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Introduction
„There has been nothing to match the events of the past nine months (June 2007
to March 2008) since the Great Depression.“


George Soros (Soros Fund Management chairman)


"The current financial crisis in the US is likely to be judged as the most wrenching
since the end of the second world war.„
Alan Greenspan (former FED chairman)

„The search for a solution to the global financial crisis must ensure people's
mobility, not restrict it"


Sharon Burrow (President ITUC)


Only the effective development of the social market economy can continue to
guarantee economic growth. To ensure this development we need an overarching
framework, supported by states and international organizations, that prevents
excesses in the market and works to counter future crises.
Chancellor Angela Merkel, OECD Secretary-General, WTO Director-General,
ILO Director-General, IMF Managing Director and World Bank President

http://ies.fsv.cuni.cz
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What can we learn from Great Depression? (1)


Variations in size and scope of economic downturn across states strongly
enhance economic migration, total downturn was extreme



The uneven geographic spread of emergency measures adopted as part
of New Deal Measures further encouraged both inter- and intra-state
migration
Between 1935 – 1940 11% of U.S. population (about 14,000,000 persons)

States with largest in-migration up to 20% increase of population during that period


Shock on financial markets caused preference shift from private pension
savings to state social security and pension systems
U.S. government implemented first large scale state-funded pension system in 1935

Great Depression

http://ies.fsv.cuni.cz
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What can we learn from Great Depression? (2)


Great Depression: Variations in size and scope of economic downturn across states strongly
enhance economic migration



Current financial crisis (EU27):
According to EC interim forecast from January 2009 a conservative estimate of
unemployment rate across EU Member States will range from 4% to 16%
and GDP growth will range between -7% to 2% in 2009



Great Depression: The uneven geographic spread of emergency measures further encouraged
both inter- and intra-state migration



Current financial crisis (EU27):
EU Member States estimated public expenditures solely on infrastructure and
construction projects range from approx. EUR 700 expenditure per capita to
no expenditures at all



Greta Depression: Shock on financial markets caused preference shift from private pension
savings to state social security and pension systems



Current financial crisis (EU27):
The financial crisis stroke EU Member States in the middle of their uncoordinated
and unconnected efforts to establish a three pillar pension system based from
substantial part on private savings
Snímek 5
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What is different from Great Depression?


Whereas past financial crises affected predominantly companies, the
current sub-prime mortgage crisis has extreme negative impacts on
households


The economic pressure levied on individuals might augment the
economic migration
EU vs. US Ratio of Household Debt to Gross
Disposable Income (%)

http://ies.fsv.cuni.cz
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Expected labor markets development (1)
20

2007

Unemployment rate (%)

18

2008e

16

2009e

14

2010e

12

Eurozone
•Expected increase of
average unemployment
rate by 2.2% between 2008
and 2010

10
8
6
4
2
0
AT

BE

CY

DE

EL

ES

FI

FR

IE

IT

LU

MT

NL

PT

SI

SK
2007

Unemployment rate (%)

20
18

2008e

16

2009e

14

2010e

Non-Eurozone
•Expected increase of
average unemployment
rate by 2.5% between 2008
and 2010

12
10
8
6
4
2
0
BG

CZ

DK

EE

Labor market forecasts

HU

LT

LV

PL

RO

SE

UK

http://ies.fsv.cuni.cz
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Expected labor markets development (2)
Expected change in unemployment rates
between 2008 - 2010
+1.6%
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rate will accompany fall of
GDP
•
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2008 – 2010 expected in
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Data source: EC Interim forecast January 2009, www.eu2009.cz
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Snímek 9
www.eeip.cz

Impacts of financial crisis on pension reform
Economic climate tracer
(Eurozone)
• Shock and fluctuations of capital
markets result in lack of trust in
pension funds and private savings
• After large financial crises in 20th
century individuals tended to rely more
on pension and social security systems
organizes by state (Perrotti,
Schwienbacher, 2008)
• Private savings are essential
element of ongoing reforms of pension
and social security systems in EU
(second and third pillar)

Data source: EC Interim forecast January 2009
http://ies.fsv.cuni.cz
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Potential impacts of expected labor market development on migration


Different growth of unemployment
rates


Different anti-crisis measures
including protectionist measures


Differences in debt
households and companies

burden

–

Increase of disparities between
new and old EU Member States as
well as between poor and rich
regions within EU Member States

of



Incompatibility of social security
systems (of social models, respectively)


Incompatibility of insolvency systems
–
including
individual
insolvency
proceedings


Rigidities on the Single
(mobility of labor and services)

Potential increase of intraEU economic migration

Market

http://ies.fsv.cuni.cz
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Potential impacts of expected labor market development on migration

And remember – we
still talk only about
intra-EU migration!!!

http://ies.fsv.cuni.cz

Snímek 12
www.eeip.cz

List of Contents:
1. Introduction

2. Estimated impacts of financial crisis on labour markets and migration
3. Potential impacts of anti-crisis measures on labour markets and migration
4. Lesson 1: Closer coordination
5. Lesson 2: Challenge protectionism and insider-outsider problem
6. Lesson 3:Post-crisis measures

7. Conclusions
8. References
9. Contacts
10. Abstract
http://ies.fsv.cuni.cz

Snímek 13
www.eeip.cz

Intra-EU migration patterns
Overall, in the wake of the 21st
century, two main intra–EU
economic migration patterns can
be outlined:


Traditional
migration ( )

South

–

North

East – West migration from
New Member States ( )


Will the crisis and anti-crisis
measures change or enhance
these patterns?

Data source: Recchi (2005)
http://ies.fsv.cuni.cz
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Migration and measures against financial crisis (1)
EU27 countries plan various anti-crisis
measures including several measures
focused on labor market and
employment:

Estimated impacts on labor markets
and migration (base on Great
Depression experiences)*:
Unemployment



Decrease in social contributions,
health contributions and taxes on labor


Personal bankruptcy barriers



The impact of these measures on migration depend
on conditions under which these legal institutes will
be provided. The looser the conditions will be (in
terms of residence, employment time etc.), the more
they will encourage migration



Support to requalifications and
employment of graduates, elderly…


Increase in unemployment
contributions


Reducing number of employees in
state administration

Unemployment



Collective bargaining with labor
unions



Migration+Unemployment



Emergency public investments
(infrastructure, ICT, construction etc.)

Migration 



Disparities in public expenditures (especially public
works) encourage economic migration

Data source: *Fishback, P.V., Horrace, W.C., Kantor, S. (2002)
http://ies.fsv.cuni.cz
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Migration and measures against financial crisis (2)

Estimated relative public
works expenditures (infrastructure
projects, insulation, constructions
etc.) – red columns*

n/a
n/a
n/a

Minimum wages in EU
Member States as of July 2008
(in EUR) – black numbers

n/a
n/a
n/a

n/a – AT, CY, DE, DK, FI, IT, SE do
not have minimum wages; nevertheless
the life standards of workers in AT, DE,
DK and FI are above the EU27 average

Data source: Eurostat, Population and social conditions, 105/2008
*Based on media releases of individual Member States as of
http://ies.fsv.cuni.cz
January 2009
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Estimated potential impacts of anti-crisis measures on migration
2011- 2015
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Anti-crisis measures – if not coordinated
– can potentially lead to increase of income
gaps between EU27 Member States




Differences in unemployment levels and
in public expenditures may enhance intra-EU
economic migration (as suggests a MPI
(2009) study the intra-EU migration has
mostly economic motives)

Estimated potential
impacts of intra-EU
economic migration

0
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Estimated net migration (in ths.;
estimated in 2006)
Data source: Eurostat, projection_tbp_asm, Bruegel Policy Brief, July 2008
http://ies.fsv.cuni.cz
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Migration and measures against financial crisis (3)

EU citizens are jointly falling deep in negative equity…

„The total number of individual
insolvencies is constantly growing in
Germany – it has quadrupled since
2000….The consumers, making up to 80%
of the insolvency cases, just do not
understand the change of trend…„


www.heute.de (March 2008)

 „The number of people facing
insolvency in 2009 will reach record levels.
150,000 people in the UK will go bankrupt
or enter official debt arrangements…“

 „The number of Spanish citizens
that have declared themselves insolvent
has increased by 289.6% between 2007
and 2008…“
www.expansion.com (February 2009)

KPMG estimates (2008)
http://ies.fsv.cuni.cz
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Migration and measures against financial crisis (3)

What impact have personal
bankruptcy rules on migration
during crisis?
• Insolvency trustees should
supervise fulfilment of personal
bankruptcy conditions – within the
country or across the border?
• Illegal intra-EU migration – escaping
from debts?

http://ies.fsv.cuni.cz
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Financial crisis – opportunity or threat for the Single Market (1)?


One of the tools designed to
foster the efficiency of the EU
Single Market (and thus the
global competitiveness of the EU)
is the Lisbon Strategy that sets
i.a.
targets
for
total
EU
employment )

Employment rates in EU25 + Lisbon target

The financial crisis can be both threat and
opportunity:
Opportunity:


The current economic crisis
makes Member States to speed
up unpopular reforms and adopt
emergency measures including
those that concern labor markets
and social security systems.

• It provides the „right time and place“ for execution of
reforms – incl. those focused on greater openness of
EU Member States, on enhancing flexibility of labor
and on elimination of discrimination and seggregation

Threat:
• The crisis may – similarly to the Great Depression –
enhance protectionism,labor market segmentation =>
increasing diparities in EU, blocking necessary
structural changes

Data source: Beránková (2008), EC
http://ies.fsv.cuni.cz
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EU Social Models – time for tighter coordination
EFFICIENCY
Low

High CONTINENTAL

High

NORDIC

Nordic model (flexibility+security)
-

easy access to both hiring and firing
High level of social protection expenditures
Universal welfare provision
Active interventionist's labor market policy

Anglo-Saxon model
-

EQUITY

Low
MEDITERRANEAN

ANGLO-SAXON

Continental model
-

Current global financial crisis shall
enhance the EU Member States to
focus on high efficiency solutions
(see above)

Large social assistance of the last resort
Cash transfers oriented to people in working age
Low level of labor market regulation

Insurance-based benefits, Old-age pensions
Elaborated labor law, Relatively strong unions
Labor co-decision in firms, collective bargaining on
working conditions

Mediterranean model (similar to previous)
-

Focus on employment protection and early retirement
provisions
Regional decision making – regional differences

Data source: Bruegel Policy Brief, November 2005
http://ies.fsv.cuni.cz
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Options: Anglo-Saxon model or Danish model - “Flexicurity”
Let those models compete to open opportunities based on forward looking
approach with full respect to the minimum harmonized standards (such
as social safety net etc.) instead of fixing the past

Danish model


Sound and stable macroeconomic policy – however probably not a policy for
crisis…?



“Flexicurity” – not mutually exclusive


Easy process of both hiring and firing



High level of social security



Active labor market policy

Anglo-Saxon model


Low level of labor market regulation – potential quicklier implementation



Low equity makes it a highly unpopular solution in Member States with different
tradition of social security systems



Possibility to apply it as emergency anti-crisis measure – ambivalent impacts –
firstly speeds up temporary structural unemployment, then enhances recovery
through labor mobility to healthy competitive sectors…
http://ies.fsv.cuni.cz
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Lesson learned from past
Some of the national anti-crisis measures – including measures
aimed at limiting of capital mobility - may deepen the existing
disparities and thus further enhance economic intra-EU
migration
E.g. Blanchard, Katz (1992): „Adjustment to shocks occurs via labor mobility
(after an initial increase in unemployment) rather than capital mobility or price
and wage adjustment. Moreover, the adjustment is relatively fast, with the
effect of a shock disappearing completely after five to seven years. Hence,
labor in the US is highly mobile and responds readily to idiosyncratic
economic shocks…“
In contrast, Decressin and Fatas (1995) find that „in Western Europe, the effects
of such shocks are absorbed mainly by changes in labor-force participation
rather than migration.“

Intra-EU migration as a tool for smoothing some of the negative
impacts of the financial crisis?
http://ies.fsv.cuni.cz
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Single Market in times of crisis – to each only his own

Labor mobility has the potential to
serve as an important channel of
regional adjustment to idiosyncratic
shocks as is the crisis

Will the EU Member States will be
strong enough to resist the
temptation to restrict access to their
markets?

www.cartoonstock.com

http://ies.fsv.cuni.cz
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Lesson 2 – challenge potectionsm


Natural consequence of growing number of unemployed persons is general
dissatisfaction and public call for political intervention


Under such circumstances it might be temtping for governments to adopt
protectionist measures focused only on „our citizens“



Rather than trying to prevent intra-EU economic migration the EU27
goverments shall coordinate their policies so that they do not result in
excessive intra-EU migration – and laissez faire the rest
http://ies.fsv.cuni.cz
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Lesson 2 – insider – outsider problem prevention


The intra-EU migration cannot be limited by regular means of national
immigration policy (e.g. visa, blue/green cards etc.)



The EU Member States may, however, limit it by setting conditions that
would effectively exclude intra-EU economic migrants from certain benefits
(such measures are likely to lead to labor market segmentation):
Insider jobs – for citizens of the particular Member State vs. low-paid outsider
jobs for intra-EU economic migrants (deprives high-skilled migration…?)




Limits for migration of people in personal bankruptcy (creation of illegal intraEU migrants?)



Market segmentation and insider pressure on inefficiently high wages
were (Fishback, Horrace, Kantor, 2002) one of the causes of prolongation of
the Great Depression…

http://ies.fsv.cuni.cz
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What can be done?
Close monitoring of intra-EU migration flows – maybe the fears of
excessive migration might be just bubbles…(e.g. fears of migration from new
EU Member States vs. reality)




Should some EU countries be expected to receive larger number of intraEU migrants than other countries, the measures taken by the national
governments of these Member States will increase the subsidies to other EU
countries. Shall they thus be stimulated/rewarded for not closing their labor
markets (e.g. some discount on their contribution to the EU budget)? Avoiding
free-rider problem…
Closer coordination of social security, pension and health care systems –
accommodation of intra-EU migration…




Support to Single Market freedoms – above all labor and services mobility
http://ies.fsv.cuni.cz
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Impacts of financial crisis on capital markets (1)

http://ies.fsv.cuni.cz
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Impacts of financial crisis on capital markets (2)

Spectacular
spillover from
financial crisis into the
real economy…

Data source: JP Morgan, Morgan Stanley, The
Economist
http://ies.fsv.cuni.cz
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Impacts of financial crisis on capital markets (3)

Data source: IMF Global Stability Report (October 2008)
http://ies.fsv.cuni.cz
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Some better than others….case of CEE
IMF has so far provided €20 billion
in a bail-out to Hungary….
Latvia has become the second EU
Member State forced to seek
emergency aid from the IMF…
The IMF is to offer a $16.5bn loan to
Ukraine…

Standard&Poor„s: „The Czech Republic will
not probably be hit by the current crisis to
such an extent as most of other countries
in the region thanks to resistant private
consumption and relatively strong
economic fundamentals…“

.

Data source: Press releases as of mid- to end-February 2009
http://ies.fsv.cuni.cz
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Need of pension systems reform towards private savings
Past crises – cumulative increase of public debt in three
years after the end of banking crisis

Pension reform after financial crisis?


Lessons
learned
from
Great
Depression
–
e.g.
Perrotti,
Schwienbacher (2008)
- after crises
increases reliance of citizens on state
pension and social security systems



It is necessary to get ready for the
post-crisis period – regain the trust of
public in the financial sector…



Bear in mind that closer coordination
of pension systems will be needed after
the crisis – EU citizens shall be able to
contribute to the second/third pillar
through any Member State system…
http://ies.fsv.cuni.cz
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Conclusions

Do not panic!

Clear and conscious
decisions based on facts
(not on twisted media
statements) will at the end
of the day calm investors,
firms, public…

Coordinate!

Exchange of information and
coordination of anti-crisis
measures may significantly
decrease the negative impacts
of crisis (including
unemployment and migration)

http://ies.fsv.cuni.cz

Get ready!

Policies for
accommodation of the
migration, coordination of
social security models,
post-crisis pension reforms
options, insolvency
compatibility…
Snímek 37
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Disclaimer: This presentation is based entirely on publicly available data and information.
This presentation does not provide investment recommendations nor does it serve as basis
for investment decision of any kind. EEIP does not assume any liability for activities and
results of action based on this material.
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Abstract
The ongoing global financial crisis will be a proof of life not only for the financial sector and capital markets,
but also for European social models within individual countries and the EU single markets of labor, capital
and goods. Large shocks on capital markets make their way to the goods, capital and labor markets, deep
structural changes and therefore often result in growth of both structural and long-term unemployment and
greater migration of workers. Growing unemployment and migration signify larger burden both for labor
market “flexicurity” and especially for social security and pension systems – from this point of view can thus
financial crises be described as stress-testers of the efficiency and stability of these systems under critical
conditions. Regulators may from the development of unemployment and migration and from the consequent
reactions of the social security system obtain important information about the adequacy and effectiveness of
the existing modifications of European Social Models (including flexibility of labor market responding to rapid
structural changes), of social security regulation and derive ideas for its improvement. Furthermore, we
argue that there are important lessons learned from the successes and failures of social and labor policies
adopted as consequence of the Great Depression that can be applied by both EU and national regulators on
the current situation.
The first hypothesis is that during and after the current global financial crisis the EU and all Member States
shall exercise increased efforts to closely coordinate (not harmonize !) changes in national social security
systems and also in other public expenditures in order to prevent increase of disparities among Member
States that might cause excessive economic migration and consequent adoption of protectionist measures
by Member States.
The second hypothesis of lesson to be learned – from this point of view it is even more important to promote
the second and third pillar of pension system – private savings and regain back the trust of general public,
such system will be also less vulnerable to migration – that will happen due to disparities between Member
States in the flexibility of labor market, support to unemployed, government spendings and etc. enabling the
necessary rapid structural changes.
http://ies.fsv.cuni.cz
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