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Outline of the Presentation

Main Topic: Integration through Labour Movements

Europe vs US

Labour Supply and Labour Demand

Understanding the Cost and Bene�ts of Migration
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European labour markets: a brief characterization

Di�erently from goods, national labour markets in EU are on

their own:

limited migration within the EU; very di�erent legislations and

practices across countries.

On average, the EU is not doing well in comparison to USA:
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Utility Maximization
Applications

Utility

U = aln(C )+bln(L), where C is consumption and L is Leisure

U = f(C, L)=ln(C)+0.5*ln(L)

1. For C=100, L=10, U=4.60+5 = 9.60

2. For C=100, L=12, U=4.60+6 = 10.60

3. For C=140, L=10, U=4.94+5 = 9.94

4. Also, For C=90, L=10.2, U=4.50+5.10=9.60
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Budget Contraint

C = wh+V

Consumption equals labor earnings (wages Ö hours) plus

nonlabor income (V)

h = T −L, Total available time

Budget constraint sets boundaries on the worker's opportunity

set of all the consumption baskets the worker can a�ord

C = w(T −L)+V
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Change in Non-Labour Income

WHY?

E�ect 1: Higher income induces the individual to consume

more, this is unambiguous.

E�ect 2: Since my income increased I do not need to work the

same amount because I can know consume even more with

less work. This happens because the opportunity set of the

individual increased for constant (any) wage. This is called

INCOME EFFECT to leisure.
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Example 2. Explanation

Why? What the individual is thinking

Stage 1: An increase in wage expands the opportunity set of

the individual because now for any time that can allocate to

work receives higher amount of money. This means that

income increases. Due to this, consumption increases and

because leisure is a normal good, leisure time increases as well.

(INCOME EFFECT).
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Example 2. Explanation

Why? What the individual is thinking

Stage 2: An increase in wage makes the opportunity cost of

not working high (if he works, now he just receives more

money i.e. higher paid workers dislike leisure). This means

that leisure becomes relatively expensive and makes agents to

decrease leisure time. This is called SUBSTITUTION

EFFECT. That decrease on leisure increases hours of work,

thus income increases and consumption increases.

Result 2. Consumption increases in both stages. Leisure

hours change is ambiguous. If the income e�ect is higher

than the substitution e�ect leisure increases and vice versa.

Dr Eu�ggeloc Dioikhtìpouloc Tm ma Oikonomik c Episvt mhc (OPA)Di�lexh 5. Eurwpaðk  Oikonomik  Politik 



Introduction
Labour Supply

Labour Demand
Labour Market Equilibrium

European Policies on Labour Markets
Conclusion

Utility: Consumption vs Leisure
Budget Contraint
Utility Maximization
Applications

Implications

In countries with high unemployment bene�ts people are less

willing to work. This means (we will see later on) higher

wages, high labour cost

In countries that people care more about consumption an

increase in wage will results in higher labour hours

In countries that people case more about leisure an increase in

wage may will results to the opposity results, or at least,

higher wages will not boost employment.

Integration can lead to a more e�cient allocation of labour.
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Pro�t Maximization

Firms Maximize Pro�ts P=Y-wL-rK

How do they decide how many people to employ
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Rigitities and Unemployment

Notice that:

Point A: equilibrium with perfectly �exible labour market =

full employment (with only voluntary unemployment).

Point B: equilibrium with involuntary unemployment, due to:

salaries are collectively negotiated; agreements hold for long

periods thus, labour markets reacts slowly to changing

conditions; wage contracts are often regulated; conditions for

hiring and �ring are also regulated; unemployment bene�ts.

� Labour market rigidities lead to involuntary unemployment.
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Technology and Human Capital

Human capital (years of schooling) increases the productivity

Human capital as measured, among others, by years of

schooling, a�ects the productivity of workers.

Subject to the response of demand for labor, an increase in

human capital increases the marginal revenue and the �rms

demand more workers. � Positive e�ect on employment

Subject to the response of equilibrium: Demand for more

workers leads to higher wages

The �nal outcome is generally positive on wages and on

employment but. . . .. can be reversed for some reasons.
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Immigration in Europe

Europe has switched from net emigration to net immigration

because of spectacular growth during the late 1950s and the

1960s.

Migration has become a hot-button issue in Europe.

The 2004 and 2007 enlargements brought 12 countries (EU12)

and about 100 million new citizens into the EU with the

expectation of massive migration
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Immigration in Europe

As a result, most EU15 nations negotiated long transition

periods during which EU12 citizens cannot move freely into

their labour markets.

But countries that opened their borders, such as Ireland,

Sweden, and the UK, report no or little increase in net in�ows.

On average, Europeans do not do much migrating: the overall

out�ow of people, what is called emigration, of EU citizens has

been quite stable over the last 10 years � equal to about

two-tenths of 1 per cent of the population per year.
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Immigration and Brain Drain

As immigrants enter the labor market, the labor supply curve
shifts to the right:

Total employment increases

Equilibrium wage decreases
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Immigration and Brain Drain

Immigration reduces the wages and employment of

similarly-skilled native-born workers, but native-born workers

may be able to increase their productivity by specializing in

tasks better suited to their skills.

Competing native workers will have lower wages;

complementary native workers will have higher wages.

Immigration reduces the wages and employment of

similarly-skilled native-born workers, but native-born workers

may be able to increase their productivity by specializing in

tasks better suited to their skills.

Competing native workers will have lower wages;

complementary native workers will have higher wages.
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Perfect Substitutes
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Sum up

In each country, some lose and some gain from migration.

What about each country? total wage earnings = wage rate w

times the amount of labour; total capital earnings = triangle

between MPL and w.

In short, while migration creates winners and losers in both

nations, collectively both nations gain, thanks to increased

e�ciency.
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Sum up

Migration improves the overall e�ciency of the EU economy

and the gains from this are split between Home and Foreign.

Notice that unskilled workers complement skilled workers and

capital and immigrants often have a skill mix that is very

di�erent from that of domestic workers: complementarity of

migrants (instead of substitutes) and native factors of

production provides a win-win situation.
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Labour Market Reforms

As recognised by the European Pillar of Social Rights,

well-designed employment protection legislation and

unemployment bene�t systems are both essential for good

labour market functioning. Striking the right balance between

�exibility and security may favour economic resilience, by

easing adjustment to shocks, while ensuring fairness and

securing transitions

After the crisis the most severely hit countries implemented

comprehensive reforms of their labour market, combining

measures to ease job protection with reforms of the

unemployment bene�ts aimed at providing wider coverage

while preserving job search incentives
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Labour Market Reforms

hiring subsidies for young employees were introduced in Italy at

the time of the EPL reform in 2012. Although some of the

e�ects may be due to the coinciding reduction of labour costs

for young workers, the analysis suggests that the EPL reform

had positive e�ects on the hiring rate.
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Improvements

In 2017 and in the �rst half of 2018, the improvements in the

labour market continued at a steady pace both in the EU and

the euro area. Unemployment continued to be on a declining

path reaching in July 2018 the lowest rates since the start of

the crisis
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Labour Market in EU

Two key results emerge: immigration is likely to raise

employment and national income; immigration is unlikely to

a�ect unemployment in either direction.

These results provide a strong endorsement for the

fundamental principle of freedom of movement of workers

within the EU.

Rigidities in EU explain long-term unemployment to US but

this declines over time due to policies considering the trade-o�

between �exibility and security.
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Improvements

Still, there is low mobility within EU:

restrictions for new EU members' nationals mobility;

di�ering pensions systems;

unemployment bene�ts;

regulated professions;

language,

housing,

health systems, etc.
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