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Migration, Unemployment and the Business Cycle
- A Euro-Area perspective

ABSTRACT:

The recent financial and debt crisis demonstrates the existence of
asymmetric labor demand shocks in the euro area. Since 2008
unemployment increased in countries such as Spain and Italy while it
sank in others such as Germany. At the same time, intra-euro migration
patterns changed markedly and diverted from countries with high
unemployment rates to those with a good labor market performance.
This observation indicates that it is important to understand the impact
of the business cycle and unemployment fluctuations on direction, size
and composition of intra-euro area migration. Additionally, it points
towards the prominent role of short-term migration in the euro area and
the consequent need to understand the motives behind it. Therefore, we
build a Dynamic Stochastic General Equilibrium model with endogenous
migration. First, we allow for unemployment that occurs as a
consequence of labor market frictions and rigidities in both countries. We
start with a simplified approach that explains unemployment as result of
constant country-specific mark-ups on competitive equilibrium wages.
The results points towards the need to include search and matching
frictions into the model. Our paper is related to the existing literature
that quantifies the effects of migration and unemployment and bridges it
to DSGE models with unemployment. Further, we contribute to the
recently growing literature that investigates the causes and
consequences of temporary migration.
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