagion Effects?’, in Guillermo A. Calvo, Morris Goldstein and Eduard Hochreiter (eds.),
Private Capital Flows to Emerging Markets After the Mexican Crisis, Washington DC: Peterson
Institute for International Economics, pp. 151-171.

Reinhart, Carmen M. and Kenneth S. Rogoff (2009), This Time Is Different: Eight Centuries of
Financial Folly, Princeton, New Jersey: Princeton University Press.

Reinhart, Carmen M. and Kenneth S. Rogoff (2010), ‘Debt and Growth Revisited’, MPRA Paper
N° 24376
(http://mpra.ub.uni-muenchen.de/24376/1/MPRA_paper_24376.pdf).

Reyneri, Emilio (2007), ‘Immigration in Italy: Trends and Perspectives’
(http://www.portalecnel.it/portale/indlavdocumenti.nsf/0/466486C57FF3FF42C125737F0050
A9EC/SFILE/Reyneri-%20Immigration%20in%20Italy.pdf).

Sinn, Hans-Werner (2014), ‘Europe’s Next Moral Hazard’, Project Syndicate, 24 April
(http://www.project-syndicate.org/commentary/hans-werner-sinn-laments-the-renewed-run-
up-in-public-debt-in-key-eurozone-economies).

Spaventa, Luigi (2010), ‘How to Prevent Excessive Current Account Imbalances’,
Eurointelligence, 30 September
(https://www.eurointelligence.com/news-details/article/how-to-prevent-excessive-current-
account-imbalances.html?cHash=13c2b4eb6c8a8efab5fc5f147f960318).

Stiglitz, Joseph E. (2010), Freefall: America, Free Markets, and the Sinking of the World
Economy, New York: WW Norton.

34



Bruno Dallago |
|

Unioncamere (2014), Unioncamere: nel 2013 le imprese straniere sfiorano quota 500mila
(http://www.unioncamere.gov.it/P42A2224C1605123/Nel-2013-le-imprese-straniere-sfiorano-
guota-500mila--Napoli--Roma--Monza-e-Milano-le-province-che-corrono-di-piu.htm).

USDT (2013), Report to Congress on International Economic and Exchange Rate Policies,
Washington, D.C.: Washington, D.C.: U.S. Department of the Treasury, Office of International
Affairs, 30 October
(http://www.treasury.gov/resource-center/international/exchange-rate-policies/
Documents/2013-10-30_FULL%20FX%20REPORT_FINAL.pdf).

Venturini, Alessandra (1999), ‘Do immigrants working illegally reduce the natives’ legal empl-
oyment? Evidence from lItaly’, Journal of Population Economics, Vol. 12, pp. 135-154.

Venturini, Alessandra and Claudia Villosio (2008), ‘Labour market assimilation of foreign
workers in Italy’, Oxford Review of Economic Policy, Vol. 24, N° 3, pp. 517-541
(http://dev3.cepr.org/meets/wkcn/2/2395/papers/VillosioFinal.pdf).

Widmaier, Sarah and Jean-Christophe Dumont (2011), ‘Are recent immigrants different?

A new profile of immigrants in the OECD based on DIOC 2005/06’, OECD Social, Employment
and Migration Working Papers N° 126, Directorate for Employment, Labour and Social Affairs,
Paris: OECD Publishing

(http://dx.doi.org/10.1787/5kg3ml17nps4-en).

Wunderlich, Daniel (2013), ‘Towards Coherence of EU External Migration Policy? Implementing
a Complex Policy’, International Migration, Vol. 51, N° 6, pp. 26-40.

Zanfrini, Laura (2013), Immigration in Italy
(http://migrationeducation.de/fileadmin/uploads/Countryprofileltaly _aggiornamento.pdf).

)



SEEMIG WORKING PAPERS / 6
[

List of SEEMIG Working Papers

Heinz Fassmann, Elisabeth Musil: Conceptual framework for modelling longer term migratory,
labour market and human capital processes

Eva Gardos, Irén Godri: Analysis of existing migratory data production systems and major
data sources in eight South-East European countries

Heinz Fassmann, Elisabeth Musil, Kathrin Gruber: Dynamic historical analysis of longer term
migratory, labour market and human capital processes in the SEEMIG region

Zsuzsa Blasko: Surveying the Absentees — Surveying the Emigrants. A methodological paper on
the SEEMIG pilot study to survey emigrants from Hungary and Serbia

Lucia Mytna Kurekova: Developing scenarios of migratory and labour market processes in
South-Eastern Europe: foresight findings

36



