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Chapter 4

ImmIgratIon and the 
refugee CrIsIs – Can 
europe rIse to the 
Challenge?

4.1 Introduction

Unrest in the Middle East and North Africa, includ-
ing Syria, Iraq, Afghanistan and the Sahel region, is 
causing the massive displacement of  people locally 
(within the affected countries), to neighbouring coun-
tries, as well as sending huge waves of  refugees to 
Europe. By the end of  2015, 65.3 million individuals 
were displaced from their homes worldwide as a result 
of  persecution, conflict, different forms of  violence, 
or human rights violations (see UNHCR, 2016). Of 
this number, 41 million people were internally dis-
placed; 21 million were refugees, and about 3 million 
were asylum seekers. In 2015, 1.3 million asylum ap-
plications were submitted to EU countries, with most 
applicants coming from Syria, Afghanistan and Iraq. 
Although various measures have somewhat reduced 
the refugee flows into the EU in 2016, the underlying 
migration pressure remains and the refugee crisis 
continues. 

The number of displaced people is staggering and 
points to severe human suffering. Unfortunately, large 
displacements of people due to wars and natural ca-
tastrophes are regularly seen in different parts of the 
world. In a European context, the conflict in Bosnia in 
1990s also produced a large displacement of people 
and waves of refugees. But this refugee wave seems 
somewhat different. The Bosnian conflict followed the 
fall of the Iron Curtain and was generally considered 
a European problem. Current conflicts are arising out-
side of Europe in culturally more distant societies. 
Thus, it is hard to make the case that this should be 
primarily seen as a European problem. Moreover, the 
flow of refugees, while currently comparable with de-
velopments in the 1990s at the peak of the Balkan 
conflicts, involve much broader and more populated 
areas of the world, thus raising the issue of absorption 
capacity. 

EEAG (2017), The EEAG Report on the European Economy, “Immigration and the Refugee Crisis – Can Europe rise to the Challenge?” 
CESifo, Munich 2017, pp. 82–101.

Across Europe, and not just in the far-right spectrum 
of the political discourse, the mass immigration of 
culturally (and, often, visually) very different people 
fuels fears primarily related to the preservation of the 
European national identities and ways of life. 
Importantly, the current refugee crisis follows close on 
the heels of the financial crisis from which many 
European countries have not fully recovered and 
which has challenged social cohesion within Europe. 
Critical voices are being raised not only about refugee 
immigration, but, also, over worker migration and 
globalisation in general. Many traditional European 
political parties reacted slowly and, in the eyes of 
many, inadequately at the onset of the refugee crisis. 
This provided a significant opportunity for populists 
to start shaping the debate. Perhaps more than any 
other single issue, immigration has dominated the po-
litical landscape and an anti-immigration stance has 
become the battle cry of European populists.

The refugee wave is a humanitarian challenge calling 
for a cooperative solution across countries, and defi-
nitely among EU states. Yet developments seem to be 
moving in the opposite direction. A number of mem-
ber states have taken their own non-cooperative 
routes. Attempts to allocate refugees across member 
countries have failed, and the Schengen arrangement 
is threatened. These events have exposed severe struc-
tural problems within the EU and thus further com-
pounded the EU crisis.

In this chapter we try to paint the big picture with re-
gard to migration before delving into specific issues re-
lated to the current crisis, and refugees in particular. To 
this end we begin by presenting some key facts on mi-
gration flows. We show that the number of asylum seek-
ers in the leading EU countries has been cyclical in na-
ture over the past 30 years. While current numbers of 
refugees are very large, they are still comparable with 
numbers experienced as a result of the conflict in 
Bosnia in the 1990s. We then present longer term popu-
lation and migration forecasts and discuss the factors 
influencing migration flows. Next, we comment on 
some key aspects of humanitarian migration policies, 
and particularly their relevance to Europe. We then dis-
cuss the potential economic impact of the current refu-
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gee wave focusing, in particular, 
on its labour market effects and 
implications for public finances. 
Finally, we analyse important 
challenges and risks related to the 
current crisis and formulate some 
policy recom mendations. 

4.2 Migration patterns

Migration is one of the most im-
portant evolutionary mechanisms 
that have been shaping the devel-
opment of humanity since its in-
ception. Migrations are caused by 
a multitude of reasons. They can 
be largely voluntary, as in the case of worker migrants, 
or largely involuntary as in the case of people leaving 
conflict or persecution. One important trend is the 
movement of people from less developed to more de-
veloped economies. As a result, in many developed 
countries, the stock of foreign-born population is on 
the rise (see Figure 4.1). This can be seen as a natural 
consequence of globalisation i.e. an increase in the 
global exchange of capital, goods and labour.

Considering the various types of migration, work-in-
duced migration constitutes a large part, also reflect-
ing efforts to make worker migration easier. A prime 
example of such initiatives is the single labour market 
in the EU (see EEAG, 2015). Most countries have spe-
cial immigration rules for workers, which make labour 
mobility easier for highly skilled and specialised types 
of labour. Migration due to humanitarian reasons 

constitutes a relatively small share of total migration 
(around 9 percent, see Figure 4.2). However, if  family 
unification is also included the total share is around 
42 percent. Another important category of migrants 
are students (included in the “Other” category).

At a global level the number of displaced persons in 
the past decade has been around 40 million per year, 
or about 6 percent of the world population, but recent 
conflicts have caused an increase (see Figure 4.3). 
Most of the displaced persons move within their own 
country (so-called internal displacement), while only a 
minority leaves the country and becomes refugees or 
asylum seekers.

Figure 4.4 presents the evolution in the number of asy-
lum applications to developed European countries in 
the period 1985–2015. The left panel presents the total 

number of asylum applications 
for EU-15 countries in aggregate 
and, for the purpose of compari-
son, for Germany alone. The right 
panel shows the number of asy-
lum applications in five other de-
veloped European countries that 
have received large numbers of 
asylum seekers in the past. It is 
worth noting that when looking at 
sufficiently long time horizons, 
the number of people requesting 
asylum in developed European 
countries shows a cyclical trend, 
with Germany closely approxi-
mating the general European 
trend. The peaks are reached dur-
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ing large conflicts: the wars in Bosnia, Kosovo and now 
the war in the Middle East. After peace was re-estab-
lished, the numbers fell substantially. Having said that, 
the number of asylum applications in Germany in 
2015 surpassed the previous all-time-high correspond-
ing to the war in Bosnia, prompting serious concerns.

In the first half  of 2016, the total number of first time 
asylum seekers in the EU was around 593 thousand 
(Figure 4.5). In terms of origin, the majority of asy-
lum seekers came from war-torn areas: Syria (close to 
one third), Afghanistan (over 14 percent) and Iraq 
(close to 12 percent). Most refugees came from the 
same countries-of-origin in 2015 (Eurostat figures). 

It is worth highlighting that, in terms of the number 
of applicants, Germany accepted the lion’s share in 
2015, with Hungary receiving the second largest num-

ber of applicants (Figure 4.6, left 
panel). In terms of the number of 
asylum seekers as a percentage of 
the host population, however, it is 
Hungary and Sweden that have 
assumed the heaviest burden 
(Figure 4.6, right panel).

These are large numbers. 
However, for Germany, the num-
ber of refugees as a percentage of 
the host population, is compara-
ble with the flows registered dur-
ing the turbulent 1990s. Of 
course, only a fraction of these 
people will, eventually, be granted 
migrant status and some of those 

will inevitably either return home or move to another 
country.1 Moreover, despite current developments in 
Europe, the fraction of the world population on the 
move from their own country of birth is fairly stable 
across time and is, on average, around 0.65 percent of 
the world population in any given five-year period 
(see, e.g. Abel, 2015). According to the same metric, 
from 1960 on, global migration reached its peak in the 
1990s (and not, as one might think, in the 2000s). The 
next section discusses longer term population and mi-
gration trends using the best currently available esti-
mates and forecasts.

4.3 Migration forecasts in the longer run

Forecasting future migration flows is both difficult 
and highly uncertain. The task would be particularly 

challenging if  we were to try to 
forecast future movements of 
people for solely humanitarian 
reasons. This would involve pre-
dicting wars, civil conflicts, and 
natural catastrophes and some-
how distinguishing between eco-
nomic and other “non-humani-
tarian” causes of migration. In 
fact, migration flows are heavily 
affected by economic factors. 
Europe is a high income area and 
there are countries both to the 

1  There is a significant discrepancy across 
Europe in that regard. While Hungary has 
been speedily rejecting most of the asylum 
claims, this is not the case in Germany or 
Sweden (see Figure 4.14 below).
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south and to the east of Europe with lower income 
levels and correspondingly lower living standards. 
Moreover, population growth in the south is, on aver-
age, higher, and the population is generally younger 
than in Europe. This creates sustained migration pres-
sure towards Europe. While in theory it is possible to 
draw a distinction between migration driven by eco-
nomic and humanitarian reasons, in practice it is far 
more difficult to do so. One reason is that people dis-
placed due to a conflict or a catastrophe may not be 
able to return to their country of origin within the 
foreseeable future, and therefore may need to consider 
where to settle. In this case economic factors play an 
important role, even if  migration may have initially 
been triggered by humanitarian reasons. Moreover, 
recent experience shows that some economically moti-
vated migrants may try to take advantage of refugee 
flows in an attempt to enter Europe. Therefore, it may 

in practice be difficult for admin-
istrators to distinguish between 
different migration types. 
Moreover, even if  who falsely pre-
sent themselves as refugees can be 
identified, it is not always possible 
to return them to their home 
countries (or, at least, not to do so 
swiftly). Although uncertainties 
are large, it is nevertheless impor-
tant to consider possible future 
migration trends. As we shall see, 
while the precise type of migra-
tion may vary considerably across 
space and time, overall migration 
levels as fractions of the popula-
tions are relatively stable. This ob-

servation serves as a basis for the long-term forecasts 
that we use.

Since migrations invariably depend upon demograph-
ic factors, this is a natural starting point. Indeed, if  
we were not able to estimate, at least roughly, how 
many people will be on this planet and its continents 
at different points in time in the future, it would be all 
the more daunting to try to predict the future move-
ment of  people around the globe. Recently, signifi-
cant progress has been made towards a better under-
standing of  the key determinants of  the global popu-
lation dynamics (see Lutz et al., 2014). This study, a 
collaborative effort by leading international research 
institutions with the participation of  over 550 popu-
lation dynamics experts from all continents, docu-
ments a strong link between human capital develop-
ment and long-term population dynamics. A number 

of  socio-economic scenarios are 
constructed which take into ac-
count different future education-
al trends, their environmental im-
pact etc. Our discussion primari-
ly focuses on their base-case fore-
cast.2 This is a realistic, not over-
ly optimistic nor overly pessi- 
mistic scenario. It incorporates, 
among others, the assumption 
that educational improvements 
prevalent around the globe in the 
past 20 to 30 years will continue 
more or less unchanged in the 
future. 

2   See socio-economic scenario S2 in Lutz et 
al. (2014).
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The base-line projection of the world population is 
shown in Figure 4.7. According to this scenario, the 
world population will continue to grow until about 
2050 and then slowly start to decline. Population 
growth is initially driven by fertility rates above the re-
productive level in less developed parts of the globe 
(most notably in parts of Africa and less developed 
parts of Asia). Over time, however, fertility rates are 
expected to continue falling across the world to a level 
close to or below the reproductive level. Across the 
globe there is also a mirroring trend of longer life ex-
pectancy and population ageing. All these processes 
are actually well under way not only in developed 
parts of the world, but also in a growing number of 
developing countries. 

It is forecasted that the population of Africa will con-
tinue to grow both in absolute and in relative terms, ac-
counting for around 28 percent of 
the world population by 2090. On 
the other hand, the populations 
of Asia, Europe and South and 
Central America are expected to 
start shrinking both in absolute 
and relative terms over the next 
two to three decades. By 2090, 
Asia will make up just under 50 
percent of the world population, 
while Europe and Latin America 
will account for around 8 percent 
of the total respectively. The pop-
ulation of Oceania (including 
Australia) will continue to grow 
both in absolute numbers and as a 
share of the world population, but 

it will remain below 1 percent of 
the total. The population of 
North America, by contrast, will 
moderately increase in terms of 
the number of people, but drop 
slightly in relative terms. By 2090, 
5.6 percent of the total world pop-
ulation will live in North America. 

An important driver behind the 
changes in fertility rates in the 
above projection is the improve-
ment in education along trajecto-
ries observed in the past 20 to 
30  years. Particularly significant 
in this respect is continuing im-
provement in female education 

participation. It is worth noting that this scenario does 
not assume any spectacular additional educational 
push in the future with respect to current trends. As a 
result, Asia, Africa and South and Central America 
will continue to close the educational gap with respect 
to Europe, Oceania and North America (see 
Figure 4.8). By 2090, on average, the world population 
will have the equivalent of at least a high school edu-
cation on all continents. Africa, in particular, will 
achieve today’s European level of educational achieve-
ment by that time. More advanced countries will also 
make progress, albeit at a slower pace, reaching an av-
erage level of 15 years of education (roughly an equiv-
alent of a college degree). An increase in education 
will, in turn, be associated with a significant drop in 
fertility rates across all continents, which will converge 
at levels below the reproduction level in most coun-
tries, including most of Africa.
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A very important, but challenging issue is making a 
plausible forecast of future migration flows between 
countries. The task is made even more difficult by the 
fact that some countries collect rather detailed data on 
migration flows while others do not. However, statis-
tics on stocks of migration exist and are more reliable 
and comparable across countries (see, for example, 
Abel, 2015, 2016). They can be used to make informed 
assessments of migration flows.3 In a recent and highly 
acclaimed article published in Science, Abel and 
Sander (2014) proposed a novel methodology for indi-
rectly estimating migration flows. In their approach, 
immigration and emigration flows are estimated across 
all pairs of countries around the globe based on 
changes in migration stocks every five or ten years. 
These changes can be further corrected by estimating 
data on immigrant births and deaths. As a result, one 
obtains an estimation of flows that must have taken 
place between each pair of countries in a particular 
time period. Sander et al. (2013) describe how a simi-

3 Two principal sources of migration stock data are provided by the 
United Nations (every 10 years) and the World Bank (every 5 years).

lar method is applied to create forecasts of long term 
immigration flows presented in Lutz et al. (2014), see 
Box 4.1. 

We primarily focus on the base-case scenario and 
demonstrate the extent of differences to other availa-
ble scenarios in the case of a particular country, name-
ly Germany. While the resulting projections are clearly 
quite uncertain, they are the best currently available 
source of medium to long-term base-case forecasts of 
global migration patterns. We focus on forecasts that 
have a direct bearing to Europe.4

4 The regions are defined as follows: (1) Developed Europe: 
Countries of the EU without former socialist countries, (2) Central 
and Eastern Europe (CEE): Poland, Slovakia, Hungary, Slovenia and 
Czech Republic, (3) South Eastern Europe (SEE): Moldovia, 
Bulgaria, Romania, and Turkey, (4) Western Balkans: Albania, BiH, 
Croatia, Montenegro, FYR Macedonia, and Serbia (including 
Kosovo), (5) Baltic Countries: Estonia, Lithuania, Latvia, (6) Ex-
USSR10: Countries of the former USSR, without Russia, Baltics, 
and Moldovia, (7) North Africa: Algeria, Libya, Morocco, Tunisia, 
and Egypt, (8) Rest of Africa: All countries in Africa without coun-
tries of North Africa, (9) Select Asia: Afghanistan, Bangladesh, Iraq, 
Iran, Syria, Viet Nam, China, Lebanon, Pakistan, and India.

This box summarises the method of forecasting migration flows developed in Sander et al. (2013). Essentially, the authors 
first develop estimates for immigration and emigration (by sex and age) for each country for the period 2005–10. Migration 
to and from each country is projected using bi-regional models, i.e. by dividing the world into the target country and the rest 
of the world. They make the assumption of the constant probability of emigration and immigration across cohorts (sex and 
age by country) and estimate these transition probabilities based on period 2005–10 rates estimates (with some adjustments). 
Directional migration flows are then projected as the product of migration probabilities and the population in the origin 
country (for emigration) and the rest of the world (for immigration). In order to make a more plausible forecast of future 
migration patterns, a large group of international experts from all continents provided their views in a structured online 
survey. These views were further polished and finalised at a two-day live gathering of a representative group of experts. The 
experts identified seven factors that are most likely to heavily impact migration patterns in the future (adapted from Sander 
et al., 2013, Table 3): 

• Remittances will become more important for the economic development of migrant-sending countries.
• Temporary labour migration will increasingly compensate for skills shortages in developed countries and thus reduce per-

manent migration.
• Major shifts in the economic performance of industrialised countries will significantly influence demand for migrants.
• Shifts in cohort size, especially related to the baby boom and bust, will play an important role in shaping international 

migration levels.
• The propensity to move abroad among 15 to 29 year olds will be particularly high in countries with a large “youth bulge”.
• International migration will mostly follow established paths and existing migrant networks.
• Political instability and oppression in African and Middle Eastern countries will result in more people seeking political 

asylum in democratic countries.

In their construction of the different scenarios the expert group decided that forecasting immigration and emigration for 
each individual country using a constant rate scenario (i.e. constant probabilities by country, age, and sex) estimated for the 
period 2005–10 coupled with the net impact of the above seven factors was preferable to using alternative methods (such as 
time series forecasts, turning point forecasting, etc.). After adjustments are made for 25 countries, which experienced rapid 
changes in migration rates over the past decade (like Spain, for example) that are unlikely to persist through 2060, these 
rates are assumed to stay constant until 2060. Based on these rates, they obtain a base-line forecast of the number of people 
immigrating and emigrating for each country for each five-year period. In addition, a number of alternative scenarios were 
elaborated based on the seven identified factors. In the Wittgenstein Center for Demography and Global Human Capital 
database, estimated and forecasted net migration data is available (immigration minus emigration) for each country and for 
different scenarios.1

1 In the database of the Wittgenstein Center for Demography and Global Human Capital used here there are a total of seven different sce-
narios corresponding to each SSP scenario. The base case scenario is denoted as SSP2. Note that their data makes forecasts all the way to 2100. 
However, as explained in Sander et al. (2013), they have made explicit forecasts only until 2060. Thereafter they merely assume gradual conver-
gence to zero net immigration by 2100. Thus, we do not present forecasts after 2060. 

Box 4.1
Explanation of the migration forecasting method
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Developed Europe and Russia are expected to contin-
ue to have positive net immigration. For developed 
Europe in particular, the trend is supposed to stabilise 
to just over a million people per year for the next 40 to 
50 years (see Figure 4.9). This is not a small number. It 
is worth bearing in mind, however, that this figure in-
cludes net immigration from both within and outside 
of Europe (including developed Europe). These pat-
terns are mirrored by net emigration patterns from se-
lect countries in Asia, Africa and the ex-USSR 10, 
which are expected to continue to be a source of 
emigration. 

While net emigration from Africa will be driven both 
by the northern regions and the rest of Africa in the 
short run, it is sub-Saharan Africa that will be the 
largest net contributor to African emigration (around 
1 million per year, on average) in the longer run. 

Over time these flows imply an in-
creasing number of the foreign-
born population living in devel-
oped Europe. Since the popula-
tion of developed Europe is not 
forecast to change much under 
the base-case scenario, this fur-
ther implies an increasing share 
of the foreign-born population. 
In the case of Germany, the total 
population is expected to fall 
moderately in the base-case sce-
nario. Forecasts would have pre-
dicted more dramatic drops with-
out net immigration. The same is 
qualitatively true for Russia 

where the inflow of immigrants, 
primarily from the former USSR, 
is forecast to continue. 

In the 1990s the countries of 
Eastern, South Eastern and 
Central Europe all experienced 
significant net emigration, with 
many people leaving for developed 
Europe, among other places (see 
Figure 4.10). From the 2000s on-
ward, this trend fizzled out in 
Central and Eastern Europe. By 
the 2020s, the Western Balkans re-
gion, which had seen very signifi-
cant net emigration in the 1990s 
due to the conflict in the former 

Yugoslavia and the relatively poor state of the econo-
my, should start seeing small, but positive net aggregate 
immigration flow. Only the South Eastern European 
countries, which include Moldova, Bulgaria, Romania 
and Turkey, will continue to see a net outflow of people, 
but emigration from these countries is projected to di-
minish over time. In most of these countries birth rates 
are already at or below the reproduction rates.

Immigration patterns for Afghanistan illustrate the 
fact that large numbers of people that leave a war-torn 
country (as in Afghanistan in the 1980s) may eventu-
ally return when and if  peace is re-established. In the 
case of Afghanistan, this happened after the end of 
the Soviet occupation. New conflicts, i.e. the Allied 
war against the Taliban, did not bring, on a net basis, 
as many refugees as in the 1980s, but these are still 
rather large numbers. Whereas Afghan refugees pri-
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marily stayed in Pakistan in the 
1980s, they are currently more 
likely to move to Europe as parts 
of Pakistan are destabilised too. 
Going forward, the forecast pre-
dicts that underdeveloped Asian 
countries such as Afghanistan, 
Bangladesh, and Pakistan will 
continue to have a significant out-
flow of people. Large emerging 
Asian economies will also pro-
duce a significant number of mi-
grants (India much more than 
China), but these numbers will be 
small compared with the sizes of 
these countries. 

We now take a closer look at both 
past and forecast immigration into 
developed Europe. Figures 4.11 
and 4.12 present, respectively, net 
immigration into five large and five 
smaller European economies that 
have historically experienced sig-
nificant immigration in the past. It 
is worth noting that, based on esti-
mates made for five-year periods, 
immigration into Germany was at 
its highest level in the 1990s, while 
immigration into Spain peaked in 
the early 2000s. Somewhat similar 
insights can also be drawn from 
immigration patterns in five small-
er European economies (Belgium, 
Greece, Netherlands, Sweden and 
Portugal). Interestingly, it is 
Greece, and not the Netherlands or 
Sweden, that has had the highest 
recorded net immigration among 
these five countries (posted in the 
1990s), both in terms of the num-
ber of people and as a fraction of 
the population of the host country. 
In the case of Greece, this was pri-
marily driven by a very large influx 
of immigrants from Albania (see 
Cholezas and Tsakloglou, 2008). 

Thus far we have considered the 
base-case scenario. Let us now 
briefly comment on alternative 
scenarios. For this purpose we fo-
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cus on the largest country in de-
veloped Europe, namely Germany 
(see Figure 4.13).

Let us note that, as expected, the 
different scenarios vary signifi-
cantly. The base case scenario 
(red line) is bracketed between 
two more extreme cases.5 The 
highest level of  immigration into 
Germany is forecast under sce-
nario SSP5 (blue line) which, in 
turn, also predicts strong popu-
lation growth in that period. On 
the other hand, scenario SSP3 
(green line) predicts both a de-
cline in immigration, as well as a 
strong decline in the German 
population. SSP1, by contrast, leads to a very similar 
net immigration forecast for Germany as the base-
case scenario. In both of  these cases, an increase in 
immigration is coupled with a small drop in the pop-
ulation of  the country, leading to higher shares of 
foreign-born residents. 

In short, migration pressures on developed Europe are 
likely to persist, possibly at levels higher (in terms of 
the number of people) than observed, on average, over 
the past decade. These numbers include all forms of 
migration, and worker migration accounts for a sig-
nificant share. The migration pressure driven by hu-
manitarian pressure will persist, although it is very dif-
ficult to precisely predict the timing, the source, and 
the receiving countries. 

4.4 Humanitarian migration policies

The consequences of  conflicts or natural catastrophes 
for the displacement of  people depend on numerous 
factors including the type of  event, its scale, and loca-
tion. Displaced people may seek help in other parts 
of  the country, or may ask for asylum in neighbour-
ing or more distant countries. The specific routes tak-
en depend on many factors including age, own re-
sources, established networks and linguistic and po-
litical/cultural ties, as well as the humanitarian migra-
tion policies of  potential host countries.

5 There are three other net immigration scenarios which we do not 
present here since they lead to very similar results as the base-case 
scenario.

Rules for individuals wanting to enter a country for 
humanitarian reasons are very complex, see Box 4.2. 
Although the overarching principles are clear and 
shared by most countries, there is considerable scope 
for differences in interpretation and implementation 
of the rules. Conventions define a right to apply for 
asylum, but not a state’s obligation to offer protection 
to anyone who claims it.

Countries interpret admission criteria for asylum 
seekers with varying degrees of stringency. This also 
applies across EU countries, despite efforts to define 
common asylum and migration policies. There are 
cross-country differences in criteria for granting both 
temporary protection and permanent asylum. 
Moreover, countries have different interpretations of 
“safe origin countries” and “third safe countries”, and 
different waiting times, rules for family unification etc. 
(see e.g. European Union Agency for Fundamental 
Rights, 2016).

In particular, there are large differences in processing 
times and the share of approved asylum applications 
across EU countries (see Figure 4.14). Although vari-
ous reasons may explain some of the observed cross-
country differences, like the composition of the pool of 
asylum seekers, these differences are so large that they 
may also be seen as an indicator of the different policy 
stances across EU countries (Dustmann et al., 2016).

In setting migration rules there is a conflict between 
the ethical or humanitarian duty to help human be-
ings in a difficult situation, and the right of citizens of 
recipient states to determine who enters their territory. 
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The latter may become an important issue if  large 
scale immigration significantly challenges a society 
economically and/or culturally. This is clearly a very 
difficult issue, since there is no counter-factual and the 
argument can be used to defend anti-immigration pol-
icies and stir up populism.

To deter asylum seekers, a country may adopt a slow 
and uncertain procedure for handling applications, 
granting family unification etc. At the same time, it is 
well-established that long and uncertain decision 
times are a deterrent to subsequent integration into 
society, which also applies to the labour market 
(OECD, 2016). There is therefore a trade-off  between 
deterring entry and promoting the integration of 
those granted asylum.

As argued above, it is not always easy to draw a clear 
distinction between a refugee and an economic mi-
grant, since there are multiple possible reasons for mi-
gration. Importantly, informational asymmetries exist 
between an applicant and asylum administrators. In 
designing migration polices one also faces the dilem-
ma that those making it to the border (in case of long-
distance conflicts) are selected among the displaced 
people and seldom include those that need protection 
the most, i.e. the weakest segment of the population. 
A further problem is that, even when asylum applica-
tions are declined, it may not always be straightfor-
ward to return migrants (see Box 4.2).

Refugee policies are a prime example of a policy area 
calling for international harmonisation and coopera-

Migration rules are complex. Some forms of migration are covered by international conventions while others are unilaterally 
decided upon at the country level. Under EU law, for example, there are 20 different categories of third-country nationals, 
each with different rights depending on their links to EU Member States or their need for protection. While the cases of stu-
dents and migrant workers may be relatively simple (see EEAG, 2015 on the rules for worker migration within the EU), the 
rules applying to asylum seekers and family unification are detailed and complex.
There is a multilayer structure of migration rules and regulations including UN conventions, the European Social Charter 
(ESC) and the European Convention on Human Rights (ECHR) for the 47 member states of the Council of Europe (includ-
ing all 28 EU countries), EU law for the EU member states, and finally national law. This is further complicated by the fact 
that not all countries have ratified or acceded to all of the ECHR Protocols; and not all EU member states are bound by all 
of the different pieces of EU legislation in the field of asylum, border management and immigration (for an overview see, 
for example, European Union Agency for Fundamental Rights, 2016). Moreover, international conventions leave room for 
different national interpretations and approaches. This further adds to the complexity of the problem.
The 1951 United Nations Convention (“Geneva Convention”) relating to the Status of Refugees and the 1967 Protocol 
(“Refugee Convention”) is the primary framework for international refugee protection. To date, 142 countries have signed 
the two. The Geneva Convention defines a refugee as a person who has a:1 
“Well-founded fear of being persecuted for reasons of race, religion, nationality, membership of a particular social group or 
political opinion, is outside the country of his nationality and is unable or, owing to such fear, is unwilling to avail himself of the 
protection of that country; or who, not having a nationality and being outside the country of his former habitual residence as a 
result of such events, is unable or, owing to such fear, is unwilling to return to it.” 
The convention was originally limited to persons affected by events within Europe, but the 1967 protocol made coverage uni-
versal. Originally, the convention applied to individual persecution, but it is now interpreted to apply more widely to persons 
leaving their country due to wars and conflicts, and where the country of origin is unable to provide protection. Today this 
is also interpreted to include persons at risk of persecution for reasons of gender and sexual orientation or identification.
The two key parts of the convention are the right to seek asylum and be granted asylum if  the conditions are satisfied, and 
the principle of non-refoulement. The latter prohibits states from returning a refugee or asylum seeker to territories where 
their life or freedom would be threatened, or where they may be subject to inhuman treatment or punishment.
The Geneva Convention does not stipulate the precise criteria that should be used to judge whether a person should be 
granted asylum, or the rights of refugees lawfully staying in a country, which leaves scope for differences in interpretation 
and implementation. This particularly applies to whether a temporary or permanent permit of residence is granted. For an 
overview, see European Union Agency for Fundamental Rights (2016).
The EU asylum acquis comprises intergovernmental agreements, regulations and directives related to asylum in the EU 
(although not all EU members are bound by all elements of the asylum acquis). The Common European Asylum System 
(CEAS) aims to establish common rules for asylum seekers across EU countries. Main pillars of the system are (i) The 
Dublin Regulation stipulating that the country of first arrival is usually responsible for the examination of an asylum re-
quest, (ii) Eurodac fingerprinting database, (iii) The Asylum Procedures Directive aiming at harmonising asylum proce-
dures, (iv) the Qualification Directive aiming at defining common criteria for granting protection and stipulating the rights 
of asylum seekers, (v) The Reception Conditions Directive aimed at setting minimum standards for living conditions, and 
(vi) the European Asylum Support Office to support cooperation among member states on asylum policy.
Various policy initiatives have been implemented to strengthen EU cooperation on refugee policies. Interestingly, a directive 
on “Temporary protection in the event of a mass influx of displaced” was adopted in 2001, but was never implemented. The 
main idea was to set up a system that could offer temporary protection in case of mass refugee waves. In response to the 
recent refugee wave, the Commission has presented proposals to reform CEAS where the directive is replaced by a regulation 
(a regulation is binding for member countries, while a directive is not) to (i) simplify, clarify, and shorten asylum procedures, 
(ii) ensure common guarantees for asylum seekers, (iii) tighten rules to combat abuse and (iv) harmonise rules on safe 
countries (see European Commission, 2016). 

1 Article 1A(2).

Box 4.2
Migration rules
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tion, not least within the EU. The root problem is a 
humanitarian one for which all countries share a re-
sponsibility. Moreover, in an EU context, the burden 
should not rest primarily on countries at the EU’s ex-
ternal border and must be equitably shared. This does 
not necessarily imply that refugees should be distrib-
uted proportionally across countries, but that there 
should be a common admittance policy and clear 
principles for sharing the burden. Common admit-
tance criteria make sense since, at least within the 
Schengen zone, once a refugee is admitted into one 
European country s/he effectively obtains the right to 
move to any other member state. Non-cooperative 
policies whereby single countries adopt their own poli-
cies in an attempt to lower refugee pressures lead to 
negative spill-overs to neighbouring countries, in-
crease the total costs of managing refugee flows and 
may cause “rule speculation“ or “regulatory arbi-
trage” among prospective refugees. 

All of this weighs in favour of a common EU response 
to the refugee crisis. However, such a response has 
failed to materialise to date. Paradoxically, the EU 
adopted a Temporary Protection Directive back in 
2001 with harmonised “minimum standards for giving 
temporary protection in the event of a mass influx of 
displaced persons and on measures promoting a bal-
ance of efforts between Member States in receiving 
such persons and bearing the consequences thereof”.6 
This directive is specifically intended to deal with pos-
sible cases of mass arrivals into the EU of foreign na-
tionals who cannot return to their countries, particu-
larly due to a war, violence or human rights violations. 
However, the Directive has never been implemented. 
While the Directive was prompted by the refugee wave 
in the early 1990s following the conflicts in the 
Balkans, the consequences of failing to make progress 
in this area have become clearly apparent in recent 
years.

4.5 Economic impact of migration

The current influx of refugees into Europe has trig-
gered lively discussions about the potential impact of 
immigration on the economic welfare, security, and 
culture of the host nations. Large-scale immigration 
has a dramatic impact on the source countries too. 

6 European Union, “The Directive on Temporary Protection in the 
Event of a Mass Influx of Displaced Persons,” Council Directive 
2001/55/EC, 20 July 2001, http://eur-lex.europa.eu/legal-content/EN/
TXT/?uri=URISERV%3Al33124.

This section focuses on the economic impact of immi-
gration. It is worth noting that immigration has prom-
inently featured in the European economy for some 
time now. According to a recent OECD study (OECD, 
2014), migrants account for around 70 percent of the 
increase in the workforce in Europe in the past ten 
years (in the US the corresponding number is 47 per-
cent). Overall, migrants work both in fast growing and 
in declining sectors of the economy, filling important 
niches. How much migrants contribute to the host 
economy depends, unsurprisingly, on the structure of 
the host economy itself, as well as on the migrants’ ed-
ucational level, the ways in which they immigrated 
into the country, their knowledge of the language of 
the host country and other factors. 

In assessing the overall economic effects of migration 
it is crucial to distinguish between the different types 
of migration. Worker migration driven by differences 
in wages and thus productivity allows a potentially 
better allocation of resources and is, therefore, a pos-
sible source of welfare gains, although it is associated 
with distributional effects that create winners and los-
ers. However, migration also involves entitlement to 
social arrangements, which in itself  affect the econom-
ic implications, but may also impact migration pat-
terns (see also EEAG, 2015). Admission of migrants 
on humanitarian grounds is clearly not motivated by 
economic concerns in the first place, but its economic 
consequences are, of course, important for the host 
countries. 

We focus the discussion of the economic impact of 
migration primarily on aggregate measures such as 
production, the labour market and public finances. 
The effects in these three dimensions are closely inter-
related; and a common denominator is the employ-
ment level of immigrants relative to the employment 
level of the population in the host country.

4.5.1 Production and income

When discussing the effects of immigration on pro-
duction and income, it is important to distinguish be-
tween effects on levels and on per capita values. If, for 
example, the labour force increases due to immigra-
tion, then GDP is likely to increase; but this does not 
necessarily imply that GDP per capita will increase. 
GDP per capita can be decomposed as average value 
added per working hours times average working 
hours. The basic accounting principle therefore tells us 
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that per capita GDP increases in response to immigra-
tion if  immigrants either have higher productivity 
and/or work more than the population on average. 
Over time more complicated and subtle effects may 
arise if  immigration affects the average productivity 
level in society, which clearly depends on the type of 
immigrants in question.

This reasoning immediately leads to a general point. It 
is difficult to make general statements on the effects of 
immigration, since it depends not only on the level but 
also on its composition (students, worker migrants, 
refugees, family unification etc.). Immigrants who can 
bring specialised knowledge and enter the labour mar-
ket directly, clearly have different effects than immi-
grants with low qualifications who have difficulties 
finding a job. The heterogeneity implies that the com-
position of a given number of immigrants is crucial to 
their economic effects; and it is impossible to make 
general unconditional statements on the economic ef-
fects of immigration.

This is also clear from studies that find an ambiguous 
link between migration and economic growth. On 
one hand, migrants and, especially, high-skilled mi-
grants, can positively impact human capital forma-
tion (less so in the case of  refugees from countries 
with lower levels of  education). On the other hand, 
with an increase in the number of  people, capital per 
worker is mechanically reduced. On the whole, 
Boubtane and Dumont (2013) show that for a sample 
of  22 OECD countries between 1986 and 2006, the 
effect of  immigration on economic growth was posi-
tive, but small. Namely, an increase of  50 percent in 
net migration of  the foreign-born generated less than 
one tenth of  a percentage-point of  variation in pro-
ductivity growth. As this result includes countries 
with highly selective skill-based immigration, the cur-
rent influx of  refugees is, at best, going to have very 
small positive impact on productivity. Münz et al. 
(2006) confirm that the impact of  immigration on 
growth heavily depends on their labour market per-
formance and is heterogeneous across countries. 
Furthermore, they find that immigration has a posi-
tive effect on demography and ageing, but will not 
alone resolve the financial challenges associated with 
ageing. They also find evidence that immigration has 
a small, but positive impact on the trade relations be-
tween migrants’ countries of  origin and host coun-
tries. This is demonstrated, in particular, in the case 
of  the UK and Spain. The remittances represent a 
drain on the balance of  payments for the host coun-

tries, but they may support the EU’s export of  goods 
in source countries too.

The above refers to the structural effects of immigra-
tion. In the short run, an influx of immigrants may 
induce a more expansionary fiscal policy. Many 
European countries have increased public spending in 
order to process asylum applications and secure con-
ditions for the stay of refugees while their applications 
are decided upon. Both the EU and European nation-
al governments also provide some support to coun-
tries of origin, as well as to those countries through 
which refugees pass. 

The OECD reports that Germany has projected an 
additional 0.5 percent of GDP per annum of public 
spending in 2016 and 2017 in order to meet the initial 
needs of the asylum seekers and to integrate them into 
the labour market (OECD, 2015). Austria allocated 
them 0.3 percent and Sweden 0.9 percent of their 
GDP in 2016. The Turkish government has provided 
aid to Syrian refugees in Turkey since 2011, which was 
worth the equivalent of 0.8 percent of GDP in 2014. 

In the short run, additional public spending is likely to 
act as a demand stimulus, especially in countries like 
Germany, Sweden and Austria, which have the largest 
refugee populations. In 2016 and 2017, the additional 
spending could boost aggregate demand in the 
European economy by about 0.1 to 0.2 percent of 
GDP (this is an estimate that appears both in OECD 
and IMF reports).

4.5.2 Labour market

The labour market aspects of immigrants are essen-
tial. The ability to be self-supporting is in itself  of im-
portance, but it is also crucial for integration into the 
society at large, besides its obvious economic im - 
plications.

The likelihood of immigrants finding employment 
clearly depends on both labour market structures and 
institutions, as well as on the personal attributes of the 
immigrant including their education, skills, experi-
ence, language proficiency etc. Moreover, norms and 
gender roles may play a role when families from cul-
tures where the man holds the breadwinner role enter 
countries with a different gender balance, and where 
the labour market participation rates of women are on 
par with those of men.
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The fact that most countries have more flexible immi-
gration rules for highly-skilled individuals clearly re-
flects their interest in attracting such types of labour. 
Highly-skilled people can integrate into the labour 
market more easily. Humanitarian immigrants, on the 
other hand, often come from low-income countries 
and therefore tend to be less educated than the popu-
lation in the host country. In this way, large numbers 
of refugees tend to increase supply of low/less-skilled 
labour. Labour market institutions and structures in-
fluence how this affects employment and wages. In la-
bour markets with relatively high minimum wages in 
particular, it may be difficult for immigrants to find 
jobs, while in others with a more flexible wage setting, 
job-finding is relatively easier, but at the risk of be-
coming the working-poor. In addition, there are issues 
in relation to recognition of skills and possible dis-
crimination in the job application process. 

The difference in employment levels for migrants are 
illustrated in Figure 4.15, which shows employment 
rates for men and women for natives and migrants 
from EU-15 countries and outside the EU-28 coun-
tries. Firstly, the employment rate for migrants from 
EU-15 countries is on par with that of the native pop-
ulation in most countries, reflecting the fact that these 
migrants are predominantly worker migrants. 
Secondly, for migrants from outside EU-28 employ-
ment rates are generally lower, especially for women, 
than for natives; reflecting the fact that a significant 
share of those immigrants enter due to asylum and 
family unification. At the same time, the differences 
across countries are also large, reflecting both differ-
ent labour market structures and differences in the 
composition of immigrants. The aggregate numbers 

reported in Figure 4.15 conceal differences depending 
on the reason for residence (work or refugee) and their 
country of origin. Employment rates among refugees 
are lower than those among natives in all EU coun-
tries, and the gap is particular large for women, al-
though it tends to decrease with the duration of the 
residence period (see e.g. Dumont et al., 2016).

The labour market challenges and tensions created by 
immigration are intimately related to the increase in 
the supply of low-skilled labour. Globalisation and 
technological changes are known to create so-called 
skill-biased changes, implying that demand for low/
less skilled labour is declining in high-income coun-
tries. In response to this, countries focus on improving 
the skill level of the work-force, to support high em-
ployment and an acceptable wage distribution – the 
race between technology and education. The tension 
from immigration thus arises from the fact that it 
tends to reinforce the skill-bias problem by increasing 
the supply of low/less skilled labour. This challenges 
labour market policies. It is also a source of social ten-
sion, since groups already under pressure find that 
they carry a disproportionally large share of the ad-
justment burden in terms of further pressure on job 
possibilities and wages, which in turn gives rise to the 
sentiment that: “they are taking away our jobs”.

Considering in more detail the issue of labour market 
entry of immigrants, the speed and quality of integra-
tion of refugees into the labour market of the host 
country is important for both the short and the longer-
term costs of the refugee influx. Significant factors are 
labour market options for asylum seekers while their 
applications are being processed, and should they re-

ceive a positive response to their 
asylum claim. Annex I on p. 41 of 
the recent IMF report on the refu-
gee crisis in Europe (see IMF, 
2016b) features a comparison of 
asylum rules for Italy, the UK, 
Germany, and Sweden. Differenc-
es across countries are quite sub-
stantial. While in Sweden asylum 
seekers are allowed, under certain 
conditions, to work right away 
without a working permit, in the 
other three countries a working 
permit is required. In Italy, it is re-
ceived within two months after in-
itially applying for asylum and is 
renewed every six months. Im-
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portantly, no restrictions are posed when searching for 
employment. In Germany, a work permit may be re-
ceived three months after registering as a refugee. 
However, employers must prove that they were not able 
to find qualified German nationals, EU citizens or rec-
ognised refugees to fill the position in question. This is 
a serious barrier to early legal entry to the labour mar-
ket in the application process. It has to be noted that 
this restriction does not apply to professions with la-
bour shortages and it is waved after 15 months of resi-
dence. In the UK, the policy towards the labour rights 
of refugees is even more restrictive than in Germany. 
Namely, a work permit can only be obtained after one 
year and only in areas where labour bottlenecks exist.

Obviously, it is not enough to allow refugees to work. 
It is important that they in fact have those skills 
needed in the host economy and that businesses have 
incentives to hire them. One of  the key problems is 
the lack of  knowledge of  the host country’s language 
and/or the lack of  appropriate training. Providing 
language and professional training for genuine refu-
gees is clearly an important task of  a host govern-
ment. Let us compare the four countries cited above 
once again. Schooling of  refugee children is compul-
sory up to the age of  15 in Germany and up to the 
age of  16 in Italy, Sweden, and the UK. In Sweden, 
children between 16 and 19 years of  age often have to 
attend a preparatory course in Swedish and other 
core subjects before they can receive vocational 
training. 

It is hard to estimate the skill structure of the current 
wave of refugees. One way to get a very approximate 
handle on it is to look at the percent of people that are 

enrolled into tertiary education in countries from 
which many of the current refugees originate.

According to this criterion, Iranians and Syrians are 
the most educated among the sample countries, while 
the least educated, on average, are likely to be refugees 
from Afghanistan and Eritrea. Of course, a person’s 
level of education is an individual characteristic. 
However, Figure 4.16 can, together with the national 
composition of the refugee population, provide at 
least a clue as to how well current refugees might inte-
grate into a host economy. 

Even if  legal constraints for early employment are 
eliminated, important impediments for hiring low 
skilled refugees remain such as high entry wages and 
other entry barriers. Apart from lifting formal restric-
tions on working during the asylum process, it may, 
therefore, also be helpful to introduce some measures 
that provide incentives to hire refugees. Such measures 
could include wage subsidies to private employers or a 
temporary exemption of payment of the minimum or 
entry wages (see Sinn, 2015 and IMF, 2016b). It is im-
portant that welfare benefits for refugees are not such 
as to discourage them from actively searching for a 
job. Allowing those asylum seekers that found a job to 
switch their status to an economic migrant (as, for ex-
ample, is the case in Sweden) may provide a good in-
centive for such individuals to look for work, instead 
of relying on welfare benefits. 

One important worry is that the large influx of  immi-
grants will invariably pool down the wages of  the na-
tive workers. Several studies have addressed this issue 
in the past. Kerr and Kerr (2011) survey a large body 

of  the empirical literature on the 
topic of  the labour impact of  im-
migration (see also EEAG, 
2015). As expected, they find 
that immigrants in Europe, at en-
try, have lower employment rates 
and lower wages than natives. 
These differences diminish over 
the duration of  an immigrant’s 
stay in the host country, but do 
not entirely disappear. On the 
other hand, they also find that 
immigrants, on aggregate, have a 
small effect on labour market op-
portunities for natives, with the 
exception of  less-educated na-
tives and, especially, former im-

57.84

34.52

16.06
13.39

10.37

3.76 2.56
0

10

20

30

40

50

60

70

Iran Syria Iraq Bangladesh Pakistan Afghanistan Eritrea

%

Total enrolment in tertiary education for

selected host and source countries, 2013a)

Source: UNESCO Institute for Statistics and EEAG calculations.

a) The enrolment rate is computed relative to the total population of the five-year age group following on from 

secondary school. Tertiary education is defined as ISCED 5 to 8. Countries that feature prominently in the refugee 

population in Europe in 2015 are included. We use data for 2013 and, if unavailable, the latest available data point.

Figure 4.16



96EEAG Report 2017

Chapter 4

migrants. This is consistent with the findings of  many 
other authors.

Sinn (2015) argues that the current flow of  refugees 
into Germany is likely to have an adverse effect on 
people with lower education and on former immi-
grants. On the other hand, it could be beneficial to 
high-skilled workers who may benefit from a reduc-
tion in costs for many services that can be performed 
by the new immigrants. This is similar to the US ex-
perience: there, a large flow of  workers from south 
of  the border is keeping wage pressures down in 
farming and several other industries. It is worth not-
ing that in the US, businesses often use undocu-
mented immigrants in order to further lower their 
labour costs. The same situation was observed in 
Greece in the late 1990s and early 2000s, where ille-
gal Albanian immigrants mostly filled cheap labour 
demand (see Cholezas and Tsakloglou, 2008). 
Previously outlined measures should help to prevent 
the widespread use of  refugees in an informal econ-
omy in Europe. 

Del Carpio and Wagner (2015) study the effects of 
Syrian refugees on the Turkish labour market. 
Currently there are around 2.5 million Syrian refu-
gees in Turkey. The study combines newly available 
data on the distribution of  Syrian refugees across 
Turkey and from the Turkish Labour Force Survey to 
assess the impact of  refugees on the labour market. 
Just like Albanians in the early 2000s in Greece, to-
day’s Syrian refugees are predominantly working in 
the informal economy. The arrival of  refugees has led 
to a large scale displacement of  natives from the in-
formal sector. On the whole, women and poorly-edu-
cated men have experienced net displacement from 
the market. At the same time, formal employment for 
natives has been growing (mostly for those that have 
not completed a high school education and mostly 
for men). 

Manacorda et al. (2012) show that over the past 
30  years in the UK a significant increase in immi-
gration of  more educated workers has significantly 
raised the supply of  qualified labour. Instead of  im-
pacting the wages of  educated natives, however, this 
increase in educated immigration has primarily  
negatively impacted the wages of  former immi-
grants, and in particular those that have a university 
degree. The authors therefore argue that native and 
foreign skilled workers are not perfect substitutes in 
the UK. 

Similarly, Münz et al. (2006) find that while the effect 
of immigration on wages across Europe is on average 
slightly negative, the effect is quite small. The authors 
note heterogeneity in Europe with respect to the ef-
fects of immigration on wages. In Greece, Italy, Spain, 
and the UK the effect was either non-existent or 
slightly positive. In these countries immigrants filled 
certain market niches that native workers previously 
would not or could not fill. On the other hand, in 
Germany prior to labour market deregulation, pres-
sure from immigration had a more negative impact, 
especially on construction jobs. Overall, they find that 
labour market efficiency has improved as a result of 
immigration. 

Thus, as we can see, a large new supply of immigrant 
workers may have different effects on different seg-
ments of the labour market. The overall impact, how-
ever, is not likely to be very large. Taking into the ac-
count current restrictions on market entry by asylum 
seekers, the OECD forecasts that by the end of 2016, 
the cumulative number of new entrants into the la-
bour market for all countries of the European 
Economic Area and Switzerland should not be higher 
than 1 million people, or around 0.4 percent of the to-
tal labour force as a result of the refugee influx in 
2014-2016 (OECD, 2015). The figure for Germany 
should be less than 400,000, or around 1 percent of 
the total labour force. Thus, the effects on host coun-
try labour markets should build up slowly over time, 
as refugees become better integrated and if  and when 
they are allowed to reunite with their families. 

4.5.3 Public finances

The public finance implications of  immigration are 
intimately related to the employment performance of 
immigrants for the basic reason that individuals in 
employment contribute more taxes, while those who 
are not employed are often entitled to some form of 
public support. In all countries, public finances are 
therefore very sensitive to the employment level as a 
result, with larger sensitivities in countries with more 
extended welfare arrangements. In short, if  employ-
ment levels among immigrants are above average, it 
tends to improve public finances and vice versa (see, 
for example, Liebig and Mo, 2013 and Hansen et al., 
2016). 

A commonly made argument is that since immigrants 
are more frequently excluded from the labour force or 
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unemployed than natives, they spend more time on 
welfare and other forms of social assistance.7 This as-
sumption is not exactly confirmed by empirical stud-
ies. Kerr and Kerr (2011) show that welfare depend-
ence is more likely upon arrival, but that, overall, the 
fiscal impact of immigration is very small. Large dif-
ferences exist across migrant groups in the costs and 
benefits that they cause for a host country. The net im-
pact depends heavily on the migrant’s age, education, 
and duration of stay. On average, immigrants appear 
to make a minor positive net contribution to the host 
countries’ public finance systems. Münz et al. (2006) 
find that countries that provide quicker access to work 
or otherwise have a higher share of economic migra-
tion (such as the UK, Italy, Greece, Portugal, and 
Spain) experience a positive fiscal contribution by im-
migrants. By contrast, when immigration flows are 
dominated by asylum seekers (who are permitted to 
work only under restrictive conditions) and families 
reuniting (as in the case of Denmark and Sweden), im-
migrants depend more on welfare payments than na-
tives. The authors find that discrimination and inade-
quate access to schooling and training may make mat-
ters worse. One should be mindful of the potential 
problems with the current wave of refugees and do the 
utmost to integrate legitimate refugees into the labour 
market as quickly as possible. More recently, Liebig 
and Mo (2013) find that the impact on public finances 
of the cumulative waves of immigrants that arrived 
over the past 50 years in OECD countries is on aver-
age close to zero, and rarely exceeds 0.5 percent of 
GDP in either positive or negative direction. The 
highest positive impact is in Switzerland and Luxem-
bourg, where immigrants provide an estimated net 
benefit of about 2 percent of GDP. These estimates 
are based on the historic levels and compositions of 
migration flows. The effects of changes in particular 
migration groups can be very different from the his-
toric averages. Therefore, it is probably not too mean-
ingful to make general unconditional statements on 
how public finances are affected by migration.

The German government estimates that each refugee 
will cost the state around 12,000 euros per year. 
However, the total costs facing Germany and other 
EU countries will depend substantially upon factors 

7 It has been debated whether generous welfare arrangements are a 
magnet attracting immigrants that would benefit from the welfare sys-
tem. The evidence in support of this hypothesis is not strong (see 
Pedersen et al., 2008 and Giulietti et al., 2013). There is some indica-
tion of “welfare magnet” effects between the “old” and “new” EU 
member states (see De Giorgi and Pellizzari, 2013), but not much in-
fluencing EU migration flows (Skupnik, 2014). However, irrespective 
of the driver underlying migration, the public finance consequences 
depend on whether the immigrants find employment. 

that are largely under the control of the state. Namely, 
a speedy resolution of asylum claims and early inte-
gration of refugees into the labour market would both 
reduce costs and help diffuse the building-up of social 
pressure. 

The speedy resolution of claims would involve, in 
part, rejection of unfounded asylum claims from all 
countries that are currently not in war zones and can, 
therefore, be deemed safe. In order to protect people 
who are under genuine threat, it is important that the 
state conserves limited human and material resources. 
The best way to do this is to strongly discourage 
would-be economic migrants who disguise themselves 
as refugees. Such asylum applications should be 
quickly rejected. Furthermore, people making such 
claims should be speedily repatriated. This would go a 
long way towards discouraging an uncontrollable in-
crease in asylum claims. In 2014 and early 2015, a 
large number of would-be economic migrants from 
the Western Balkans (mostly Roma and Albanians) 
applied for asylum protection in Germany, Sweden 
and some other EU countries. Designating countries 
of the Western Balkans as “safe countries of origin” 
quickly and dramatically reduced incentives for “asy-
lum tourism” from these countries in 2016. Given the 
common border between the Schengen countries, it is 
critical that these measures (and some others, as we 
shall discuss in the next section) are coordinated 
among countries to rule out “regulatory arbitrage”, or 
the exploitation of weaknesses in some countries’ reg-
ulations. Having said this, EU countries should pro-
vide an outlet for people who are looking for jobs to 
apply for economic migration visas through managed 
migration programmes. Such programmes would 
match the skills that immigrants possess with unmet 
needs in host countries.

4.6 Key challenges and potential policy responses

Immigration pressure on Europe is likely to persist in 
the foreseeable future. While the level of future immi-
gration is highly uncertain, the underlying drivers are 
going to be present, which in turn raises a number of 
questions concerning migration policies. Migration 
takes many forms. The following primarily discusses 
the policy options related to refugees and family 
unification.

In the past year, the refugee crisis has taken centre 
stage in the public debate in Europe, putting politi-
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cians under mounting pressure to take action. In the 
wake of a dramatic raise in populism this is under-
standable. However, it is important to act wisely and 
to take into account the long-term consequences of 
potential policy responses. First of all, it is critical to 
avoid moves that would worsen the crises in already 
destabilised countries, or create new “hot spots”. In 
addition, one should act preventively and help, as far 
as possible, afflicted and potentially afflicted countries 
to develop their economies, thus reducing the incen-
tives for people to emigrate. The key is to enable trade 
and investments with these countries. Another com-
plementary measure would be to focus more of the de-
velopment aid efforts on improving training and 
education. 

Such general considerations are important, but do not 
make more specific refugee policies redundant. On the 
contrary, while migration pressures have recently 
somewhat diminished (among other reasons, due to 
the EU’s arrangement with Turkey), this may not be a 
permanent situation. There is therefore an urgent need 
to develop a coherent policy response.

Refugee policy is a clear case for European policy co-
operation. The ultimate objective is humanitarian, 
namely to help people displaced by wars, conflicts or 
natural catastrophes. For a European response to be 
viable in the long run, the burden should be appor-
tioned equitably among countries. This can only be 
achieved if  states cooperate. At present, however, 
European policy is characterised by a shift towards a 
non-cooperative approach whereby countries take dif-
ferent routes in an attempt to reduce the inflow of 
migrants. 

The break-down of the European humanitarian mi-
gration system is no surprise, since it has never been 
fully developed (see Box 4.2). A core element is the 
Dublin regulation whereby the responsibility of exam-
ining asylum applications rests on the member coun-
try of an immigrant’s first entry into the EU. Without 
any sharing mechanism, this system is bound to break 
down in the case of mass migration, since it places an 
excessive burden on the border countries. The oppo-
site situation with elaborate sharing mechanisms in-
volving all EU countries, and having individual coun-
tries determining who is admitted in, reduces the in-
centives of border countries to control entry. 
Furthermore, once a person is admitted into one 
Schengen country, s/he can move, eventually, to other 
European countries. Thus, individual country deci-

sions to admit refugees may create a negative external-
ity for others. For this reason, there needs to be devel-
oped a system with a common set of admission rules 
and criteria determining when asylum is granted (in-
cluding safe-third countries), as well as a time-consist-
ent sharing rule determining how the burden related 
to hosting the asylum seekers is allocated across 
countries.

In trying to come up with a workable system two key 
factors have to be recognised, although they may ini-
tially seem unacceptable to some on humanitarian 
grounds. Firstly, the current system has a tendency to 
foster illegal immigration. Secondly, migrants are 
driven by different motivations, and there is an impor-
tant, but difficult issue of distinguishing between 
those who have a legitimate reason to apply for an asy-
lum from those who use this option as a way to immi-
grate into Europe, but are not facing pressing humani-
tarian need.

According to the Geneva Convention, a refugee has to 
enter the territory of a country in order to apply for an 
asylum. As a result, most refugees rely on irregular 
migration channels in order to reach the country 
where they want to apply for asylum. This makes a 
strong argument for developing designated asylum ap-
plication centres in countries outside of the EU and 
close to (but outside of) the conflict zones. This would 
reduce the incentives for refugees to resort to hazard-
ous migration channels in order to reach destination 
countries, thus lowering both human and financial 
costs for refugees. The approach is also attractive be-
cause it would significantly rein in the uncontrollable 
influx of people into the EU. However, it is demand-
ing in terms of the required resources, and presuppos-
es broad cooperation both within the EU, as well as 
with those countries that host such centres. 

Furthermore, the EU countries would also need to co-
ordinate their actions regarding the refugee problem 
with those countries surrounding the EU. A close co-
ordination with the Western Balkan countries is al-
ready established and should be further deepened. 
Some of these countries have done a lot to cooperate 
with the EU in handling the refugee crisis. The region 
should also be encouraged to cooperate internally 
and, eventually, as it progresses economically and po-
litically, it should be integrated into the EU. This 
would establish a contiguous, well-defined border of 
the European Union that would be easier to protect 
than is currently the case.
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An especially sensitive problem is how to deal with 
Turkey. Currently, Turkey is home to over 60 percent 
of all Syrian refugees. The agreement with the EU im-
plies that Turkish citizens should obtain the right of 
visa-free travel into the EU. In principle, this is a good 
idea given that Turkey is a fast growing economy with 
a large number of highly qualified individuals. Thus, 
engaging Turkey and cooperating with it has no rea-
sonable alternative. On the other hand, it is not wise to 
fully lift visa requirements for Turkish citizens without 
a marked improvement in the respect of human rights 
in that country. Otherwise, a visa-free travel agreement 
with Turkey is likely to create fresh waves of refugees 
into the EU, this time out of Turkey. 

While it may, at first, seem to conflict with humanitar-
ian aims, an effective sorting of individuals seeking a 
refugee status is crucial to the long-term functioning 
of the system. It is necessary to recognise that refugee 
waves triggered by conflicts and wars often bring oth-
er migrants along, who are not fulfilling the criteria 
for asylum, but are escaping severe poverty, for exam-
ple. Such sorting requires clearly defined rules applied 
equally by all European countries. The present situa-
tion with unclear and disparate rules and procedures 
across EU countries create “regulatory arbitrage” op-
portunities, which do not improve the situation, to say 
the least.

One important risk is “The Bubble Effect”. Recall the 
late 1990s and the so-called dotcom bubble. Driven by 
the desire for fast profits, media frenzy, and the 
Clinton administration’s talk of a “New Economy” 
not based on economic fundamentals, people started 
to believe that the prices of dot.com companies would 
increase forever. As a result, a large share of the popu-
lation thought that one should either create an inter-
net start-up or, at the very least, buy shares in such 
companies in order not to be left behind. In a self-ful-
filling prophecy, the share prices of internet compa-
nies skyrocketed. For the bubble to inflate, people had 
to stop making rational decisions and start taking 
huge, unwarranted, financial risks just because every-
one else around them was doing it. Allen Greenspan, 
former Chairman of FED, warned about “Irrational 
Exuberance” in 1998, but failed to burst the bubble. 
One serious danger is that something similar could 
happen with the refugee situation in Europe if  expec-
tations are not properly managed. 

When a fraction of  people from war-torn countries in 
or close to Europe apply for asylum in Europe, the 

continent can handle the situation. It has shown this 
on numerous occasions, including the wars in the for-
mer Yugoslavia. Offering shelter is both a humane 
and a rational act. It is equally as rational for the af-
fected people to look for help. More recently, howev-
er, especially after Angela Merkel’s “Wir schaffen 
das” (English: we can do this) statement, expectations 
started to form that there would be virtually no limits 
to Germany’s (and, by extension, to Europe’s) ab-
sorption capacity for refugees. This, in turn, attracted 
a large number of  people who were not directly im-
pacted by the conflicts to apply for an asylum. A bub-
ble of  sorts started to form. To an increasing number 
of  people, it seemed that they needed to emigrate now 
in order not to miss out on the opportunity. By doing 
so, they have been willing to take enormous, often 
completely unwarranted, risks. It is important that 
European leaders clearly manage such expectations 
and burst the bubble. This requires clear and trans-
parent rules for when asylum is granted, and common 
criteria for safe countries where people are not under 
imminent threat. Such policies may sound insensitive 
to some, but they would actually save many lives that 
may be seriously jeopardised otherwise. The example 
of  the Western Balkans shows that this approach can 
work.

It can only be successful, however, if  those who are 
not genuine asylum seekers are effectively excluded 
from the asylum system. In addition to the previously 
described bursting of the “refugee bubble”, the rules 
across Europe on illegal border crossings or travelling 
without a passport and, especially on human traffick-
ing should be seriously tightened. This is paramount 
in order to fight organised crime and the possible infil-
tration of terrorists alongside genuine victims of wars. 
National European police forces should closely coop-
erate with each other. Simply put, Europe should pro-
tect its borders. 

Developing a workable sharing system among EU 
countries raises difficult questions. More specifically, 
refugees may wish to go to a particular country, but 
that country may not wish to host them. If  the number 
of asylum seekers is below national absorption capac-
ity, this does not create a major problem. However, 
this may no longer hold true in periods of a massive 
refugee influx. Thus, it is reasonable for countries to 
have some upper limit on the intake of refugees. In 
fact, countries may have an incentive to set that limit 
at such a low level so as to shift the burden to other 
countries. 
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One possible solution to this is that all EU countries 
contribute to a joint “refugee fund” (computed based 
on, say, relative GDP). The size of the fund would de-
pend on the total number of refugees admitted into 
the EU under jointly established criteria. In this sys-
tem, refugees would propose, say, three countries to 
which they would consider relocating (in the order of 
preference). Countries accepting them would then be 
compensated from that fund. The idea is to come up, 
as far as possible, with an incentive-compatible alloca-
tion rule. Such a scheme would maintain the right of 
member countries to determine inflows of asylum 
seekers, while ensuring that they do not free ride on 
the common policy. It is worth highlighting that the 
EU settlement agreement in 2015 was deficient in that 
respect. Namely, not only did some countries not want 
to accept refugees, but refugees also did not want to go 
to these countries in some cases. Furthermore, one 
should bear in mind that, as long as Schengen agree-
ment stays in place, allocating refugees to a particular 
country does not mean that they will stay there if  they 
do not want to. 

We focus on a possible set of solutions to the refugee 
crisis that can be termed as a “More Europe” ap-
proach. If  no coordination proves possible, one ar-
rives at another solution that could be termed the 
“Less Europe” approach. In the latter case, European 
countries may attempt to defend their own borders, 
often disregarding the welfare of others (this is par-
tially already happening). This is an inferior solution 
as it is costly, and it will probably lead to the eventual 
break-up of the Schengen Treaty, one of the EU’s key 
achievements to date. In addition, it may result in vari-
ous types of misunderstandings and conflicts between 
European countries. The main obstacles to establish-
ing a cooperative solution are political in nature. 
Namely, many countries are taking an opportunistic 
approach by pursuing narrowly defined short term na-
tional interests, although that may make things tough-
er for everyone in the long run. 
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