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Executive Summary

osnia and Herzegovina is the leading country of Western Balkans in emigration

both in absolute and relative terms. According to the UN estimates, BiH has 1.6

million emigrants, which implies that its emigration stock is as large as almost
half of the population that lives in BiH.

About 47 percent of the BiH emigration is related to the intra-regional migration,
mostly to Serbia and Croatia, which is primarily a consequence of the past war, and also
Slovenia where economic factors of migration play a more important role.

In the after-war period, and particularly in the last decade, the EU-15 countries
became the primary choice for BiH migrants while the intra-regional and oversees
migrations subdued. Among the EU-15 countries, Germany, Austria and Slovenia have
been the most common destinations for BiH citizens.

Austria hosts 168.5 thousand or around 10 percent of the total BiH emigration. There
is a relatively long history of migrations from BiH to Austria initiated by “guest workers”
from former Yugoslavia in 1970s, followed by refugee flows in 1990s and labor-related
movements afterwards. In the recent period the labor migration between these two
countries have strengthened with the stock of BiH migrants in Austria increasing by
over 10 percent in the last six years.

The strong labor migration flows from BiH to Austria have been expected due to
drastic differences in wages and levels of unemployment between the two countries
coupled with their geographical proximity, visa-free regime and existence of substantial
social networks of BiH citizens in Austria.

These migration flows to Austria are expected to continue strong, if not stronger. By
applying a macro-migration gravity model we evaluate the mid-term mobility of BiH
migrants to Austria and other main European destinations for the 2019-2024 period.
Under the first scenario (status quo in institutional arrangements for BiH migrants
applied by Austria and other destination countries) the stock of BiH migrants in Austria
is expected to increase by 12.7 thousand in the next five years. Under the second
scenario (Austria and other destination countries will facilitate additional access to the
labor markets to BiH migrants) the projected stock is expected to increase by 29.4
thousand. Therefore, the expected increase of BiH migrant stock in Austria is in the
range of 7.5-17.5 percent.



The migration from BiH to other main European destinations is expected to be almost
as strong. We estimate that the BiH migration stock in ten EU receiving countries
(Germany, Austria, Slovenia, Croatia, Sweden, Switzerland, Denmark, France, Italy and
the United Kingdom) will increase by 72.2 thousand under scenario one and 176.5
thousand under scenario two, in the period 2019-2024. This implies that the estimated
rise of BiH migrant stock in those ten countries is in the range of 6.8-16.7 percent.

The emigration contributed to tightening conditions at BiH labor market reflected
by a decrease in unemployment rate and an increase in average wage. The available
data suggests that the BiH emigrants have a significantly higher share of individuals
with high education in comparison with the domestic population they left behind. This,
together with the expected continuation of emigration in the coming years, leads to a
“brain drain” effect and can easily exert additional upward pressures on wages of high-
skilled workers in BiH.

Interestingly, the educational structure of BiH migrants to Austriaisless skill-intensive
in comparison with the overall BiH migrants and even with the BiH population. Thus,
this particular migration flow could positively affect wages of the low-skilled workers
in BiH by reducing their labor supply.

In the last decade, the emigration reduced the BiH population by around 2.4 percent,
with Austria accounting for about one fifth of that reduction. Based on the experience
of Visegrad countries, the continuation of this process will lead to further tightening
of the BiH labor market and eventual skill shortages that undermine a potential GDP
growth and bring closer needs for return/inward migration. Looking from the current
perspective, the rising wages are contributing to domestic consumptions and thus to
the GDP growth of BiH.

Empirical research is much more unanimous on positive effects of immigration on the
labor markets and economic activities of developed countries. Several studies find that
an inflow of work force with a certain skill level is usually not associated with negative
effects on employment and wages of native workers with the same education level.

In the case of Austria, the positive impact of labor immigrations is hardly disputable
having in mind its acute labor shortages. The share of BiH migrants in the Austria’s
total stock of migrants is 9.7%, which points to the important role of BiH for Austria’s
immigration trends. Although the BiH migrants in Austria are relatively low-qualified
with only 5 percent of high-skilled individuals, there are findings that the migrants from
BiH are still employed below their skill levels. This implies that the primary purpose of
BiH migrants in Austria has been to alleviate shortages of labor supply for low-qualified
jobs. The employed workers from BiH are mostly concentrated in economic sectors
with high vacancy rates, which suggests that a demand for similar profiles of workers
at Austria’s labor market will remain high in the next period.



Introduction

n the period 2010-2019 the population of Bosnia and Herzegovina (BiH) has

decreased from 3.8 million to 3.3 million! due to natural population decline and,

increasingly, emigration. The emigration flows from BiH have started to noticeably
effect the country’s labor market conditions in the last three years reflected by a decrease
in unemployment rate, rising wages as well as employers’ complaints in the social dialogue
about difficulties to find workers with required skills. These processes intensified a public
debate in BiH about future emigration trends and their expected impact on domestic
labor market, external competitiveness and economic activity. Nonetheless, the empirical
research about these topics in BiH has been almost non-existent.

Austria is one of the key receiving countries of BiH migrants. The robust immigration
flows from BiH in the last decade have contributed to creating an estimated stock of
BiH migrants in Austria at the level of around 168 thousand, or 10% of the total migrant
stock in Austria, in 2019.2 In the same period Austria has been confronted with the
growing shortages of domestic labor supply in a number of economic sectors, which
thus had to strongly rely on foreign workers and are likely to do so in the coming years.
Therefore, it seems to be in the interest of stakeholders from both countries to gain
more information about the prospects of migration flows and their potential implications
on labor markets in Austria and BiH.

This study investigates:

B a profile of BiH migrants in the context of migrants from other Western
Balkan countries;

B specifics of BiH migrants to Austria vs. BiH migrants to the rest of the world;

B characteristics of key “push” and “pull” factors in relation to BiH-Austria
migration flows;

m potential mid-term migrations from BiH to Austria and from BiH to other
main destination countries in the EU;

® labor market and main economic implications for BiH from the overall
emigration and from the BiH-Austria migration flows;

m labor market implications for Austria from the BiH-Austria migration flows.

1 United Nations, Department of Economic and Social Affairs, Population Division (estimations
for 2019)
2 According to the STATISTIK AUSTRIA, Statistik des Bevolkerungsstandes.



The section two of the report presents and compares information on the countries’
population dynamics, labor markets, social conditions, migration regimes and other
migration-relevant factors. Results of mid-term projections of potential migration
from BiH to Austria and to other selected EU countries are presented in the section
three. The section four discusses labor market and economic implications of the overall
emigration (for BiH) and BiH-Austria migration flows (for both countries).



General migration profile of WB
countries

he Western Balkan region is historically affected by strong migration flows, even

before the latest wars and during the former Yugoslavia time. This geographical

space has been characterized by high cumulative outflows and massive labor
emigration, dominantly caused by economic and social reasons as the most common
push and pull factors. Available UN data on international migrations show that all WB
countries are migrant sending countries, from 1990s up to recent days.

Table 1:
Total migrant stock (at mid-year) by origin country, 1990-2019

Source: United Nations, Department of Economic and Social Affairs, Population Division (2019)
*data for Kosovo included

The figures from the previous table show that the stock of migrants from the region
has doubled during last 30 years, reaching more than 4.6 million in 2019. Bosnia and
Herzegovina is the region’s leading country in terms of absolute numbers of emigrants
(1.6 million), followed by Albania (1.2 million), and Serbia (0.9 million).



Figure 1:
Trend of total migrant stock by origin WB countries over the last 30 years

1.800.000
1.600.000
1.400.000
1.200.000
1.000.000
800.000
600.000
400.000
200.000
0

1990 1995 2000 2005 2010 2015 2019

s Albania Bosnia and Herezgovina = North Macedonia

mmmm Montenegro — mmmm Serbia*

Source: United Nations, Department of Economic and Social Affairs, Population Division
(2019), and own calculation

It is also visible that emigration trends were particularly strong during 1990s, due to
wars and ethnic tensions. The trend of emigration was temporarily slowed down in the
early 2000s, but then intensified again in all countries except Montenegro. Such strong
migration trends have caused a sharp decline in population of the whole region. Today,
most of the Western Balkan countries, with the exception of Montenegro and North
Macedonia, are facing a significant decrease in population compared to 1995.

Table 2:
Total population of WB countries, 1990-2019 (in thousands)

Source: United Nations, Department of Economic and Social Affairs, Population Division (2019),
*data for Kosovo included



As it is shown in the previous table, the population in the Western Balkans has been

decreased by more than 2 million people since 1990. Bosnia and Herzegovina has been
affected the most by population changes with cumulative deficit of more than 1.3
million persons. Bosnia and Herzegovina is also the regional leader in another aspect,
share of emigration in total population. According to UN data more than 45 percent of
BiH total population are living abroad. Figures from the Ministry of Human Rights and
Refugees of Bosnia and Herzegovina indicate even higher percentage, showing that
BiH worldwide diaspora numbers about 2 million people spread across more than 50
countries.®

Figure 2:
Emigration as share of current total population
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Main destination countries

When considering migration processes, it is important to understand nature of migration
flows, motives and relations between source and receiving countries. In this context it
should be emphasized that half of emigrants from the Western Balkans moved to the EU-
15 countries. Specifically, Greece and Italy are the primary destinations for more than 80
percent of Albanian emigrants. More than 50 percent of Serbian emigrants have chosen
Austria and Germany as their destination countries, similar to Bosnian emigrants who
also have had strong preferences for Croatia and Serbia as their neighbouring countries.

3 Ministry of Human Rights and Refugees Report for 2016, pages 67-75.



For 61 percent of Kosovar emigrants Germany and Switzerland are important
destinations, while emigrants from North Macedonia prefer Germany, ltaly and
Switzerland as their destination countries. Beside EU-15 countries, overseas or distant
countries - such as the United States, Canada, and Australia - were also preferred

destinations for significant number of emigrants from the region, especially during
1990s and early 2000s.

The United States has been particularly attractive to migrants from Albania and Bosnia
and Herzegovina while Australia has drawn Macedonian and Serbian emigrants. In the
case of Macedonian emigrants, Turkey was also a key destination, attracting more than
25 percent of emigrants from that country (Figure 3).

Figure 3:
Main destination regions for emigrants
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If we look at the trends from 2010 up to now, it can be noted that EU-15 countries have
become the first choice for the most of Western Balkan emigrants during last ten years,
as it is shown in Figure 4. At the same time, regional migration (between neighbouring
countries) and overseas departures have been significantly reduced.

In case of Bosnia and Herzegovina, it is evident that Germany, Austria and Slovenia



are the most popular destination countries for majority of Bosnian emigrants. Only
in Austria the increase of Bosnian emigrants stock has been about 12,6 percent since
2010 according to Austrian official statistics.

Figure 4:
Main destination countries in the region and EU for BiH migrants, 1995-2019
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WB6 labor market

Concomitantly with the migration flows, labor markets have changed during the last
decade in all Western Balkan countries. In general, the key labor market indicators in
all WB6 countries have been improved over the last several years.

On the other side, despite evident improvements on the WB6 labor market,
certain challenges from the past remained, specifically when it comes to long-term
unemployment (structural unemployment), low activity rates (in particular among
women) and wage disparities. Those aspects of regional labor market are briefly
described in the following paragraphs.



Figure 5:
Employment, unemployment and activity rate on WB6 labor market (by gender)
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Unemployment rates

One of the key labor market indicator is unemployment rate. It is visible from the next
table that unemployment decreased across the region (reaching an all-time minimum in
some countries) but it is still significantly higher compared to the Austrian labor market
(16,93% as WB6 average compared to AT 5,52%). In Bosnia and Herzegovina, the
unemployment rate (measured by ILO methodology) dropped considerably from 27,2
percent in 2010 to 20,5 percent in 2017. According to BIH official statistics this positive
trend continued in 2018 and the first half of 2019. A similar decrease of unemployment
rate was recorded in other WB countries as well, Serbia (from 19,5 percent to 13,47
percent), North Macedonia (from 32 percent to 22,38 percent) and Montenegro (from
19,7 percent to 16,07 percent in 2017). On the other side, the unemployment rate
varied in Kosovo and Albania during last five years and returned to the same level from
2012.

4 DIOC Database: http://www.oecd.org/els/mig/dioc.htm
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Table 3:
Unemployment rates (in %) in WB countries and Austria over 2010-2017

Source: South East Jobs Gateway (www.seejobsgateway.net)

In addition to a general unemployment rate, a long-term unemployment rate should
also be considered when observing labor market in WB countries. It is indicative for BiH
that the long-term unemployment share in total unemployment was always above 80
percent despite the significant fall in general unemployment during last several years.

Figure 6:
Unemployment rate and long-term unemployment share for BiH (2012 - 2017)
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Unemployment rate
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Source: SEE Jobs Gateway Database (www.seejobsgateway.net)
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Working-age population

Anotherimportant characteristic of WB labor market in last several years has been a decline
of the working-age population (15-64). On average, the overall working-age population in
WB countries dropped from 14,5 million in 2012 to 14,2 million persons in 2017. Apart
from Kosovo and Albania, all countries saw a decline in the observed seven-year period.

This decline is notable the most in Bosnia and Herzegovina (see the next figure). To
some extent it could be also an explanation for the significant fall in unemployment rate
in Bosnia and Herzegovina, bearing in mind that this fall was driven by a combination
of factors: rising employment, strong outward migration and aging of the population.

In the case of Austria, the working-age population continued to grow, mainly due to a
rising influx of migrants. At the same time the unemployment rate in Austria increased
slightly, from 4,8 percent in 2010 to 5,5 percent in 2017.

Figure 7:

Working age population in BIH over the time (2010 - 2017)
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Wage dynamics and ratio for WB6, BiH and AT

A difference in wage levels (wage ratio) between source and receiving countries
represents also an important driver for labor related migrations. Available data show
that wage levels varied within the Western Balkans countries, and between the
Western Balkan six countries and Austria as the peer country. During 2010-2017
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period Montenegro and Bosnia and Herzegovina reported the highest wage levels,

while Albania reported the lowest.

Table 4:
Monthly Gross Wages in EUR

Source: SEE Jobs Gateway Database

Next figure shows that gaps in wage levels between WB countries and Austria
increasedin last 5-7 years. Additionally, according to the latest “Western Balkans Labor
Market Trends” for 2018, the share of low-wage earners (defined as employees who
make less than two-thirds of the median wage) is also considerably higher in all WB

countries compared to Austria.
Figure 8:

Average monthly gross wages (in EUR) (2012-2017)
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Average gross monthly wages in EUR, Wage ratio BiH - AT
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Migration flows from Bosnia and
Herzegovina to Austria

rom a historical point of view migration flows between Bosnia and Herzegovina

and Austria have been constant with periodical amplitudes. Initial wave of

Bosnian immigration was predominately composed of so called “guest workers”
from Yugoslavia in the 1970s, then followed by refugee movements in 1990s and again
by labor related migrants after 2010. It should be also emphasized that Austria received
the second highest number of refugees from Bosnia and Herzegovina during the war
in the 1990s, which made BiH migrants in Austria one of the largest refugee groups.
Before 1998, they were in a system of temporary protection, excluded from access
to labor market. After 1998, BiH migrants gained access to permanent residence and
permanent labor permits. Later on, the status of migrants originating from BiH, residing
in Austria for a longer period of time, was fully resolved through the acquisition of
Austrian citizenship or through obtaining residence permits (permanent or limited stay),
mainly for family reunification, work and studying.

According to recent mapping of Bosnian diaspora®, there are a number of different
bilateral agreements between Bosnia and Herzegovina and Austria that are relevant for
BiH migrants. The most relevant are the Agreement between BiH and Austria on Social
Security and the Convention between the Republic of Austria and BiH on Avoidance
of Double Taxation. Moreover, some of the Agreements concluded during Yugoslavia
are still in power (for instance the agreement between the SFRY and the Government
of Austria on the Equivalence of Evidence of Final Examination for Secondary Schools;
the Agreement between the SFRY and Austrian Governments on Equivalencies in
Universities, the Labor Recruitment Agreement from the 1960s, etc).

Since 2010 BiH citizens do not need a visa to enter in Austria, but, same as other
non-EU and third-country nationals, persons from BiH need a residence permit for
Austria when they plan to stay longer than six months. For those looking for a job
it includes working permits known as “Red-White-Red” cards that might be issued
for qualified workers from non-EU countries in accordance with certain conditions.
With regard to the migration of Bosnia and Herzegovina’s citizens to Austria, there is
a decrease in number migrants who seek asylum. This especially refers to all economic
asylum seekers, who cannot apply for asylum in Austria since 2014, when Bosnia and
Herzegovina was put on the list “Safe country of origin”.

5 Mapping the Bosnian-Herzegovinian Diaspora, (Sarajevo, 2018)
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Trends, stocks and employment status of BiH migrants
in Austria

It is hard to determine the exact number of BiH migrants in Austria today. Data
pertaining to the emigration of Bosnia and Herzegovina in Austria may be classified
into three basic groups: nationals of BiH, persons born in BiH and the persons with the
BiH origin including their descendants.

According to the official data from Austrian statistics there are more than 168 thousand
persons born in Bosnia and Herzegovina who are living now in Austria, regardless of their
current citizenshipé. The following graphic shows that upward trend in the number of BiH
emigrants in Austria has been particularly pronounced since 2010 and it is overlapping
with the period when BiH citizens get a visa-free regime to enter the EU countries.

Figure 9:
Stock of BiH migrants in Austria by country of birth and citizenship

Bosnia and Herzegovina migrants in Austria, 2002-2019
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Source: STATISTIK AUSTRIA, Statistik des Bevélkerungsstandes

The graph also shows that the number of BiH nationals in Austria who only have the
BiH citizenship is around 95.000. After ten years of a constant decline this number
has started to increase again, from 2013 up to now. Today, citizens from Bosnia and
Herzegovina are among the largest communities of nationals from outside of the
European Union, after Serbs (120.000) and Turks (117.000)".

6 There should be taken into account that UN estimates of BiH migrants’ stock in Austria are
also available for 2019. According to the UN source the number of BiH migrants in Austria is
about 180.000. However, having in mind that this figure is estimation, and as such it is subject
of further revision, available data from Austrian official statistics have been used in this
document for relevant calculation and projection of BiH migrants’ stock in Austria.

7 Austria, Data. Figures. Facts - Statistik Austria, 2019
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From a regional perspective, the majority of BiH migrants in Austria live in Vienna
(around 35.000), Upper Austria (around 30.000), Styria (up to 18.000) Lower Austria
(16.000), Salzburg (14.000), and Carinthia region (10.000). Other groupings are smaller
and more dispersed?.

When considering migration flows from BiH to Austria it is important to note that
Austrian Citizenship Act does not permit dual citizenship. It is estimated that around
40% of BiH migrants (including those with previous refugee status) have taken Austrian
citizenship by now. Bearing in mind that that Austria requires a waiver of previous
citizenship in the process of naturalization, it is indicative that 4,464 persons renounced
the citizenship of Bosnia and Herzegovina in 2017 according to the data from Ministry
of Civil Affairs of BiH and it mostly refers for those who decided to acquire Austrian or
German citizenship.

When it comes to the integration of BiH citizens into the Austrian labor market, they are
in the top three non-EU migrant worker groups (57.5% of the total number, again along
with Turkish and Serbian workers). Their unemployment rate has varied over the past
decade, but has declined in recent years, approaching the average unemployment rate
of foreigners at the Austrian labor market (below 12 percent). Compared to workers
from other Western Balkan countries, BiH citizens are among the group of foreign
workers in Austria with the lowest unemployment rate.

Figure 10:
Unemployment rate in Austria by nationality, 2008-2018

Unemployment rate in AT by nationality, 2008-2018
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8 Mapping the Bosnian-Herzegovinian Diaspora, (Sarajevo, 2018)

17



For better understanding of BiH migration in Austria it is again worth mentioning the
mapping of Bosnian diaspora conducted in 2018 (“Mapping the Bosnian-Herzegovinian
Diaspora” - authors: H. Halilovic, J. Hasic, Dz. Karabegovic, A. Karamehic - Muratovic,
N. Oruc). Within this research about Bosnian Herzegovinian diaspora in Austria,
focus groups and individual interviews were organized with BiH citizens in Austria,
staff members at the BiH Embassy in Vienna and employees at the Federal Ministry
for European, Integration and Foreign Affairs, in charge of integration of migrants and
refugees. According to this research the most frequent reasons for the migration of
BiH citizens to Austria are economic in nature. The prevailing tendency is to retain
employment, followed by the pursuit of education, as a continuation of the 100-year-
old tradition of free education for students from BiH, and merging and reunification of
members of diaspora families who arrived in previous years. Low income, an absence of
prospects and a lack of economic development in BIH are among main push factors, an
existence of substantial social networks abroad, attractiveness of living in economically
developed societies and better and higher educational and professional opportunities
are among main pull factors.

18



Mid-term projections about
potential migration from Bosnia-
Herzegovina to Austria

Methodology and model specification

We evaluate a potential mid-term mobility of migrants from Bosnia-Herzegovina (BiH)
to Austria for January 2019 - January 2024 by applying a macro-gravity model which
follows Landesmann et al. (2013), Maraand Vidovic (2015, 2018). This approach revealed
to predict quite well the migration potential of Romanians and Bulgarians to Austria with
the opening up of the labor market in 2013. The approach accounts that future mobility
will be affected by macroeconomic determinants such as earnings and employment
opportunities in home and host countries, geographical and cultural proximity related
determinants and institutional features (e.g. labor mobility constraints.) which might
differ across countries.

Potential mobility of migrants from Bosnia-Herzegovina has been calculated using the
macro-gravity model estimates which were attained from the analysis of the potential
mobility of Croatian migrants to Austria (Mara and Vidovic, 2018). The macro-gravity
model estimates included 11 sending countries - Croatia and NMS-10 - towards 25
EU destination countries - Croatia, NMS-10 and EU-14 - and Switzerland. The period
taken into account for the estimation of the model is 1998-2017.  The main variables
of the model which are assumed to have an effect on mobility include macroeconomic
determinants, such as relative level of earnings of sending and potential destination
country - usually proxied by income per capita - and employment opportunities in
the country of origin relative to the labor market conditions of destination countries
proxied by employment rates. Other determinants include population size of the
origin and destination country. The former is a proxy for migration potential as
concerns the sending country and the latter is a proxy for hosting capacity in the
destination countries. A previous stock of migrants of a particular sending country in
a corresponding destination country is also included. This variable aims to capture the
pull effect exercised by migrant networks towards a particular destination country.

9 The NMS-10 includes Bulgaria, the Czech Republic, Hungary, Poland, Romania, Slovakia,
Slovenia, Estonia, Latvia and Lithuania. The EU-14 includes Austria, Belgium, Denmark, Finland,
France, Germany, Greece, Ireland, Italy, Portugal, the Netherlands, Spain, Sweden and the
United Kingdom. Luxembourg, Cyprus, and Malta have been excluded from the list of
destination countries due to missing information or negligible number of observations.
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Gravity model determinants that enrich a set of explanatory variables consist of
distance, contiguity/sharing common borders, language proximity or other cultural
ties under the assumption that geographic and cultural proximity might be other pull
factors which affect mobility.

Between 1998 and 2017, but also during different phases of EU enlargement, the EU-
15 countries applied different transitional arrangements (and visa regimes) towards
NMS. Therefore, the impact of different institutional conditions is captured by
including level dummies depending on institutional setting being in place between
1998 and 2017. Accordingly, three level dummies represent each group: countries that
impose restrictions on labor market access; countries that impose bilateral transitional
agreements on accessing certain labor market sectors; and lastly, countries where a free
visa regime was applied during that period. This approach is flexible in the sense that it
allows to measure the effect of different institutional conditions and their changes over
time at a pair country level.

The migration function is specified in the following form:*°

eq. (1)
w
mpe = Byoln(S25) + By« In(epe) + By + InCe) + By  In(popy,) + +Bs + In(pop,,) +
it
+

Be = dist ;¢ + B = contiguity ;¢ + fg » com_language;r + o » ethnic_language c ;¢

_I_

Bg* D_visa_free;;  + foxD_trans_Ag;y  + Bio* D_rest_lmkt.,.if

_I_

P11 *Mpgey + Epie

whereby the main determinants are:

Mg;e Mgy, refers to the stock of migrants residing in a destination country (f)
as a share of population from a sending country (i). Subscript (f) stands for
the destination country and takes values from 1 to 26, representing EU-14
destination countries, NMS-10 Switzerland and Croatia; subscript (i) stands for
an origin country taking values from 1 to 11, representing Croatia and NMS-10
countries;

)

10 Landesmann et al. (2013); Mara and Vidovic (2015, 2018) .
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Mg 1Meypy IS alagged stock of migrants from a particular sending country in

a destination country, as a proxy for network effects;
wage rates in a foreign and an origin country, correspondingly Wy Wy and w;,
Wy, to proxy expectations about the level of earnings in the foreign and home
country;

err€r: and e;ee;y represent employment rates in a respective foreign and an
origin country;

popg.popy, and pop;.pop;; stand respectively for a population of a foreign and
sending country, which implies that countries with a bigger population and thus
labor force, as compared to smaller countries, have higher emigration potential
as concerns the sending country and higher capacities to absorb the labor force
coming from abroad as concerns host countries.

Gravity!! model determinants which are country-specific and constant over time are

represented by:

dist if dist ifra geographical distance between a sending and host country;
contiguity ;pcontiguity ;¢, a border proximity or a commonality;
com_language;r com_language; s refers to sharing a same official language;

ethnic_language_c ;gethnic_language c ;¢ when at least 9% of populations
of sending and host countries share a same language. *?

The impact of different institutional conditions is captured by level dummies such as:

D_visa_free;s D_visa_free;s representing visa liberalisation should
capture the effect of switching from restrictive to free visa regime for the
group of (destination) countries to which this applies;

D_trans_Ag;y D_trans_Ag;r representing bilateral transitional arrangements
agreed between countries during different phases of enlargement with the
purpose of allowing employment in certain working sectors, e.g. those with
labor market shortages;

D_rest_ImktD_rest_lmkt capturing restrictions in accessing a labor market
in a destination country for NMS over the periods in which these were in
force.!®

11

12

13
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These variables are commonly used in gravity models and we have downloaded them from:
http://www.cepii.fr/CEPIl/en/bdd_modele/presentation.asp?id=8

The literature that has explored the use of gravity model variables to explain determinants of
migration suggests that sharing the same official language or a common ethnic language might
positively affect migration (Lewer and Van den Berg, 2008; Mayda, 2010; Mayer and Zignago, 2011).

Such dummies were constructed using the information about restricted mobility and
transitional arrangements between EU-14, NMS-10, Croatia and Switzerland derived from
http://ec.europa.eu/social.


http://www.cepii.fr/CEPII/en/bdd_modele/presentation.asp?id=8
http://ec.europa.eu/social

The model has been estimated using FGLS estimators, which according to previous

experience perform better compared to other estimators. The estimation results are
presented in Table A.1 in the Annex. The estimated coefficients are further used to
project mid-term migration, January 2019-2024, of BiH migrants towards Austria and
other main destinations in the EU.

The database contains information on migration stocks (population of all ages) of 11
individual sending countries (Croatia, NMS-10) towards 26 destination countries (Croatia,
NMS-10, Switzerland and EU-14) for the period 1998-2017. Stock of migrants data
have been obtained from Eurostat Population Statistics.** In case of BiH information
about the stock of migrants is provided in Table A2 in Annex. The information has been
attained from the UN statistics because for a number of countries information about
the stock of migrants from BiH was not reported from Eurostat Population Statistics®.
Population mobility instead of labor mobility is used as a proxy to estimate migration
potential. Available data on mobility of workers are limited and quite often incompatible,
a condition which constrains a possibility to make comparisons across countries and over
time. Population statistics are used as a substitute to estimate mobility of workers under
the assumption that the latter strongly follows and is highly correlated to the former.

As a proxy for average earnings, we have used GDP per capita at PPPs obtained from the
World Bank and the IMF- World Economic Outlook Database. Employment rates in each
of the sending and destination countries have been taken from the World Bank and the
IMF-World Economic Outlook Database. The IMF World Economic Outlook Database
variables - GDP per capita at PPPs, unemployment rate and population projection until
2024 - have been used to project potential migration in the medium term, 2019-2024.

Estimation results

The estimation results obtained by the macro-migration gravity model suggest that the
previous stock of migrants has an important and positive effect on the future mobility
of migrants, pointing to networks being an important pulling factor that drives mobility.
As expected, GDP per capita and employment opportunities in a destination country
are other important pulling factors, whereas improvements in an income level and
employment conditions in a country of origin would reduce the mobility abroad.

14 The stock of migrants consists of population stocks by citizenship on 1 January [migr_popictz],
Eurostat
15 Stock of BIH migrants to AT by country of birth have been attained from Austrian Statistics

(the latest year available 01/01/2019). For a number of other important destination countries
(Slovenia, Switzerland, Sweden and Denmark) the stock of BIH migrants by country migrants
was attained by Eurostat Population Statistics (as of January 2018). For other countries
(Germany, ltaly, Croatia, France and the UK) which Eurostat Statistics were not available, the
UN statistics, 2017 estimates, have been used as a proxy for the stock of BIH migrants by
country of birth to these countries
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Other determinants which show to have a significant and expected effect on mobility
suggest that cross-bordering is more likely to happen among neighboring countries as
well among those that share cultural affinities. Determinants related to institutional
constraints turn out to be significant, suggesting that free visa regimes push towards
further mobility while bilateral transitional arrangements and restricting access to labor

market negatively affect the mobility. The free visa regime shows to be positive and in
terms of size its coefficient is larger than the size of both transitional and restricted
access to the labor market coefficients, suggesting that limited access to national labor
markets proves to deter mobility, but free mobility encourages it.

Mid-term mobility projection 2019-2024

In order to disentangle the effects of institutional arrangements on mobility and to
evaluate the mid-term mobility of BiH migrants for the 2019-2024 period, we would
need to predict mobility under different hypothetical scenarios. The first scenario
implies a status quo scenario which suggests that the existing mobility arrangements
applied from Austria, but also other main destination countries of BiH migrants, will be
preserved until 2024. The second scenario assumes that Austria and other destination
countries will facilitate access to labor markets of BiH migrants. Consequently, the
future mobility of BiH migrants is attained by applying these caveats - as concerns the
institutional setting of mobility - and the estimated coefficients of the macro-gravity
model attained in the context of Croatia.

Under the first scenario, labor market restrictions imposed by Austria will continue being
operational. This projection would constitute the lower bound of potential migration
from BiH. Under the second scenario - the ceasing of labor market restrictions are
supposed to favour the flow of migrants. Therefore the upper bound of mobility will be
projected following it.

Accordingly, following Scenario |, between 2019 and 2024, the projected stock of BiH
migrants in Austria is expected to rise from 168,465 up to 181,157 (Figure 11, Table
A1l in Annex). Such projected trend implies a net increase in the stock of migrants
by 12,692 Following Scenario Il the projected stock is expected to reach the level of
197,892 by 2024 (Figure 12, Table A2 in Annex). Such trend suggests a net increase in
migration stock by 29,427. The comparison between Scenario | and Il indicates that the
additional increase in migration stock due to easier access to labor market from 2020
onward will be at around 16.735.

Further details about potential migration of BiH migrants to other main destinations in
the EU, under Scenario | and Il, are provided in next Figures 11-13 and in Tables A1- A2
in Annex.
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Figure 11:
Projected stock of BiH migrants to AT, 2019-2024'4, Scenarios I, Il
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Figure 12:
Projected net migration flow of BiH migrants to AT, 2019-2024"7, Scenarios I, Il
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16 Stock and net migration statistics as reported by Austrian Statistics apply to January 2018-
2019 period. Stock and net migration projections apply to January 2020-2024 period.

17 ibid
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Figure 13:
Projected net migration flow of BiH migrants to main destination countries in the
EU, 2019-2024
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Main findings
Scenario | - status quo until 2024 for BiH migrants in Austria

B The stock of migrants is projected to reach the level of 181,175 by January
2024

B Net migration between 2020 and 2024 is expected to reach the level of
12,692.

Scenario Il - access to the labor market facilitated from January 2020 onwards for BiH
migrants in Austria

B The stock of migrants is projected to reach the level of 197,892 by January
2024.

® Net migration between 2020 and 2024 is expected to reach the level of
29,427.

25



Differences comparison between the two scenarios

B An additional stock of 4,074 migrants will be generated in 2020 if the access
to the labor market is facilitated in that year.

m On average, on annual basis, a net migration flow of 2,500 BiH migrants to
Austria is expected between 2020 and 2024 under Scenario I.

m On average, on annual basis, a net migration flow of 5,800 BiH migrants to
Austria is expected between 2020 and 2024 under Scenario Il.

26



Coin flip - dual nature of the
impact of migration on sending and

receiving country economies (case of
Austria and BiH)

Implications for BiH

Empirical research on impact of emigration on labor markets of sending countries has
been scarce, especially until early 2000s, which is unexpected if we consider relatively
large shares of labor force that have been leaving many countries throughout the world.
The available empirical literature on this topic largely finds evidence of a strong and
positive relationship between emigration and wages in source countries.!®

Docquier et al. (2011), who examined within-OECD migrations, find that college-
educated individuals from OECD countries tend to emigrate in larger proportions
than the unskilled workers, which contributes to lower wages of the unskilled workers
left behind due to their reduced productivity. In the case of Poland, Dustamann et al.
(2012) find that emigration was largest for workers with intermediate level skills and
that wages of this skill group increased most, while the unskilled workers made no gains
and may have experienced small wage decreases.

When the Southeastern Europe (SEE)Y is concerned, Atoyan et al. (2016) find that
emigrants from SEE have been generally better educated than the population they left
behind and that their significant outflow has exerted upward pressure on domestic
wages. They find that low substitutability between skilled and unskilled emigrants
in the sending countries, higher reservation wages (associated with remittances) and
strengthened workers’ bargaining power (due to increased opportunities to work
abroad) may have contributed to this outcome.

In the case of BiH, the total population of emigrants are indeed better educated than
the domestic population they left behind. Moreover, the educational structure of BiH
emigrants is particularly skewed towards high-skilled workers in comparison with other

18 See Mishra (2014) for a survey of the empirical literature on emigration and wages in
source countries.
19 SEE includes BiH.
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countries from the region (see Figure 15). Taking into account that BiH has extremely
high emigration rates, it is not difficult to conclude that emigration has deteriorated the

skill structure of the BiH labor force.

The earlier-mentioned findings on the positive relationship between emigration and
wages in source countries suggest that the massive outflow of high-skilled individuals
from BiH exerted an upward pressure on wages of this skill group.

Figure 14:
Emigration rates per skill level, 2010*

Albania Bosnia and Herzegovina FYR Macedonia Serbia and Montenegro

Hlow B Medium = High

Source: Institute for Employment Research (IAB) of the German Federal Employment Agency
*The names of the countries were taken from the IAB Database which contains data series
from 1980 to 2010.

In general, the tightening labor market in BiH has exerted pressure on domestic wages
and these trends started to appear in 2016 (see Figure 16). However, Figure 17 shows
that it is the low-skilled group whose unemployment rate fell the most in the current
decade.

Since the employment rates of all three skill groups remained almost unchanged?, a
significant share of the unemployment decline can be attributed to emigration.

20 Please note that in this period the number of employed low-skilled workers in BiH declined
by almost 19% (or 32 thousands). The employment rate of this group remained unchanged
because the working age population of this group also declined by similar rate. Employment
rate = (The employed / Working age population) x 100.
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Figure 15:
Movements of unemployment rate and wages in BiH (2010-2018)
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Figure 16:

Changes of unemployment rates per skill level in BiH

e Average gross monthly wage in (EUR) RHS

710
700
690
680
670
660
650
640
630
620
610

35
30

25

20

15
10

w

Low

m2010 =2017

Source: SEE Jobs Gateway Database

29

Medium

High



Figure 17:
Structure of BiH residents and BiH emigrants in Austria per skill level
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It is interesting to observe that the educational structure of BiH emigrants in Austria
is less high-skill intensive than of the overall BiH emigrants in the world. Even in
comparison with the educational structure of BiH residents, the BiH emigrants in Austria
are low-skill intensive, which implies that their migration has positively affected the
skill structure of those left behind (see Figure 18). Therefore, this particular migration
flow could have positively affected the wage growth of the low-skilled workers in BiH
by shrinking their labor supply.

Empirical research related to economic impact of emigration on sending countries
is relatively ambiguous. Positive effects have been identified through remittances (di
Giovanni, Levchenko, and Ortega, 2015) and return migration (Léon-Ledesma and
Piracha, 2004), while negative effects have been attributed to output losses from lower
labor supply (Barrell et al. 2007) including reduced productivity of those that stay
behind due to human capital externalities (Docquier, Ozden, and Peri, 2014). Atoyan
et al. (2016) find that the economic impact of emigration in sending Central, Eastern,
and Southeastern Europe (CESEE) countries has been mostly negative as it lowered
potential economic growth by reducing labor force and creating shortages of high-
skilled workers, with particularly pronounced effects in SEE. They find that about two-
thirds of losses from lower GDP growth can be attributed to the direct impact of the
emigration on labor supply and the rest to the skill deterioration.

According to estimates of the UN, the total stock of BiH migrants in the world reached
1.65 million in 2019. Out of that number Austria hosted 10.2% (or 168.5 thousand),
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which represents an increase in the Austria’s share of the total stock of BiH migrants
from 7.8% in 2010. In this period the number of BiH migrants in Austria grew by 18.9
thousand (or by 12.6%), which was faster than the total growth of BiH migrants in the
world (5.3%) and in Europe (4.8%).%!

Thus, if we take this data at face value, we can calculate that in the period 2011-2019
the emigration from BiH to the world decreased the BiH population by about 2.4%, with
Austria accounting for more than half of that decrease (1.4% of the BiH population).??
BiH today has the largest stock of emigrants among the Western Balkan countries.
Based on the experience of Visegrad countries?®, the continuation of this process
will lead to further tightening of the labor market and eventual skill shortages that
could put a selling on BiH’'s GDP growth if not coupled with productivity growth and
inward/return migration. On positive side, the falling unemployment and rising wages
are currently contributing to domestic consumption and thus to GDP growth of the
country.

When the effects of remittances are concerned, Giuliano and Ruiz-Arranz (2009) find
thatremittances may help strengthen privateinvestment by alleviating credit constraints,
while Aggarwal et al. (2011) also find that they may contribute to financial deepening
and intermediation. Atoyan et al. (2016) find that in the countries with remittance-to-
GDP ratio over 10%, the remittances had important role in financial deepening and in
supporting private sector activity, but negative effects on incentives to work through
higher reservation wages. They also find that positive effects of remittances may lessen
in the future as emigration becomes more permanent.

In the case of BiH, Trokic (2012) finds negative long-term effects of remittance inflows
due to their tendency to promote further emigration of high-skilled population and their
limited use for private investment. Oruc (2011) finds that contribution of remittances to
economic development through investments in education, employment and reduction
of poverty in BiH falls below its potentials because of lacking polices in this regard.

In general, the ratio of remittances to GDP for BiH is large (see Figure 18), which is
consistent with the large ratio of BiH diaspora to BiH population. According to the
World Bank calculations, the total estimated remittances to BiH were 2.010 million
USD in 2017. If this data is disaggregated per countries (using host country and origin
country incomes and estimated migrant stocks), the estimated remittances from
Austria to BiH are 193 million USD (or 9.6% of the total amount) for the same year.
Therefore, Austria is an important source of remittances for BiH, which have positive
effects on financial intermediation and private sector activity. On the other side, these

21 The data on BiH migrants in Austriais used from the Statistics Austria data, while the UN estmates
are used for the data on BiH migrants in Europe and the world.

22 The data on BiH population was used from 2013 Census.

23 See fo example Astrov, V. (2019), ,Labor Market Trends in Visegrad Countries: Implications for

Austria“, wiiw Policy Notes and Reports 33, Vienna.
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remittances seem to contribute to (from the perspective of BiH labor market) a vicious

circle of migration-remittances-higher reservation wages-higher inactivity.?*

Figure 18:
Remittances as a share of GDP, 2018 (in percent)
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Source: World Bank

Implications for Austria

Empirical research, for the most part, finds positive effects of immigration on the labor
market and the economies of developed countries. It is interesting to notice that an
inflow of work force with a certain skill level is not necessarily associated with worsening
position of native workers with the same education level. On the contrary, Docquier et al.
(2011) find positive effects of immigration on wages of low-educated native workers, and
positive or no effect on employment of natives in the receiving OECD countries. Also,
Ortega and Peri (2009) find that immigration boosts employment with no evidence of
crowding-out of natives, resulting with increases of GDP without affecting average wages.
In cases when short-term negative effects do occur, e.g. due to massive immigrations or
low initial employability of immigrants, Lucas (2008) finds that in most situations the net
overall impact on incomes of natives is probably small. In the case of Western Europe,
including Austria, the positive impact of regular migrations are especially clear having in
mind its acute labor shortages. Astrov (2019) finds that expected decline in the inflow of
mobile workers from the Visegrad countries will likely aggravate labor and skill shortages
in Austria and suggests increased recruitment from Western Balkans, e.g. by easing
access to Austria’s labor market following Germany’s “Western Balkans Regulation”.

24 Atoyan et al. find that a 1% of GDP increase in remittance inflows is associated with about
3 percentage points increase in the economy-wide inactivity rate in SEE-XEU (Albania, BIH,
Kosovo*, Montenegro, North Macedonia and Serbia).
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As earlier noted, the net increase of BiH migrant stock in Austria in the period 2002-
2019 was more than 30 thousand, which represents an addition of 0,2% to the total
population of Austria. According to the same data source, the share of BiH migrants in

the total stock of migrants in Austria is 9.7%, which indicates the significant role of this
country for Austria’s immigration trends. Indeed, as Figure 19 shows, the stock of BiH
migrants in Austria has grown over the time and they represent the largest community
in Austria from the Western Balkan countries.

Figure 19:
Changes of migrant stocks in Austria per country of birth
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Figure 20:
Skill structure of migrants in Austria per place of birth, 2010 (in percent)
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As earlier noted, the educational structure of BiH migrants in Austria is biased towards
the low-skilled and middle-skilled groups compared with those left behind. With only
5% of high-skilled migrants, the BiH migrant population is less educated than the total
migrant population in Austria (see Figure 20). Still, Mara et al. (2013) find that migrants
from BiH are employed well below their skill levels partly due to human capital
transferability, enhancement of education in Austria and discrimination. Therefore, it
seems that the role of BiH migrants in Austria’s labor market in the past period has
been dominantly related to addressing shortages of labor supply for low-qualified jobs.

When occupational sectors are concerned, BiH migrants in Austria mostly work in
Manufacturing (20%), Construction (15%), Administrative and support service activities
(15%), Wholesale and retail trade, repair of motor vehicles (15%), Accommodation and
food service activities (8%) and Transportation and storage (6%) (see Figure 21). At
the same time, it can be noticed that the concentration of natives in those sectors
is considerably lower. Compared to other migrants in Austria, migrants from BiH are
more concentrated in Construction (+5 p.p.) and Manufacturing (+5 p.p.), but less in
Accommodation and food services (-6 p.p.).

Figure 21:
Employed BiH migrants, natives and other migrants in Austria by economic sector, 2018
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The labor market of Austria displays a continuation of strong demand for workers in the
sectors in which BiH migrants are mostly concentrated. Figure 22 shows that on the
ranking list of sectors by vacancy rates, four out of first six sectors are from the above-
mentioned sectors in which BiH migrants mostly work. This is consistent with the
expectations that the “pull” factors that influence the BiH-Austria migration patterns
will continue to be strong in the forthcoming period.

Figure 22:
Job vacancy rate in Austria, by activity, annual, 2018

Job vacancy rate in Austria by activity, 2018, annual

O - Public administration and defence; compulsory social security
D - Electricity, gas, steam and air conditioning supply
K - Financial and insurance activities

E - Water supply; ge, waste tand r ion.
P - Education

Q - Human health and social work activities
L - Real estate activities

B - Mining and quarrying

R - Arts, entertainment and recreation

C - Manufacturing

S - Other service activities

G - Wholesale and retail trade; repair of motor vehicles and...,

H - Transportation and storage

M - Professional, scientific and technical activities
F - Construction

| - Accommodation and food service activities

J - Information and communication

N - Administrative and support service activities

Source: EUROSTAT

Main findings and policy implications

Due to drastic differences in wages and levels of unemployment between the two
countries (coupled with other push-and-pull factors), labor migration flows from BiH
to Austria are expected to be strong in the forthcoming period as well. Such scenario
might have positive impact on the Austrian labor market having in mind its acute labor
shortages and strong demand for workers in the sectors in which BiH migrants are
mostly concentrated. Accordingly, one of policy options is additional easing of access
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to labor market for workers from Bosnia and Herzegovina (and other WB countries)
which is similar to recent Germany's decision expressed through “Western Balkans
Regulation”. In such case, a projected stock of BiH migrants in Austria is expected to
reach the level of 197,892 by 2024, which is a net increase of 29,427 persons. Another
possible decision is to hold the status quo option (no changes in access to labor market
for BiH workers) which also implies a net increase in the stock of BiH migrants, but 40%
less workers compared to the first scenario. From a current perspective of labor market
trends and employment needs this option could bear a risk of lowering a potential
economic growth.

Economic impact of labor migration on a “sending country” such as Bosnia and
Herzegovina will be more pronounced. Positive effects could be recognized in higher
remittances inflows, benefits from return (circular) migration, short-term balancing of
the BiH labor market (significant share of the unemployment decline can be attributed
to emigration) and related upward pressure on wages of the low-skilled workers in BiH.
The other side of the coin shows a risk of population decrease and further tightening
of the labor market due to emigration. The BiH labor market is already faced with skill
shortages that could severely affect the BiH’s economic growth in the next five-year
period. Looking from a long-term perspective, it is of utmost importance for Bosnia and
Herzegovina to create overall socio-economic environment that will encourage potential
emigrants to stay, also to generate some return migrations. In order to mitigate negative
effects of current emigration trends, prompt responses are needed primarily through
better utilization of the remaining workforce. Specifically, interventions on the supply
side of the labor market through education and vocational training of unemployed
in accordance with employers’ needs, as well as activation of those who are inactive
(especially women), should offset the negative effects due to labor shrinking.
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Table A1l:
Main destination countries of BiH migrants in the EU, current and projected stock,
2017-2024




Table A2:
Main destination countries of BiH migrants in the EU, current and projected net
migration flow, 2017-2024




Table A3:

Estimation results




Standard errors in parenthesis: + p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001
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Table A4:
Stock of BiH migrants 1990-2017

Source: United Nations, Department of Economic and Social Affairs, Population Division (2017)
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