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Abstract

Policies concerning migration differ considerably according to national traditions and current
political needs. European countries have distinctive migration histories with regard to origin
and composition of their respective migrant population. The migration of the 21% century or
world migration, or migration in the context of globalization no longer represents a regional
process, but a global one. Given the dynamic field of migration and integration it is important
to understand the key role in development and in the alleviation of poverty.

A very important issue is the methods used to capitalize the advantages created by the
opening up of the labor force borders in the EU-27 context. Countries can benefit widely both
on a short and a long term if coherent public policies and an effective migration strategy are
to be employed.

The problem of the effects of more educated migration from Romania to other EU-developed
countries is very complex because the migration flows depend on many parameters and also
on the presence of a new sorting mechanism of migrants across destinations.

Recent empirical papers (Adams, 2003, Beine, Doquier, 2001, 2007, 2008, Doquier,
Rapoport, 2007) demonstrate the new interest in analyzing the impact of more educated
migration on developing countries.

We propose a new method for optimizing the benefits of migration inspired from the
selectivity-sorting framework of Roy-Borjas (1999) and Rosenzweig (2007) model for scale
and selection. In Roy-Borjas framework, it is demonstrated that an increase in the reward to
skill in a home country produce a rise of the migration flows and a changing of the structure
of migrants to more skilled segment. A version of this model analyzed the decision of skill
migrants to choose different destinations, according return to skill function.

In the Rosenzweig model it is analyzed the correlation between migration rates and labor
productivity; in this case migration is increasing in the difference destination- source earnings
difference by skill group.

The model uses a set of three equations: the equation for the migration flow scale, the
selection in terms of education and the sorting process to different destinations. The main
contributions are: an analysis of the conflicting results on migrant selectivity, the explanation
of the selection influence by using skill related differences in wages and return to skill.

Key words: migration policies, EU integration, skilled labor force, models for benefits of
migration

1. Introduction

Migration has a very complex impact both for host countries and the countries of origin of
the migrants, with economic, social, cultural and political implications. Regarding the
economic impact, the main problems are:

- the volume and characteristics of recent migrations flows (age, gender, country of origin,
immigration status, duration of stay, skills and qualifications, the expected future trends);
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- the sectors and occupations in which the migrants are employed, their employment rates
and earnings compare to local workers, the determinants of migrants' performance and
integration in the host labor market;

- the aspects regarding the preferences of employers in different sectors to hire immigrants
and the technological impact;

- the impact on labor market, including wages, unemployment, the dynamics of
employment conditions and the preference for skilled/ unskilled workers, the effects on
the minimum wage;

- the effects of illegal migration, employment, wages, fiscal balance;

- the demographic impact, including structure dynamics;

- the impact on key macroeconomic indicators: GDP and GDP per capita, unemployment,
productivity, investment, inflation, asset prices especially housing;

- the dynamics of economic effects;

- the effects on public finances, effects on pension funding;

- the effects on public services (health care, education, social housing) and the dynamics;

-the impact variation across different Euro regions;

- the effects of migrants' skills and how migration skill gaps on education and training;
the relationship between the governmental migration policies and labor market policies;

- the possibilities to improve data on migration; improvements on forecasting of future
migration;

- the effects of government policies; the effects of migration and labor market policies; the
response to employer problems regarding how non-EU workers influence the low-skilled job
segment;

- innovative mechanisms to improve the contribution of migrants to overall productivity.

2. The gravitational model for migration flows

It is worth noting that despite the multitude of formal theoretical justifications for gravity
models, many studies to date are only barely related to the theory, instead inserting
variables into their functional forms in an ad-hoc fashion. Frankel (1997) believes this to be
an acceptable practice, as many of the theoretical justifications to date omit important
aspects of bilateral trade. Helpman (1987), for example does not include distance in his
model whatsoever, and thus does not create a true foundation for the gravity model.
Frankel cites geographical features as a common omission from gravity models. Indeed the
majority of immigrant-link gravity models studies, those detailed in the literature review,
though claiming to be based in theory are commonly only loosely based on theory
typically simply including variables that the theory suggests are important. This paper in
light of the preceding comments, adopts an ad-hoc stance to estimation, and draws upon both
the gravity model and immigrant-link literature when identifying variables of relevance.
Head (2000) adapted the basic gravity model to social sciences:

M?M?
Fij:G DO (1)

ij

where: F; - flow from country i to j;

G — gravitational constant, a constant of proportionality;

M;, M, - respective (economic) masses of the two countries;

D, - measure of distance between country i and j.
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Then, Head equate the national incomes of the two countries i and j, with the forces of
supply/ demand and distance reflecting a measure of the costs:

s _ g(“i'nUDij) (2)

! ZIQ(“UnI'Dij)

that can be expressed in Dixit-Stiglitz monopolistic competition manner:
S; =M;D;°R, (3)
where
R, = W_J)l . (4)
2 YI/Dije
Rearranging, Head obtains the base line gravity model for international trade:
o MM
] J Dﬁ

()

where: F;; — flow of trade between country i and country j;
R; — gravitational constant, a constant of proportionality;

M;,M,; — GDPs of the importing and exporting country respectively;
D, - measure of distance between country i and country j.

The functional form for estimation is:

InF =ainM; +BInM; —=0InD; +pInR; +¢; (6)
It is considered a reduced form:

Yijt = f(X- I\/Ijit) (7)

ijt
where: Yij; — flow of goods (imports or exports) from country i to country j at time t;

Xijt — vector of variables wich exert influence on bilateral flows between country i to
country j at time t;

M;i; — stock of migrants from country i to country j at time t.

3. An analysis of the economic effects of migration after EU enlargement

The analysis of the economic effects of migration after EU considers first of all the economic
and social profile of new EU countries:

- political and economic instability;

- deficiencies in democratic infrastructure;

- some difficulties related to transition;

- great economic inequalities among EU-15 and new EU admitted countries;

- emerging markets with fast rates of acceleration;

- labor market with high risks of deregulation and modest productivity;

- technological and efficiency gaps;

- workforce with high qualification and disciplines;

- poor socio-economic conditions (deprivation, social inequalities, high unemployment).
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The gravity variables should be tested in conjunction with a variable for the stock and
flows. Wagner (2002) adopts a simplified functional form and estimation technique,
replacing a two-stage Heckman procedure, with a standard pooled OLS and fixed effects
estimation. The main advantage is that using observations and fixed effects at different
levels it is minimized the influence of unobservable characteristics.

In the EU, each individual country has its own laws but each is subject to EU law.
Observations for EU trade volumes and numbers of EU-expansion migrants are used in
conjunction with fixed effects for EU-expansion countries, to benefit from the insight
offered by Wagner (2002). The migrant-link model considers two sets of countries
simultaneously.

Initially pooled OLS is used to investigate the underlying patterns in the data. Pooled OLS is
a simple econometric specification for investigating the independent affects on the
dependent variable of any particular explanatory variable; holding constant the influence
from other explanatory factors. This procedure is valid even if explanatory variables are
correlated with some of dependent variables. This specification therefore allows the affects of
immigration on EU-15 trade levels to be identified independently from the other
explanatory variables; and thus is deemed suitable for the purposes of this paper. The
additional use of fixed effects minimizes the influence of unobserved effects by removing
time-constant and unobserved effects, prior to estimation.

It is important to control for the size of countries since there will likely be large disparities
between the Western and Eastern European states. Wagner, Head, Ries, calculate their
measure of economic mass as the product of the trading pair's national income, as a
proportion of world income. This gives additional weight therefore, to those trading links
that represent a higher proportion of world trade. GDPs are used as measure of total
bilateral economic mass (Baltagi 2003) in conjunction with a variable for the product of
per capita incomes (Frankel 1997). The product of trading pair's national income has
consistently been demonstrated to be of key significance in these models.

In terms of the distance variable, it is hypothesized that the further each old EU-15
country is from the EU-expansion countries the less the pair will trade due to higher
cultural, legal, transportation and communication barriers. It is important how remote each
EU-expansion country is from the main Western European markets. Ceteris Paribus one
would expect the more remote an EU-expansion country is from an EU incumbent
nation, the more the incumbent nation will trade with alternative 'third country' options
(Wagner et al 2002). Formally:

1
"o zp(Yp/Dfp) ©

where: R — remoteness of country f from European markets;
Y, — national income of European province p;

Dy, — distance from country f from province p.

Formulating the measure of remoteness in this manner also circumvents the need to calculate
a countries' distance from itself. However, this measure is time invariant and will therefore
drop out from estimation under fixed effects specifications.

In keeping with the immigrant-link studies to date, the natural log of the stock of
immigrants from each EU-expansion country residing in each EU-15 country was added to
the estimated equation. In light of the literature on immigrant-links, it is hypothesized that
greater numbers of immigrants facilitates greater degrees of trade creation, in terms of both
imports and exports, though it is difficult a priori to predict which trade elasticity with
respect to immigration will be larger.
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4. Conclusions

This analysis is inspired by Wagner (2002) and aimed to quantify the economic effects of East-
West European migration by using a simple but intuitive gravity model.

The gravity model has a good robustness and has the advantage to remain as simple as possible.
The tested core gravity variables are made in conjunction with a variable for the stock of
migrants. This simple specification, it was assumed, should yield high quality and significant
results, such that the effects from migration on EU-15 trade could be accurately quantified. The
most reliable bilateral data available were obtained for evaluation. Equations for both imports
and exports were estimated, with a new variable for 'remoteness’ being utilized, one more suited
to the paper, within the constraints of the data available.

The model results indicated that migration from Eastern European countries effects

The greatest constraint is represented by the lack of data available, which ensured that more
conventional testing of immigrant-links was prohibited. Reliable data for many of the countries
in question was simply unavailable. This could have serious repercussions for the results of this
project; though the most likely effect is a scaling up of the magnitudes of the trade elasticity
with respect to migration, as the proxy was a fraction of the total stock of immigrants. With
more time, and better access to data, the most reliable stock of immigrant's variable would have
been constructed from census, and flow data, from individual countries in question.

Because of the multiple correlations and the complexity of implications, migration remains a
topical issue of growing importance. This paper was confined to the affects of migrant-links,
there are many additional avenues open for future research. Additional data would facilitate the
investigation of the joint effects of migration and remittances that the literature has shown to be
of importance. Data on the stock of EU migrants residing in EU-expansion countries would
facilitate investigation as to the opposite migrant-link effects, to those examined here. Data on
the length of stay, and permanence of immigrant's, would mean one could look at the effects of
temporary migration, an issue of growing importance, to allow for the freedom of movement of
temporary workers. Looking at the effects of intra-EU rural-urban migration would be a
particularly interesting line of inquiry. In conclusion there are good potential for trade between
Eastern and Western European states. Migration will likely boost this further in the future. The
positive impact of migration on labor markets is represented by: an increase in economic
prosperity of both countries of acceptance and of origin, wages of the migrants are lower than
the added value they produce, increasing the productivity with decreases in wages due to the
quantity of the supplied workforce, earns to capital investors are higher than the reducing of
wages, increase in the income of migrants, enlargement of the labor market of the country of
acceptance , existence of the economies of scales in different sectors, regulation of labor market
in new EUs within the perspective of creating an integrated Euro Social Security System.

References

Baldwin, R. Francois, J.F. and Portes, R. (1997), The Costs and Benefits of Eastern Enlargement,
Economic Policy 24.

Baltagi, B.H., Egger P. and Pfaffermayr, M. (2003), A generalized design for bilateral trade flow
models, Economics Letters, September vol. 80, issue. 3, pp. 391-397 (7) Elsevier Science.
Boeri, T. and Briicker, H. (2000), The Impact of Eastern Enlargement on Employment and
Labour Markets in the EU Member States, a study made for the Directorate General for
Employment and Social Affairs, European Integration Consortium, Berlin and Milano.

Boisso, D. and Ferrantino, M. (1997), Economic Distance, Cultural Distance, and Openness in
International Trade: Empirical Puzzles, Journal of Economic Integration 4,12: 456-484.

500



Carey, H. C. (1888), Principles of Social Science, Philadelphia

Cernat, L. (2003), Assessing south-south regional integration: same issues, many metrics: The
trade impacts of seven Regional Trade Agreements on developing countries, Conference on
Trade and Development (UNCTAD).

Combes, P.-P., Lafourcade, M. and Mayer, T. (May 16th 2002 draught), Can business and social
networks explain the border effect puzzle?

Cornett, A. P. and Iversen, S. P. (1998), The Baltic State in a European and Baltic Perspective:
Trade and Transition in the Baltic Rim, Materials of the Conference "Global-Local Interplay in
the Baltic Sea Region”, Péarnu, Estonia October 1-4.

Deadorff A. V. (1998), Determinants of Bilateral Trade: Does Gravity Work in a Neoclassical
World, in Frankel J.A., ed. The Regionalization of the World Economy, The University of
Chicago Press, Chicago, London, pp. 7-31.

Dixit, A. K. and Stiglitz J. E. (1977), Monopolistic Competition and Optimum Product Diversity,
American Economic Review, 67, 297-308.

Dunlevy, J. A. and Hutchinson, W. K. (1999), The Impact of immigration on American import
trade in the late nineteenth and early twentieth centuries, Journal of Economic History, pp. 1043-
62.

Dunlevy, J. A. and Hutchinson, W. K. (2001), The pro-trade effects of immigration on American
exports during the period 1870 to 1910, Vandablit University Working Paper 01-W25.
Eichengreen, B. and Irwin, D. A. (1997), The role of history in bilateral trade flows. Revised
version published in Frankel J. A. (ed.), “The regionalization of the World Economy, Chicago:
University of Chicago Press. 1998.

Evenett, S. J., Keller, W. (1998), On Theories Explaining the Success of the Gravity Equation,
NBER Working Paper, No W6529, Cambridge Mass.: National Bureau of Economic Research,
Frankel, J. A. (1997), Regional Trading Blocks in the World Economic system, Washington DC:
Institute for International Economics.

Frankel, J.A. and Rose A. K. (2000), Estimating the Effect of Currency Unions on Trade and
Output, NBER Working Paper No. w7857.

Frankel, J. and Rose, A.K. (2002), An estimate of the effect of common currencies on trade and
growth, The Quarterly Journal of Economics 117, 61-75

Free A. (2001), The economic impact of enlargement, Enlargement Papers. No. 4. June 2001.
European Commission. Brussels.

Girma, S. and Yu, Z. (2002), The link between immigration and trade: evidence from the UK,
Weltwirtschaftliches Archive.

Gould, D. (1994), Immigrant Links to Home Country: Empirical Implications for US Bi-lateral
Trade Flows, Review of Economics and Statistics, 76: 302-316.

Gros, D. and Gonciarz, A. (1996), A Note on the Trade Potential of Central and Eastern Europe,
European Journal of Political Economy, Vol.12, pp. 709-721.

Gujarati, D. N. (1995), Basic Econometrics, McGraw-Hill International Editions

Harrison A., Britton T., and Swanson A. (2003), Working Abroad - the benefits flowing from
nationals working in other economies, OECD, presented to the Round Table on Sustainable
Development on November 19 2003

Head K. (2000), Gravity for Beginners, Material presented at Rethinking the Line: The Canada-
U.S. Border Conference, Vancouver, British Columbia, October 22, 2000.

Head, K. and Ries, J. (1998), Immigration and trade creation: econometric evidence from
Canada, Canadian Journal of Economics, pp. 47-62.

Helliwell, J. F. (1998), How Much Do National Borders Matter?, (Washington DC: Brookings
Institution).

Helliwell, J. F. (1999), Language and trade, in A. Breton (ed.), 'Exploring the Economics of
Language', Canada: Canadian Heritage.

501



Helpman, E. and Krugman P. R., (1985), Market Structure and Foreign Trade, MIT Press.
Helpman, E. (1987), Imperfect Competition and International Trade: Evidence From Fourteen
Industrial Countries, Journal of the Japanese and International Economies, Vol 1 (1).

Hutchinson, W. K. (2002), Does ease of communication increase trade? Commonality of
language and bilateral trade, Working Paper No. 02-W17, Department Economics, Vanderbilt
University, Nashville.

Krugman, P. (1991), Geography and Trade, Cambridge: MIT Press, 136 p.

Krugman, P. (1991), Increasing Returns and Economic Geography, Journal of Political
Economy, Vol.3, pp. 483-499.

Leamer, E. E. and Levinsohn, J., (1994), International Trade Theory: The Evidence, December.
Revised version published in G. M. Grossman and K. Rogoff (eds.), 1995, Handbook of
International Economics, Vol. 111, North Holland, Amsterdam.

Nelson . R.and Gaston, N. "The Wage and Employment Effects of Immigration: Trade and
Labour Economics Perspectives', In Greenaway, D. Upward, R. and K. Wakelin (2002), Trade,
Investment, Migration and Labour Market Adjustment. Basingstoke: Palgrave Macmillan, pp.
201-235.

Nitsch, V. (2000), National Borders and international trade: evidence from the European Union,
Canadian Journal of Economics, 22, 4, pp. 1091-105.

McCallum, J. (1995), National borders matter; Canada-U.S. regional trading patterns, American
Economic Review, 85, pp. 615-23.

Paas, T. (2002), European Integration and EU Eastward Enlargement Process in International
Trade: Using A Gravity Approach for Exploring Bilateral Trade Flows, The 42nd Congress of
the European Regional Science Association, August 27-31, 2002, Dortmund, Germany.

Paas T. (2002-b), Gravity Approach for Exploring Baltic Sea Regional Integration in the Field of
International Trade, HWWA DISCUSSION PAPER180, Hamburg Institute of International
Economics.

Paas, T. (2001), Modeling International Trade Flows of the Baltic Sea Region Countries, in:
Global Business & Economics Review - Anthology, Selected Papers of Business and Economics
Society International, Worcester, USA, pp.607-618

Raulch J. E. and Trindade V. (2002), Ethnic Chinese Networks in International Trade, The
Review of Economics and Statistics, February, 84 (1), 116-130.

Thursby, J. G. and Thursby, M. C., (1987), Bilateral Trade Flows, the Linder Hypothesis, and
Exchange Risk, The Review of Economics and Statistics, August, 488-95.

Wagner, D. Head, K. and Ries, J. (2002), Hypothesis: On the Immigration and Trade in
the Provinces, American Journal of Political Economy, Vol. 49, No. 5.

502



