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Abstract

The paper considers the rela  on between the crisis in the Eurozone and migra  on. The 
interna  onal crisis caused a shock that has had asymmetric eff ects within the Eurozone due 
to the divergent economic performances and diff erent ins  tu  ons of the member countries. 
At the same  me, European ins  tu  onal incompleteness deprived the member countries of 
eff ec  ve policy-making and European policy management and support, thus conver  ng the 
common currency into a problema  c asset. Under these condi  ons the theories of the Op  mal 
Currency Area off er important hints on what is necessary for making the monetary union 
viable. These include labour mobility and wage fl exibility, both insuffi  cient in the Eurozone. 
The paper then considers the features of immigra  on to the Eurozone and inquires whether a 
be  er management of immigra  on, and high-skill immigra  on in par  cular, can contribute to 
compensate the missing factors and make the Eurozone more viable.

JEL classifi ca  on: F16, F22, F66, G01, J24, J61, 052
Keywords: Crisis, European ins  tu  ons, Eurozone, high-skill migra  on, migra  on, 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. 
In the US the reliance on unregulated markets greatly expanded the fi nancialisa  on of the economy. 
Policies favouring business and fi nance to the disadvantage of labour fostered excess and risky 
credit, fi nancial and real bubbles, and fi nancial disequilibria. Once the fi nancial crisis broke out in 
2008, the American administra  on adopted massive government interven  on to support fi nancial 
ins  tu  ons in trouble. In spite of these a  empts the crisis spread soon to the real economy and 
generated a “great contrac  on” (Reinhart and Rogoff  2009, S  glitz 2010).

The European Union (EU) in general, and the Eurozone in par  cular, were for some  me aff ected 
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 benefi ts of integra  on, prudent fi nancial 
regula  on and the sturdy features of con  nental European capitalism. The la  er include lower 
fi nancial depth and integra  on, conserva  ve fi nancial regula  on and the prudent a   tude of 
fi nancial ins  tu  ons. The only excep  on appeared to be macroeconomically unbalanced small 
economies (Greece, Hungary and Ireland), where the crisis was evident already in 2008.

Various transatlan  c linkages caused and reinforced the spread of the crisis to the Eurozone. 
These included fi nancial, real, policy, poli  cal, and psychological linkages in what is o  en 
understood as a contagion process.1 The money market sudden arrest; the fact that European 
fi nancial ins  tu  ons 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 substan  al shrinking of bank credit. Export to the US market, which accounted for 
23.2 percent of total EU exports in 2006, decreased at an annual average rate of 5.1 percent start-
ing in 2007 and up to 2009. The strong real apprecia  on of the euro before 2008 signifi cantly 
hampered export. At the same  me, the increasing vola  lity of other currencies and of the price 
of commodi  es has had an adverse impact on the European economy. The economic slowdown 
ac  vated automa  c stabilizers, increasing social spending and decreasing, at the same  me, 
governments’ fi scal revenues. The way to growing fi scal defi cits and increasing sovereign debts 
was paved.

Along with the US infl uence in the unfolding of the crisis in the Eurozone, of cri  cal importance 
has been the asymmetric presence of domes  c imbalances and other forms of structural 
and policy vulnerability in diff erent countries and the interconnec  on of these aspects with 
ins  tu  onal idiosyncrasies and policy failures both at the na  onal and at the European level. 
Factors of structural and policy vulnerability included public and private debt, market rigidity, 
unemployment structure, demography, inequali  es, fi scal policies and the diverse domes  c eff ect 

1 No shared defi ni  on has yet been reached in the literature on the controversial no  on of contagion, which encounters 
serious problems across theory and empirical work. It is useful to briefl y recall the fundamental dis  nc  on, upheld by 
most of the literature on fi nancial contagion (Reinhart and Calvo 1996, Kaminsky and Reinhart 2000, Eichengreen et al. 
1996), between a) the development of synchronized shocks in diff erent countries, which are due to similar structural 
vulnerabili  es rather than to the presence of channel of contagion, and b) the cross-country transmission of shocks. As to 
the la  er, this literature further dis  nguishes between fundamentals-based contagion, which occurs when the infected 
country is linked to others via trade or fi nance, and true contagion which takes place when common shocks and all chan-
nels of poten  al interconnec  on are absent (Reinhart and Calvo 1996).
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of the common monetary policy. These factors have played an important role in explaining the 
diff eren  al vulnerability and resilience, and hence performance of dis  nct European countries.

Although some of the problems are common to the en  re European Union, it is within the 
Eurozone that they appear in their full signifi cance. Indeed, the common currency takes monetary 
policy out of the hands of na  onal governments and the Stability and Growth Pact (SGP) 
strongly limits their fi scal policies. These constrains to policy making create what was named 
the “impossible trinity”2 and exacerbate the eff ects of shocks to the disadvantage of economies 
in vulnerable posi  on. With no sovereign monetary policy and strictly constrained fi scal policy, 
governments cannot counteract external shocks. Given the lack of common support – through a 
lender of last resort, a common budget and fi nancial transfers, or the mutualisa  on of debts – a 
symmetric external shock, such as the US crisis, inevitably causes a set of asymmetric nega  ve 
consequences for the member countries of the Eurozone, given their diff erent economic and 
fi nancial situa  on. Economically and fi nancially unbalanced countries thus become vulnerable 
to the external shock since they lack policy instruments to withstand or recover from the eff ects 
of such shocks. The confi dence of fi nancial markets in the solvency of those countries may thus 
be shaken.

According to the ECB data, the Residen  al Property Price Index of the Eurozone, which refers 
to new and exis  ng dwellings, doubled between 1994 and 2008. This growth was the outcome 
of diff erent na  onal situa  ons. 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 Italy, 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-à-vis current account defi cits of the so-called PIGS countries (Portugal, 
Ireland, Greece and Spain), together with low interest rates in the la  er 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 refi nancing 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 asser  vely expanding 
lending – par  cularly in the Eastern European markets - and were overleveraged. The Irish, 
French, Spanish and Italian banks in par  cular increased their exposi  on at an unprecedented 
pace,3 and German banks were massively exposed towards PIGS markets. It was primarily 
through the bank channel that the default in the US deriva  ves 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 fi nancing, 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 ra  os (shareholder equity to total assets) of 
Eurozone banks (Gros and Micossi 2008). The 13 largest European banks average leverage ra  o 
was 35 compared to an average of 20 in the US. However, the European average covers wide 
na  onal diff erences: French, German and Bri  sh banks were more exposed than Italian and 
Spanish ones, which had been subject to a more pruden  al domes  c regula  on. Moreover, 
diff erent governments responded diff erently and to a dissimilar extent to the problem of toxic 
assets, and more in general to the diffi  cul  es of the bank sector, thus further highligh  ng 
the lack of coordinated banking policy within the Eurozone.4 This contributed to the fi nancial 
vulnerability of the largest economies (Baldwin and Gros 2010).

Many Eurozone banks were in fragile state when aff ording the risk of a sudden fi nancial arrest 
(Caballero 2010). Financial instability in the Eurozone was thus largely a consequence of the 
failure of fi nancial and banking regula  on which caused the fragility of the fi nancial system. 
Basel II favoured the undercapitaliza  on of banks and contributed to the fi nancial crisis through 
low capital coeffi  cients, admission of hybrid capital, lax criteria for risk evalua  on, and wide 
possibili  es for circumven  ng the rules (Spaventa 2010).

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

It is interes  ng to no  ce that the European Commission report on the fi rst ten years of the 
European Monetary Union (EMU) (European Commission 2008) stressed that disregarding non-
fi scal dimensions, such as compe   veness, credit booms and current-account defi cits, was a 
mistake. However, fi nancial issues have dominated debates and policy making, and eff orts have 
concentrated on the need to strengthen the fi nancial architecture and prac  ce of the Union 
and its member countries. Such cri  cal issues as diverging produc  vity within the Eurozone, 
the sudden reversal of capital fl ows between the north and the south of the Eurozone, or the 
divergence of real exchange rates and their consequences for the integra  on and sustainability 
of the Eurozone are mostly confi ned to academic debate with scant appearance in European 
governments’ concerns5.

It is by now clear that concentra  ng on fi nancial issues is a one-sided approach that cannot 
solve European problems. The present fi nancial risks and diffi  cul  es 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-emp  ve nature only in view of the 
present incomplete ins  tu  onal architecture of the Union, with par  cular concern for the 

4 Overall, public support (by the government and the central bank) to banks was par  cularly 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, diff erent is the posi  on of interna  onal organiza  ons (IMF 2013, OECD 2014) and the American adminis-
tra  on: “Within the euro area, countries with large and persistent surpluses need to take ac  on to boost domes  c 
demand growth and shrink their surpluses. Germany has maintained a large current account surplus throughout the 
euro area fi nancial crisis, and in 2012, Germany’s nominal current account surplus was larger than that of China. 
Germany’s anemic pace of domes  c demand growth and dependence on exports have hampered rebalancing at a 
 me 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 defl a  onary 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 fi nancial and monetary architecture refl ects the 
fundamental lack of trust among member countries which they try to overcome by means of 
fi nancial discipline. If we take a broader, longer and deeper perspec  ve it appears that the present 
fi nancial and monetary crisis of the Union is rooted in the real economy. Second, concentra  ng 
on a fi scal and monetary solu  on to the crisis by means of restric  ve policies is likely to be 
untenable in the medium-long run because of its depressive eff ects on the real economy, the 
nega  ve eff ect on sovereign debt, heavy social costs and poli  cal destabilisa  on.

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 domes  c banking credit and external borrowing, is a recurrent antecedent to domes-
 c banking crises, which, in turn, tend to precede or accompany sovereign debt crisis. What 

is peculiar in the Eurozone is the diff erence 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 fi nancial ins  tu  ons 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 fi scally rather 
solid, in the so-called periphery households’ debt increased at a much higher pace.

The conclusion is straigh  orward: the Eurozone crisis came from across the Atlan  c only in 
part, and not in its major extent. The condi  ons were ripe for an autonomous Eurozone crisis. 
The American shock gave the ini  al push, but the crisis would have come anyway, probably 
somewhat later and perhaps in a slightly milder form.
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2. The consequences of the incomplete monetary union and labour

The deep economic and fi nancial asymmetries among diff erent countries in an economic and 
monetary union may have perverse consequences when common ins  tu  ons are incomplete or 
ineff ec  ve. In normal  mes the internal divergence among member countries tends to increase, 
but in the absence of trauma  c events the process can go on for a long period of  me. In fact, 
countries have diff erent devices to accommodate the nega  ve eff ects of divergence, including 
the poli  cal 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 produc  vity growth among the member economies of a monetary union rep-
resents a par  cularly serious problem. The nega  ve consequences of produc  vity diff eren  als 
can be a  enuated in diff erent ways and therefore they do not translate automa  cally into un-
sustainable economic situa  on in weaker countries. An ins  tu  onally complete union, similar to 
a na  onal 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 
(fi scal sharing); a lender of last resort, typically a common central bank; socialisa  on 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 ins  tu  onal architecture, na-
 onal governments s  ll have other instruments that can serve the purpose of improving the 

country’s compe   veness and reduce external account imbalances to the disadvantage of the 
weak economies. In order for compe   veness to improve, produc  vity 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 compe  tors. Unfortunately, some of them require longer  me 
and social consensus and par  cipa  on. In a monetary union the internal deprecia  on of the cur-
rency is rejected by defi ni  on. External deprecia  on of the common currency against third coun-
try currencies would ease the situa  on of weak union countries but would have mild advantages 
due to their deep integra  on. Prolonging the working  me for the same wage would be another 
technically rather simple solu  on, yet poli  cally and socially diffi  cult. This in itself does not solve 
the problems if it is not accompanied by other measures that improve the produc  ve capacity of 
the economy. Indeed, weak Eurozone economies, such as Greece and Portugal, have the longest 
working  mes within the OECD (h  p://stats.oecd.org/index.aspx?DataSetCode=ANHRS).

Sounder ways to decrease the unit labour costs are investments improving and strengthening 
the produc  on capacity of the country as well as decreasing transac  on costs and the rela  ve 
weight of rents to the disadvantage of profi ts and wages. Unfortunately, investments require 
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substan  al fi nancial resources and suffi  cient human capital – which may be scarce in the weak 
economies – and it takes  me before they come to maturity. A decrease in the transac  on costs 
and the rela  ve weight of rents require serious reforms of the economic and administra  ve 
organiza  on, which may be cheap, but they inevitably provoke social and poli  cal opposi  on 
and the ac  on of disadvantaged interests groups, and reaches maturity and eff ec  veness a  er 
a presumably rather lengthy  me.

Under the pressure of events and, even more so, of the Eurozone authori  es and the strong 
countries, economically weak countries had to resort to internal devalua  on policies. Internal 
devalua  on is usually meant as a set of policies used to regain compe   veness in order to adjust 
current account disequilibria by directly decreasing prices in a situa  on that does not allow the 
use of currency deprecia  on – i.e. in monetary unions and currency boards. In order to decrease 
prices produc  on costs must fall, which requires the cu   ng of wages and other costs (welfare 
costs and transac  on costs, mostly those of an administra  ve and poli  cal nature) and imple-
men  ng structural reforms in order to increase produc  vity. In a market economy the govern-
ment can hardly limit the sovereignty of fi rms, which largely depends upon the market sector 
– par  cularly a  er the sweeping priva  sa  on policies in the 1980s and 1990s.

Therefore, the easier way to implement internal devalua  on is through defl a  onary 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 reduc  on of payroll taxes and social security ben-
efi ts paid by the employer in order to decrease the cost of labour. The second important way 
is through cu   ng wages and decreasing the government expenditure for welfare and social 
benefi ts. 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 infl uence of defl a  on implemented in the public sector is to make the 
state less costly. This in turn should allow a decrease in taxes on economic ac  vi  es. 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 poli  -
cal opposi  on that they inevitably are confronted with, perhaps also under the eff ect of mon-
etary illusion, and the lengthy  me they require for transmi   ng the eff ect of lower wages to 
prices. Given the tense situa  on of public fi nances in weak economies, it is diffi  cult to reform 
the tax system as would be required. Therefore, internal devalua  on policies have been typically 
implemented through public expenditure cuts and downward pressure on wages. While this 
may have improved external compe   veness, typically more important has been the depressive 
eff ect on the internal market. This happens both directly, when most consumers become poorer 
and more pessimis  c and avoid to spend, and indirectly because, with imperfect compe   on, 
wage and tax cuts are passed to consumers with a delay and par  ally.

A serious nega  ve eff ect of internal devalua  on 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. Poli  cally strong groups of workers in both the public and the private 
sector, employees with scarce competences and self-employed people who can fi x their remu-
nera  on – including managers in the fi nancial sector - loose less or may even gain. When in-
equali  es increase, fairness as well as social and professional mobility suff er as a consequence. 
A par  cularly nega  ve consequence of increasing inequali  es is the eff ect on human capital. 
Many families have insuffi  cient resources for suppor  ng the educa  on of their children, govern-
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ments decrease scholarships and support to educa  onal ins  tu  ons and perhaps increase taxa-
 on, and educa  onal ins  tu  ons react by increasing the price of educa  on for families in order 

to recover resources.
When internal devalua  on is successful in reducing infl a  on, there may be dangerous and 

fi nancially destabilizing consequences for debts, both public and private. Such consequence is 
par  cularly serious if the internal devalua  on causes defl a  on. Under these condi  ons the real 
value of debt is increased and the ra  o of debt over GDP may also increase due to a typically 
high value of fi scal mul  pliers in economic recessions (Blanchard and Leigh 2013, Nu   2013). 
Refi nancing the debt may become diffi  cult and the country may lose the confi dence of markets 
and fi nd diffi  cult to fi nance investments.

In a monetary union the common monetary policy cannot deal with the eff ects 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 eff ects. First, economic, social, and ins  tu  onal features of regions 
or countries within a monetary union may diff er substan  ally. For instance, their labour markets 
may be structured and work diff erently, the price elas  city of their export may be diff erent, 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 diff erent. Second, fi nancial 
structures may diff er 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 fi nancial markets (fi nancial depth) 
and the ability of enterprises to get credit may vary.

Since the currency reputa  on typically depends on stronger regions or countries of the un-
ion, the common monetary policy is likely to favour economically and poli  cally 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 compensa  ng factors that coun-
teract the asymmetric eff ects of the common monetary policy. These include independent 
(regional or na  onal) budget policies and the transfer of resources among regions or coun-
tries by means of government ac  ons or through private insurance mechanisms. A bank un-
ion and supervision can implement an inter-regional or inter-country transfer of fi nancial re-
sources. A common central bank that acts as a lender of last resort can ease asymmetries and 
tensions, too.

The theory of the op  mum currency area (OCA) off ers a technical explana  on of the fact 
that a monetary union works well only if certain condi  ons are given and suggests what could 
compensate for their absence (Baldwin and Wyplosz 2012).6 An op  mum currency area is usu-
ally defi ned as a group of countries or regions with such economic and ins  tu  onal features 
that make the use of a common currency economically effi  cient 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 produc  on profi les should be wide and produc  on 
diversifi ed, their resources and labour in par  cular should be mobile, and prices and wages 
fl exible. Under those condi  ons the common currency assures its benefi ts without major costs 

6 For a Keynesian cri  cism to the OCA theory see Goodhart 1998. For an Austrian cri  cism see Glăvan 2004, 
Hayek 1990.
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or threats. Yet a common currency is a  er all a poli  cal undertaking and countries may decide 
to proceed with a currency union for the sake of its poli  cal benefi ts even if the above named 
criteria are not fully respected. In these condi  ons, the currency union has addi  onal instru-
ments to be sustainable.

Considering that the external shocks tend to randomly hit ac  vi  es and countries, it is in the 
interest of the countries that form a currency union to ac  vate 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 fi scal transfers have the advantage of allevia  ng the recession 
in the country hit by the shock and mi  ga  ng the expansion in others. Such a solu  on can be im-
plemented through the common fi scal capacity (a common budget) that acts as a mechanism of 
shock absorp  on and risk-sharing. The ques  on remains open whether such a transfer mecha-
nism should be based in a common ins  tu  on, such as a common government of the economy, 
or rely on inter-governmental agreements. A common central bank ac  ng as a lender of last 
resort could also eff ec  vely intervene to alleviate the consequences of the shock.

The role of the common economic government and the central bank is a cri  cal one in an OCA 
and, to be eff ec  ve, requires the policy preferences of the member countries to be homogene-
ous. This is technically and poli  cally important, since policy responses to shocks typically have 
distribu  ve consequences that may create winners and losers within the currency union. Since 
this is inevitable, and since policy preferences in diff erent countries are somehow diff erent, 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 interna  onal role and their internal support to the wellbeing of the popula-
 on. These sen  ments help the union to foster mutual solidarity that can temper tensions and 

prolong the  me horizon of all involved actors.
Fiscal policies could be used in a monetary union as insurance mechanisms against asymmet-

ric shocks. The mechanism works diff erently depending on the ins  tu  onal 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 automa  c transfers between countries within the 
monetary union. This mechanism can off set asymmetric shocks as happens in an independent 
country with automa  c stabilisers. However, this is not the situa  on of the European Union 
or the Eurozone, also due to the  ny size of the common budget (around 1 percent of the EU 
GDP).

An alterna  ve is the existence of fl exible na  onal budgets. Centralised budgets with auto-
ma  c stabilisers and discre  onary interven  on exist in each individual member country. In this 
case the disadvantaged country can allow defi cit 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 fi nance the defi cit. However, this mechanism causes automa  c 
transfers between genera  ons within the same country and may create problems of debt ac-
cumula  on and sustainability. Moreover, if na  onal budgets can intervene, either automa  cally 
or discre  onarily, 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 off er an alterna  ve mechanism that can be compared to a pri-
vate insurance system. With integrated capital markets, the mobility of capital allows automa  c 
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insurance against shocks if capital fl ows to where it is more needed, i.e. to defi cit countries. 
However, there are two problems with this private mechanism. First, the insurance works if the 
defi cit country is rich enough to pay higher returns in the form of a posi  ve 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 defi cit country 
to be par  cularly risky as a des  na  on for investment, the capital may abstain from fl owing to 
the country. Even worse, when risk is perceived as high, domes  c capital can leave the defi cit 
country. Therefore, diff eren  al 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, par  cularly Germany’s, fi nanced defi cit countries, including Italy 
and Spain. However, when the crisis hit vulnerable countries, German capital fl ew out of these 
countries in spite of higher returns, and the vulnerable countries’ domes  c capital, too, fl ew to 
strong surplus countries.7 

The working of the labour markets is par  cularly important for the monetary union approach-
ing an OCA. Price and wage rigidity makes adjustment processes diffi  cult, lengthy, and costly. It is 
the ins  tu  onal features of labour markets, o  en related to undeveloped welfare systems, that 
establish the degree of rigidity of wages. It is the nature of enterprises and their interac  on, and 
par  cularly their control over markets and their ability to establish monopoly prices, that defi ne 
price rigidity.

Eurozone countries have diff erent labour markets and other types of ins  tu  ons. The type of 
trade unions exis  ng in a country and the degree of centralisa  on of wage bargaining are par-
 cularly important features. Another important diff erence lies in legal systems. Diff erent legal 

systems lead to diff erent transmissions of symmetric shocks, since they defi ne the constraints to 
economic ac  vity and the incen  ves for economic actors (North 1990).

To summarise, when external shocks are asymmetric, a monetary union causes costs that 
would not arise in the situa  on of monetary independence. The common central bank cannot 
deal with these asymmetries. In this case it would be wise to leave fi scal policies in the domain 
of na  onal governments, as the European Union did for years. Independent fi scal policies could 
thus be used to adapt countries to asymmetric shocks or the asymmetric eff ects of external sym-
metric shocks. Unfortunately, unless countries have compa  ble economic situa  ons (par  cularly 
if they have similar economic systems, comparable compe   veness and the same public budget 
constraint) or engage in reforms to that end, it will sooner or later be necessary to restrict the 
na  onal use of fi nancial 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 ou  lows 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 diff erences of capital 
fl ight in the two countries. In Italy a large share of ou  lows originated in foreign investors retrea  ng from the country’s 
bond market. In Spain, the ou  lows were broader-based and corporate bonds accounted for a signifi cant part.
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3. On migra  on

The OCA theory highlights that a monetary union needs fl exible wages and prices or, alterna  vely, 
labour mobility to adjust the eff ects of asymmetric shocks. Under those condi  ons labour would 
fl ow where it is more needed and be  er remunerated and capital would fl ow where labour 
is more abundant and cheaper. This would help re-balance the economy and avoid massive 
involuntary unemployment, thus easing fi nancial and poli  cal tensions within the union.

Unfortunately, labour mobility in the Eurozone is low and wage and price fl exibility are also low 
compared to the United States benchmark. Thus the adjustment that could not go through prices 
and wages goes primarily through quan   es in the form of unemployment, falling produc  on 
and decreasing market shares in the interna  onal market. Internal devalua  on policies that put 
labour under great economic and poli  cal pressure gave some results – par  cularly in Greece, 
but also in Ireland, Portugal, Spain and Italy (O’Rourke et al. 2013) – to the disadvantage of overall 
economic performance and social and poli  cal stability. With  me, wages were reduced, but this 
did not increase employment that rather declined. Public fi nances suff ered as a consequence, 
and public debts increased.

Given the diffi  cul  es to re-establish a viable economic situa  on through internal devalua  on 
policies, are there be  er ways to reach the desired outcome in the labour market? In par  cular, 
would a be  er management of immigra  on off er any opportunity? Migra  on is a synonym for 
open and integrated world. This primarily concerns migra  on for economic reasons, but may also 
explain (at least partly) migra  on for other reasons (to avoid wars, persecu  on, discrimina  on 
or authoritarian regimes).8 One problem with migra  on is that it fl ows in two direc  ons: to the 
individual country and out of it, yet one fl ow typically prevails. The “normal” fl ow is from poorer, 
less democra  c or poli  cally unstable countries to richer, more democra  c and poli  cally stable 
countries. Wage and labour condi  ons diff eren  als as well as job opportuni  es play important 
roles in determining the labour fl ows between countries. The interes  ng ques  on for us is to 
consider whether the infl ow of migrants, par  cularly skilled ones, can guarantee the Eurozone 
vulnerable countries a labour market eff ect that is similar to that of an internal devalua  on 
without having the nega  ve economic and social consequences typical of the la  er.

Migra  on has been increasing at an accelerated rate since the mid-1980s in coincidence 
with globalisa  on. Other components of globalisa  on, such as world trade, have increased at 
a similar pace while others, such as foreign direct investments and fi nancial fl ows, have grown 
at a defi nitely higher pace than migra  on since the 1990s. When measured over the period 
since 1960, migra  on expanded at approximately the rate of the world popula  on. It should 
also be noted that the growth of migra  on since the 1990s is overes  mated by poli  cal events, 
because it includes the disloca  on of people following the disrup  on of the former Soviet Union 
and Yugoslavia and the separa  on of former Czechoslovakia. These observa  ons would lead to 
conclude that migra  on plays a secondary role in globalisa  on, whose main aspects are fi nance 
and trade.

8 On migra  on, its explana  ons and historical and spa  al aspects see Fassmann et al. (2014).
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The situa  on in the South-North fl ows of migra  on shows a diff erent picture, which should 
lead to conclude that migra  on is a major component of globaliza  on 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 popula  on of high-income countries (OECD area) and has grown in line with interna  onal 
trade (Docquier and Rapoport 2012). Second, immigrants to the high-income countries are 
increasingly skilled and educated (brain-drain).

High-skilled migra  on to the OECD countries has accounted for a rapidly increasing share 
of the total migra  on. 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.9 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 migra  on and 85 percent of high-skill migra  on 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-migra  on. Considering that approximately 15 
percent of the high-skill migrants go to non-OECD countries, the overall es  mate of brain drain 
is approximately 24 million (Docquier and Rapoport 2012).

Brain drain is one of the major problems related to migra  on. It is at the same  me a poten  al 
loss for the sending country and a poten  al gain for the recipient country. In recent decades, 
the number of high-skill migrants has increased drama  cally. In rela  ve terms the situa  on is 
variegated. The highest emigra  on rates are from middle-income countries. This observa  on 
apparently supports the interpreta  on that migra  ng is a ra  onal decision for which incen  ves 
are needed, but also the means. This pa  ern is par  cularly evident in high-skill emigrants: 
incen  ves to look for a higher remunera  on for one’s human capital and be  er jobs are high. 
Poten  al emigrants also have the means to aff ord emigra  on, and their human capital is of a 
higher value and more transferable. The Caribbean, the Pacifi c, Sub-Saharan Africa and Central 
America are the regions with the highest brain drain rates (Docquier and Rapoport 2012). It 
is also interes  ng to note that emigra  ng as a student appears to be a par  cularly profi table 
strategy: ge   ng a degree in the immigra  on 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).

Immigra  on in general, and high-skill immigra  on in par  cular, appear cri  cally important 
for the development of rich countries. Employment of high-skill immigrants is an increasingly 
important feature of US fi rms, and the role of fi rms in immigra  on is bound to become 
more important in order to match the increasing heterogeneity of produc  on. In the United 
States, substan  al parts of the immigra  on framework have been designed to allow fi rms 
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. fi rms 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 fi rm; a greater share of the fi rm’s 

9 High-skill immigrants are defi ned 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 occupa  ons closely linked to innova  on and 
technology commercialisa  on, 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 fer  lity slow-down are signifi cant also in the United States and consequently the 
importance of skilled immigra  on has the poten  al to increase signifi cantly. These conclusions 
off er important hints for the role that immigra  on 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’ poten  al – waste brain, as defi ned 
by Reyneri (2007) – where high-skilled immigrants are off ered under-qualifi ed jobs and low 
opportuni  es for their professional mobility. Although Italy fares fairly well in interna  onal 
comparison on the conduct of immigra  on (Huddleston et al. 2011), there are numerous cases 
of over-qualifi ca  on of immigrants compared to the jobs available to them, par  cularly 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 
educa  onal a  ainment.

In 2012, 962 thousand highly educated immigrants, or 41.2 percent of employed immigrants 
had an excess of educa  on 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 par  cularly high in services to families. Over-qualifi ca  on of foreigners tends to last for 
years. High-skill immigrants, and women in par  cular, suff er 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 
educa  on. Wage diff eren  als have been growing since 2008 and they tend to increase with the 
level of educa  on and age. In 2012 on average, wage diff eren  als amounted to nearly 30 per-
cent for degree holders and to 16.7 percent for immigrants with general school cer  fi cate.

In spite of nega  ve developments, high-skill immigra  on is undergoing important 
transforma  ons. According to the fi ndings of the workshop on skilled labour, held at Macquarie 
University in Australia, the surge in interna  onal migrants and students from rapidly developing 
countries has contributed to new forms of interna  onal migra  on, such as brain circula  on and 
interna  onal students’ fl ows (Guo et al. 2014).10 These forms of migra  on have opened up the 
way for migra  on policy of tradi  onally host countries to aff ect the economy and skill base 
of the sending countries as never before. Migra  on policy is and remains a domes  c tool for 
managing popula  on fl ows. It is becoming evident, however, that it is also evolving into a tool 
that can be used to foster economic development and interna  onal rela  ons.

10 Zanfrini (2013) uses offi  cial sources to show that from 1999/2000 to 2011/2012 the number of foreign students in Italy 
increased 6.3  mes, from 1.4 percent of the total student popula  on to 8.4 percent.
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4. Migra  on to the European Union and migra  on within the EU

Migra  on to the European Union shares many of the features of migra  on to developed rich 
countries. Immigra  on within a monetary union is a poli  cally sensi  ve issue, perhaps more 
than in a sovereign country. Billiet et al. (2014) used the fi  h round of the European Social 
Survey data for 23 countries to es  mate the perceived threat from immigrants. They found that 
the perceived threat to be higher in countries with a lower GDP growth , par  cularly when 
coupled with unemployment.

A further problem is that the member states of the European Union do not have a united ap-
proach to migra  on (Cardwell et al. 2013). The EU strives to achieve coherence in its policies re-
garding immigra  on, par  cularly with its most advanced a  empt 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 “migra  on and development”- and labour 
migra  on measures (Wunderlich 2013).

Two aspects of immigra  on stand out: fi rst, the features of employment of immigrants and 
their remunera  on compared to local employees, and second, irregular immigra  on 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 assimila  on 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 na  ves. However, wages 
diverge with on-the-job experience. Moreover, foreigners are disadvantaged in job opportuni  es 
even upon entrance and the disadvantage increases over  me. Diff erences vary across sectors 
(wage and employment diff eren  als are the largest in the construc  on 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 pa  ern for foreign workers appears to be a fragmented career, either being confi ned 
to seasonal or temporary jobs or alterna  ng between regular and irregular employment.

Irregular employment is tradi  onally spread in various countries and so is irregular employ-
ment among immigrants. Irregular employment of immigrants is spread in unskilled jobs, while 
it is defi nitely contained in high-skilled jobs. Venturini (1999) used offi  cial sta  s  cs to examine 
how immigrants working in the irregular economy aff ected employment in the regular economy 
in Italy between 1980 and 1995. She founds that an increase in irregular units of labour had 
produced a reduc  on in the use of regular labour, but the eff ect was very limited. Moreover, 
there was a relevant variance among sectors: the eff ect 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 par  cularly successful as en-
trepreneurs, which may result from necessity entrepreneurship following the discrimina  on 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. Par  cularly dynamic were enterprises owned 
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by non-EU immigrants, which accounted for 77 percent of foreign-owned fi rms and 6.3 percent 
of all enterprises. Foreign-owned enterprises are primarily in trade and construc  ons. These 
fi ndings for Italy are roughly in line with those of other developed countries.

The OECD (2011) analysed the features of migrant entrepreneurs and their contribu  on to 
employment crea  on in OECD countries in the years 1998-2008. Although there were signifi -
cant varia  ons between countries and over  me, on average the percentage of migrant entre-
preneurs was almost the same as that of na  ves: 12.6 percent versus 12.0 percent were self-
employed persons as a share of all employed persons in non-agricultural ac  vi  es 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 na  ve entrepreneurs.

According to a OECD study presen  ng 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 na  onal diff erences concerning labour market outcomes of immigrants within a sig-
nifi cant general improvement since 2000. In many OECD countries, high-educated migrants have 
lower employment rates and higher unemployment rates than their na  ve-born counterparts. 
At the same  me, low-educated immigrants fare be  er than their na  ve-born counterparts. The 
problem of over-qualifi ca  on is widespread and the study fi nds 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 immigra  on, since in 2005/06 the number of high-educated 
immigrants holding a ter  ary diploma accounted for a third of the total number of recent im-
migrants. Indeed, on average the immigrants to OECD countries are be  er educated than na-
 ves. The presence of high-educated immigrants is par  cularly high and growing in the United 

Kingdom, Ireland and Germany, while in Italy it is less than half the OECD average and stagna  ng 
as a share of the en  re immigrant popula  on.

According to Eurostat (2011), in 2008 the ac  vity rate of foreign-born persons was 5 percent 
lower than that of na  ve-born persons aged 25-54 years in the EU-27. This diff erence was due 
to the signifi cantly lower ac  vity rate of foreign-born women ─ which was 9 percent lower than 
for na  ve-born women ─ and par  cularly to a much lower ac  vity rate of women who migrated 
from the non-EU countries. Ac  vity rates of male immigrants aged 25–54 years were similar to 
those of na  ve-born men. In the same period, the employment rate of immigrants aged 25–54 
years was nearly 10 percent lower than that of na  ve-born persons: of this, the diff erence for 
non-EU immigrants was 13 percent and only 2 percent for EU-27 immigrants. This diff erence was 
due mainly to a lower rate of migrant women and greater labour market integra  on diffi  cul  es 
faced by non-EU migrants.

According to the fi ndings of Docquier and Rapoport (2012), high-skill migra  on is becoming a 
dominant component of interna  onal migra  on and is also a fundamental feature of globaliza-
 on. High-skill migra  on is the source of what is o  en named as brain drain, a phenomenon 

which is o  en considered to nega  vely aff ect the sending countries. However, there is evidence 
in the recent empirical literature that high-skill emigra  on does not necessarily deplete a coun-
try’s human capital stock. Indeed, brain drain can generate posi  ve network externali  es to 
the advantage of sending countries, including the posi  ve eff ects created by remi  ances and 
learning eff ects. According to Docquier and Rapoport (2012, p. 704), remi  ances “may help 
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overcome liquidity constraints, s  mulate educa  on investments, and reduce poverty at origin. 
The size of the eff ect depends on the amounts transferred and on their distribu  onal impact.” 
Moreover, “[t]emporary high-skill emigra  on is benefi cial to the source country if enough ad-
di  onal skills are accumulated abroad, if returnees contribute directly or indirectly to the diff u-
sion of new technologies, and/or if the perspec  ve of temporary migra  on s  mulates educa  on 
investments ex ante. A net posi  ve eff ect is likely to be obtained if the frac  on of  me spent 
abroad is not too large and if the produc  vity diff eren  als with des  na  on countries are neither 
too large nor too small.” (Docquier and Rapoport 2012, p. 706) Finally, “[b]y reducing interna-
 onal transac  on costs and facilita  ng the diff usion of knowledge and ideas, highly skilled di-

asporas se  led in the developed countries encourage technology diff usion, s  mulate trade and 
FDI, and contribute to improving domes  c ins  tu  ons.” (Docquier and Rapoport 2012, p. 709)

As men  oned earlier in this sec  on, a problem with high-skill immigrants is their over-qualifi -
ca  on, i.e. the situa  on where a person has a level of skills or educa  on higher than required for 
the job. Eurostat (2011) defi nes the over-qualifi ca  on rate as the propor  on of the popula  on 
having completed ter  ary educa  on and having low- or medium-skilled jobs among employed 
persons having a  ained a high educa  onal level. In 2008 in the EU-27 the over-qualifi ca  on rate 
of immigrants – par  cularly signifi cant 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 na  ve-born 
persons (19 percent). Although the phenomenon exists in all EU-27 countries, it was par  cularly 
marked in Greece, Italy, Spain, Cyprus and Estonia, where the gaps were over 25 percent. With 
the excep  on of Estonia, these are all vulnerable Eurozone countries.

Inequali  es in the labour market are refl ected in incomes: the median annual equivalised11 dis-
posable income for immigrants in 2008 was considerably lower than that for na  ves 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, rela  ve diff erences in 
median incomes between migrants and na  ves were the highest in Belgium, Greece and Austria.

In spite of a certain waste of the immigrants’ poten  al due to their over-qualifi ca  on and 
unemployment, the eff ect of immigra  on is posi  ve for immigra  on countries. Huber and Tondl 
(2012) studied the impact of migra  on on the EU27’s NUTS2 regions in the period 2000–2007 
by means of an econometric analysis. According to their fi ndings, migra  on has no signifi cant 
impact on regional unemployment and does not support convergence among European regions. 
In fact, immigra  on has posi  ve consequences for both GDP per capita and produc  vity. This 
is true immediately a  er the employment of immigrants and the eff ect increases substan  ally 
in the long run: the eff ect of 1 percent increase in immigra  on on GDP per capita is respec-
 vely 0.02 percent and 0.44 percent; the eff ect on produc  vity is respec  vely 0.03 percent and 

0.20 percent. The eff ect is similar, but reversed in its sign, for emigra  on regions. Since these 
regions are generally poorer and the immigra  on regions richer, migra  on does not seem to 
promote convergence.

11 Eurostat defi nes equivalised income a  ributed to each household member as the household’s total income divided 
by its ‘equivalent size’ in order to take account of the size and composi  on of the household (h  p://epp.eurostat.
ec.europa.eu/sta  s  cs_explained/index.php/Glossary:Equivalised_disposable_income). Household equivalent size is 
calculated using the so-called modifi ed OECD equivalence scale (this scale gives a weight of 1.0 to the fi rst 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 migra  on is migra  on within the EU. In recent years, and par  cu-
larly a  er the accession of new member countries from Eastern Europe in 2004, 2007 and 201312 
the dominant fl ow of migrants within the EU was from new member countries to old member 
countries in Western and Southern Europe (EU15). Unfortunately, the sta  s  cs on these fl ows is 
not par  cularly reliable, but the main migra  on trends are nevertheless clear.

Considering migra  on from EU8, Fihel et al. (2006) found that the most dis  nct characteris  c 
was its temporariness. This pa  ern is in sharp contrast with pre-1989 migra  on, when individu-
als and en  re families were migra  ng permanently. Indeed, most migra  on is now linked to sea-
sonal work in agriculture and, to a lesser extent, to construc  on or tourist industry par  cularly 
in Germany, Spain, France, Austria, Greece, Norway and the United Kingdom. Another important 
form of temporary migra  on, which o  en 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 migra  on fl ows whereby older migrants from the same 
country or ethnic group a  racted new migrants.

These features of migra  on internal to the EU show that the dominant pa  ern of migra  on 
from new to old member countries mainly was of a complementary nature rather than a 
subs  tu  ve one. Although migrants o  en had a rather high skill level, they usually took jobs that 
did not require high qualifi ca  ons and were avoided by the na  ves. However, one should also 
no  ce that uncondi  onal 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 
intensifi ca  on of labour mobility from EU8, but also favoured the regularisa  on 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 migra  on from the East is 
overwhelmingly posi  ve in both host countries and sending countries. Fihel et al. (2006) found 
that the eff ects for labour market imbalances were likely to be rather moderate. As for the 
sending countries, migra  on was paired with a high infl ow of remi  ances, while fears of brain 
drain had not been substan  ated.

12 These were respec  vely 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 eff ects of migra  on in a monetary union

Understanding the impact of immigra  on on the host economy is important for assessing 
the consequences of migra  on for the sustainability of the common currency. Kahanec and 
Zimmermann (2014) studied theore  cally and empirically the eff ect of migra  on in the OECD 
countries. They considered that fl ows of labour and human capital through migra  on contributed 
to a more effi  cient alloca  on of resources. This explana  on is based on the standard economic 
law of diminishing marginal product of produc  on factors. According to this, as the share of 
skilled workers in the economy increases, its value decreases and thus also the wage diff eren  al 
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 rela  ve wages the 
skilled migra  on alters the distribu  on 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 educa  onal a  ainment are throughout 
strongly posi  vely associated, which strongly supports the conclusion that immigra  on is 
nega  vely associated with inequality. The opposite holds for low-skilled immigra  on.

The role of high-skill immigrants is thus important for the host country’s domes  c situa  on 
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 migra  on a  er the 
2004 and 2007 EU enlargements and the migra  on to the European Union from the European 
Neighbourhood Policy (ENP) countries.13 In general, free labour mobility among countries pro-
vides for an increased alloca  ve effi  ciency of human capital and labour in the labour market 
of immigra  on countries and is an important aspect of an op  mum currency area. However, 
in spite of signifi cant EU progress in harmonizing legisla  on in order to facilitate internal mo-
bility, there s  ll remain signifi cant barriers to labour mobility, including barriers of adminis-
tra  ve and technical nature. Migra  on 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 educa  onal level 
comparable to that of EU ci  zens, although there is signifi cant varia  on across countries and 
immigrant groups. In spite of this, and with the excep  on of EU15 and EFTA immigrants, the 
occupa  onal status of immigrants from the new member countries and from outside the EU is 
generally lower than that of na  ves and is characterised by over-qualifi ca  on (or down-skilling, 
according to Kahanec). There is no sign of nega  ve wage or employment eff ects of migra  on in 
receiving countries. In spite of the posi  ve eff ects of immigra  on, a  er the mild liberaliza  on 
of immigra  on in the early 2000s, the EU has reversed many of these eff orts during the late 
2000s and early 2010s. Here lies a serious problem for the EU: restric  ve immigra  on policy 
measures tend to discourage precisely high-skill immigrants, who are the most needed and easy 
to integrate, but also the most sensi  ve to such nega  ve a   tudes 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-
es  nian territory, Syria and Tunisia).



Bruno Dallago

27

they have alterna  ve des  na  ons. The eff ect is that the EU falls vic  m of a nega  ve selec  on 
that results in a  rac  ng fewer high-skill immigrants than the United States and more low-skill 
immigrants.

Labour mobility and fl exible wages are important components of an op  mum currency area 
and important prerequisites of a viable monetary union that has many internal diff erences and 
dispari  es and lacks ins  tu  onal completeness. When the monetary union is under the eff ect 
of asymmetric shocks, the labour market fl exibility supports the adapta  on of the economy 
to the new situa  on by moving labour to where jobs are and through the fl exibility of wages. 
In this way, and by increasing high-skill labour supply, migrants contribute to decrease labour 
costs and prices in the immigra  on countries and regions of the monetary union. At the same 
 me they contribute to support incomes and prices in the vulnerable emigra  on countries 

through remi  ances. High-skill migrants thus contribute to the restora  on of the condi  ons 
for the compe   veness 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 
situa  ons.

Increase in labour mobility and fl exibility and decrease in wages make part of a mainstream 
response to the crisis and are important components of internal devalua  on policies. These 
policies have important nega  ve consequences for the economy through their contribu  on to 
a decrease in demand in the domes  c market and an increase in social confl icts. Immigra  on, 
par  cularly that of high-skill people, off ers a be  er alterna  ve.

Jauer et al. (2014) compare pre- and post-crisis migra  on at the regional level in Europe and 
the United States in order to assess the migra  on response to asymmetric labour market condi-
 ons. The authors’ fi nding that prior to the crisis the migra  on response to the labour market 

shocks was stronger in the United States confi rms the results of other studies. However, during 
the crisis migra  on reacted to changes in labour market condi  ons 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 fi nding for the European Union is reduced by two considera  ons. First, 
labour migra  on to the Eurozone came mostly from two sources: the new member countries 
(many of them outside the Eurozone, par  cularly 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 eff ect may be due to threshold eff ects in Europe, 
namely the fact that the membership of countries with much lower wages and worse labour 
market condi  ons pushed East-West intra-European mobility vigorously upward. In the EU this 
eff ect was more than twice as large as in the United States. However, a signifi cant part of the 
labour market eff ect of immigra  on from the named two sources seems to have stemmed from 
the regulariza  on of previous illegal immigrants.

Second, intra-Eurozone migra  on contributed much less to the adjustment processes within 
the Eurozone. Jauer et al. (2014) es  mated that migra  on would absorb nearly a quarter of the 
asymmetric labour market shock within a year if all measured popula  on changes in Europe 
were due to migra  on for employment purposes – which is certainly an overes  ma  on. Howev-
er, most migrants within the Eurozone came from non-Eurozone countries, and even in the case 
of intra-Eurozone migra  on a signifi cant part of mobility originated from third-country immi-
grants who obtained the na  onality of their Eurozone host countries. Although migra  on from 
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outside the Eurozone had important benefi ts in terms of addi  onal labour supply and skills, it is 
the intra-Eurozone labour mobility that would contribute in the most eff ec  ve and direct way to 
alleviate the eff ects of asymmetric shocks in the common currency area in terms of reducing the 
labour market dispari  es and increasing price fl exibility. Indeed, the eff ect of a prevailing high-
skill immigra  on from outside the Eurozone into the economically strongest Eurozone countries 
would improve the la  er countries’ situa  on while leaving vulnerable countries in even greater 
diffi  cul  es.

While recognising that migra  on ─ being an equilibra  ng force in the labour market ─ is an 
important criterion for an op  mal currency area, two caveats have to be stressed. First, labour 
mobility requires ins  tu  ons and structures. According to Kahanec (2012), the EU is recognising 
some of the challenges and is taking appropriate, though par  al, measures in order to be  er 
manage immigra  on and the adapta  on of immigrant workers to the labour market (the Europe-
an Blue Card, for instance), enabling so the entry of skilled third-country na  onals on rela  vely 
favourable terms. However, it is undoubtedly the provision of labour market ins  tu  ons covering 
the whole single market that can contribute most to the solving of the problem. Also the hos  ng 
country facili  es, including housing at aff ordable prices, are important, par  cularly in countries 
with  ght housing market.

Second, inter-Eurozone labour mobility from vulnerable to strong countries may also have 
nega  ve eff ects in terms of economic development, specializa  on and innova  on. While emi-
gra  on of high-skill ci  zens of vulnerable countries eases unemployment in those countries, it 
also has nega  ve eff ects. While emigra  on contributes to keeping the remunera  on of high-skill 
workers in vulnerable countries higher – thus keeping them at home and suppor  ng incen  ves 
for investment in human capital – the level of remunera  on and job opportuni  es are hardly the 
same as in strong countries. This probably induces the best qualifi ed 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 interna  onal specialisa  on and innova-
 on in vulnerable countries. If this eff ect dominates, high-skill migra  on 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 migra  on contributes to an increase 
in long-term inequali  es across regions and countries. Within the Eurozone this eff ect would 
weaken the sustainability of the monetary union.

Empirical analyses of the determinants of high-skill emigra  on show that poor economic per-
formance and correlated factors – including poverty, weak ins  tu  ons, inequality, discrimina-
 on, and poli  cal repression - are important determinants of emigra  on, par  cularly of high-skill 

emigra  on. However, recent literature also shows that high-skill migra  on has more complex 
and less determinis  c eff ects, including rela  ve wages, the availability of jobs, living condi  ons 
and the existence of more a  rac  ve working condi  ons in des  na  on countries rela  ve to 
emigra  on countries (Boeri et al. 2012, Driouchi et al. 2009, Peri 2009). In par  cular - and de-
pending on such features as governance, technological distance, popula  on size of the sending 
country and the public policies adopted in the receiving and sending countries - high-skill mi-
gra  on can generate posi  ve network externali  es which counteract the drain of the sending 
country’s human capital stock (Docquier and Rapoport 2012).

It generally appears that the bidirec  onal link between high-skill emigra  on and economic 
development can generate both vicious and virtuous circles. An adverse economic shock can en-
dogenously determine the emigra  on of high-skill workers, and this emigra  on can in turn have 
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nega  ve eff ects on the economy, thus propaga  ng shocks across regions. Or the network eff ects 
ac  vated by such emigra  on can ul  mately have posi  ve eff ects for the sending economy.

In a dynamic perspec  ve, 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 iden  fy ins  tu-
 onal and technical ways of suppor  ng immigrant entrepreneurship. According to the OECD 

(2011), several OECD member countries have implemented specifi c migra  on policies. These 
are of two types: targeted measures to support migrant entrepreneurs already established in 
the host country, and specifi c immigra  on 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 rela  ve disadvantages faced by immigrant would-be entrepreneurs (compared to the na  ve 
ones), with par  cular reference to equal access to fi nance. The la  er type – of minor impor-
tance, since most would-be migrant entrepreneurs enter the country through other channels 
- are designed to iden  fy and support the would-be entrepreneurs whose features and projects 
are likely to be successful and meet the country’s economic needs.14

14 Mahuteau et al. (2014) assessed the impact of a change in the immigra  on policy on migrants’ probability of becom-
ing entrepreneurs in Australia. The new policy was introduced in the mid-1990s consis  ng of stricter entry require-
ments and restric  ons to welfare en  tlements. According to the author’s fi ndings, immigrants who entered under 
more stringent condi  ons had a higher probability of becoming self-employed, an eff ect that  me spent in Australia 
posi  vely aff ected.



6. Conclusion

The eff ects of high-skill migra  on 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 fi scal policy is severely restricted. Under 
these condi  ons, vulnerable countries cannot use deprecia  on to restore the compe   veness 
of their economy when this decreases, nor can they use expansionary monetary policies and 
they are constrained over the use of expansionary fi scal policies.

Since high-skill immigrants are a  racted to a country of des  na  on by job opportuni  es and 
employment and life condi  ons be  er than the other countries, chances are that a vulnerable 
country is unable to a  ract high-skill immigrants from third countries and from within the 
Eurozone and is losing its own high-skill ci  zens to the advantage of stronger Eurozone 
countries. There is a vicious circle here. High-skill immigra  on could off er a smooth way to 
internal devalua  on. The ability by a vulnerable country to a  ract high-skill immigrants at wages 
lower than the tradi  onal ones would improve the supply of high-skill labour, contribute to a 
so   decrease in wages and a higher labour fl exibility and mobility. However, the economic and 
fi nancial condi  ons in a vulnerable country that goes through devalua  on policies are not such 
to a  ract high-skill immigrants, while at the same  me it is losing its own high-skill ci  zens.

Yet vulnerability is not due to emigra  on, which is rather a consequence. The ou  low of high-
skill workers in vulnerable countries is due to both an income eff ect (the domes  c decrease of 
wages and worsening work condi  ons and welfare) and a structural eff ect (decreasing jobs and 
specializa  on in weaker economies characterised by lower technical progress – at least rela  ve 
to the number of high-skill ci  zens). Thus, and although high-skill immigra  on could contribute 
to solve the problems of vulnerable countries in a monetary union, the general condi  ons of 
their economy and society do not a  ract high-skill immigrants and represent a push factor to 
emigra  on of their high-skill ci  zens.

If vulnerability is due, among other things, to the dismal state of the vulnerable countries’ 
labour markets and related ins  tu  ons, the eff ect of their loss of high-skill immigrants and ci  zens 
could be doubly nega  ve, since it could even diminish the pressure to reform the labour market. 
It appears that the fi rst step in solving the issue of vulnerability is a poli  cal determina  on to 
reform the labour market thereby crea  ng be  er condi  ons for high-skill workers. Reforms may 
consist of greater fl exibility of the labour market, but also – and in vulnerable countries perhaps 
primarily - of improvements in the labour market effi  ciency by means of – among other things 
– lower transac  on 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  me the 
smooth progress of produc  on.  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.
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