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Work in Progress Migration, Unemployment and the Business Cylce: A Euro Area Perspec-
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A Search and Matching Approach to Business-Cycle Migration in the Euro
Area, with Marius Clemens
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Abstracts Migration, Unemployment and the Business Cylce: A Euro Area Perspec-
tive, with Marius Clemens

In the European debt crisis cross-country migration flows strongly reacted to diverging
labor market conditions in the euro area and triggered a renewed interest in the role of
internal short-term business-cycle migration and the motives behind it. Investigating
the business cycle in 55 bilateral migration corridors in the euro area over the period
1980-2010, we find evidence for business cycle related fluctuations in net migration
flows and the crucial role of unemployment in shaping migration patterns. While
on average wage and unemployment differentials are negatively correlated with net
migration, across migration corridors we document a considerable heterogeneity in
both dimensions that is more pronounced for wages. In line with these findings, we
built a two-country dynamic stochastic general equilibrium (DSGE) model of internal
business cycle migration in the euro area and allow for unemployment that occurs as
a consequence of labor market frictions and rigidities in both countries. Our model is
able to replicate the empirical observations and explains the heterogeneity of migration
corridors by differences in the type of shock that hits an economy and the relative
price/wage rigidity. We contribute to the literature on the causes and consequences of
temporary migration and bridge it to DSGE models with unemployment.

A Search and Matching Approach to Business-Cycle Migration in the Euro
Area, with Marius Clemens

Recently migration patterns in the euro area changed markedly in response to in-
creasing unemployment disparities. This reinforced the interest in labor mobility as
stabilization tool against the background of heterogeneous labor market conditions. In
a data set of 55 bilateral migration corridors in the euro area over the period 1980-2010
we find evidence for business-cycle related fluctuations in net migration flows and the
crucial role of unemployment and vacancies in shaping migration patterns. We pro-
pose a two-country DSGE model with migration that is able to replicate the empirical
facts on business-cycle migration. In this model unemployment arises from search and
matching frictions. We start by modeling migration as a proportional outflow from
unemployed workers and in a second step endogenize migration via the unemployed
workers choice on which labor market to search for a job. The framework allows to ac-
count for wage and unemployment gaps between natives and immigrants over the cycle
as well as for factors such as language barriers that hinder the labor market integration
of foreigners. We find that the impact of migration on country-specific average wages
and unemployment depends crucially on the characteristics of immigrants and natives
as well as the institutional characteristics of the total corridor, i.e. search efficiency.
The model will be used to analyze the effects of different immigration and labor market
policies on migration patterns and welfare.
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