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THE EU DIRECTIVE ON FREE
MOVEMENT — A CHALLENGE
FOR THE EUROPEAN
WELFARE STATE?

WOLFGANG OCHEL*

The EU Directive on Free Movement (Directive) has
extended the right of free movement to non-gainful-
ly employed (inactive) Union citizens. At the same
time, this group of persons has been given access to
the welfare benefits of host countries. Moreover, the
right of residence of gainfully employed EU citizens
(employees and self-employed persons) has been
broadened. People falling into this category already
had the right to take up residence in other EU mem-
ber countries. Nonetheless, permanent right of resi-
dence after a stay of five years was only granted if the
applicants had sufficient resources to ensure that
social assistance will not be applied for in the future.
The Directive has done away with this restriction.
Gainfully employed Union citizens will be granted a
right to permanent residence on the sole basis of five
years of uninterrupted legal residence. They will have
a right to the same welfare benefits which the host
country provides to its own nationals.

In the following we examine the extent to which
these measures provoke migration to those coun-
tries with the highest levels of welfare benefits.
Since the Directive was not implemented in nation-
al laws and regulations until 2006, the answer to this
question cannot be 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 article, Poland is
taken as the country of origin and Germany as the
host country.

* Wolfgang Ochel is senior researcher at the Ifo Institute for
Economic Research at the University of Munich and CESifo
Research Fellow. Gratitude is expressed to Wolfgang Meister and
Martin Werding for valuable comments.
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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 founding in
1957. At its inception, free movement was conceived
of as an economic freedom. Workers were guaranteed
freedom of movement and self-employed were guar-
anteed freedom of establishment. However, those not
gainfully employed had no right to establish resi-
dence 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 participa-
tion 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 regulations and
the relevant decisions of the European Court were
developed further and summarised in Directive
2004/38/EC (Hailbronner 2006).

The Directive provides for graduated regulations
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 certifi-
cate is required. In order to obtain it, the Union citi-
zen must establish his residence in the host country
and register with the relevant authorities. At the end
of five years of uninterrupted legal residence,' the
Union citizen is entitled unconditionally to perma-
nent residence.

Granting a residence certificate for inactive Union
citizens in the period between the fourth and the six-
tieth month requires that they should have means of
subsistence sufficient for the entire stay and that
they should have adequate health insurance. These

! Temporary absence of up to six months in a year does not affect
the continuity of residence.
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requirements are designed to ensure that social
assistance will not be applied for. Health insurance
coverage is considered to be adequate when it is — in
the case of Germany - equivalent to statutory 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 insurance from private
insurers. Self-employed persons are entitled to a res-
idence certificate, provided they exercise a gainful
economic activity.

Box 1

Health insurance available for a 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 unin-
terruptedly 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.

Coverage by a private provider of health insurance in

Germany

No possibility exists to continue insurance coverage in

Poland if residence is changed to Germany.

Source: Compilation by CESifo.

When a Union citizen registers in Germany, the regis-
tration 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 insti-
gated 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 authority responsible for foreigners,
after having been informed by the Social Assistance
Office, can examine whether the requirements for
residence continue to be fulfilled. In the case of an
inactive Union citizen 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, regional 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 excessively high benefits. What is excessive
is, however, left unclear. Gainfully self-employed per-
sons are required to exercise an independent activity.
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The intensity with which this activity must be exer-
cised is also not defined by law. It is, however, not nec-
essary that the self-employed person should be able
to cover his living expenses from the exercise of the
activity completely.

Access of Union citizens 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.2

During a stay lasting between four and sixty
months, inactive Union citizens are as a matter of
principle 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 case
the resources are exhausted sooner than expected
or when health insurance coverage is not ade-
quate, 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 examination by the authority respon-
sible for foreigners as to whether the claims to
welfare were inappropriate.

After astay of five years, the Union citizen is enti-
tled to the same welfare benefits as those the host
country provides to its own nationals.

Gainfully self-employed persons who reside legally
in Germany are entitled from the very beginning of
their stay to welfare benefits (as a rule, unemploy-
ment benefit II which also may supplement own
income). During the first five years of their stay,
however, the authority responsible for foreigners is
authorised to examine whether the conditions for
continued residence are still fulfilled (see Box 2). At
the end of the five years legal residence the Union
citizen has a right to all welfare benefits.

2 Nonetheless, Article 14 (1) of the Directive does not fully exclude
claiming welfare benefits.




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

Box 2
Entitlements of Union citizens to welfare benefits of the host country
Rule
Phase of stay
Inactive persons Self-employed persons
1-3 months No entitlement A fundamental entitlement to welfare benefits exists
4-60 months As a matter of principle, an entitlement to since the beg g of residence, but the presence of

income from economic activity should render this enti-
tlement theoretical.

If need is advanced, welfare benefits will be granted;
they may supplement income; at the same time it will
be examined whether the requirements for rights of
residence are still fulfilled (adequate economic activity);
the intensity with which this activity must be exercised
is not defined by law and will later on be determined by
decisions of courts; if conditions are not met, the resi-

ordered.

dence certificate may be cancelled.

Five yearsor | Entitled to welfare benefits.

longer

Union citizens are placed on an equal basis with citizens of the host country.

Source: Compilation by CESifo.

Legal migration of inactive persons into welfare
systems

The Directive limits the incentives to migrate in that
it restricts access to welfare benefits in the host
country. The migrating EU citizen must reside in the
host country during a five-year 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 premi-
ums in the host country. In the case of inactive per-
sons, income from employment is not relevant, and
this means that changing residence to another EU
country requires that the migrant should dispose of
sufficient financial assets.

According to Borjas (1999) the migration incentives
depend on the present discounted value of the net
income differential, that is to say the difference of
social security benefits (§), which must exceed the
costs of migration (MC) plus the present discounted
value of living expenses differential (LE). Non-gain-
fully employed persons will decide to migrate from
O (land of origin) to H (host country) if the condi-
tion in (1) is fulfilled, where T is the remaining life
time and r the discount rate. The living expenses in-
clude normal expenditure for subsistence plus health
insurance premiums.

(1) }e"”{S‘H(t)—Sa(t)}dt > }e""{LEH(t)—LEO(t)}dt+MC.

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 represented on the vertical axis and
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time on the horizontal axis. Assets of the amount of
AB are required in order to cover living expenses 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 bene-
fits just sufficient to cover his subsistence-level con-
sumption.

If, however, 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, annual flows of income
and costs that are relevant for the migration decision
are shown graphically. They are converted at purchas-
ing power parities. 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 Poland, on the other hand, the costs of liv-
ing (including health insurance premiums) are lower
(area FGJL). On balance, there is a difference in the
expenditure for living expenses during the waiting
period amounting to GHLM. After the waiting period
there is no surplus of net income that compensates for
this difference. The net income (Net IN: social securi-
ty benefits — living expenses) in Germany is zero

3 In the graphical presentation, the costs of migration are not con-
sidered.
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Figure 1

INCENTIVES TO MIGRATE WITH OLD-AGE BENEFIT
ENTITLEMENTS IN COUNTRY OF ORIGIN”

Assets,

cover the difference in living
expenses as well as the direct mi-
gration costs (which are neglect-
ed in these calculations). In mak-
ing this calculation, the streams
of net income in Poland and Ger-
many must be made comparable,
i.e. the difference 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

Income,
costs,
PPP

based on the purchasing power
parity of the euro and the zloty.
Table 1 shows present values of

NetIN_, pPP net incomes. The net income

0

>t

streams have been discounted by

M

H

== Country of origin (Poland)

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

Source: CESifo.

whereas it is positive in Poland. Migration to Ger-
many would not be financially attractive.

The scenarios illustrated above are based on calcula-
tions that are as realistic as possible. They are based
on 2005 values. The decision to migrate requires that
our Pole 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 subsi-
dies 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 needs
private health insurance with a monthly premium of
€600 for a man or €620 for a woman. Given these
hypotheses, a single person would need initial assets
of €71,876; for a couple without children, the
amount required would be €128,100 (Ochel 2007).

Apart from the possession of adequate assets, migra-
tion from Poland to Germany also depends on the
expected gain in income that must be sufficient to

=Host country (Germany)
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T
Net IN L
° a nominal interest rate of 4.5 per-

cent (real interest rate 3.0 per-
cent, inflation rate 1.5 percent).
Social assistance which could be
claimed in Germany after the
waiting period is compared to the
old-age benefits which an aver-
age 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 Germany exceeds the corresponding fig-
ure in Poland by €11,973 which is however not
enough to compensate for the difference in living
expenses during the waiting period. In both cases,
changing residence 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 entitlement
to basic subsistence as defined in the Polish welfare
system. In both cases (single person and couple with-
out children) in year 12 the present value of the dif-
ferences in income exceeds the present value of the
differences in living expenses. As long as the citizens
considering to migrate expect to live beyond the age
of 52 and to receive social assistance or unemploy-
ment benefit II in Germany, then migration from
Poland to Germany would be financially attractive
(Ochel 2007).




Table 1
Financial incentives to migrate from Poland (P]) to Germany (D)
for a non-gainfully employed Pole, in €*
Year 2005 present values

Single Couple,
person | no children
Expenditure during the five year waiting period (year 1 to year 5)
(1) Living expenses in D 37,972 59,162
(2) Health insurance premiums in D" 33,904 68,938
(3) Living expenses in Pl, PPP® 19,900 31,008
(4) Health insurance premiums in P1, PPPY 7,478 14,951
(5) Difference in living expenses D— Pl (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? 31,763 49,493
(10) Difference in net income D — PI (6-7)—(8-9) -5,757 11,973

* Case: 60 year-old Pole with a claim to old-age benefits at age 65.

4 Assumption: The standard of living corresponds to a socio-culturally defined
subsistence minimum. In D this is defined by the statutory rate for social assis-
tance including subsidies for housing and heating costs as of July 2005. —
) 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). — ¢ 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). — 9 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

order to show fulfilment of the
requirements. Nonetheless, the
migrant will as a rule have to cov-
er his living expenses and health
insurance 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.

Figure 2 illustrates the migration
decision. Initial assets amount to
nil (not shown in the figure).
During the waiting period, the
Union citizen in Germany ob-
tains wages from work in the in-
formal sector which amount to
living expenses and health insur-
ance premiums so that his net
income is zero. In Poland he re-
ceives wages from regular em-
ployment leading to a positive
net income (area ABEF). After
the waiting period is expired, the
migrant in Germany can expect

have been deducted. — Without health insurance premiums.

income from social assistance

Source: CESifo.

Illegal migration of inactive persons into welfare
systems

Up to now the focus has been on legal migration into
the welfare state. Illegal migration might be an alter-
native. The conditions linked to the right of perma-
nent residence can, however, be circumvented only
in part. Establishing residence in the host country
and taking out health insurance are absolutely indis-
pensable requirements. With a view to reducing the
costs of living during the waiting period, a Union cit-
izen 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
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 willing to
place the required sum at his disposal temporarily in
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and from illegal work. In Poland,

he goes on working regularly.

At the point in time at which
DEHI>BCFG, migration becomes financially at-
tractive.

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 insur-
ance premiums. For a single person, €55,489 is suffi-
cient to fulfil this requirement during the waiting
period. The corresponding figures for a couple with-
out children are €98,716. If one assumes that our
immigrants would earn an average wage in Poland,
then the difference in net income between Germany
and Poland becomes —€25,644 for the single person
and —€43,152 for the childless couple.

At the end of the waiting period, our immigrant to
Germany can expect to receive social assistance or
unemployment benefit II. Since welfare benefits
minus living expenses in Germany are, on purchas-
ing power terms, less than the net income of an aver-
age Polish employee, migration to Germany would

CESifo DICE Report 4/2006
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Figure 2

INCENTIVES TO MIGRATE IN THE CASE OF ILLEGAL

WORK®”IN THE HOST COUNTRY

As of 1 May 2004 the nationals
and enterprises of the new mem-
ber countries have the same
rights of establishment in other
member states as the nationals
and enterprises of the old mem-

A
ber countries. Restrictions on
Income, .
costs, free movement of workers, which
FPP IN+SAp may be maintained for up to se-
D\H ven years, mean, however, that
Net IN .
—_— T Mo branches of enterprises from the
A Net INp|, PPP e difference of netincpme D - PT——— INpi, PPP new Member States (except for
\ Malta and Cyprus) located in oth-
.Le Net INp F . g er EU countries are, except for
, 1 key personnel, not allowed to
difference of .

net income D - Pl LE pi, PPP employ people from their own

c G /— LEp country.

= Country of origin (Poland)

IN: Income; LE: Living expenses; Net IN: Net income (income-costs);

SA: Social assistance.

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

Source: CESifo.

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 between
year 6 and year 15 will be €47,637 more than in
Poland for the single person and €88,690 more for a
childless couple. For a stay in Germany of eleven,
respectively ten, years and abstracting from migra-
tion costs changing residence to Germany is finan-
cially attractive. However, in the cases examined
here, one must bear in mind the risk of not finding
work in the informal sector, or the risk of being dis-
covered in an illegal job (Ochel 2007).

Legal migration of self-employed persons into
welfare systems

The Directive has broadened the right of residence
of self-employed persons. Permanent right of resi-
dence after a stay of five years was, up to 2004
according to the Law of Residence of the EEC, only
granted if the applicants had sufficient resources.
The Directive has done away with this restriction.
Self-employed Union citizens are granted a right to
permanent residence on the sole basis of five years
of uninterrupted legal residence and are entitled to
welfare benefits.

=Host country (Germany)
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Freedom of establishment is un-
derstood as permitting the estab-
lishment of permanent econom-
ic activity in another member
country. It includes the exercise
of an independent economic ac-
tivity as a self-employed person
or the establishment and conduct of an enterprise.
This independent economic activity may have the
character of free-lance professional work, or com-
mercial, trade or crafts activity.

With respect to a Pole desiring to establish himself as
a tradesman in Germany, one must distinguish
between trades requiring special qualification (e.g.
possession of a master craftsman’s certificate) and
trades for which no special proof of qualification
must be presented. Since the beginning of 2004, 41
craft trades (e.g. mason, plumber, joiner, baker) have
been designated as requiring certification of qualifi-
cation. If the Polish migrant has a qualification in his
own country equivalent to the German master
craftsman’s qualification, then he may enrol in the
register of qualified craftsmen in Germany. If the
Polish migrant has no such formal qualification, he
must have worked at least six years as a self-
employed person in the trade or as responsible head
of a plant or workshop in Poland before he can exer-
cise the craft in Germany. This period can be short-
ened to three years if a three year vocational train-
ing in the relevant craft can be documented or if the
migrant has worked for at least five years as an
employee in the relevant area. These periods must
be certified by the competent Polish authorities. An
other option for obtaining the right to exercise a




craft in Germany is by passing a test (Art. 8 of the
German Law Regulating the Conduct of Crafts and
Trades).

For the 53 trades which may be exercised in Ger-
many without any formal qualification, the migrants
need not fulfil any requirements. These trades run
from tilers and parquet-layers to building cleaning
contractors or photographers. The same applies for
the 57 areas of activity which are classified as being
similar to craft trades.

Figure 3 illustrates the migration decision of a 40
year-old Pole who is self-employed. He needs to
have initial assets sufficient to establish his business
in the new location (not treated here as they may be
relevant in Germany and Poland alike); no assets are
required to cover living expenses and health insur-
ance since it is assumed that the income needed to
cover these will be earned in Germany. During the
waiting period, our Union citizen will make a profit
(P) out of his self-employed activity in Germany; for
comparison the profits to be expected if he had
remained in Poland are also shown. After the waiting
period is expired, our individual may wish to contin-
ue his activity as a gainfully self-employed person. In
the event that his business does not prosper, he can
in case of need claim unemployment benefit II in
Germany (UB II); in Poland the corresponding ben-
efit would be social assistance (SA). The living
expenses are shown by LE.

Figure 3

In Table 2, the income (in the form of profits) and
the welfare benefit entitlements are compared. The
comparison shows that a 40 year-old self-employed
Pole will find it attractive to set up a business in
Germany; this is equally true during the waiting peri-
od and afterwards. The financial incentives to mi-
grate emanate both from better earning prospects
and from more generous welfare benefits. For a 60
year-old Pole, migration is financially attractive too.
However, a single person should return to Poland at
the age of 65, whereas a couple should remain in
Germany.

Since April 2004 the German Association of
Chamber of Crafts has collected statistics on the
establishment of craft enterprises whose proprietors
come from the EU-10 acceding countries. On 30
June 2006 there were 18,663 such enterprises in
Germany; that corresponded to 2 percent of all craft
enterprises in Germany (see Table 3). 97 percent of
these enterprises are crafts that are not subject to
proof of qualification or are quasi-crafts. Crafts
requiring qualification equivalent to that of a master
craftsman are, on the other hand, scarcely represent-
ed. Craft enterprises with owners from the acceding
countries are concentrated in urban centres such as
Berlin, Hamburg, Frankfurt and Munich. In the
Federal States located near the borders to the new
EU countries, there have been relatively few estab-
lishments (Honekopp 2006).

Summary and conclusions

INCENTIVES TO MIGRATE FOR A GAINFULLY

SELF-EMPLOYED PERSON” IN THE HOST COUNTRY"

A

Income,

costs, \

PPP

\Po

\ Pp1,PPP

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

= Country of origin (Poland)

a) 40 year-old Pole.

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

Source: CESifo.

=Host country (Germany)

UBIIp
SAp|,PPP benefits in host countries was
>t made easier, although it contin-
— = = = LEp,PPP . . .
LEP' ued to be tied to certain require-
=== LEp

ments (Sinn 2004).

The question arises as to what
extent these new regulations will
provoke migration within the EU
from the less developed countries

CESifo DICE Report 4/2006
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Table 2

Financial incentives for a Pole taking up self-employment in Germany (D)

in€

Year 2005 present values

grant, e.g. the risk that he will die
during the waiting period, or that
there might be a subsequent mod-
ification of the rules and regula-

tions in his disfavour.

Single Couple, no
person children
Net income during the waiting period (year 1 to year 5) Apart from the possession of ade-
(1) Income in DV 112,740 175,548 quate assets there should be a sur-
(2)  Living expenses in D” 37972 59,162 plus of net income arising from
8; Net income in D (1)‘2) Z;‘;gi 1;2??3 migration. To the extent that after
Income in P1, PPP* 9 b .. . . .
(5) Living expenses in Pl, PPP” 19,900 31,022 the waiting period there I.S al? enti-
(6) Net income in Pl, PPP (4-5) 25,644 43,152 tlement to old-age benefits in Po-
(7) Difference of net income D-PI (3-6) 49,124 73,234 land, then on a purchasing power
Income after the waiting period (year 6 to year 15) parity basis the net income in
— Pole 45 years old - Poland will exceed the net income
(8) Income in DV or 179,950 278,605 to be expected in Germany: there
(9)  Unemployment benefit II in D? 60,610 94,432 is no financial incentive to migrate
(10)  Living expenses in D” 60,610 94,432 from Poland to Germany in such a
(1) Income in P1, PPP" or 72,695 118,393 case. If, however, the Polish citizen
(12)  Social assistance in Pl, PPPY 18,587 18,587 o L . .
(13)  Living expenses in Pl, PPPY 31,763 49,493 has to use up existing financial
Pole 65 d assets before he can put in a claim
— Pole 65 years old — . ; o
for social assistance — and this is in
(14)  Social assistance in D (DFM)® 60,610 94,432 o !
(15)  Social assistance in D (LR)" 0 0 all likelihood the more general
(16)  Living expenses in D” 60,610 94,432 case — then there is indeed a finan-
(17)  Old-age benetfits in P1, PPP 37,520 37,520 cial incentive to migrate to
. . b)
(18)  Living expenses in P1, PPP' 31,763 49,493 Germany in order to take advan-
» Hypothesis: Profits of self-employed (after taxes and deduction of health tage of the more generous welfare
insurance premiums) correspond to the average net income of employees. .
Source: OECD Taxing Wages 2004-2005. — ® See Table 1.— © In Germany, benefits there.
self-employed who become unemployed do not receive unemployment bene-
fit I. — ¥ In Poland, social assistance is at most €108 per month and house- If d h
hold. Source: EU MISSOC Tables 2006. — © Under the Directive (DFM). — one Cf)nSI .ers persons who
" Under the Law of Residence of the EEC (LR). have no financial assets and who

Source: CESifo.

to the more developed countries. Since the Directive
was not implemented in the member countries until
2006, it is impossible to provide an answer to this
question based on an ex-post analysis. Instead, calcu-
lations 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 Germany,
migration into German welfare systems is to be ex-
pected. 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 persons must be pre-
pared 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 mi-
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are capable of working, then the

calculations show that migration
is attractive assuming that they work in Germany in
the informal sector; at the expiration of five years,
they expect to also receive social assistance or unem-
ployment benefit II. This option is, however, illegal
and pursuing it involves considerable risks.

Another option is to exercise an activity as a self-
employed person. This is financially attractive too.
The financial incentives emanate both from better
earning prospects and from more generous welfare
benefits. On June 2006 there were 18,663 craft enter-
prises in Germany whose proprietors came from the
EU-10 acceding countries. That corresponds to two
percent of all craft enterprises in Germany.

This analysis focuses on financial incentives.
However, the social sphere, language and cultural
differences between the countries under considera-
tion are also important for the decision to migrate.
Then too, individual factors such as life expectancy,




Table 3

Craft enterprises in Germany whose owners come from one of the EU-10
acceding countries (as of 30 June 2006)

Enterprises whose own-
ers come from one of
Federal State Wizl mimmlse the EU-10 acceding
of enterprises countries®
Share in % | Number
Baden-Wiirttemberg 125,731 1.0 1,197
Bavaria 179,051 21 3,764
Berlin 33,113 6.2 2,050
Brandenburg 37,060 1.0 375
Bremen 4,966 2.3 113
Hamburg 13,800 6.2 851
Hesse 66,324 6.0 4,009
Lower Saxony 78,743 23 1,775
Mecklenburg-Western Pomerania 19,355 0.3 58
North Rhine-Westphalia 172,405 1.6 2,825
Rhineland Palatinate 47,558 1.8 850
Saarland 11,390 0.6 73
Saxony 56,869 0.5 303
Saxony-Anhalt 29,289 0.1 25
Schleswig-Holstein 28,815 1.2 360
Thuringia 30,940 0.1 35
Federal Republic 935,409 2.0 18,663
) Registrations since 1 May 2004.

Source: German Association of Chamber of Crafts, Establishment registra-

tion statistics; calculations of CESifo.

life plan and the evaluation of risk influence the indi-
vidual Union citizen’s migration decision.

A number of years will have to pass before the
effects on the migration 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 undergone a consider-
able risk. Access to welfare systems has not been cut
off but only made difficult by imposing certain con-
ditions. 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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