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be explained by the disproportionate risk of migrants losing
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Abstract: This paper explores the influence of the economic cycle on labour mobility within 
the EU, focusing on the likely impact of the present economic crisis. To do so, we use an 
econometrically calibrated simulation and a case study of Ireland. We find that, in the short 
run, the crisis is likely to lead to a somewhat lower stock of migrants from the new member 
states in the EU15 than would have been the case without the crisis on account of 
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1. Introduction 

Economic migration generally leads to an improved a
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adjustment of the enlarged EU to the economic crisis. While the adjustment of 
migration will reduce labour supply in the receiving countries relative to the no-crisis 
counterfactual and thus alleviate the economic shock in the receiving countries, the 
labour-market impact in the sending countries is aggravated in the short run.  
 

• 
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Second, the new member states are expected to fare differently as a result of the crisis in 
the longer term. Four countries (the Czech Republic, Poland, Slovakia and Slovenia) might 
end up performing even better than the EU15, at least in the short run. By contrast, we 
argue that the economic crisis may slow down the catching-up process of at least the other 
six new member states. This could lead eventually to higher migration from the new 
member states overall to the EU15 than would have been expected without the crisis. In 
that sense, labour mobility insures the populations in the new member states that suffer 
most from the crisis against the possibility of lower-speed catch-up with the EU15.  

While these effects are discernible in our simulation, they are relatively small compared to 
overall migrant stocks and flows. We conclude that there is little reason to be alarmed about 
labour mobility in the EU during the present crisis and that in certain ways labour mobility 
can indeed be expected to help cope with the fallout of the crisis despite the fact that the 
crisis is affecting all EU economies at the same time.  

The remainder of this paper is structured as follows. In the second section, we briefly survey 
the literature on migration after the 2004 enlargement and discuss its macroeconomic 
impacts under EMU, using Ireland as an instructive example. The third section details an 
empirical regression we use to capture the drivers of migration within the EU, incorporating 
cyclical explanatory variables. The fourth section discusses the historical impact of EU 
enlargement on East-West migration flows. The fifth section develops and discusses 
different scenarios that capture growth and employment prospects in the EU15 and the new 
member states of eastern Europe. The sixth section provides the results of our simulations, 
predicting the likely impact of the current crisis on migration until 2020 on the basis of our 
migration regression and the various growth scenarios. Finally, section seven provides a brief 
summary of our findings. 
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2. Migration in the enlarged EU 
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In the past decade there has been a rapid build-up in EU15 of immigration from the new 
member states of central and eastern Europe. To an important extent this occurred even 
before eight countries of central and eastern Europe (the NMS8) joined the EU on 1 May 
2004, followed by Bulgaria and Romania on 1 January 2007, as can be seen in Figure 1.  
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(stock as a percentage of resident population) 
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Ireland represents a potentially useful case study of an economy in a currency union with a 
very open labour market that has experienced large macroeconomic shocks. The Irish 
economy enjoyed extraordinarily rapid growth in real GDP, averaging roughly seven percent 
annually over the period 1994-2007. This performance saw living standards in Ireland 
converge rapidly to levels in other advanced countries, with real income per capita 
increasing from about 50 percent of the US level in the early 1990s to nearly 80 percent of 
the US level and well above the EU15 average a decade-and-a-half later. Growth was 
boosted by significant inflows of foreign direct investment which raised the country’s stock 
of business capital and productivity. Membership of Economic and Monetary Union also 
spurred growth, reflecting the initial weakness of the euro versus other major currencies 
after the launch of EMU in 1999; the sharp drop in interest rates in Ireland as Irish interest 
rates converged to lower German rates in the run-up to EMU; and the greater access to 
wholesale funding that Irish banks enjoyed which facilitated a credit boom in Ireland.  

The boom in Irish economy was associated with a remarkable turn-around in the flows of   
international migration in Ireland. A long history of large net outflows of migrants gave way 
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between 20,000-40,000 (equivalent to 0.5-1.0 percent of the population) was recorded 
annually over the period 2000-2004. Following the accession of the new EU member states 
in 2004, net inward migration jumped and peaked at 72,000 in 2006. 
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Source: CSO. Data for 2007 and 2008 are ESRI estimates.  

 

Data for net migration from the EU accession states are only available from 2005. Those data 
show that in 2005 the accession states accounted for 60 percent of Ireland’s total net 
migration. That share increased in 2006 and 2007 so that roughly two-thirds of net migration 
came from accession states in those years.  

In terms of employment by sector, workers from the new accession states are 
disproportionately represented in manufactured industries, hotels and restaurants and 
construction compared with Irish nationals and national from EU15 countries (Table 1). 
Workers from the new accession states are underrepresented in banking and finance and in 
the public sector. 
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Industrial Group 
 

Irish nationals UK EU15 
(excl. Irl. & 
UK) 

NMS10 
 

Rest of 
world 

Agriculture, 
forestry and fishing 

5.3 2.1 1.6 3.9 2.0 

Mining, quarrying 
and turf production 

0.4 0.4 0.1 0.4 0.2 

Manufacturing 
industries 

13.1 13.8 14.9 21.4 11.7 

Electricity, gas and 
water supply 

0.7 0.4 0.5 0.2 0.2 

Construction 11.7 11.6 4.4 20.8 8.3 
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 (1) (2) (3) (4) (5)= 
(1)+(2)+(3)+(4) 

(6) (7)=(5)+(6) 

 UK EU 15 
excl. Irl. 
and UK 

NMS10 Other 
nationals 

Non-Irish 
nationals  
  

Irish  
nationals 

Total 

January 
2007 

7,545 1,517 4,198 5,882 19,142 139,610 158,752 

February 7,569 1,527 4,696 5,890 19,682 139,717 159,399 
March 7,483 1,447 5,242 5,678 19,850 136,019 155,869 
April 7,401 1,458 5,386 5,593 19,838 134,481 154,319 
May 7,367 1,462 5,506 5,743 20,078 133,932 154,010 
June 7,841 1,567 5,860 6,453 21,721 144,642 166,363 
July 8,137 1,614 6,139 6,601 22,491 152,103 174,594 
August 8,246 1,640 6,544 6,627 23,057 151,149 174,206 
September 7,732 1,497 6,326 5,902 21,457 138,994 160,451 
October 7,612 1,473 6,542 5,408 21,035 136,414 157,449 
November 7,851 1,516 7,433 5,439 22,239 139,483 161,722 
December 8,150 1,610 7,934 5,540 23,234 147,142 170,376 
January 
2008 

8,756 1,759 10,064 5,909 26,488 154,961 181,449 

February 9,073 1,858 12,545 6,247 29,723 159,762 189,485 
March 9,349 1,959 13,403 6,408 31,119 166,873 197,992 
April 9,401 1,921 14,166 6,483 31,971 163,627 195,598 
May 9,600 1,945 14,738 6,996 33,279 168,477 201,756 
June 10,268 2,146 15,623 7,831 35,868 184,943 220,811 
July 10,969 2,327 16,953 8,215 38,464 199,776 238,240 
August 11,426 2,446 18,581 8,648 41,101 206,283 247,384 
September 11,186 2,419 19,381 8,228 41,214 199,003 240,217 
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a buffer to reduce the impact of the economic shock
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As an approximation of average earnings we have used GDP per capita. We employed in our 
regressions GDP per capita both at purchasing power parities and at current exchange rates 
(both were included at constant 2000 prices and the available US dollar figures were 
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However, in our view these changes in immigration policies during the 2004-2007 period did 
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With the exception of the highly insignificant parameter of 1,15 −∆ tEUe , all other parameters 

had the sign one would expect from first principles. Furthermore, most of the parameters 

were significant with the exception of 1,15 −∆ tEUe , 1, −∆ tie  and tiy ,∆ . These three variables were 

hence dropped altogether from the final specification and the model was re-estimated, 
which is shown in the second column of Table 3. 

The results show that EU15 variables have larger parameters in absolute terms than 
variables of the sending countries (even though the sum of the two coefficients is typically 
not significantly different from zero), indicating that the economic situation in the EU15 
plays a crucial role in migration decisions. Among the short-run effects, the change in EU15 
income is itself a significant determinant, but not the change in income in the sending 
countries, nor the change in employment. However, through the error-correction 
mechanism, the deviation from the long-run equilibr
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(1) the weaknesses of the model (eg possible misspecification, estimation errors, data 
problems, etc.), (2) the effect of included variables (ie income differences, employment 
opportunities) that would have attracted migrants from the new member states even 
without enlargement.  
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consequently high current account deficits and external debt, and it was widely expected 
that these vulnerabilities must be corrected at some point in time. However, the actual 
magnitude of the corrections, as also reflected by the fall in GDP, were amplified by the 
global financial and economic crisis. Figure 4 indicates that the real GDP catch-up compared 
to EU15 reversed in the Baltic countries and in Hungary and slowed down in all other 
countries. Bulgaria and Romania are particularly at risk because of their huge current-
account deficits and external debts and their bursting housing bubbles.4  

Consequently, the new member states can be divided into two main groups: 

• Group 1 - Less affected/vulnerable countries: Czech Republic, Poland, Slovakia and 
Slovenia. 

• 
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bubble. Endogenous growth theories suggest that each country has a specific anchor which 
secures its convergence path, which is determined by various social, economic and 
institutional factors. This anchor is not necessarily equal to the average of advanced 
economies. We do not aim to determine the long-run anchor, partly because it depends on 
future policies as well, but aim to set up scenarios that we regard as broadly plausible.  

We first set up a ‘pre-crisis’ scenario using information available in 2007 that will form the 
basis of a comparison with ‘crisis’ scenarios, for which we create two ones.  

The ‘pre-crisis’ scenario is based on actual data up to 2006 and the October 2007 forecast of 
DG ECFIN which includes forecasted values for 2007-2009. Hence, our scenarios are relate to 
2010 and beyond.  

The ‘crisis’ scenarios are based on the available forecasts in April 2009, which include 
forecasts up to 2010. Hence our scenarios relate to 2011 and beyond. For the ‘crisis’ 
scenarios we simulate a ‘benchmark scenario’ and a ‘hard hit scenario’. 

The benchmark scenario is based on available forecasts for all countries up to 2010. In our 
scenarios for 2011 onwards, we assume that GDP growth between 2001 and 2010 is equal to 
potential growth in 2011 for those five countries that did not accumulate excessive current-
account imbalances (the Czech Republic, Hungary, Poland, Slovakia and Slovenia). For the 
other five countries (Bulgaria, Estonia, Latvia, Lithuania and Romania), however, we assume 
a change in the growth model, since it seems highly unlikely that these countries will able to 
run double-digit current-account deficits in the future. As Chart 6 indicates, there was a 
strong relationship between GDP growth and current-account imbalances among the new 
member states in the past. Consequently, the average growth of the past decade may well 
overestimate their potential growth rates. We have assumed that the potential growth rate 
for 2011 of those countries with large current-account imbalances is equal to the average 
potential growth rate of the other five countries, which is 4.2 percent per year.  

The hard hit scenario assumes a deeper recession both in the EU15 and in the new member 
states in the near future and a durable effect on the new member states in the medium 
term. The IMF and the OECD in their March 2009 forecasts emphasised strong downside 
risks. Any worsening of the outlook for the EU15 will probably have a more than 
proportional effect on the new member states through trade links. Furthermore, there is a 
risk that subsidiaries of western European banks in new member states may curtail credit to 
a larger extent than what would have been justified by the economic conditions in these 
countries, while domestically owned banks have anyway largely been deprived of foreign 
funding. Credit contraction in the new member states is likely to aggravate the economic 
crisis (Darvas and Pisani-Ferry, 2008). For these reasons, the speed of future catching-up (ie 
excess growth over EU15 growth) is assumed to be one half of historical averages and the 
long-run structural unemployment rate is also assumed to be higher in the new member 
states. The hard hit scenario also assumes that there will be an additional ten percent 
exchange-rate depreciation for countries operating flexible exchange-rate systems.  
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EU15 in the long run, and (c) the initial speed of catching-up, that is, the excess growth of 
per capita GDP of country i



 29

(d) Real exchange rate: No real exchange-rate shock is assumed, ie the gap between PPS 
and actual nominal exchange rate-based GDP per capita evolves according to our 
general assumptions discussed above.  

(e) Unemployment rate: Similarly to (a) above, we calculate the forecasted value of the 
unemployment rate for 2009 based on the 2006 actual data and the October 2007 
forecast of DG ECFIN for 2007-2009. The long-run anchor of the unemployment rate 
is set equal to the structural unemployment rate of 2007 as included in the AMECO 
database. This rate is reached (according to our general assumptions) in two years 
from the final date of the forecast (2009), ie it is reached by 2011. 

 

The 1st crisis scenario – baseline scenario (April 2009 baseline scenario) 

(a) Initial level of per capita GDP at PPS: We calculate the forecasted value of GDP per 
capita at PPS for 2010 based on the 2008 preliminary data and the April 2009 
forecasts for 2009 and 2010. Consequently, all scenarios are made for 2011 onwards. 

(b) Long-run level of per capita GDP at PPS: The same as in the pre-crisis scenario, ie 90 
percent of EU15. 

(c) Initial speed of catching-up: For five countries (the Czech Republic, Hungary, Poland, 
Slovakia, Slovenia) the excess growth of per capita GDP at PPS is set equal to actual 
excess real GDP growth in 2000-2010, which includes actual data up to 2008 and the 
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depreciated level in 2009. The real exchange rates of other countries (ie the two 
euro- area countries and the four countries that operate fixed exchange-rate 
systems) are not affected.  

(e) Unemployment rate: We use the same principles as in the pre-crisis scenario, the only 
difference being that we use April 2009 DG ECFIN forecasts until 2010 and assume 
that the same long-run structural unemployment rate is reached by 2012. 

 

The 2nd crisis scenario – deeper crisis scenario (April 2009 hard hit scenario) 

(a) Initial level of per capita GDP at PPS: We subtract two percent from 2009 and one 
percent from 2010 annual GDP growth forecasts of the new member states and one 
percent and 0.5 percent from the growth forecast of the EU15 in these two years. We 
use these values to forecast the 2010 GDP per capita level at PPS compared to the 
EU15. 

(b) Long-run level of per capita GDP at PPS: The same as in the other two scenarios, ie 90 
percent of EU15. 

(c) Initial speed of catching-up: We assume that the crisis has a longer-term effect on 
growth as well and that the average GDP growth rate over a historical period 
overestimates the potential growth rate. Consequently, we calculate the average 
excess growth over EU15 growth for all countries for the period 2000-2010 (including 
the downgraded 2009-2010 forecasts as indicated in point (a) above) and assume 
that the initial speed of catching-up will be one half of these historical values for the 
five countries that did not have large current- account imbalances (the Czech 
Republic, Hungary, Poland, Slovakia, Slovenia). For the other five countries (Bulgaria, 
Estonia, Latvia, Lithuania, Romania), again the initial GDP growth is set equal to the 
average of the other five countries in 2011, which is 3.0 percent per year. 

(d) Real exchange rate: We assume that there is an additional ten percent nominal 
exchange-rate depreciation for those four countries that operate floating exchange- 
rate systems (the Czech Republic, Hungary, Poland, Romania). 

(e) Unemployment rate: The unemployment rate in the new member states is assumed 
to be two and one percent higher in 2009 and 2010, respectively, than the April 2009 
DG ECFIN forecasts, while in the EU15 the additional rise in the unemployment rate is 
assumed to be one and 0.5 percent in these two years. Furthermore, the long-run 
structural unemployment rate is one percent higher in the new member states than 
in the previous two scenarios. 
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Table 6 presents the numerical values for GDP growth scenarios between 2005 and 2013 and 
highlights the various sources. 

&����;��1���2'*���
�	��������
��$����	%�

 scenario 2005 2006 2007 2008 2009 2010 2011 2012 2013 
Bulgaria 2007 6.2 6.3 6.3 6.0 6.2 5.7 5.6 5.5 5.4 
 2009BM 6.2 6.3 6.2 6.0 -1.6 -0.1 4.2 4.2 4.2 
  2009HH 6.2 6.3 6.2 6.0 -3.6 -1.1 3.0 3.0 3.0 
Czech Rep. 2007 6.3 6.8 5.8 5.0 4.9 4.5 4.2 3.9 3.7 
 2009BM 6.3 6.8 6.0 3.2 -2.7 0.3 4.2 3.9 3.7 
  2009HH 6.3 6.8 6.0 3.2 -4.7 -0.7 3.0 3.0 2.9 
Estonia 2007 9.2 10.4 7.8 6.4 6.2 7.8 6.8 6.0 5.3 
 2009BM 9.2 10.4 6.3 -3.6 -10.3 -0.8 4.2 4.1 4.1 
  2009HH 9.2 10.4 6.3 -3.6 -12.3 -1.8 3.0 3.0 3.0 
Hungary 2007 4.1 3.9 2.0 2.6 3.4 3.7 3.6 3.6 3.5 
 2009BM 4.1 3.9 1.1 0.5 -6.3 -0.3 2.9 2.9 2.9 
  2009HH 4.1 3.9 1.1 0.5 -8.3 -1.3 2.4 2.4 2.4 
Latvia 2007 10.6 12.2 10.5 7.2 6.2 8.5 7.8 7.2 6.6 
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however, indicates a considerable deterioration in 
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migrants (or increasing the incentive to return from abroad).  Similar drops in the 
employment rate can be observed in the countries of origin, especially in the three Baltic 
countries, while in the four less vulnerable countries the drop is less marked. Also, it is likely 
that the impact of local and foreign employment rates on migration decisions will not be 
symmetric, simply because many of the more successful migrants are employed at home 
when they leave, so their migration decision in not much influenced by their local 
employment rates. 
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7. Summary 



 37

temporary and likely be followed by a subsequent increase in East-West migration due to a 
less favourable medium-term outlook in some of the sending countries in eastern Europe in 
the aftermath of the crisis. In other words, the short-run pressures on labour markets in 
sending countries may be alleviated through the migration channel in the medium term. Or, 
if viewed probabilistically, it can be said that labour mobility offers eastern Europe an 
insurance against a speed limit in terms of catching up with the EU15 in the aftermath of the 
crisis. 

The corollary of this is that receiving countries will experience the buffer effect of migration 
only in the short run. In the longer run, worsened economic prospects in some of the 
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