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Abstract

Migration is a topic that has always attracted the interest of researchers, poli-
cy makers, politicians and the simple people as well, primarily because of its
social labor and economic dimensions. In this paper we attempt to identify
what may be the impact of migration to the capital markets of the countries
that receive the migrants. To do that we use an econometric approach, em-
ploying linear regression in order to investigate the relationship between the
immigration flows, as measured by the number of immigrants and the capital
market variables of interest. These are market capitalization (as a percent of
GDP and USD billion), bank deposits (as a percent of GDP and USD billion),
public debt (as a percent of GDP and USD billion) and net public debt (in
USD billion). We use the Stata econometric software to run these linear re-
gressions with Ordinary Least Squares (OLS). We find evidence that the
number of immigrants could have a positive impact to the capital markets of
the recipient country, as it is positively correlated with the market capitaliza-
tion, the bank deposits and the public debt.
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1. Introduction

The migration phenomenon is a complex one and needs to be analyzed from
many aspects. Economists were the first to develop theories on immigration by
analyzing its causes and effects. According to the neoclassic economic theory,
the wage imbalances among the countries that trigger float increase will continue
to exist whereas a new international equilibrium is created where real wages are
of the same level in all countries. The first is a low-skilled workforce flow from
low-wage countries to high-wage countries. The second is a flow of capital from
countries with high wages to countries with low wages. This capital flow mainly

involves high labor-intensive industrial capital and will be accompanied by a
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highly skilled labor force of immigrants. The mechanism leading to this equili-
brium is presented by Oberg [1]; both net labor migration and net capital flows
will be equal to zero when a new balance is achieved. According to this mechan-
ism in the long run market forces tend to create a new equilibrium where wages
have the same levels in all regions, provided that the mobility of capital and la-
bor is allowed. Consequently, from this point of view, the net international mi-
gration of labor is a time-related phenomenon.

The European Union is in front of a crossroad, facing on one hand an un-
precedented wave of refugees and/ or migrants and on the other hand a fear that
some of its member states could leave it. Brexit will eventually take place, which
means that people or enterprises domiciled in Great Britain may want to move/go
back to a member state, creating also some intra European Union migration
flow of human as well as fiscal capital. Migrants not only increase the population
of a country but may very well contribute to the labor market, the social security
schemes and the capital markets of the country they join, starting from the
banking sector and extending to the stock and bond markets. At the same time
though, they may choose to invest or direct part of their income back to their
home country. This depends on the country of origin and the feasibility it pro-
vides for such a return of funds. In other cases, they may decide to temporarily
save money and repatriate them upon their return, potentially at retirement. In
this new environment some of the countries of the European Union will find
themselves accepting people and enterprises from the Great Britain, but also
from other parts of the world. This may create “new” financial centers within the
European Union, some of them smaller and some of them bigger.

In this paper we try to identify what may be the impact of migration to the

capital markets of the countries that receive the immigrants.

2. Literature Review

Even though the neoclassical economic theory is used to explain the migratory
flows among countries its use is critical regarding internal migration. Contrary
to international migration, internal migration is more resilient to policy. Today,
the neoclassical economic theory cannot be used to explain the international
immigration flows within the European Union because these flows are less in-
fluenced by political constraints. Keynesian economic theory sets out a different
view from the neo-classical view of (international) migration. According to the
Keynesian theory, labor supply also depends on the increase in nominal wages,
not just on real wages. This distinction stems from different points of view on
the role of money in the economy.

According to the neoclassical point of view, money is only a means of ex-
change. The Keynesian view is different, because, according to it, money is not
only a means of exchange, but also a means of saving. Due to this last characte-
ristic of money, potential migrants are attracted to regions with a high nominal

wage growth. In addition, the intention to re-emigrate or to send remittances
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further increase the importance of nominal wage levels relative to real wage le-
vels. As a result, there may not be a new international equilibrium, as neoclassic-
al economic theory assumes. Nevertheless, in Keynesian theory, migration is also
a mechanism for regaining balance.

The binary approach to the labor market divides the labor market into a pri-
mary and a secondary segment. The primary sector is characterized by the
high-capital production method, while the secondary sector is characterized by a
high-labor force production process. Qualified workers in the primary sector
who have been trained to work with state-of-the-art capital goods have better
social status, higher income and better working conditions than unskilled work-
ers in the secondary sector. Labor market jobs are almost always in the second-
ary sector.

Scientific research on the economic effects of migration has mainly focused on
its impact on recipient countries, more specifically for the United Kingdom, a
study of the impact of immigrants on the economy was made by the House of
Lords, and in particular by the Committee dealing with economic issues. (House
of Lords, 2008). More specifically, it is reported that immigration has benefits for
both migrant families and the countries they come from, as income flows to
their countries. However, the impact that the immigrants have on the Gross
Domestic Product, as they mention, is very small and insignificant, whether be-
ing positive or negative. In general, as the study implies, in this economic frame
from immigration there are losers and winners. The winners are immigrants,
their employers, as well as consumers who enjoy lower prices. The UK’s
low-paid workers are losers, since they are competing in the labor market di-
rectly with migrants.

Studies on the US lead on similar findings; the economic impact caused by
migrants within the country is low. This, as supported by the article by LaLonde
and Topel [2], means that emigration generally has a very small effect on the
distribution of income. Borjas’s studies [3] [4] have not shown that migration to
the United States dramatically affects unemployment. Bean et a/. [5] showed that
in the case of the United States, the use of illegal immigrants had a small nega-
tive impact on the salaries of local workers. Card [6] also found that in the case
of the United States, the entry of migrants adversely affects the employment of
locals, but has very little effect on salary levels. In the case of Europe, there is a
study by Winkelman and Zimmermann [7] which proves that the impact of
immigration on unemployment is not significant. It is believed that in Europe
migrants are used as a flexible reserve in cases where local labor mobility is li-
mited [8] [9] [10].

At the same time, many econometric studies have indeed shown that when
migratory flows emerge, they coincide with strong wage differentials among
countries, but at the same time they have shown that strong wage differences
worldwide do not necessarily stimulate migratory movements. Also, the neoclas-
sical approach does not interpret the current limited movement from Third

Countries to the industrialized countries of the West, despite the dramatic wage
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differences between them. There is also a plethora of empirical examples chal-
lenging a series of neoclassical hypotheses, such as full and in depth information
of candidate migrants, the certainty of the immigration decision and its origin,
while others demonstrate the strengthening of other factors for taking the im-
migration decision (e.g., the existence of migratory networks).

In addition to certain surveys, the importance of relative income as a catalytic
variable for the explanation of the immigration decision is expressed, while in
others factors such as the fact that immigration decision is not taken individually
is not taken into account, while others project the theory of dualism in the labor
market which attributes international migration to the long-standing demand
for migrant workers inherent in the economic structure of developed countries.
This persistent demand for migrant workers stems from four fundamental
structural features of industrially developed societies (structural inflation, in-
citement problems, economic dualism, demographics of labor supply) that
create and sustain the segmentation of the job market. At the same time, Jackson
[11] projected a negative impact; in particular, he stated that the negotiating
power of the working class, due to the existence of the reserve army (the surplus
workforce), has as its main effect the restraint of the remuneration of labor to
levels lower than those that the growth should have formed, and we could not
omit the fact of the bloom of the shadow economy leading to a reduction of the
state profits. Due to the fact that unskilled immigrants do not come under the
collective labor contract, the employer’s non-payment of social security contri-
butions to the state is reinforced, with a significant burden of the state budget,
with government revenue being reduced.

Pedersen [12] studying the experience of Germany, found that immigrants are
generally concentrated in the suburbs of large urban centers. Boeri and Bruecker
[13] studying the impact of legal immigration due to EU expansion on the labor
markets of the EU countries, found that both international trade and the move-
ment of capital do not lead to significant equalization of producer prices, in-
cluding wages. As a result, the impact on the wages of EU countries, even on
those of Austria and Germany, which are expected to accept much more immi-
grants than other countries, will be very small. Straubhaar and Golder [14] [15]
found that in the case of Switzerland the impact of immigrants on the Swiss
economy was negative. Hartog and Zorlu [16] expanding the model of Altonji
and Card [6], which analyzed the impact of immigrants at the labor markets,
studied the way that the use of immigrants affects the wages of locals in the
Netherlands, the United Kingdom and in Norway.

However, the impact of migration on the capital markets has not been widely

studied. This is the topic that we address in this paper.

3. Data, Variables and Methodology
3.1. Data

Our dataset comes from Eurostat [17] as far as the number of immigrants is
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concerned, from the World Bank [18] [19] with regards to the market capitaliza-
tion and from the Helgi Library when it comes to bank deposits [20] [21] and
public debt [22] [23] [24]. We used data for the 32 countries of Europe for which
migration figures were available. These are Austria, Belgium, Bulgaria, Croatia,
Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece,
Hungary, Iceland, Ireland, Italy, Latvia, Liechtenstein, Lithuania, Luxembourg,
Malta, Netherlands, Norway, Poland, Portugal, Romania, Slovakia, Slovenia,
Spain, Sweden, Switzerland and the United Kingdom. As we are interested in the
years after 2012, we used the country averages for the years after 2012. More
precisely, for the number of immigrants we employed the average for the years
2012-2015, for market capitalization the average for the years 2012-2016, for
bank deposits in USD the average for the years 2012-2013 and in percent of GDP
the average for the years 2012-2014. Finally, for the public debt we calculated the
average for the years 2012-2014. In all cases the availability of data determined
the averaging.

3.2. Variables

The number of immigrants, calculated as the average total number of long-term
immigrants arriving into the reporting country during the reference year for the
years 2012-2016, as derived from Eurostat [17] is our independent variable.

The market capitalization of listed domestic companies as a percent of GDP
and in USD billion, taken as the average of the market capitalization of listed
domestic companies (as a percent of GDP and in USD billion) for the years
2012-2016, as taken from the World Bank [18] [19] are two of our dependent
variables.

The bank deposits as a percent of GDP and in USD billion, derived as the av-
erage for the years 2012-2014 and 2012-2013 respectively, as taken from the Hel-
gi Library [20] [21] are our other two dependent variables.

The public debt as a percent of GDP and in USD billion, as well as the net
public debt in USD billion, found as the average for the years 2012-2014, as tak-
en from the Helgi Library are our last three dependent variables.

The rationale behind the choice of these variables is almost straightforward;
we attempt to identify, whether the immigration flows in a country have a rela-
tion with the capital markets of that country. For this, we examine initially the
bank deposits, then the equity market and finally the bond market, assuming
that higher public debt leads to a bigger bond market.

3.3. Methodology

We use linear regression to investigate the relationship between the immigration
flows and the capital market variables of interest. We use the Stata econometric
software to run these linear regressions with Ordinary Least Squares (OLS). We
use White’s test to detect potential heteroskedasticity and we use Robust Stan-

dard Errors to tackle it when present. The regressions we run use one dependent
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and one independent variable. The general form of the regression equation is:
y=p,+p x+u

where yis one of the capital market variables described above, i.e. market capita-
lization(as a percent of GDP and USD billion), bank deposits (as a percent of
GDP and USD billion), public debt (as a percent of GDP and USD billion) and
net public debt (in USD billion). The number of immigrants is denoted by x.

4. Results and Implications

From the regression of the number of immigrants with the market capitalization
we realize that the first is positively correlated with the second at all significance
levels, when we consider the market capitalization in USD billion. This is shown
in regression 2 in Table 1 below. As a matter of fact the coefficient is 0.0017814,
which is positive. However, there seems to be no statistical significance when we
consider the market capitalization as a percent of GDP.

When regressing the number of immigrants with the bank deposits, we ob-
serve a similar result. The number of immigrants is positively correlated with the
bank deposits in USD billion at all significance levels. There is no statistical sig-
nificance when the bank deposits as a percent of GDP are considered.

Finally, the regression of the number of immigrants with the public debt
shows a positive correlation at all significance levels when the public debt
amount or the net public debt amount in USD billion is used. Similarly, there
seems to be no statistical significance when the public debt as a percent of GDP

is used.

Table 1. Regression summary.

Variables/Regressions (1) (2) (3) (4) (5) (6) (7)
Dependent Variables
market capitalization (% of GDP) X
market capitalization (USD billion) X
bank deposits (USD billion) X
bank deposits (% of GDP) X
public debt (USD billion) X
public debt (% of GDP) X
net public debt (USD billion) X
Independent Variables

. . 0.0000439  0.0017814*** 0.0053673*** -8.45e-06  0.0038334***  0.0000431  0.0031013***
number of immigrants

(1.05) (3.52) (4.21) (~0.08) (5.94) (1.24) (4.24)
25.70032** 41.9346 93.98644 129.5421%%* 15.13902 61.81463***  —62.83149
Constant
(2.68) (0.90) (0.81) (5.32) (0.27) (7.75) (-0.81)
Observations 32 32 32 32 32 32 32
Adjusted R-squared 0.0031 0.3968 0.7116 —-0.0331 0.7569 0.0167 0.5969

Notes: t-values in parenthesis; ***statistically significant at the 1% level; **statistically significant at the 5% level; *statistically significant at the 10% level.
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We tested the above regressions that showed statistical significance for hete-
roskedasticity. To detect this we used White’s test to find that regressions 2, 3, 5
and 7 (Table 1) seem to exhibit heteroskedasticity. We corrected it by using the
robust standard errors approach.

Our findings indicate that there seems to be a definite link between the immi-
grant flows in a given European country and the size of its market capitalization,
bank deposits and public debt, with the latter acting as a proxy of the bond mar-
ket. This means that immigrants may very well contribute to the capital market
growth of the countries receiving them. Consequently, would a member state
decide to leave the European Union and its residents decide to move to another
member state, there could be a benefit to the capital markets of the receiving
states. Moreover, if a member state creates the conditions to receive more such
immigrants, then it can foster the creation of a “new” financial center within the
European Union.

A country needs to therefore clearly include among the benefits of receiving
immigrants the indicated positive impact on its capital markets and incorpo-
rated it in its policy making when balancing the pros and the cons of accepting
immigrants.

Our research has some limitations. One is that we did not have data for the
departing countries. Another is that our dataset did not allow for the distinction
between refugees and immigrants. One route to overcome this would be to as-
sume that at a certain point of time the majority of these refugees will settle as
immigrants to some countries; it would then be no surprise to eventually see a
positive effect to the capital markets of these countries. An alternative route
would be to study the impact of refugees separately as soon as we gain access to

appropriate data.

5. Conclusions

In this paper we focused on the effect of migration to the capital markets of the
countries that receive immigrants. We did not have data to investigate the effect
to the capital markets of the countries from which they depart. We therefore
leave this for future research. Moreover, we were not able to access data that dis-
tinguish between immigrants and refugees. Investigating the impact of refugees
is a topic that is left for further research. In addition, the study of the conse-
quences to the entrepreneurial life of the receiving countries, as well as to the
labor market and to the social security schemes will take place in the future.

The immigration flows in the countries of the European Union have been
once and again a topic of interest. This is because an appropriate policy needs to
be put in place so that the immigrants properly settle in the different members of
the European Union. It seems that emphasis has been given in the social aspect,
as well as on the capacity of the receiving countries to absorb these migrants. Of
course the trigger point was the big number of waves of refugees. Policy makers

try to facilitate the decision making on the reception of immigrants to a certain
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country and are thus looking for the positive and negative consequences of re-
ceiving immigrants.

The economic consequences are being considered as well. Immigrants provide
labor but they also draw part of the resources and the capital of the country. The
latter may create different sentiments to people, both the citizens of the country
as well as the immigrants. Our article contributes significantly in this direction
as it considers a different perspective; this of the potential relation between mi-
gration and the capital markets. In this paper we were able to demonstrate that
the number of immigrants could have a positive impact to the capital markets of
the recipient country. We did that by showing that the number of immigrants in
a country is positively correlated with the market capitalization, the bank depo-
sits and the public debt, with the latter considered as an indicator of the size of
the bond market.

Consequently, we offer a new angle of viewing migration, as we go beyond the
usual consideration of the migration phenomenon and discover that it can have

benefits for the capital markets that cannot be ignored.
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