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The Free Movement of Inactive Citizens in the EU — A Challenge for the
European Welfare State?

1 Introduction

The EU Directive on Free Movement and Residence of 2004 (Directive) extended free movement
within the European Union (EU) to Union citizens who are inactive (non-gainfully employed). At
the same time, this group of persons has been given access to the welfare benefits of host countries.
This poses the question, to what extent these measures provoke migration to those countries with
the highest levels of welfare benefits. Since the Directive was not implemented in national laws and
regulations until 2006, there is no basis for formulating an answer to this question based on an ex-
post analysis of migration flows. Rather, the approach pursued here is to quantify the incentives to
migrate based on a number of model cases. In this paper, Poland is taken as the country of origin
and Germany as the host country.

The paper is structured as follows: section 2 deals with the rights of Union citizens to move and
reside freely within the EU. Section 3’s topic is access of inactive citizens to the systems of social
assistance in the host countries. In section 4 the scope for welfare tourism is discussed. Sections 5 to
7 present calculations of the financial incentives to migrate in selected cases of legal and illegal
migration. Section 8 contains a summary and an evaluation of the results.

2 Union citizens' right to move and reside freely in the EU

The right to free movement and residence in the EU has been considerably extended since its found-
ing in 1957. At its inception, free movement was conceived of as an economic freedom. Workers
were guaranteed freedom of movement and self-employed were guaranteed freedom of establish-
ment. However, those not gainfully employed had no right to establish residence outside their own
country.

Since the beginning of the 1990s, the right to stay in another member country than one’s own is no
longer tied to participation in the economy. This was expressed clearly in the Directives on Free
Movement and Residence of the early 1990s which provided, under certain conditions, a right of
residence for students, retired persons and other inactive persons. In 1993, the Maastricht Treaty
explicitly provided (in Article 18) that every Union citizen, whether gainfully employed or not, has
the right to move and reside freely within the territory of Member States. The implementing regula-
tions and the relevant decisions of the European Court were developed further and summarised in
Directive 2004/38/EC.

Member States were required to implement the Directive in their national law by 30 April 2006. In
Germany, the implementing instrument is the Law on the General Free Movement of Union Citi-
zens (Law on Free Movement of the EU — Art. 2 of the Law on Immigration) which went into force
on 1 January 2005. The implementation of the Directive is up till now not comprehensive. It was



not possible to take into account all the details of the Directive by that date." The modifications of
the Law on Free Movement of the EU will eliminate this deficit by the beginning of 2007 (Gross
2006).

The Directive provides that with respect to Union citizens the residence permit is abolished; previ-
ously it was necessary to submit an application for this permit. Instead, in a simplified procedure a
certification of the right of residence will be issued. The Directive provides for graduated regula-
tions governing residence: no conditions are imposed on a Union citizen and his family members
for residence in another member country other than valid identity papers for a period of up to three
months. For a stay of between four to sixty months, a residence certificate is required. In order to
obtain it, the Union citizen must establish his residence in Germany and register with the relevant
authorities. At the end of five years of uninterrupted legal residence’ the Union citizen is entitled

unconditionally to permanent residence.

Granting a residence certificate for inactive Union citizens in the period between the fourth and the
sixtieth month requires that they should have means of subsistence sufficient for the entire stay and
that they should have adequate health insurance. These conditions are designed to ensure that social
assistance will not be applied for. The provisional instructions issued by the German Federal Minis-
try of the Interior in 2004 laid down that the means of subsistence include all legal forms of income
and wealth in money or in money equivalents and other resources of the person in question.” What
can be considered as adequate depends on the circumstances of the individual case. Health insur-
ance coverage is considered to be adequate when it is — in the case of Germany - equivalent to statu-
tory health insurance. Since access to statutory health insurance in Germany is subject to restrictive
conditions (see Box 1), as a rule, foreigners from other EU countries will have to obtain health in-

surance from private insurers.

When a Union citizen registers in Germany, the registration office proceeds on the assumption that
the requirements for residence are fulfilled if the person registering declares that they are. Unless
there are prima facie grounds for doubt, no enquiries are instigated before issuing the certification
requested. And in the ensuing five years no check on the fulfilment of the conditions for permanent
residency is carried out unless the Union citizen applies for welfare benefits. In such a case the au-
thority responsible for foreigners, after having been informed by the Social Assistance Office, can
examine whether the requirements for residence continue to be fulfilled. The required amount of
means of subsistence should not exceed the threshold defined for social assistance for nationals. At
the same time, no uniform amount for means of subsistence should be fixed. On the contrary, re-

At the end of 2004 the German Federal Ministry of the Interior issued “provisional” instructions on the application
of the Law on Free Movement of the EU.

Temporary absence of up to six months in a year does not affect the continuity of residence.

Included amongst the other resources are payments for support by family members or third persons, scholarships,
grants and allowances for educational purposes, unemployment benefits, old-age benefits and other public payments
based on previous contributions.



gional differences and the personal situation of the applicant must be taken into account. Merely
claiming social assistance is not sufficient grounds for expulsion, but only laying a claim to exces-
sively high benefits. What is excessive is, however, left unclear.

Box 1 Health insurance available for an inactive Pole residing in Germany

A Voluntary coverage in Germany’s statutory health insurance
Requirements according to Art.9 of the Social Code V:

- Absolved from the insurance requirement of Polish Social Insurance (ZUS)
- During five years before being absolved, at least 24 months, or immediately before being absolved
uninterruptedly at least 12 months insured in Poland’s National Health Fund
(Narodowy Fundusz Zrowia — NFZ)
Additional conditions imposed by the German Federal Ministry for Labour and Social Affairs:
- Prior insurance coverage for at least one day in Germany.

B Coverage by a private provider of health insurance in Germany.

C No possibility exists to continue insurance coverage in Poland if residence is changed to Germany.

Source: Compilation by CESifo.

Since 1 May 2004 the right of free movement within the EU also applies to the non-gainfully em-
ployed persons from the new Central and East European member countries. They enjoy the same
unlimited freedom of movement as established self-employed persons. In this respect, the non-
gainfully employed are distinguished from the workers of these countries, for whom the EU mem-
ber countries can limit access to their labour markets for a period of seven years (i.e. until 2011). At
the beginning of November 2006 Belgium, Denmark, Germany, France, Luxembourg, the Nether-
lands, and Austria continue to maintain this restriction, whilst the remaining eight countries of EU-

15 have introduced unrestricted freedom of movement.

3 Access of inactive persons to the systems of social assistance of host countries

As long as inactive EU citizens had no right to take up residence in other member countries, they
could not claim welfare benefits in those countries. The extension of the right of free movement to
them, however, has changed the situation radically (see Box 2):

- During a stay of less than three months, inactive Union citizens are not entitled to social assis-
tance. Parity with citizens of the host country is not provided.*

- During a stay lasting between four and sixty months, Union citizens are as a matter of princi-
ple entitled to welfare benefits, although the requirement of sufficient resources and adequate

health insurance coverage is designed to ensure that this entitlement remains theoretical. In

* Nonetheless, Article 14 (1) of the Directive does not fully exclude claiming welfare benefits.
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case the resources are exhausted sooner than expected or when health insurance coverage is
not adequate, then the Social Assistance Offices grant benefits even though the conditions for
residence are not fulfilled. If the host country wants to avoid this, the Union citizen’s stay
must be brought to an end (Sander 2005, 1016). As set out above, this involves an examina-
tion by the authority responsible for foreigners as to whether the claims to welfare were inap-
propriate.

- After a stay of five years, the Union citizen is entitled to the same welfare benefits as those

the host country provides to its own nationals.

Box 2 Entitlements of inactive Union citizens to welfare benefits of the host country

Phase of stay | Rule

1-3 months No entitlement.

4-60 months As a matter of principle, an entitlement to welfare benefits exists, but the requirement that
the Union citizen has sufficient resources and health insurance coverage is designed to
ensure that in practical terms this entitlement will not become relevant.

In the event that the citizen becomes needy, welfare benefits will be provided; at the same
time, the conditions for continued residence will be examined and expulsion may possibly
be ordered.

Five years or | Entitled to welfare benefits.
longer Union citizens are placed on an equal basis with citizens of the host country.

Source: Compilation by CESifo.

On the one hand, the Directive grants inactive persons an entitlement to welfare benefits, on the
other hand, the Directive makes access to the welfare systems of the host countries relatively diffi-
cult. Granting access to foreign welfare benefits serves the goal of strengthening European integra-
tion. Access implies that nationals of an EU country will give assistance to EU citizens from other
countries in case of need, even when they are not gainfully employed. In exercising social solidarity
within the EU, citizens’ feeling of belonging together should be strengthened and this in turn should
promote the political union (Schierup, Hansen and Castles 2006, 5). But the Directive was not only
inspired by the superordinate goals of political integration, but also by decisions handed down by
the European Court of Justice. Based on the idea of Union citizenship established in Maastricht
(Art. 18 EC) and the prohibition of discrimination based on nationality (Art. 12 EC) laid down
there, the Court concludes that inactive Union citizens are entitled to welfare benefits outside their
own country. The argumentation leading to this conclusion seems, however, to be open to doubt,
since the discussion leading up to the passage of Art. 18 as well as the text of the Article does in-
deed provide for the extension of freedom of movement to include all Union citizens, but it does not
specifically lay down that those enjoying free movement are also entitled to welfare benefits
(Sander 2005, 1016-17). In appealing to the prohibition against discrimination insufficient attention
was given to the question whether — from a legal point of view — the area of application of the EC
treaty is so defined that all Union citizens have a comprehensive right to be treated as nationals



(Niemann 2004, 948) and whether — from an economic point of view — the prohibition of discrimi-
nation does not prevent the application of sensible migratory and social policy measures (CESifo,
EEAG, chapter 4).

The justification for making access of non-gainfully employed to welfare benefits financed by taxes
difficult is related to the fact that the non-gainfully employed — in distinction to the gainfully em-
ployed — as a rule have not paid taxes in the host country. They have not contributed to the prosper-
ity of the host country and for that reason, they should not be entitled in case of need to social bene-
fits (Tomuschat 2000). Non-gainfully employed Union citizens are dependent on the solidarity of
citizens in the host country. Their tax payments are used in part to provide for needy Unions citi-
zens from other EU countries, at least as long as there is no financial compensation scheme within
the EU. It is extremely questionable whether the required solidarity exists in the EU at the present
time. The development of a European Social Union has in any case up till now shown scarcely any
progress (Hailbronner 2005 and 2006).

Free access to welfare benefits could, furthermore, provoke migration of non-gainfully employed to
countries with a high level of benefits. The growing claims to entitlements could lead to a situation
in which the host countries were no longer able to maintain their levels of social security. In order
to reduce the “attractiveness” of their welfare systems, they would curtail benefits. Other countries
would then be obliged to do the same; an undesirable erosion of the social security systems in the
EU would be the consequence (Sinn et al. 2003, chapters 2 and 4). Moreover, the call for harmoni-
sation of the European systems of social security or for an internal European financial compensation
scheme could become louder. The EU, however, would be incapable of responding at this times to
these demands owing to a lack of jurisdiction and a lack of political readiness. These are also rea-
sons why residence of inactive Union citizens in other member countries is subject to restrictive

conditions.

The question arises, to what extent granting access of inactive Union citizens to the systems of wel-
fare benefits of the host countries whilst at the same time making this access relatively difficult
could give rise to a process of welfare migration from the Central and East European member coun-
tries (Sinn 2004).

4 Welfare migration: Fundamental considerations and empirical evidence

Generous welfare systems can influence the migration decisions of individuals in three respects.
They can be the direct cause of migration; they can influence the choice of the host country; and
they can prevent a return to the country of origin (Bauer 2002; Borjas 1999a). The following re-
marks focus above all on the decision to migrate, but the choice of the host country is also touched

upon.

According to the economic theory of migration, the financial incentives to migrate depend on the
extent to which the expected, discounted value of the improvement in net income exceeds the costs



of migration (Borjas 1999b).” In the case of employed persons, income is taken as consisting of
wages (W) and social security benefits (S). The decision to migrate to country H, the host country,
from country O, the country of origin, is economically justified when the present value of the
stream of future income differentials exceeds the present discounted value of living expenses (LE)
differentials plus the costs of migration (MC):

(1) e Wy ®-Wo (1) +S,®) - S} dt > [e ™ {LE,, (1)~ LEg (1)} dt + MC.

T is the remaining life time and r the discount rate. The costs of migration include monetary costs
such as the cost of travel to the host country, losses associated with the sale of assets in the country
of origin and intangible costs such as the loss of social relationships. In the case of non-gainfully
employed persons, whose income consists only of social security benefits, this condition is given
by:

@ [e{su(M-Se®}dt > [e™{LE, (t) - LE;(®)}dt+ MC.

There are no empirical studies of the effects of different standards of welfare benefits in the EU
member countries on internal migration flows. Up till now, only studies on the influence of the gen-
erosity of welfare systems in the EU on the migratory decisions of immigrants from non-EU coun-
tries (willingness to migrate and choice of host country) have been carried out. Both Briicker et al.
(2002), who have studied migration from a large number of non-EU countries, and De Giorgi and
Pellizzari (2006), who have examined migration from the Central and East European countries be-
fore they became members of the EU, come to the conclusion that there is a weak, but significant
connection between levels of welfare benefits and the decision to migrate. In interpreting this result
it must be borne in mind that in comparison to migrants from other EU member countries, migrants
from non-EU countries are subject to extensive legal restrictions with respect to their access to wel-
fare benefits. Thus the conclusions obtained in these studies cannot be applied to migration within
the EU. What is more, these studies did not confine themselves to non-gainfully employed persons,
and it is the migration decisions of this group of persons which is at the centre of interest here.

For the United States of America, on the other hand, there is a fairly intensive empirical literature
on the effects of different levels of social security in the individual states on migration within the
USA. Theses studies limit themselves, however, not to the migration of non-gainfully employed
persons. Meyer (2000) reviews these studies, adds some empirical research of his own and comes to
the conclusion: “There is welfare induced migration, but it is modest in magnitude.” Gelbach (2004)
comes to the same conclusion. In interpreting these results one should bear in mind that in the USA
owing to lack of language barriers the migration costs are in all likelihood lower than in Europe; on

> Further factors influencing the decision to migrate are non-financial advantages; the relative chance of finding a job

in the host country or at home, etc.



the other hand, the differences in the level of welfare benefits between the individual US-American
states are less than in the EU after its enlargement.

5 Legal migration into welfare systems

In the USA migration and access to welfare benefits are not restricted, whilst the Directive restricts
access to welfare benefits in the host country. The migrating EU citizen must reside in the host
country during a five years waiting period before he can claim welfare benefits. During this waiting
period, the migrant must support himself out of his own resources and must pay health insurance
premiums in the host country. In the case of non-gainfully employed persons, income from em-
ployment is not relevant, and this means that changing residence to another EU country requires
that the migrant should dispose of sufficient financial assets.

Under the Directive, the migration incentives depend on the present discounted value of the income
differential, which must exceed the costs of migration plus the present discounted value of living
expenses differential. Non-gainfully employed persons will decide to migrate from O (land of ori-
gin) to H (host country) if the condition in (2) is fulfilled. The living expenses include normal ex-

penditure for subsistence plus health insurance premiums.

Figure 1 describes the migration decision of a 60 year-old Pole who can claim old-age benefits in
Poland upon reaching the age of 65. In the upper panel assets are entered on the vertical axis and
time on the horizontal axis. Assets of the amount of AB are required in order to cover living ex-
penses in Germany during the waiting period.® In the case of a change of residence to Germany the
migrant’s assets will decline as shown by the curve AE. At the point in time E they will be entirely
exhausted. At the end of the five year waiting period, our Pole is a pauper fulfilling the conditions
for receiving welfare benefits just sufficient to cover his subsistence-level consumption. If, how-
ever, our person had remained in Poland, he would only have used up part of his initial assets, since
the cost of living would be lower and premiums for health insurance would be less. Thus in the case
of non-migration only CD of his assets would be used up; at the end of five years he would still own
assets amounting to DE.

In the lower panel of Figure 1, the annual flows of income and costs that are relevant for the migra-
tion decision are shown graphically. They are converted at purchasing power parities (see section 6
for an explanation of these calculations). During the waiting period, total expenses associated with
the stay in Germany amount to the area FHIM. This can be thought of as negative income. In Po-
land, on the other hand, the costs of living (including health insurance premiums) are lower (area
FGJL). On balance, there is a difference in the expenditure for living expenses during the period of

In the grapical presentation, the costs of migration are not considered.
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Figure 1 Incentives to Migrate with Old-Age Benefit Entitlement in Country of Origin ¥

Asset
A C
A Y
M D
A Y -
A3
A
-
.
-
.
B Eb >t
0 5 15
Income,T
Costs,
PPP
Net INpj, PPP
E |
0 ST T - T T - - - - - - -------: —
K Net INp
difference of netincome D - PI
L
G
- - =
I -- M
H
Country of origin (Poland) = = Host country (Germany)

a) The incomes and costs in the graph are those for a single person.

Source: CESifo.

waiting amounting to GHLM. After the waiting period there is no surplus of net income that com-
pensates for this difference. The net income (Net IN: social security benefits-living expenses) in
Germany is zero whereas it is positive in Poland. Migration to Germany would not be financially
attractive.

Figure 2 illustrates the migration decision of a 40 year-old foreigner, who has no claim to old-age
benefits, but an entitlement to social assistance in the case of need. If this foreigner should migrate
to Germany, he will have an entitlement to social assistance after five years. If he remains in Po-
land, however, he must exhaust his remaining assets amounting to DE and can claim welfare bene-
fits only after fourteen (or fifteen) years.



Figure 2 Incentives to Migrate with Social Assistance Entitlement
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Source: CESifo.

The migration decision depends on the income and costs streams depicted in the lower panel of
Figure 2. During the waiting period, negative income in the form of living costs is incurred amount-
ing to FHJL in Germany. In Poland these costs come to FGJK. The difference of living expenses is
GHKL. Remaining assets must be liquidated to cover living costs and health insurance premiums
before one can claim social assistance. The initial portfolio of assets is liquidated sooner in Ger-
many. Starting at the end of five years, the immigrant is entitled to welfare benefits which are as
high as his living expenses. His net income becomes zero. In Poland, he would go on experiencing
negative income. This disparity of access to welfare benefits has the consequence that migration
incentives get positive relatively early. This is the case as soon as the area [JMN exceeds the area
GHKL. The difference of net income becomes greater than the difference between the living ex-
penses incurred in Germany as compared to these expenses in Poland during the waiting period.
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6 The calculations underlying the case studies presented in section 5

In section 5 migration scenarios have been presented which are based on calculations that are as
realistic as possible. They are based on 2005 values, which we assume will be valid also in the fu-
ture. The 2005 values have only been adjusted by an inflation rate of 1.5 percent. We imagine a 60
year-old Pole who is entitled, in Poland, to old-age benefits upon reaching the age of 65. The deci-
sion to migrate requires that he has adequate monetary resources, for he must be able to cover his
living expenses in Germany during the first five years out of his own resources. A socio-culturally
defined subsistence minimum must be met at all times. In Germany this is defined by the statutory
rate for social assistance including subsidies for housing and heating costs of €672 per month for a
single person and €1,047 for a couple without children as of July 2005. Moreover, he has private
health insurance with a monthly premium of €600 for a man or €620 for a woman. Given these hy-
potheses, a single person would require an initial asset portfolio of €71,876; for a couple without
children, the amount required would be €128,100 (see Table 1). The table shows present values of
net incomes. The expenditure streams have been discounted by a nominal interest rate of 4.5 per-

cent (real interest rate 3.0 percent, inflation rate 1.5 percent).

Table 1 Initial assets needed to change residence from Poland (PI) to Germany (D), in €
Case: 60 year-old non-gainfully employed Pole with a claim to old-age benefits at age 65

Year 2005 present values

Expenditure during the five year waiting period (year 1 to year 5)
(1) Living expenses in D ¥ 37972 59 162
(2) Health insurance premiums in D 33904 68 938
(3) Living expenses in P1 19 900 31008
(4) Health insurance premiums in P1 ¥ 3918 7 836
(5) Required initial assets: (1) + (2) 71 876 128 100
(6) Assets remaining in D: (5) - (1) - (2) 0 0
(7) Assets remaining in P1: (5) - (3) - (4) 48 058 89 256

a) Assumption: The standard of living corresponds to a socio-culturally defined existence minimum. In D this
is defined by the statutory rate for social assistance including subsidies for housing and heating costs as of
July 2005.

b) Private health insurance: 60 year-old man: €600, 60 year-old woman: €620 (anonymous data supplied by
financial services firm AWD).

¢) The cost of living in Pl is calculated on the basis of the cost of living in D (subsistence minimum) adjusted
by a conversion factor based on purchasing power parities. The conversion factor is 1.9081 (Feb. 2006, the
source is OECD).

d) Rate of contribution of 11.2 percent applied to average income of 30,000 ztoty and converted to euro
(Source: EU MISSOC 2005; OECD Taxing Wages 2004/05, p. 332).

Source: CESifo.
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In Germany, the initial portfolio of assets will be entirely liquidated during the waiting period. This
removes an obstacle to claiming social assistance, which is conditioned on need. In Poland, on the
other hand, some assets remain at the end of the waiting period, since the cost of living and the cost
of health insurance is lower than in Germany. The portfolio will contain €48,058 for a single person
or €89,256 for a couple without children at the end of the waiting period.

Table 2 Financial incentives for changing residence from Poland (PI) to Germany (D), in €
Case: 60 year-old non-gainfully employed Pole with a claim to old-age benefits at age 65

Year 2005 present values

Single person noCcohui?ollilen

Expenditure during the five year waiting period (year 1 to year 5)

(1) Living expenses in D ¥ 37972 59 162

(2) Health insurance premiums in D 33904 68 938

(3) Living expenses in P1, PPP © 19 900 31008

(4) Health insurance premiums in P1, PPP ¢ 7478 14 951

(5) Difference in living expenses D - P1 (1) + (2)- (3) - (4) 44 499 82 141
Income starting at the age of 65 (year 6 to year 15)

(6) Welfare benefits in D ¥ 60 610 94 432

(7) Living expenses in D ¥ 60 610 94 432

(8) Old-age benefits in P1, PPP © 37 520 37 520

(9) Living expenses in P1, PPP ? 31763 49 493
(10) Difference in net income D-P1 (6-7) — (8-9) -5757 11973

a) - ¢) See Table 1.

d) See Table 1, conversion based on PPP.

e) Net old age benefits = 0.516 x average net wages = €2,616; €2,616 x 1.9081 = €4,992.
(Source: OECD, Pensions at a Glance, 2005 Edition, p. 163; OECD, Taxing Wages 2004-2005,
p. 332). Contributions to health insurance have been deducted.

f) Without health insurance premiums.

Source: CESifo.

Apart from the possession of adequate assets, migration from Poland to Germany also depends on
the expected gain in income that must be sufficient to cover the difference in living expenses as
well as the direct migration costs (which are neglected in these calculations). In making this calcula-
tion, the streams of net income in Poland and Germany must be made comparable, i.e. the differ-
ence in the cost of living in the two countries must be taken into account. This has been done here
by converting the stream of net income in Poland with the purchasing power parity of the euro and
the zloty. Table 2 shows the present values of net incomes. Social assistance which could be
claimed in Germany after the waiting period is compared to the old-age benefits which an average
employee receives in Poland and the living expenses in the two countries: The comparison shows
that starting at age 65, a single person in Germany can expect within the next ten years a net income
that is below his net income in Poland by €5,757. For a couple without children net income in Ger-
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many exceeds the corresponding figure in Poland by €11,973 which is however not enough to com-
pensate for the difference in living expenses during the waiting period. In both cases, changing resi-
dence from Poland to Germany is not financially attractive.

Different results are obtained if one assumes a 40 year-old, non-gainfully employed Pole who in the
foreseeable future has no expectations of old-age benefits and in case of need has only an entitle-
ment to basic subsistence as defined in the Polish welfare system. The amounts of assets required
initially for migration to Germany are lower than in the previous case, since the monthly premiums
for health insurance for a forty year old man are only €310, for a woman of the same age €390.
Hence, a single person needs €55,489 at the beginning of his stay, a couple without children would
require €98,716. In Germany, these assets would be entirely exhausted at the end of the five-year
waiting period, whilst in Poland, the single person would still have €31,672 at the end of the period
and the childless couple would retain €59,872 (see Table 3).

Table 3 Initial assets needed to change residence from Poland (PI) to Germany (D), in €

Case: 40 year-old non-gainfully employed Pole with a claim to social assistance in case of need

Year 2005 present values

Single person Cou_ple,
no children
Expenditure during the five year waiting period (year 1 to year 5)
(1) Living expenses in D ¥ 37972 59 162
(2) Health insurance premiums in D 17 517 39 554
(3) Living expenses in P1 ¢ 19 900 31008
(4) Health insurance premiums in P1 ¥ 3918 7 836
(5) Required initial assets: (1) + (2) 55489 98 716
(6) Assets remaining in D: (5) - (1) - (2) 0 0
(7) Assets remaining in Pl: (5) - (3) - (4) 31672 59 872
(8) Assets: value of zero attained
in Germany in year 5 in year 5
in Poland in year 14 in year 15
a) See Table 1.
b) Private health insurance: 40 year-old man: €310, 40 year-old woman: €390 a month (anonymous data
supplied by financial services firm AWD).
¢)-d) See Table 1.

Source: CESifo.

In comparing the net income improvement which can be expected after the waiting period is over
with the difference in the living expenses during the waiting period, it must be borne in mind that if
our citizen remains in Poland, he will earn no income. Expenditure for necessities and health insur-
ance premiums must be covered by the liquidation of assets. This reduction in assets is considered
here to be negative income. As net income in Germany is zero, the difference in net income be-

tween residence in Germany and staying in Poland is positive. In the case of a single person, in year
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12 the present value of the differences in net income amounts to €31.957 (= area IIMN in Figure 2)
and exceeds the present value of the differences in living expenses (= area GHKL in Figure 2). In
the case of a couple without children, this surplus of net income differences over living expenses
differences is also reached in the 12" year, in which the net income differences sum to €53,645,
whilst living expense differences total to €52,757. As long as the citizens contemplating migration
expect to live beyond the age of 52 and expect to receive social assistance or unemployment benefit
II in Germany, then migration from Poland to Germany would be attractive. If the direct costs of
migration are included in the calculation, then the conclusion remains the same, but the length of
time one must expect to live increases.

Table 4 Financial incentives for changing residence from Poland (PI) to Germany (D), in €

Case: 40 year-old non-gainfully employed Pole with a claim to social assistance in case of need

Year 2005 present values

Single person Cou_ple, no
children
Expenditure during the five year waiting period (year 1 to year 5)
(1) Living expenses in D ¥ 37972 59 162
(2) Health insurance premiums in D 17 517 39 554
(3) Living expenses in P, PPP © 19 900 31008
(4) Health insurance premiums in P1, PPP ¢ 7478 14 951
(5) Difference in living expenses D — P1 (1) + (2) — (3) — (4) 28 111 52757
Income starting at the age 45 (year 6 to year 15)
(6) Netincome in D © 0 0
(7) Negative income in P1, PPP D
Year 6 to year 12 -31 957 -53 645
Year 6 to year 15 -43 698 -73 357
(8) Difference in net income D-PL (6) - (7)
Year 6 to year 12 31957 53 645
Year 6 to year 15 43 698 73 357
a) See Table 1.
b) See Table 3.
c¢)-d) See Table 1.
e) Net income= social assistance — living expenses
f) Negative income = Living expenses + health insurance premiums.

Source: CESifo.
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7 lllegal migration into the welfare systems

The conditions linked to the right of permanent residence can be circumvented only in part. Estab-
lishing residence in the host country and taking out health insurance are absolutely indispensable
requirements. With a view to reducing the costs of living during the waiting period, a Union citizen
could continue to live in his land of origin, whilst giving the registration office of the “host” country
pro forma an address of a relative or a friend. This manoeuvre would, however, only be practicable
if the travel costs are not too high. It is in any case illegal and hence involves risks.

The Directive imposes the requirement that the migrant has adequate financial assets. If the Union
citizen desirous of migrating has no assets, one can imagine that relatives or friends might be will-
ing to place the required sum at his disposal temporarily in order to show fulfilment of the require-
ments. Nonetheless, the migrant will as a rule have to cover his living expenses and health insur-
ance premiums out of his own resources. If assets are not present, then the only way to do this is to
work in the informal sector of the economy, which it goes without saying, is also illegal.

The incentives to migrate in the case of work in the informal sector of the host country depend on
the gain in net income resulting from migration; in this respect the analysis is in principle not dif-
ferent from the case of legal migration of workers (see condition 1), but of course in the case of
work in the informal sector, the risk of not finding an adequately remunerated job is greater. Figure
3 illustrates the migration decision. Initial assets amount to nil (not shown in the figure). During the
waiting period, the Union citizen in Germany obtains wages from work in the informal sector which
amount to living expenses and health insurance premiums so that his net income is zero. In Poland
he receives wages from regular employment leading to a positive net income (area ABEF). After
the waiting period is expired, the migrant in Germany can expect income from social assistance and
from illegal work. In Poland, he goes on working regularly. At the point in time at which DEHI >
BCFG, migration becomes financially attractive.

In Table 5, the net income that could be obtained in Germany is compared to the net income that
could be obtained in Poland. In Germany, the income from illegal work must cover at least a socio-
culturally defined subsistence minimum (that is to say, must at least equal social assistance which is
defined by such a standard); in addition, it must be sufficient to cover health insurance premiums.
For a single person, €55,489 is sufficient to fulfil this requirement during the waiting period. In or-
der to earn this amount, if our immigrant works 150 hours a month, a hourly wage of €6.55 would
suffice; if only 100 hours are worked, the hourly wage would have to be at least €9.83. The corre-
sponding figures for a couple without children are €98,716. If they together work 250 hours a
month, an hourly wage of €6.99 would suffice; if they only work 167 hours a month, then the
hourly wage would have to be at least €10.46. If one assumes that our immigrants would earn an
average wage in Poland, then the difference in net income between Germany and Poland comes to

-€25,644 for the single person and to -€43,152 for a couple without children.
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Figure 3 Incentives to Migrate in the Case of lllegal Work  in the Host Country
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a) The incomes and costs in the graph are those for a single person.

Source: CESifo.

At the end of the waiting period, our immigrant to Germany can expect to receive social assistance
or unemployment benefit II. This later form of welfare is given to persons deemed capable of em-
ployment. Since welfare benefits minus living expenses in Germany are, on purchasing power
terms, less than the net income of an average Polish employee, migration to Germany would not be
financially attractive, unless the migrant goes on working in the informal sector after the waiting
period is expired. In the latter case the present value of the net income received in Germany be-
tween year 6 and year 15 will be €47,637 more than in Poland for a single person and €88,690 more
for a childless couple. For a stay in Germany of eleven, respectively ten years, and abstracting from
migration costs, changing residence to Germany is financially attractive. However, in the cases ex-
amined here one must bear in mind the risk of not finding work in the informal sector, or the risk of
being discovered in an illegal job.
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Table 5 Financial incentives for changing residence from Poland (PI) to Germany (D), in €
Case: 40 year-old Pole without assets; expenses in Germany covered by work in informal sector

Year 2005 present values

Single person Couple, no children

Net income during the waiting period (year 1 to year 5)

(1) Income amounting to living expenses and health in- 55489 98 716

surance premiums in D ¥

(2) Living expenses and health insurance premiums in D 55489 98 716

(3) Netincomein D (1) —(2) 0 0

(4) Income of an average worker in P1, PPP" 45 544 74 174

(5) Living expenses in P1, PPP 19 900 31022

(6) Netincome in P1, PPP (4) — (5) 25 644 43152

(7) Difference in net income D-PI (3) — (6) -25 644 -43 152
Net income starting in year 6 (year 6 to year 15)

(8) Social assistance or unemployment benefit II in D 60 610 94 432

(9) Income from illegal work in D 88 569 157 567
(10) Living expenses in D 60 610 94 432
(11) Netincome in D (8) + (9) — (10) 88 569 157 567
(12) Net income in P1, PPP 40 932 68 877
(13) Difference in net income D-P1 (11) — (12) 47 637 88 690
(14) Financial incentive to migrate starting in year ¢ 11 10

a) Assumption: earnings from illegal work are sufficient to cover a socio-culturally defined subsistence
minimum plus health insurance premiums.

b) Net income is calculated after deducting health insurance premiums.

¢) Social assistance in Germany includes free health insurance; hence, income from illegal work no
longer must be used, as is the case during the waiting period, for health insurance premiums.

d) The year in which the negative income difference during the waiting period (line 7) is fully compensated
for by the income surplus.

Source: CESifo.

Our Union citizen, who is assumed to be fit for employment, has a further option: he can continue
in Poland in regular employment until the end of 2011, when free movement of workers will begin
to apply to Germany as well. Beginning in 2012, he can seek regular employment in Germany. In
this case the potential migrant will have a higher net income during the “waiting period” compared
to going in 2006 to Germany. On the other hand his net income in Germany from 2012 onwards
might be lower than net income from welfare and work in the informal sector. It would, however,
have the advantage that obtaining welfare benefits fraudulently and engaging in illegal work in the

informal sector would be avoided.

A further alternative is to migrate in 2007 into one of the eight EU countries which impose no re-
strictions on migration from other EU countries. Great Britain would, for example, be an attractive
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destination. If our Polish citizen managed to find employment at 2/3 of the average yearly net in-
come of employees in that country, i.e. at € 20,373 p. a. ', than he would be much better off finan-
cially than the options discussed up till now, and would in this case also enjoy the advantages of
legality.

8 Summary and conclusions

Since the beginning of the 1990s, the restrictions on the freedom of movement and choice of resi-
dence of EU citizens have been progressively lifted. The Directive which went into force in 2004
laid down new and more liberal rules for movement across borders and for taking up residence in
another EU country. Access to welfare benefits in host countries was made easier, although it con-
tinued to be tied to certain requirements.

The question arises as to what extent these new regulations will provoke migration within the EU
from the less developed countries to the more developed countries. Since the Directive was not im-
plemented in the member countries until 2006 it is impossible to provide an answer to this question
based on an ex-post analysis. Instead, calculations have been made of the financial incentives to
migrate in a number of model cases. The countries studied were Poland as the country of origin of
the migrants, and Germany as the host country. Since welfare benefits are more generous in Ger-
many, migration into German welfare systems is to be expected. However, the rules and regulations
in force impose a waiting period of five years which must first be bridged. This in turn means that
an inactive Polish citizen seeking access to Germany’s welfare systems must have at the beginning
considerable financial assets. Only few Poles are able to fulfil this requirement. Then too, these per-
sons must be prepared to liquidate these assets during the waiting period with a view to obtaining
later welfare benefits in Germany. This is fraught with risks for the migrant, e.g. the risk that he will
die during the waiting period, or that there might be a subsequent modification of the rules and
regulations in his disfavour.

Apart from the possession of adequate assets there should be a surplus of net income arising from
migration. To the extent that after the waiting period there is an entitlement to old-age benefits in
Poland, then on a purchasing power parity basis, the net income in Poland will exceed the net in-
come to be expected in Germany: there is no financial incentive to migrate from Poland to Germany
in such a case. If, however, the Polish citizen has to use up existing financial assets before he can
put in a claim for social assistance — and this is in all likelihood the more general case — than there
is indeed a financial incentive to migrate to Germany in order to take advantage of the more gener-
ous welfare benefits there.

If one considers persons who have no financial assets but who are capable of working, then the cal-
culations show that migration is attractive assuming that they work in Germany in the informal sec-

” OECD, Taxing Wages 2004-05, Paris, p. 200.
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tor; at the expiration of five years, they expect to also receive social assistance or unemployment
benefit II. This option is, however, illegal and pursuing it involves considerable risks. For those
capable of working it is more rewarding to seek employment in one of the EU countries that is open

to migrants.

This analysis focuses on financial incentives. However, the social sphere, language and cultural
differences between the countries under consideration are also important for the decision to migrate.
Then too, individual factors such as life expectancy, life plan and the evaluation of risk influence

the individual Union citizen’s migration decision.

A number of years will have to pass before the effects on the migration of non-gainfully employed
persons into the welfare systems of individual EU member countries arising from the Directive will
be known empirically. But it is already possible to say that in enacting the Directive the European
lawmakers have incurred a considerable risk. For access of non-gainfully employed to welfare sys-
tems has not been cut off, but only made relatively difficult by imposing certain conditions. In view
of the still rudimentary nature of the financial compensation framework within the EU, it is entirely
possible that the freedom of movement that has been accorded will impose excessive demands on

the solidarity of Union citizens in the host countries.
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