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1 Introduction

This paper studies the interaction of education, migration and unemploy-
ment in an interregional context. In particular, we are interested in the
consequences of having free migration between regions for educational deci-
sions, wage levels, and unemployment in both the sending and the receiving
region. We explore the mechanisms driving a brain drain out of the poor
sending region and identify channels how those left behind in the poor re-
gion may experience a counteracting brain gain via higher propensities to
acquire human capital. Moreover, we would like to know how regional and
national economic shocks acect educational decisions and interregional mi-
gration. Fom a political perspective, the main objective is to rationalize
various sorts of active labor market policies that are pursued in lots of coun-
tries. Our discussion of the relevant externalities casts doubt on the eCciency
of lots of these policies. We argue that some subsidies for both education
and migration can be justi..ed, while subsidies for education and training
programs at a rate of one hundred per cent seem doubtful.

It is frequently observed that substantial interregional wage dicerentials
within a country exist, where the low-wage regions are also characterized
by comparatively high unemployment rates. For example, in Germany unit
labor costs in the East were at 65 per cent of the national average in 2004
while the unemployment rate in East Germany of around 20 per cent ex-
ceeded the national unemployment rate by more than 8 percentage points
(Institut der deutschen Wirtschaft, 2006). Similar relations have been ob-
served for one decade, without any clear tendency of convergence. At the
same time, a higher formal quali..cation is always associated with a reduced
unemployment risk. Finally, the propensity to migrate is typically stronger
for high-skilled individuals than for the low-skilled.

Our model captures all these stylized facts. Unemployment arises ac-
cording to an e¢ciency wage argument of the shirking type. Migration and
educational decisions are endogenous, as there is a distribution of costs of
human capital acquisition and migration across individuals. Migration will
arise in only one direction, from the poor to the rich region. It is a mechanism
that reduces the interregional wage and unemployment dicerentials, albeit
not in a perfect fashion. There is a persistent technological gap between the
regions that is not explained.

From an allocative perspective, the presence of unemployment tends to
distort the decisions of individuals. Due to the unemployment rate dizer-



ential across skill groups within a region and across regions for a given skill
group, the incentives to acquire human capital and to migrate to the rich re-
gion both tend to be too strong, as measured by the productivity dicerentials
of employed workers. This observation suggests to tax rather than to sub-
sidize education and migration. Howewver, it turns out that the dicerentials
in unemployment levels will also be taken into account in any second-best
allocation. Only changes of unemployment rates represent externalities of
education and migration decisions. By contrast, unemployment bene...ts will
reduce the incentive to become a skilled worker and lower interregional mo-
bility. Correcting for the latter distortions may require an education subsidy
and some mobility premium.

Our paper is related to dicerent strands of the literature. Several rea-
sons have been given to explain the observation that individuals with a high
level of education face a relatively low unemployment risk. Skilled workers
have a wider range of employment opportunities (McKenna, 1996), and the
existence of sunk costs of investing in ..rm-speci..c human capital makes it
less likely to lay o= skilled workers (Becker, 1993). Moreover, insiders may
be able to introduce barriers to entry for unemployed (Lindbeck and Snower,
1988; Zwick, 1998). However, the stable size of diaerentials in skill-speci..c
unemployment rates may be altered at least in the short run by external
shocks, such as increasing average education drastically (Puhani, 2004) or by
immigration waves (Card, 1990).

Unemployment causes distortions of the individual decision to invest in
education. It may induce overinvestment in education, as unemployment dif-
ferentials lead individuals to quali..cation e=orts although the productivity
gain lies below costs of education (Kodde, 1988). A similar outcome fol-
lows when education raises workers’ outside opportunities and gives them a
stronger position in the wage bargain (Charlot et al., 2005). Finally, in a
segmented labor market the relative increase in skilled labor may cause a
strong increase in unemployment among the remaining low-skilled (Albrecht
and Vroman, 2002). On the other hand, substantial forces toward underin-
vestment in education due to unemployment exist. The unemployment insur-
ance disproportionately bene..ts the low-skilled (Dellas, 1997), and workers
often cannot fully appropriate the productivity gains from their education
investments (Laing et al., 1995; Acemoglu, 1996). The additional investment
incentive created by the unemployment rate dicerential may therefore in-
duce a welfare gain in the presence of such positive externalities (Cahuc and
Michel, 1996; Cubitt and Hargreaves Heap, 1999).
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Few attempts have been undertaken to study the impact of education pol-
icy on unemployment theoretically. When skill-speci..c wages depend on the
respective unemployment rates, an increase in the relative supply of skilled
workers will not only increase total output, but also both skill-speci..c un-
employment rates. As the share of individuals with the lower unemploy-
ment rate increases, aggregate unemployment may move in either direction
(Saint-Paul, 1994, 1996). Hence, education policy has a negative general
equilibrium ecect that may more than orset the immediate gain in reducing
unemployment. However, capital infows as a response to the increasing av-
erage education level can mitigate or even neutralize such negative general
equilibrium exects (Brauninger, 2000).

The empirical literature is mainly concerned with the direct employment
impacts of active labor market progams on the participants. As a general im-
pression, these direct ecects are typically negative before the program starts
due to reduced search ezorts, insigni..cant in the ..rst few months after com-
pletion (Heckman et al., 1999; Bergemann et al., 2004), but positive in the
medium and longer run (Lechner et al., 2005). The unusual large “knowl-
edge lift” education programme for low-skilled workers in Sweden 1997-2000
in which around 10% of the workforce participated led to positive impacts
on employment probabilities only for young men, and impacts on average
income of program participants were ambiguous (Albrecht et al., 2005).

Ancther strand of the literature is concerned with the interaction of ed-
ucation and migration. From an individual perspective, migration has to be
considered as an investment into human capital (Sjaastad, 1962). Returns
from migration are the higher, the younger and the more able or educated
a person is (Borjas, 2000). A quite dicerent mechanism has been suggested
by Wildasin (2000) who argues that human capital investment increases spe-
cialization. Skilled workers could face problems ..nding appropriate jobs,
unless they are interregionally mobile which increases their probability of a
successful match. Hence, the share of skilled workers among emigrants will
typically exceed the corresponding share of those left behind in the sending
region. If this happens, sending regions can be harmed by such a brain drain
as returns from public investment in education are lost. On the other hand,
it has often been argued that the option to migrate to a richer region or
country stimulates human capital investment also for those who ultimately
do not emigrate. In this way, the brain drain of the poor region is also asso-
ciated with a brain gain that may raise growth (Mountford, 1997; Stark et
al., 1997, 1998; Vidal, 1998; Beine et al., 2001). We identify a new channel
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for a brain gain that has been neglected in the literature up to now. In our
model, emigration pushes up both wages and the skill premium in the poor
region. Although the emigrants are disproportionally skilled, the share of
skilled workers among those staying in the poor region may increase, and
skill-speci..c unemployment rates will always fall. The old brain drain litera-
ture discusses some elements of this story in models with a traditional and a
modern sector (Bhagwati and Hamada, 1974; Mc Culloch and Yellen, 1975;
Rodriguez, 1975), but remains somewhat more pessimistic.

Finally, the interrelations between unemployment and migration have
been studied in several papers. Immigration typically has a short-run nega-
tive impact on the unemployment rate of directly competing natives, while
the exects are often insigni..cant for the receiving region as a whole and
for longer time spans (Borjas, 1994). In a sending region, the possibility of
emigration will increase wage demands, which tends to perpetuate the in-
terregional unemployment dizerential (Bhagwati and Hamada, 1974; Uhlig,
2006). Immigration may even bring natives’ unemployment down as ..rms
will create more vacancies in view of more pro..table matches (Ortega, 2000).

The evidence on the impact of the incidence of unemployment on mi-
gration is mixed. In the US where interregional migration is substantial as
a mechanism of adjustment in the labor market, unemployed workers have
been found to be very mobile between regions (Pissarides and Wadsworth,
1989). By contrast, European regional labor markets show stronger changes
in participation rates (Blanchard and Katz, 1992; Decressin and Fatas, 1995;
Obstfeld and Peri, 1998), and interregional migration sets in later (Modller,
2001). The skill level also axects the reaction to unemployment: Skilled
workers tend to move to another region while the unskilled tend to drop out
of the labor force (Mauro and Spilimbergo, 1999).

The remainder of the paper is organized as follows. After introducing
the model in Section 2, the following Section 3 characterizes equilibria and
investigates issues of stability and the interaction of wages. Section 4 analyzes
the impacts of the population and technical parameters on the wages in the
regions. Section 5 is concerned with a welfare analysis of the equilibria and
discusses policies to overcome the resulting ine¢ciencies. Finally, Section 6
concludes and indicates directions for future research.



2 The model

We consider two regions. Without loss of generality, A is the high-wage region
and B the low-wage region. There are two skill groups, low-skilled (type L)
and high-skilled workers (type H). An individual of skill type & working
in region i in period ¢ receives the wage wk. Individuals are characterized
by their place of birth, their idiosyncratic cost of acquiring human capital ¢
€ [0,%¢], and their cost of migration to the other region d € [O,E] . Initially, the
density function ¢(c,d) that describes the distribution of costs is the same
in both regions, and ¢ and d are statistically independent. Thus, F(c) =
foc f(x)dx is the conditional cumulative density function with respect to the
human capital acquisition cost ¢ for any given migration cost d € [0, ] . The
total initial number of individuals in each region is N;.

We analyze a framework in which production starts after educational and
migration decisions have taken place. Individuals ..rst decide on acquiring
skills in the home region, and afterwards on migration to the other region,
where they possess perfect foresight with respect to wages and unemploy-
ment rates in equilibrium. Jobs are randomly allocated among all workers
supplying labor of a speci..c type in a given region.

Let p* be the unemployment probability of an individual of skill type &
living in region ¢ in this period. The unemployment rate of skilled workers,
6; := pH will always fall short of the unemployment rate of unskilled workers
in the same region ), := pF. Suppose that unemployed regardless of their
skill type receive a uniform unemployment bene..t w. The utility function «
satis..es the properties «(0) = 0, v’ > 0, and »” < 0. The value of living in
region j as an individual of skill type & is

VE=[(1-p) [u(wh) —e] + plu(w)], @)

where e > 0 is ecort exerted at the workplace, being identical for all jobs. An
individual of type £ will migrate from his birth region i to the other region
jifand only if VF — VF > d.

In the ..rst stage, the individual being born in region ¢ decides on acquiring
higher skills at an idiosyncratic cost c. He will invest in education if and only
if

max {V;H, VJH — d} — max {V;-L, VjL — d} > c. (2)
This de..nes a cutor level of ¢, which may depend on the migration cost d.
In particular, if max {VZ, VH —d} = V& —d and max {V,VF —d} = VL,
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the cuton level ¢ decreases with a higher cost of migration d. This situation
may arise if the absolute wage interregional dicerential of skilled workers
exceeds the corresponding wage dicerential of unskilled workers. If ¢; denotes
the threshold education cost of those born in region ¢ with the maximum
migration cost, all individuals with a higher cost of education ¢ > ¢; who do
nevertheless acquire skills will migrate to the other region.

Let U; and S; denote total employment of low-skilled and high-skilled la-
bor in region i, respectively. The production function is given by G;(S;,U;) =
B3,G(S;, U;) with 5, > 85 > 0, where G is a strictly concave function with
decreasing returns to scale. Without migration, wages in region A will always
exceed the corresponding type-speci..c wages in region B.

We consider the standard shirking model of Shapiro and Stiglitz (1984).
Employed workers choose whether or not to shirk. The probability that a
shirker is caught and ..red immediately is given by q. Workers are in..nitely
lived, where r denotes the discount rate, b is the exogenous separation rate,
and a is the job acquisition rate. The asset equations of employed shirkers,
employed non-shirkers and unemployed are respectively given by

WS = u(w)+ (b+q) WY = W], 3)
rWN = w(w) —e+b[WY —W?], 4)
rWY = w@)+a[W-WY], (5)

with Wi i € {S, N,U} representing the value of being in state 4, and WF¥ =
max {W¥, W¥} . Rearranging terms and utilizing the $ow equilibrium con-
dition ap = b(1—p), the no-shirking condition, describing the minimum wage
to induce eoort, can be derived from W > W as
— b
uw) —e > u(w) + re -+ = (6)
q qp.
If (6) holds with equality, the inverse relationship of wage and unemployment
can be seen from
dp W (w)p?

dw  be/q
It is obvious from (3) and (4) that employed workers earn the information
rent W8 — WUV = %} when the no-shirking condition holds with equality.
Noting (1) and (6), expected utility can be written as function of the wage,

V(w) =u(w) — e — p(w) [Tg — jﬁm} where % = (w) — p'(w)r% > 0.

<0, @)
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Note that the same no-shirking curve holds for skilled and unskilled work-
ers. Workers are hired until their respective marginal productis equal to their
wage. Hence, we have

0Gi(S:,Ui)  u

0Gi(Si,Us)) 1 _
—an wy = 0. 9)

As skilled workers have a higher marginal productivity than unskilled work-
ers at any given combination of employment of skilled and unskilled work-
ers (Gg(S,U) > Gy(S,U)), the unemployment rate of skilled workers always
falls short of the unemployment rate of unskilled workers. It may be useful to
distinguish some cases. When skilled and unskilled workers are perfect substi-
tutes such that a low-skilled worker supplies one e@ciency unit of labor while
a skilled worker supplies o > 1 units, we always have G5(S,U) = oGy (S, U).
The two types of labor are substitutes if Gsy < 0. They would be comple-
ments when Gsy > 0.

Threshold costs Let D;,i € {A, B} denote the dicerential in expected
utility between high skilled and low skilled in region i, that is,

D; = = (1-06;)[u(w]) —e] + 0u (W) (10)
— [ =) [u(w)) —e] +u(w)].

Similarly, let D7, j € {H, L} be the dicerential in expected utility for workers
of type ;5 between countries A and B, that is,

DY = (1—04) [u(wl) — €] + 0 4u(w) (11)
— [(1 —0p) [u(wg) — e] + Opu (Tu)]
and
DY =[(1—9y) [u(wh) —e] +14u (W)] (12)
— [(1=p) [u(wp) — €] +¢pu@)] .

Given that there is only migration from region B to region A, the type-
speci..c threshold migration cost that separates the migrants from the stayers
is given by DI — d& = 0 and D¥ — dH = 0. In region A, all individuals
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with human capital acquisition cost below ¢4 will choose to become a skilled
worker, where c4 satis.es Da — c4 = 0. Similarly, for individuals with a
migration cost above ¢, those with a human capital acquisition cost below
cp obtain the quali..cation of a skilled worker, with Dg — ¢z = 0. Those
with a migration cost d < d* may nevertheless choose to become a skilled
worker when ¢ < ¢%(d) with ¢%(d) = Dp + D" — d. However, it turns out to
be more attractive to migrate as a low-skilled worker if D > Dy + DH — c.
As Dg + DH = D, + D is valid by de..nition, the inequality is equivalent
to ¢ > D4. Hence, those with cost of human capital acquisition ¢ € [cp, D 4|
and cost of migration d < d(c) with d(c) = d* +cz— ¢ will choose to become
educated only due to the perspective to migrate as a skilled worker later on.
Otherwise, the decision to acquire skills would not be worthwhile.

d A
Hnon Lnon
dH
dL
L
Hmig \ g
0 -

CB CA c

Figure 1. Migration and education thresholds



Figure 1 depicts the structure of decisions in region B. Individuals with
low costs of migration and education will become skilled and migrate there-
after (.eld Hmig). Workers with characteristics associated with ..eld Hnon
will acquire skills while staying in region B afterwards due to high costs of
migration. In ..eld Lnon, both costs are high, such that it is optimal to re-
main an unskilled worker in the home region B. Finally, those with high costs
of education and low costs of migration will migrate as low-skilled workers
to region A.

Choosing between staying as low-skilled worker in the poor region B
or becoming high-skilled worker in region A is governed by the sum of the
two costs ¢ and d. For individuals with a higher sum of these costs and
a low cost of migration, migrating as a low-skilled worker is superior to
these two alternatives. This explains the diagonal in Figure 1 with a slope
of —1 between ..elds Lnon and Lmig to the right, and Hmig to the left.
Furthermore, Lemma 1 shows that ¢4 = ¢ + d¥ has to hold, such that the
diagonal in Figure 1 contains the points (cp,d”) and (ca,0). Hence, it is
impossible to change one of these three threshold values independent of the
two other ones.

Lemma 1: The threshold values satisfy c4 = cp + d”.
Proof. See Appendix A. O

Lemma 2 collects the results on the shares of skilled workers in the two
economies.

Lemma 2: (i) The share of individuals acquiring skills in region B is
smaller than in region A. (ii) Considering the individuals born in region B,
the share of skilled workers among the migrants to region A exceeds the share
of skilled workers remaining in region B. (iii) The share of skilled workers
among those staying in region B is smaller than the corresponding share
among the natives in region A. (iv) In a migration equilibrium, the share of
skilled workers in region A is higher than the corresponding share in region
B.

Proof. See Appendix B. O

The incentive to acquire skills is stronger in the rich region due to a higher
absolute expected wage premium. The larger weighted wage dicerential is
also relevant for the migrants to the rich region and corresponds with a
stronger migration incentive for skilled workers. Therefore, a smaller share



of individuals born in the poor region become skilled workers, and the share
of skilled workers among those left behind falls short of the share of skilled
workers among the migrants to the rich region. The migrants represent a
positive selection in terms of quali..cation from the original population of the
poor region. Taken this selection exect together with the result that the share
of educated workers among the natives of region A exceeds the corresponding
share of those being born in region B, explains why this relation also holds
in any migation equilibrium.

While Lemma 1 depicts some clear-cut properties of any equilibrium, it
is not obvious whether the native population of region A is less or more
skill-intensive than the immigrants. On the one hand, the initial population
of region B is less skilled on average than the natives in region A. On the
other hand, the selectivity of migrants may owzset this dicerence in human
capital per worker. Hence, there is no immediate prediction on the “quality”
(Borjas, 1985) of immigrants compared to the natives in the receiving region.

At given education and migration thresholds it can be argued that the
poor region sugers from a brain drain, marked by the higher average skill level
of the emigrants. Moreover, with a .xed education threshold cp, the share
of unskilled workers in the poor region is higher in the migration equilibrium
than in the absence of migration. However, migration from the poor to the
rich region makes labor scarcer in the poor region. Consequently, wages and
the expected absolute wage premium of skilled workers in the poor region
will be driven upwards. As this yields a higher education threshold, the
brain drain will be associated with a brain gain. This channel of a brain gain
has previously been neglected in the literature. The standard argument of a
brain gain states that the expected skill premium rises with the possibility
of emigration when people expect to migrate with some positive probability.
While this line of reasoning remains true, even those who know beforehand
that they will remain in the poor region tend to have a higher incentive to
become skilled due to general equilibrium ecects arecting the structure of
wages. These exects may even be more pronounced when skilled labor and
unskilled labor are complements, as the brain drain then also increases the
relative wage premium.
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3 Equilibria, stability, and wage ecects

In the following we con..ne our attention to the structure in which the two
types of labor are perfect substitutes, that is, one unit of skilled labor is
equivalent to o > 1 units of unskilled labor. Let H; and L; denote total labor
supply of high-skilled and low-skilled workers in region ¢ in a post-migration
situation. The no-shirking equations are identical for each type and region.
Thus, w;, the wage rate of low-skilled workers in region i, determines 6;
and v;, the unemployment rates of skilled and unskilled workers in region .
Consequently, the threshold values are functions of the respective wage rates.
Hence, we have 0;(w;), ¥,(w;), ca(wa), cg(wp), d(wa, wp) and dX(wa, wpg).
It then turns out that the model boils down to a system of two equilibrium
conditions fi(w,,wp) =0 and fy(wy, wg) = 0 with

fi = BuG' {(1 —04)0Ha (Na,Np,ca,cp,d?) (13)
+(1—4) La (Na,Np,ca,cp,d”,d")} — wa,
fo = 5BG/{<1 —0p)oHp (NB, CB, dH) (14)

+(1—p) Lp (Np,cp,d”,d") } — ws.
The dynamics of the system is described by

wy = hy[fi(wa, wp)] (15)
wp = ha[f2(wa,wp)] (16)

with h1(0) = h2(0) = 0, A} > 0 and R}, > 0.

Thus, the wage rate in a region moves upward when the marginal product
of labor exceeds the wage rate, and vice versa. The equilibrium (w4, wg)
of the system of equations (15)-(16) is locally asymptotically stable only if

dwa Jduwp Owa Owp  Owa Own
Juws <0, s <0, and Owa Owg ~ Ows 0w, > 0 hold at the equilibrium
point.

! !
These conditions are equivalent to g—GA —1<0, 9Gy _ 1 <0, and
w4 owp

/ ! / U
A= PG 1} [aG 1} 0G4 96, > 0. 17)
8w3 8w,4

871),4 871)3
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The cross derivatives are

oGy . OH, Ocg  OH, 0dH
—= 1-0 18
dop A {( 2) [803 dws T 0df dwg (18)
OLa Ocg  OLa Od?  OL4 0d
1 —
+(1=9a) {&:B Dwp | 0dH owp | 0dL Dwp
> 0,
oG’y " OHp 0d™
= 1—0p) | —— 19
Sz~ Gyl -0 [SEoe] (19)
OLgdd®  OLg dd-
(1= vp) [c‘)dH dw, DL awAH
> 0.
i OH 4 0Ly OH, | 0L 4 : .
Notice that oen > 0 2}?63 andal?CB + 85% > ( are \a/zzlld (seeaF[l?ure
B B A A A
1). Furthermore, we have 2 <0, By <0, BrL >0 > Sl and By +

g—dLﬁ} > 0. Finally, aasf <0, %ZILA = 0 and %—ZLA > 0 hold. It is obvious that
the migration thresholds decrease with a smaller wage dicerential. Thus,

k k
Od° - and 2= < 0 for k € {H,L}. Further, Lemma 1 implies that
611),4 awB

the impact of w; on ¢; at ..xed w;, j # ¢ must be positive. When cp(wp) +
d"(wy,wg) = ca(wy) always holds, the properties % > 0 and % <0
imply that ¢/, >0 and dz > 0.

The impact of a higher wage in the rich region A on the wage in the poor
region B is unambiguously positive. The rising interregional wage diceren-
tials increase the migration incentives for both high-skilled and low-skilled
workers. In addition, some individuals will choose to become educated and
to migrate as high-skilled worker rather than staying as low-skilled worker
in the poor region. This reduces the supply of both types of workers in the
poor region.

The impacts of a higher wage in the poor region B on the wage in the rich
region A are a bit more complex. In Figure 1, the education threshold cost
cp increases, and the migration threshold costs d* and d” decrease, where
the intersection (cp,d’) moves down the diagonal towards (c4,0). In sum,
the supply of both low-skilled and high-skilled migrants falls, which increases
the marginal producticvity of labor in region A. The number of high-skilled
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migrants falls because the stronger propensity to become skilled in the poor
region does not compensate for the reduced migration incentive.

4 Comparative statics

Proposition 1 deals with the impacts of a population increase in one region,
which may best be interpreted as migration from abroad that is regionally
concentrated. Such a concentration can occur due to the possible existence
of networks for migrants in only one region.

Proposition 1: A higher initial population in the rich or the poor region,
N4 or Ng, will induce (i) lower wages, (ii) higher skill-speci..c unemployment
rates, and (iii) smaller education cost thresholds in both regions.

Proof. See Appendix C. O

At given education and migration thresholds and ..xed unemployment
rates, an increasing population in the rich region A raises employment of
workers of both types in this region, reducing the wage rate w4. The falling
wage reduces the migration thresholds and the threshold education cost in
region B. While the former exect contributes to a rising labor supply in
region B, the latter impact works in the opposite direction. It turns out that
the wage in the poor region falls because the reduction of migration is the
decisive factor. Since the no-shirking condition dictates that wage cuts are
always associated with more unemployment, all skill-speci..c unemployment
rates rise.

A rising population in the poor region B at given migration thresholds
directly increases employment of both types of labor in both regions, implying
a falling wage in both regions. The cross ecects of wages on each other are
always positive, reinforcing the downward pressure. This in turn increases
the skill-speci..c unemployment rates and reduces the education thresholds.

The next proposition summarizes the impacts of technological shocks.
These may be speci..c to a region by acecting the technological factor 3,.
Another possibility is an increase in the productivity factor o of high-skilled
workers, which can be interpreted as skill-biased technological change.

Proposition 2: A rising productivity factor in the rich or the poor region,
B4 0r Bg, yields an increase of the wage rate and smaller group unemploy-
ment rate in both regions. A rising productivity factor of skilled workers o
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will decrease the wage of low-skilled workers in the both regions and increase
their regional unemployment rates.

Proof. See Appendix D. O

A higher productivity of workers in the rich region directly increases the
wage there. This wage increase yields stronger migration incentives in the
poor region, leading to an outtow of workers of both types. Due to the reduc-
tion in labor supply, the wage rate in the poor region will also go up. Hence,
workers in the poor region will be arected by a technological shock occuring
in the high-wage region in the same direction. If the productivity of labor in
the poor region increases, for example due to a successful imitation, there is
a direct positive ecect on the wage in the poor region. This wage increase
reduces the migration incentive to the high-wage region, which contributes
to rising wages across the board.

If the productivity of high-skilled workers increases, this yields more em-
ployment in both regions at given decision thresholds, leading to a lower
wage for the low-skilled. The increasing wage dicerential between workers
of direrent skill types implies rising propensities to acquire skills in both re-
gions. Again, this tends to increase employment of labor in e@ciency units
and to decrease wages. All these ecects are reinforced by the positive in-
terdependence of wages across regions. The regional unemployment rates
of the low-skilled rise because the motive to replace low-skilled workers by
high-skilled workers to avoid shirking is strengthened.

5 Welfare analysis

Taking as given that the fat unemployment bene..t w exists, it may be
asked whether the individuals’ economic decisions in combination yield an
ecCcient allocation. In the following, the marginal utility of consumption is
set constant to keep the analysis as simple as possible. The unemployment
rates that occur due to awvoid shirking do not refect a market failure. The
social planner maximizes total output,

BaG((1 = 0a) ocHat(1 =1 4) La)+8pG((1 — 0p) cHp+(1 — 1) Lp), (20)

net of costs of exort, education and migration, subject to the no-shirking
constraints. The latter can be expressed by explaining the group unemploy-
ment rates as increasing functions of labor supply in that region, that is
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k k
p¥ (L, 0 H;) with g%l = ((11__63)0 g]zl > 0. From a social point of view, ed-
ucation should be purchased if the cost of acquiring human capital is justi..ed
by the weighted gain in utility, corrected for general equilibrium externalities.
An analogous consideration holds for migration decisions. The general equi-
librium externalities are derived from impacts of changes in unemployment
rates caused by changes in regional aggregate labor supply. By contrast, the
changing wages in itself turn out to be irrelevant. Considering education in

region 4, the general equilibrium externality in terms of utility reads

00, 00,
r, = — { {0[1@ — 8Li] [ou(w;) — €] H; (21)
0. O
< 0.

When a worker acquires skills, aggregate labor supply in e€ciency units in
the region increases. At given group unemployment rates, total employment
increases, depressing the marginal product of labor. Due to the no-shirking
conditions the resulting falling wages will be accompanied by higher group
unemployment rates.

Migration of a worker of type X e { L, H} from region B to region A yields
a net general equilibrium externality

r* = g;;i lou(wp) — €] Hp +§_;ﬁ(i [u(wp) —e] Lg (22)
—aa% lou(wa) —e] Ha— gin [u(wa) —e] La.

The sign of I'X is uncertain. While the reaction of the unemployment rate
to an increase in labor supply tends to be larger in the poorer region, the
expected loss in utility from an additional unemployed is higher in the rich
region. Migration reduces skill-speci..c unemployment rates in the sending
region and increases these group unemployment rates in the receiving region.

Thus, migration of an individual of type & from region B to region A is
eCcient if

(1 — pfﬁ,) [u(w’ﬁ,) — e] — (1 — plfg) [u(w%) - e} —d+TF>0. (23)
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Similarly, the social planner will choose to qualify those workers being
born in region A for whom

(1—06,) [u(wf{)—e]—(l—@/)A) [u(wﬁ)—e}—c—l—f‘A>O (24)
is valid. Finally, a worker born in region B should acquire human capital if

(((1=0p) [u(wg) —e] — (1 —¢p) [u(wh) —e] )
—c+ I'p,
(1= 0a) [u(wh) — €] = (1 =vp) [u(wp) — €]
—c—d+ FB + FH

max >0 (25)

holds. Comparing these conditions to the individuals’ criteria reveals that
the unemployment bene..t is a source of distortion. As the probability of
receiving this bene..t is higher for low-skilled workers, the number of workers
who acquire skills is too small. As with given skills the share of unemployed
is higher in the poor region, the number of migrants is also too small from
a social point of view. This consideration is slightly modi..ed by the general
equilibrium externalities.
Proposition 3 characterizes the optimal subsidies.

Proposition 3: A corrective region-speci..c education subsidy o; that
achieves a perfect internalization is characterized by o; = (o,bj — 0]-) u(w) +
I';, while the optimum type-speci..c migration subsidy p° can be written as
pt = (p5 — pYy) u(w) + T'. The level of the respective subsidy always falls
short of the full education or migration cost of the marginal individual.

Proof. See Appendix E. O

Neglecting the presumably small general equilibrium externalities, Propo-
sition 3 can be interpreted as follows. The higher the unemployment dicer-
ential across skill groups or regions is, the higher the optimal subsidy will
be. As a reduction in the overall unemployment rate will typically decrease
these dizerentials, we may also expect that such subsidies tend to be higher
in countries with a higher national unemployment rate.

The second part of Proposition 3 shows that the marginal individual will
always have to bear part of the investment or migration cost. This is of course
a natural consequence of the fact that each type of human capital investment
decision is always associated with a gain in expected wage income. However,
it also indicates that it generally does not make sense to subsidize education
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and migration at a rate of 100% for the individuals with the highest cost
level. Otherwise, we would end up with only skilled workers, who all choose
to live in the rich region A.

This observation casts some doubts on active labor market policies pur-
sued in several countries. It is not unusual that education and training pro-
grams for the unemployed are sponsored by the national employment agency
at a rate of 100%. When reinterpreting our distribution of education costs as
distribution of success probabilities, we should expect that too many people
participate in highly subsidized education and training programs. Thus, it
is not astonishing that evaluation studies often ..nd zero or small impacts of
such programs on subsequent employment probabilities and earnings of the
participants.

Under a perfect information scenario, it is always possible to achieve a
Pareto improvement on the resulting allocation without subsidies. This is
obviously true because total output net of all costs increases. The Pareto
improvement would be implemented by taxing residual income and distrib-
uting the proceeds as type-speci..c transfers to workers, where changes in
unemployment contributions are to be taken into account. Neglecting the
changes in residual income and unemployment contributions, all workers in
the rich region lose by moving to an allocation with e€cient investment levels.
The necessary transfers to ensure the status quo level of expected utility will
be highest for the marginal types who still invest in education or migration.
It cannot be excluded that negative minimum transfers arise for individuals
in the poor region who do not change their education decision.

By contrast, if the government cannot observe the type of the individual,
it will generally no longer be possible to implement a self-..nancing mech-
anism that induces all individuals to take the e€cient investment decisions
and makes everybody better oz (see Kolmar and Meier, 2005, for a more gen-
eral discussion). In this situation, transfers for revealing the type or inducing
particular decisions have to be high enough to ensure a gain in expected util-
ity for the most unfortunate type. Unlike the perfect information scenario,
low-cost types cannot be deterred from taking up these high transfers. In
other words, education and migration subsidies cannot be restricted to indi-
viduals close to the threshold levels. Thus, due to the windfall pro..ts arising
for individuals with a low cost of education or a low cost of migration, it
Is generally impossible to design a tax-transfer system that induces eCcient
decisions and is preferred by everyone to the status quo.

17



6 Conclusions

We have deweloped a framework that mirrors the stylized facts of regional
wage and employment patterns, where the low-wage regions display dispro-
portionally high unemployment rates. The possibility of migration to a richer
region encourages human capital acquisition. As the absolute skill premium
adjusted by the incidence of unemployment and unemployment bene..ts is
higher in richer regions, the interregional adjusted wage dicerentials will be
higher for skilled individuals. This yields some brain drain out of poor re-
gions. The outtow of labor then drives the skill premium in poor regions
up and increases incentives for human capital acquisition also for those who
choose not to migrate.

Regional shocks tend to be distributed symmetrically across all regions.
Additional international migration to rich regions will oaset interregional mi-
gration. Hence, labor supply, wages and unemployment rates tend to display
similar reactions in all regions. Skill-biased technological change tends to
yield stronger incentives for human capital accumulation and interregional
migration and will bring down wages of the unskilled.

In a political perspective, apart from presumably small general equilib-
rium ecects, unemployment yields two distortions on human capital acqui-
sition and migration that work in opposite directions. The skill-speci..c and
interregional unemployment dicerentials cause too strong incentives, com-
pared to a full employment situation. These are not relevant for politics
when unemployment is not associated with externalities. In contrast, unem-
ployment bene..ts can be received with a higher probability when being un-
skilled or located in poorer regions. As savings on aggregate unemployment
bene..ts are not taken into account by individuals, education and migration
incentives are associated with positive ..scal externalities. The existence of
such externalities call for some subsidization of education and migration. At
the same time, the extremely high subsidies in some education and training
programs of active labor market policies seem to be exaggerated.

An obvious alternative to the current setup would be a framework with
a stochastic success of education. People would then be dicerentiated ac-
cording to their success probability instead of their cost of education. Such a
change is not expected to bring about qualitatively dicerent results, however.
A more serious shortcoming may be seen in the absence of savings decisions
and changes of technology. Imitation and investment in physical capital may
reduce interregional dicerences in the productivity of labor, which would
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bring down both unemployment rates and interrregional migration. On the
other hand, technological progress will primarily be achieved in rich regions
due to the concentration of skilled labor, which in turn also attracts invest-
ment of physical capital. Hence, while integrating such dynamic factors tends
to bring aggregate unemployment down, it is unclear in advance how they
avect the size of interregional dicerences.

Appendix

A: Proof of Lemma 1

Suppose that c4 > d* + cp. Consider a cost combination (c,d) with cp <
c+d<cgandd>d". Asc> cg and d > d, we would have a situation in
which remaining a low-skilled worker in region B is superior to becoming a
high-skilled worker in region B and the latter option is preferable to becoming
a high-skilled worker and migrating to the rich region. These two claims
contradict the implication of c+d < cy4, that becoming a high-skilled worker
and migrating to region A is preferable to staying as a low-skilled worker in
region B.

Suppose that c4 < df + cp. Consider a cost combination (c,d) with
c+d>cy,d<d?and c <cg Asc < cgandd < d?, remaining a low-
skilled worker in region B is inferior to becoming a high-skilled worker in
region B, and the latter option is inferior to becoming a high-skilled worker
and migrating to the rich region. These two claims contradict the implication
of ¢ + d > ¢y, that becoming a high-skilled worker and migrating to region
A is inferior to staying as a low-skilled worker in region B.

B: Proof of Lemma 2

Claim (i) is a consequence of ¢cg(d) = ca for d =0, while ¢g(d) < c4 for any
d > 0. Claim (ii) is immediate from ¢p(d) = cp for d > d¥, while ¢z(d) > cp
for any d < d". Taking into account the independence of the variables ¢ and
d, the share of skilled workers among the stayers is bounded from above by
F(cg) = [;” f(c)dc. The share of skilled workers among the natives in region
Ais F(ca). Recalling that c4 > cg and f(c) > 0 for ¢ € [¢, ca] then proves
claim (iii). Finally, claim (iv) is true because the properties (ii) and (iii) are
valid.
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C: Proof of Proposition 1

According to the implicit function theorem we get g]“\), = — JX““, where
J

An,w, is the determinant of the Jacobian of the system (13)-(14), where the
column vector of derivatives with respect to w; has been replaced by the
column vector of derivatives with respect to N;. The latter column vectors
are

G (1= 00) o GHA + (1 - v.) G54
0
and
G (1 -0.) a—AgﬁHB +(1- ) —A%JEVB
G |(1=0p)ogna + (1= ¥p) G

U
for derivatives with respect to N4 and Np, respectively. As g—gﬂ —1<0
and A > 0 are required by the stability conditions where the boundary cases

A =0and g—gg =1 are ignored, it follows that

san [558] = san{ e [0 -oo5RA - - Gt ] <o

owp| " OH 4 OLa | 0G'g
sgn {aNIJ = sgn{GA {( QA)U—aN +(1—1v,) aNA] ﬁwA}
U
= —sgn [6GB} <0,
8wA
6wA . 17 OH OLA GGjB
son [ 552 = —sm{ @ =0Tt - v FRA] |
" OHp dLp | 0G4
G |- 0m) o5 1+ (1w S22] SEaL <o
aU)B
sgn [8]\73} = —sgnApngws < 0.

Unemployment rates change inversely to the wage rates according to (7).
Further, Lemma 1 implies that ¢; decreases with a falling wage w;.
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D: Proof of Proposition 2

The column vectors of derivatives of the system of equations (13)-(14) with
respect to 34, Bg, and o are

[ G'((1—604)oHa+ (1 —1,4) La) }
0 I

0
[ G'((1-6p)oHp+ (1 —p)Lp) ] ’
G (1 —04) Ha
Gpl(1—08) HB] |
Taking into account the stability conditions, the implicit function theorem
yields

sgn g—l;A = SQH[G/((I—QA)UHA+(1—2,DA)LA)}>0,
L9P4 ]
Quwp| oGy
sgn 95, ] sgn{awAG((1—9A)0HA+(1_¢A)LA> >0,
[Owa] _ ac, .,
sgn 085 sgn {awBG ((1—0B)UHB+(1—¢B)LB)} > 0,
sgn % = sgn|G' (1 —60)ocHp+ (1—14g) Lg)] >0,
L9PB
[ Owa | G, .,
sgn _a—UA = sgn [angﬁg (1 —06p) Hgl
oG,
- (GoE-1) Gl = o | <o
ow oG,
oG"
- (&wj - 1) Gpl(1—0p) HB]} <0,

Unemployment rates change inversely to the wage rates according to (7).
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E: Proof of Proposition 3

Comparing the individuals’ choice criteria to the conditions describing the
socially optimal investment in education and migration immediately shows
that o; and p’ exactly omset the distortions. The threshold costs in the social
optimum are de..ned by

c; = (1-10;) [u(wH) — e] — (1 — w.) [u(wL) — e] + 0, (26)

J J J

and

d" = (1=pl) [u(wly) —e] = (1=pp) [u(wp) —e]+0". @7
As we always have 0; < 1;, piy < pi, wi’ > wf, and w) > wh, it follows
that 0 <o; < ¢ and 0 < p" < d™.

22



References

Acemoglu, D. (1996), A Microfoundation for Social Increasing Returns in
Human Capital Accumulation, Quarterly Journal of Economics 61:
779-804.

Albrecht, J. and S. Vroman (2002), A Matching Model with Endogenous
Skill Requirements, International Economic Review 43: 283-305.

Albrecht, J., van den Berg, G.J. and S. Vroman (2005), The Knowledge
Lift: The Swedish Adult Education Program that Aimed to Eliminate
Low Worker Skill Levels, 1ZA Discussion Paper No. 1503, Bonn.

Becker, G.S. (1993), Human Capital: A Theoretical and Empirical Analysis,
with Special Reference to Education, 3rd ed., Chicago and London:
University of Chicago Press.

Beine, M., Docquier, F. and H. Rapoport (2001), Brain Drain and Economic
Growth: Theory and Evidence, Journal of Development Economics 64:
275-289.

Bhagwati, J.N. and K. Hamada (1974), The Brain Drain, International Inte-
gration of Markets for Professionals and Unemployment: A Theoretical
Analysis, Journal of Development Economics 1: 19-42.

Blanchard, O. and L.F. Katz (1992), Regional Evolutions, Brookings Papers
on Economic Activity 1992(1): 1-75.

Borjas, G.J. (1985), Assimilation, Changes in Cohort Quality, and the Earn-
ings of Immigrants, Journal of Labor Economics 3: 463-489.

Borjas, G.J. (1994), The Economics of Immigration, Journal of Economic
Literature 32: 1667-1717.

Borjas, G.J. (2000), Labor Economics, 2nd ed., Boston: McGraw-Hill.

Brauninger, M. (2000), Unemployment Insurance, Wage Dicerentials and
Unemployment, FinanzArchiv 57: 485-501.

Cahuc, P. and P. Michel (1996), Minimum Wage Unemployment and Growth,
European Economic Review 40: 1463-1482.

23



Card, D. (1990), The Impact of the Mariel Boatlift on the Miami Labor
Market, Industrial and Labor Relations Review 43: 245-257.

Charlot, O., Decreuse, B. and P. Granier (2005), Adaptability, Productivity,
and Educational Incentives in a Matching Model, European Economic
Review 49: 1007-1032.

Cubitt, R.P. and S.P. Hargreaves Heap (1999), Minimum Wage Legislation,
Investment and Human Capital, Scottish Journal of Political Economy
46: 135-157.

Decressin, J. and A. Fatas (1995), Regional Labour Market Dynamics in
Europe, European Economic Review 39: 1627-1655.

Dellas, H. (1997), Unemployment Insurance Bene..ts and Human Capital
Accumulation, European Economic Review 41: 517-524.

Institut der deutschen Wirtschaft (2006), Deutschland in Zahlen 2006, Co-
logne.

Kodde, D.A. (1988), Unemployment Expectations and Human Capital For-
mation, European Economic Review 32: 1645-1660.

Kolmar, M. and Meier, V. (2005), Intra-Generational Externalities and
Inter-Generational Transfers, CESifo Working Paper No. 1437, Mu-
nich.

Laing, D., Palivos, T. and P. Wang (1995), Learning, Matching, and Growth,
Review of Economic Studies 62: 115-129.

Lindbeck, A. and D.J. Snower (1988), The Insider-Outsider Theory of Em-
ployment and Unemployment, MIT Press: Cambridge and London.

Mauro, P. and A. Spilimbergo (1999), How Do the Skilled and the Unskilled
Respond to Regional Shocks - The Case of Spain, IMF Staa Papers 46:
1-17.

Mc Culloch, R. and J.L. Yellen (1975), Consequences of Tax on the Brain
Drain for Unemployment and Income Inequality in Less Developed
Countries, Journal of Development Economics 2: 249-264.

24



McKenna, C.J. (1996), Education and the Distribution of Unemployment,
European Journal of Political Economy 12: 113-132.

Moller, J. (2001), Regional Adjustment Dynamics, HWWA Discussion Pa-
per No. 146, Hamburg.

Mountford, A. (1997), Can a Brain Drain be Good for Growth in the Source
Economy, Journal of Development Economics 53: 287-303.

Obstfeld, M. and G. Peri (1998), Asymmetric Shocks: Regional Non-Ad-
justment and Fiscal Policy, Economic Policy 20: 207-259.

Ortega, J. (2000), Pareto-Improving Immigration in an Economy with Equi-
librium Unemployment, Economic Journal 110: 92-102.

Pissarides, C.A. and J. Wadsworth (1989), Unemployment and the Inter-
Regional Mobility of Labour, Economic Journal 99: 739-755.

Puhani, P.A. (2004), A Note on Changes in the Earnings and Unemploy-
ment Structures in Spain, CESifo Economic Studies 50: 299-317.

Rodriguez, C.A. (1975), Brain Drain and Economic Growth - A Dynamic
Model, Journal of Development Economics 2: 223-245.

Saint-Paul, G. (1994), Unemployment, Wage Rigidity, and the Returns to
Education, European Economic Review 38: 535-543.

Saint-Paul, G. (1996), Unemployment and Increasing Private Returns to
Human Capital, Journal of Public Economics 61: 1-20.

Sjaastad, L.A. (1962), The Costs and Returns of Human Migration, Journal
of Political Economy 70 (Supp.), 80-93.

Stark, O., Helmenstein, C. and A. Prskawetz (1997), A Brain Gain with a
Brain Drain, Economics Letters 55: 227-234.

Stark, O., Helmenstein, C. and A. Prskawetz (1998), Human Capital Deple-
tion, Human Capital Formation and Migration, a Blessing or a ‘Curse’?
Economics Letters 60: 363-367.

Uhlig, H. (2006), Regional Labor Markets, Network Externalities and Mi-
gration: The Case of German Reuni..cation, American Economic Re-
view 96: 383-387.

25



Vidal, J.-P. (1998), The Erect of Emigration on Human Capital Formation,
Journal of Population Economics 11, 589-600.

Wildasin, D.E. (2000), Labor-Market Integration, Investment in Risky Hu-
man Capital, and Fiscal Competition, American Economic Review 90,
73-95.

Zwick, T.A. (1998), Unemployment and Human Capital, Ph.D. thesis, Uni-
versity of Maastricht.

26



CESifo Working Paper Series

for full list see www.cesifo-group.org/wp
(address. Poschingerstr. 5, 81679 Munich, Germany, office@cesifo.de)

2056 Bahram Pesaran and M. Hashem Pesaran, Modelling Volatilities and Conditional
Correlationsin Futures Markets with a Multivariate t Distribution, July 2007

2057 Walter H. Fisher and Christian Keuschnigg, Pension Reform and Labor Market
Incentives, July 2007

2058 Martin Altemeyer-Bartscher, Dirk T. G. Ribbelke and Eytan Sheshinski, Policies to
Internalize Reciprocal International Spillovers, July 2007

2059 Kurt R. Brekke, Astrid L. Grasdal and Tor Helge Holmas, Regulation and Pricing of
Pharmaceuticals: Reference Pricing or Price Cap Regulation?, July 2007

2060 Tigran Poghosyan and Jakob de Haan, Interest Rate Linkages in EMU Countries. A
Rolling Threshold Vector Error-Correction Approach, July 2007

2061 Robert Dur and Klaas Staal, Local Public Good Provision, Municipal Consolidation,
and National Transfers, July 2007

2062 Helge Berger and Anika Holler, What Determines Fiscal Policy? Evidence from
German States, July 2007

2063 Ernesto Reuben and Arno Riedl, Public Goods Provision and Sanctioning in Privileged
Groups, July 2007

2064 Jan Hanousek, Dana Hajkova and Randall K. Filer, A Rise by Any Other Name?
Sensitivity of Growth Regressions to Data Source, July 2007

2065 Yin-Wong Cheung and Xing Wang Qian, Hoarding of International Reserves. Mrs
Machlup’s Wardrobe and the Joneses, July 2007

2066 Sheilagh Ogilvie, ‘Whatever Is, Is Right'?, Economic Institutions in Pre-Industrial
Europe (Tawney Lecture 2006), August 2007

2067 Floriana Cerniglia and Laura Pagani, The European Union and the Member States:
Which Level of Government Should Do what? An Empirical Analysis of Europeans
Preferences, August 2007

2068 Alessandro Balestrino and Cinzia Ciardi, Social Norms, Cognitive Dissonance and the
Timing of Marriage, August 2007

2069 Massimo Bordignon, Exit and Voice. Yardstick versus Fiscal Competition across
Governments, August 2007

2070 Emily Blanchard and Gerald Willmann, Political Stasis or Protectionist Rut? Policy
Mechanisms for Trade Reform in a Democracy, August 2007



2071 Maarten Bosker and Harry Garretsen, Trade Costs, Market Access and Economic
Geography: Why the Empirical Specification of Trade Costs Matters, August 2007

2072 Marco Runkel and Guttorm Schjelderup, The Choice of Apportionment Factors under
Formula A pportionment, August 2007

2073 Jay Pil Choi, Tying in Two-Sided Markets with Multi-Homing, August 2007
2074 Marcella Nicolini, Institutions and Offshoring Decision, August 2007

2075 Rainer Niemann, The Impact of Tax Uncertainty on Irreversible Investment, August
2007

2076 Nikitas Konstantinidis, Gradualism and Uncertainty in International Union Formation,
August 2007

2077 Maria Bas and lvan Ledezma, Market Access and the Evolution of within Plant
Productivity in Chile, August 2007

2078 Friedrich Breyer and Stefan Hupfeld, On the Fairness of Early Retirement Provisions,
August 2007

2079 Scott Alan Carson, Black and White Labor Market Outcomes in the 19" Century
American South, August 2007

2080 Christian Bauer, Paul De Grauwe and Stefan Reitz, Exchange Rates Dynamics in a
Target Zone — A Heterogeneous Expectations Approach, August 2007

2081 Ana Rute Cardoso, Miguel Portela, Carla Sa and Fernando Alexandre, Demand for
Higher Education Programs: The Impact of the Bologna Process, August 2007

2082 Christian Hopp and Axel Dreher, Do Differences in Institutional and Legal
Environments Explain Cross-Country Variations in PO Underpricing?, August 2007

2083 Hans-Werner Sinn, Pareto Optimality in the Extraction of Fossil Fuels and the
Greenhouse Effect: A Note, August 2007

2084 Robert Fenge, Maximilian von Ehrlich and Matthias Wrede, Fiscal Competition,
Convergence and Agglomeration, August 2007

2085 Volker Nitsch, Die Another Day: Duration in German Import Trade, August 2007

2086 Kam Ki Tang and Jie Zhang, Morbidity, Mortality, Heath Expenditures and
Annuitization, August 2007

2087 Hans-Werner Sinn, Public Policies against Global Warming, August 2007

2088 Arti Grover, International Outsourcing and the Supply Side Productivity Determinants,
September 2007



2089 M. Algandra Cattaneo and Stefan C. Wolter, Are the Elderly a Threat to Educational
Expenditures?, September 2007

2090 Ted Bergstrom, Rod Garratt and Damien Sheehan-Connor, One Chance in a Million:
Altruism and the Bone Marrow Registry, September 2007

2091 Geraldo Cerqueiro, Hans Degryse and Steven Ongena, Rules versus Discretion in Loan
Rate Setting, September 2007

2092 Henrik Jacobsen Kleven, Claus Thustrup Kreiner and Emmanuel Saez, The Optimal
Income Taxation of Couples as a Multi-Dimensional Screening Problem, September
2007

2093 Michael Rauber and Heinrich W. Ursprung, Life Cycle and Cohort Productivity in
Economic Research: The Case of Germany, September 2007

2094 David B. Audretsch, Oliver Falck and Stephan Heblich, It's All in Marshall: The Impact
of External Economies on Regional Dynamics, September 2007

2095 Michadl Binder and Christian J. Offermanns, International Investment Positions and
Exchange Rate Dynamics: A Dynamic Panel Analysis, September 2007

2096 Louis N. Christofides and Amy Chen Peng, Real Wage Chronologies, September 2007

2097 Martin Kolmar and Andreas Wagener, Tax Competition with Formula A pportionment:
The Interaction between Tax Base and Sharing Mechanism, September 2007

2098 Daniela Treutlein, What actually Happens to EU Directives in the Member States? — A
Cross-Country Cross-Sector View on National Transposition Instruments, September
2007

2099 Emmanuel C. Mamatzakis, An Analysis of the Impact of Public Infrastructure on
Productivity Performance of Mexican Industry, September 2007

2100 Gunther Schnabl and Andreas Hoffmann, Monetary Policy, Vagabonding Liquidity and
Bursting Bubbles in New and Emerging Markets — An Overinvestment View,
September 2007

2101 Panu Poutvaara, The Expansion of Higher Education and Time-Consistent Taxation,
September 2007

2102 Marko Koethenbuerger and Ben Lockwood, Does Tax Competition Really Promote
Growth?, September 2007

2103 M. Hashem Pesaran and Elisa Tosetti, Large Panels with Common Factors and Spatial
Correlations, September 2007

2104 Laszlo Goerke and Marco Runkel, Tax Evasion and Competition, September 2007



2105 Scott Alan Carson, Slave Prices, Geography and Insolation in 19" Century African-
American Stature, September 2007

2106 Wolfram F. Richter, Efficient Tax Policy Ranks Education Higher than Saving, October
2007

2107 Jarko Fidrmuc and Roman Horvéth, Volatility of Exchange Rates in Selected New EU
Members. Evidence from Daily Data, October 2007

2108 Torben M. Andersen and Michael Svarer, Flexicurity — Labour Market Performance in
Denmark, October 2007

2109 Jonathan P. Thomas and Tim Worrall, Limited Commitment Models of the Labor
Market, October 2007

2110 Carlos Pestana Barros, Guglielmo Maria Caporale and Luis A. Gil-Alana, Identification
of Segments of European Banks with a Latent Class Frontier Model, October 2007

2111 Fdlicitas Nowak-Lehmann D., Sebastian Vollmer and Immaculada Martinez-Zarzoso,
Competitiveness— A Comparison of China and Mexico, October 2007

2112 Mark Mink, Jan P.A.M. Jacobs and Jakob de Haan, Measuring Synchronicity and Co-
movement of Business Cycles with an Application to the Euro Area, October 2007

2113 Ossip Huhnerbein and Tobias Seidel, Intra-regional Tax Competition and Economic
Geography, October 2007

2114 Christian Keuschnigg, Exports, Foreign Direct Investment and the Costs of Corporate
Taxation, October 2007

2115 Werner Bonte, Oliver Falck and Stephan Heblich, Demography and Innovative
Entrepreneurship, October 2007

2116 Katrin Assenmacher-Wesche and M. Hashem Pesaran, Assessing Forecast Uncertainties
inaVECX Model for Switzerland: An Exercise in Forecast Combination across Models
and Observation Windows, October 2007

2117 Ben Lockwood, Voting, Lobbying, and the Decentralization Theorem, October 2007

2118 Andrea Ichino, Guido Schwerdt, Rudolf Winter-Ebmer and Josef Zweimdller, Too Old
to Work, too Y oung to Retire?, October 2007

2119 Wolfgang Eggert, Tim Krieger and Volker Meier, Education, Unemployment and
Migration, October 2007





