Public Disclosure Authorized

Public Disclosure Authorized

WP5 1376

PoricY RESEARCH WORKING PAPER 1376

How Trade, Aid, . Tedemesimonnene

‘the sending or the receiving

and Remittances Affect = = cmwysikeyonese
. ' - - "imigration in the long run. In
International Migration giiasiins

the shon run, the effect is

. _ amblguous N
Maurice Schiff '
-y
"The World Bank
International Economics Department
International Trade Division

November 1994



I’oucy RESEARCH WoORKING PArER 1376

Summary findihgs

~ Policymakers typically assume that trade liberalization
and foreign aid ultimately reduce international migration
— that is, that trade and aid are substitures for '
migration. In the Heckscher-Ohlin framework, too, trade
liberalization (by reducing international price
differentials berween factors) leads to a decline in
international migration.

Schiffs model shows that trade liberalization in either
the sending or the receiving country is likely 1o increase
migration in the long run. In the short run, the effect is
ambiguous.

Schiff maintains the Heckscher-Ohlin framework but
adds two features found in developing economies of the
south and east that affect migration: migration costs and
imperfect capital markets.

He assumes that migration costs may be a constraint
on migration, especially when combined with impetfect
capital markets. Poor migrants without collateral may
have trouble gerting loans at reasonable rates, especially
if they plan to emigrate. And for most migrants, the cost -
of migration is not negligible. They must pay for -

. transportation and for living expenses until they find a
job in the new country, and illegal immigrants must -
make payments to intermediaries for services and
information (to reduce the chance of being caught).

Trade liberalization in a !abor-abundant economy,

" foreign aid, and remirtances will increase income from

labor and improve workers' ability to cover the costs of
migration. As a result, migration will increase.
(Following trade liberalization, female migrants have .
increasingly been employed in the textile, garment, light
electronics, and agricultural processing industries in Asia,
Latin America, and North Africa, for example, and their
higher income has helped finance the migration of men.)

What about the combined effect of trade liberalization
and foreign aid, a frequent combination associated with
bilareral and multilateral aid? The lower the labor
income and the higher the costs of migration, the more
likely trade liberalization, foreign aid, and remittances
are to complement cach other and lead to increased
migration. (This is particularly applicable for south-north
and east-west migration, as incomes in the sending
countries are often low relarive to migration costs.)

If trade liberalization in either country is too weak to
positively affect migration, adding either foreign aid or
remittances is likely to increase migration. '

1f trade liberalization is significant enough to increase
migration, adding foreign aid is likely to dampen thar
effect, and remirtances will have no effect.

Migraton is also affected by geography, by mxgranon
laws (in either sending or receiving countnes), and by
transporz technology.

Future work will deal with the welfare consequences
of migration, including losses in social capital.
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L Introduction
The issue of trade policy and international mxgratlon has figured prommently in recent
debates on regional u'ade agreements such as NAFTA and the Association Agreements between
the EU on the one hand and Eastern European and Maghreb countries on the other hand. It has
| also figured in the debaie in the EU Vin relation to the potentially massive emigration from the
forrnerSoviet .Union.(FSU) and in the context' of Algeria’s rising political instability. Foreign
aid bas also been considered in this context. Much of the debate has been based on the
assumpﬁon tbat trade liberalization and foreign aidleadtoa reducdon in international migrat-ion 1
Srmrlarly, in the Heckscher—Ohlm mtemauonal u'ade model where comparauve advantage
is based on relative factor abundance trade liberalization leads to a fall in mternanonal migration
by reducing international factor price dlfferennals In that sense, trade and migration are
assumed to be substitutes. 2 -- | | o

There is some evidence in the migration literature suggesting that migration and trade -

- 1 For instance, Germany’s foreign minister Klaus Kinkel recently declared that - in the
context of the concern with emigration from the FSU - opening the West European markets to
goods from the East was the highest priority of a new initiative on a common European
"ostpolitik” (Financial Times, March 24, 1994). Similarly, President Salinas of Mexico has
stated n relahon to NAFTA that Mexico wants to export more goods not people.

2 The seminal paper which derxv&s the substitutability result is Mundell (1957) A recent :
paper which makes the same argument is Faini and Venturini (1993). They state that "By
pursuing more liberal trade policies, mdustnahzed countnes may contribute to mgmﬁcanﬂy
reduce mlgrauon pressures ,



may in féct be complements rather than substitutes, ie., -that'trade liberalization may lead to an
increase in both migration and tradé, af least in the short runr(US Commission for the Study Vof'
Intemétional VMigrartion 1990, Russell and Teitelbaum 1992, Mamn 1993). Martin suggests that
ecénomic development and regional integration such as NAFTA may generate a migfatidn |
"humb", with irligration rﬁrét rising and ﬁen falling. Though the ideas presented in 'that _
literature may have a lot of merit, 10 rigorous framework is pfeseﬂted. 3 |
Complementarity betWeen migration and ti'adé has not only been argued in the migration
literature but is found in the trade literanure as well, For instance, Markusen (1983) arguies that |
if the basis for tfade is something othér than a difference in relative factor endowments - such
asa diffelfence in fechnblogy or economies of §ca1e - then migration and ti'ade' are c;.omplements.
Economies of scaler are important for North-Ndrth intra-industry tradé where taste for variety
determines mﬁch of the trade ﬂows;- They are of much lesser importaﬁte for North-South trade.
And' though technological differen#es play an impdrtant rolt_t in North—South trade, the
' complemenmﬁty result Maricusen robtains* is specxﬁc to 'tﬁe way be models technological
differences. * | | |

- This paper maintains the factor pmporﬁon frémework but adds some features found in

- 3 Sjaastad (1962), in a seminal paper, appliés investment theory to the decision to migrate.
He does not examine the lmpact of trade policy since his paper deals only with domestic
migration. :

4 Markusen assumes that technology is higher in one country but only in one sector. More
realistically, assume that the higher technology were embedded in one factor, say capital, which
would be more productive in both sectors in the North (with both better agncultural and better
industrial machinery). In that case, technological dlfferenc&s would result in substitutability
between migration and trade.



economies of the South (and East). | These inclﬁde migraﬁod ‘costs and capiﬁl market
imperfecﬁons. * Adding these features to the Heckscher-Ohlin model is likely to generate
complementarity between trede, foreign aid and remittances on the one hand, and migraﬁon on
the other hand.  The migration effect of foreign 2id is shown to differ from the effeci of
remlttances The model with mtersectoral factor mobﬂlty is developed in Section II. In Section
I, I develop the model for the (short-run) case where capital is sector-specxﬁc Secuon v

o presents prehmmary evxdence and Sectlon A" concludes

II. The Model with Factor Mobility |
The trade literature has examined the 1mpact of trade policy on the reward from investing

 in migration. In other words; that literature has focused on the impact of trade policy on the
international wage differential. We also focus 701'1 the investment cost. 'Assumingr non-zero
- migration costs may reverse the impact of trade policy on migration 'if eoupled with the
assunipﬁon of imperfect capital markets | | |

' The assﬁmpﬁen of migration coets ‘and lmperfect 'capital markets as a constraint 10
inigration is valid for a large number of developing coﬁntriee. Starting with tﬁe eaﬁiml market,
most people in peor developing countries have little of no collateral and therefore cannot borrow
at competitive rates on the capitai marke't. In order to obtain a loan, they may have to pay
'prehirbitirve rafes and these may result m a negative net present value for the potcntlal investment
which the loan was to ﬁxiadce. If that is the case, the investment will not be undertaken. This |

applies especially to international migration since the risk of default is even larger in that case.



Migration césts haﬂle sevéral rcomponents, some of whichr are emotional * aﬂd others
financial. The financial costs ilicludé-the trahspoft cost, ﬁe living expenses in the destination
coﬁntry Vuntil a job is found, and the additional cost for illegal migrants such as the'rinvestmentr
, 'Vin infoﬁnﬁﬁon ‘to reduce the chance of 'being- caught and the rpaymen-ir:s to the varioﬁs :
mtermediaﬁes who provide ﬂlégal migration services. ,If a largé propbrtidn of unskilled labof
migrates il]egé]ly, then the lbw-incoine migtants will expeﬁence high migration costs. And they

may be unable to finance their migration costs out of their low wage income.

ra. Trade Liberalization.

Assume two economies'vﬁith two factors, Iabbr and éapital, p_roducing (and consuming)
two goo’ds; 6 The economy in the North, denoted by N, is a large dc\}elqpcd economy such'as
the European Uhion (EU) or the U.S. The economy in the South, denoted by S, is a small
developing eéonomy ﬁrhose migrants typically move to the U.S. - such as Mexico and Cenn-al
American or Caribbean cd_untries - or whose mlgrants typically move to the EU - sﬁch, as
- Morocco, Tunisia, Turkey, Poland or Cote d’Ivoire.

. Assume that N is relatively _capital abundant and § is relatively labor abundant. We
assumé' Vthat country S trades exclusively with N. Given thaf S is small, it takes prices in N as

given. Prices in N and trade policy in S determine domestic output prices and factor prices in

5 On the emotxonal cost due to the loss in social capital, see the concluding comments at the
end of Section V

g A more elaborate model with two labor skills (skilled and ﬁn‘skilled) and with variable
migration costs, or alternatively with a continuum of labor skills, is provided in Lopez and
- Schiff (1994)



S. S exports its labor-intensive good. 7 And it ,i‘ assumed to protect its capital-intensive
import-substituting seﬁtor M. This lowers the wage-rental ratio in S below that in :N, with a
lower wage rate and a higher rental raté in S than in N. The wage differential provides the
incentive to migrate from S to N.

rRer.duc'ing' prbtection of the imﬁoft-substituting secté)r in S raises its wage-réntﬁl ratio arndr '
' reduces the wage gap between N and S. ® Abstractmg from the abxhty to pay for mxgratlon |
costs, thxs should lead to a reduction i in rmgratlon

However, assume that in S,
(1) Wp < Wo<Wp+C,

, whcte Wo is the initial wage rate, Wp is the subsistence wage, and C is the constant unit |
cost of mlgratmg from S to N. Assume also that there is no resource accumulation through
- domestic saving (all goods are perishable) 6r through foreign saving (ttad_e is balanced). Thus,
migfation costs C mlrlstrbe paid out of current income. At Wo, individuals can pay for their

subsistence costs Wp but not for their migraﬁon costs C as well. Hence, they consume their

? In the case of Morocco, Faini and de Melo (1994) have found that for a given industrial
sector value added, sectoral employment increases as the share of exports in value added
-increases, confirmmg the hlgher labor-intensity of exports.

8 Of course, if there is unemployment in the South, say because of a minimum wage law,
then trade liberalization will lower unemployment and will not necessarily result in a hlgher
wage rate.



entire income Wo (larger than Wp).®
The new wage rate following partial trade liberalization is W’ > Wo. 0 Denoting the

wage rate in the North by Wn, one of the following inequalities must hold:

(20 Wo<W <Wp+C  => no migration,

@) Wp+C<W <Wn-C => migrationfromS$ to N,
(2) Wp+C<Wn-C<W  => pomigration.

For 'srimplicity,' the tiine dimension has not been explicitly ihciuded. In fact, thoﬁgh,
decisions 'are made sequenﬁally | 'Workers in the South first check whether 'they canrpay fer
| mlgratxon If they can not (i.e., if mequa.lmes (23) hold), then they consume W’ and do not
migrate. If they can pay for migration (first inequality of (2b)), they then have to decide
* whether it is worthwhile to migrate. .In the South, they earn W’. In the North, they will earn
Wn > W’. However, to obtain the wage difference Wn ; w, tﬁey must invest C in migration
costs. Thus, tﬁey will migrate if and only if C <_Wn'- W’, or ecjuiiralcnﬂy if W? < Wn-C o

(second inequa.liﬁ of (2b)). If Wn - W’ < C, or equivalently if Wn - C < W; (‘inequality

(2c)), they will choose not to migrate even thoughr they can pay for the migration costs. !

9 We implicitly assume that there are capitalists who own the entire capital stock K and who
- consume their entire income from capital rK, where r is the rental rate per unit of K Then
trade is balanced.

10 The real wage also increases since Pm, the price of 1mportables falls and Px, the pnce
- of exportables, remains unchanged.

! The model presented here is a one-period model. It is clear that migration is an-
investment (Sjaastad 1962) whose returns are obtained over a number of periods. Thus, Ws and
"Wn are flows while C is a stock. A one-period version rather than a dynamic version of the

6



Thus, migration will only take place if (2b) holds. When will migration stop? With
reduced protection in S and intersecféral factor mobility, the capital-intensive itﬁport-subsﬁmﬁng :
, sector M coﬁtracts and the labor-intensive export SECtOl' X expands. The opposite occurs as
Iabof’migrates from S to N. With a redﬁctibn in lab(_ir supply', X contracts and M expands
(Rybczynski Theorem). This has no cfféét on factor returns as long as both X and M are
produced and X (M) remains the Exportable (importable). However, since both X and M are
- consumed in the South, and since séctor' X shrinks aﬁd sector M expands as more people
migrate, rat some point the excéss-supply of X falls to icrd and the cxcgss-demand for M falls
“to zero aé well (since trade is balanced).r “At that point, X is about fo become the importable and

M the exportable. However, with M becoming the exportable at that point, the tanff onM rlosesr '
its effect, thé économy 1s in a free trade situation and factor prices are equalized. Hencé,
migration stops at the point where the direction of trade is being reversed. - Thus, ewen though
“the ﬁ@ barfiers are not effective (i.e., we have free trade),- neither trade nor migraﬁdn takes

place in equilibrium. The new wage in the South is W*’, where
3 W’=Wn
Thus, in this modei, if partizﬂ trade liberalization raises the wage rate sufficiently to pay

for migration costs but not to the point Where migration becomes unattractive, it will lead to a

temporary increase in migration. This results in a permanent increase in the stock of migrants

model is chosen here because of its 51mp]1c1ty and because it brings out the central point on the
effect of mlgratxon costs and 1mperfect capital markets on mlgratlon
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in N and in an equivalent permanent reduction in labor in S. The same results would obtain |
if partial trade libefalizaﬁon were to take place in the labor-intensive impnrt-snbstituting sector .
in the North. This would lower the domestic producer price in that éect'or in,fh: North and
lower Wn, say to W’n. It would alno raise the world price in that sector and raise Ws, say to
‘W' 2 Assuming that Wp + C < W' < W'n - C,.migration rwill take placn as well.

Trade liberalization in the North seems nreferable for the South than trade liberalization
rin—the' South bncause the fpriner results in an imprnvement in the South’s terms Qf trade (a rise
rin the price of its exports). Thisris true'in terms of GDP. However, for the migrants, trade
libéralization in the South is preferable because the wagé rate in the Noﬂh does not fall in that
case. Thus, though GDP in the South is higher with liberalization in the North, the same need
not be trnC for GNP '

interestingly, in. the standard Heckscher-Ohlin model, trade liberalization leads 0 a
, contractinn of M and an expansion of X. In thls case, the exact opposite occurs because of the
impact on migration. S now exports M and imports X. - |

Also, the pamal &ade liberalimtion initially reduces the return to capital. Genérally,r,
when a policy 'penalizés a sector or factor, the market reacts in order to mitigate the -pénalty.
VHowever, in this case, just the opposite takes place. - Rather than mitigating the initial effect nn
capital, the market feacﬁon exacérbates it. At first,r partial trade liberalizaﬁon lowérs the return
to canital but the return remains higher than in thc North because of the remammg protection

on sector M. In the long run equilibrium where M is exported and X is imported, the return

12 The real wage increases in this case as well since W rises propomonately more than Px
(magmﬁcatxon effect) and Pm remains unchanged
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| to capital falls further and equals the level in the North,

- b. Foreign Aid
~ What about the effect of foreign aid? -_Assixming the aid goes fo labor, it wilrlrraise_ labor
~ income frbm :Wo rto, say, W', and_- will 'have the same impac_t on migration as tréde '
liberalizatiqn." The aid would be expeﬁted to go to labor if it were given in the form of food
(such as the U.S, food aid progrém P.L. 480) sincrer si;ch aid would be expected to be distributed
rto the poorer ségments_ of the population.'“ 'If the foreign aid is invested in intefnati_onal
| transpbrt infrastructure (such as ports and airports), it will lead to lower international transport
" costs, resulting in higher dpmesticprices for exports and lower prices_fdrr imports. The effect
is similar to a movement towards free trade, with higher wage rates and possibly higher
migratién. 77 | -
What about the effect of the combination of trade liberaiizatibn and foreign aid? This
question is most relevant since a number of trade liberalization éxpérimehls have been supportedr |
by bilatéral and multilateral aid. For instance, Mexico's and Morocco’s trade.,reforms were
: supported by IMF Standby Agreements and World Bank Structural Adjustment Loans. And the

process of market reform in the FSU has aiso been supported by foreign aid (f'rom' the IMF,

13 One difference is that in this case, the increase in labor income does not come at the
expense of capital income. Second, imports are larger than exports in this case, with the trade
deficit financed by foreign aid. The same holds for the case of remittances below.

14 This has not always been the case as th° food has not always been dlstn'buted to the poor
but has at times been sold in the market , ,



World Bank, EBRD, as well as bilateral aid). *
With trade liberali'zatioil,' Wo rises to W*. Denote the foreign aid per worker by F and -
 denote labor income by Y, where Y = W’ + F. Then one of the following ineqﬁalities must

hold:

(4a)r W<Y <- Wp + C,

@) Wp+C<Y< Wn'-C,V or

(4c) Wp+C<Wn C<Y.

.'(4d) Wp+C<Wn C<Wn+C<Y

-IEW” is still too loW to finance the migratibn coét before foréign aid is givén (so that the
' bindihg cdnstraint is inequality (2a)), foreign aid can have four possible effects: it will either
have no impact because it is small and labor income is stll t00 Jow to finance the migration cosf
(the constraint is @ (42)), it will result in an increase in migration - the biﬁdiﬁg constraint
becoming inequality (4b), it will hav(; 10 1mpact because labof income is so high that there is
no incentive to migrate (mequahty (4c)), or labor income is so high that it resnllts" in retum
migraﬁonfrom the norfli. to the South {(inequality (4d)). If W’ is high enough to pay fér
rmig'ration costs before foreign aid is gi'.?en and migraﬁon takes place (the binding constraint is

. .(2b)), then foreign aid can have three possible effects: it will eithe_rrhavg no effect (the constraint |

is now (4b)), it will result in a decrease in migration (the binding constraint becoming (4c)), or

15 The amount of the loans by the World Bank, the IMF, the EBRD and by bilateral agencies
~ cannot be entirely considered as aid. These loans generally entail better conditions than those
offered in the maiket (lower interest rates, better repayment conditions, etc) The aid element
in those loans consmts of the value of th&se better condmons
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it will result in return migration (inequality (4d)). Hence, if trade liberalization by itself has a
positive impact on migration (inequality (2b) holdS), thenr foreign aid is likely to dimpen that
positive effect and may even result in return migration. Finally, if W’ is that 'high that migration
' is unattractive (inequality (2c) holds), then foreign aid will either have no impact (inequality

'(4c)),7 or if foreign aid is largé enough, it will result in return migration (inequality (4d)).

c. Remittances
What about remittan@:eé? | Assuxﬁe that migraﬁon is a family decision rather than an
individual one, with inigratiOn by one member of the famﬂy bemg part bt‘ the family’s
B intertemporal welfare maximization process. '® Initially, though, if equation (1) holds,
~ migration is nbt feasibie (givén_ the hck of access to formal ci'edit markets). However, mforma[
crédit markets may exiSt where borrowing is Vpossrible. For instance, if morerthzm one member
of the (extended) family works, with each one earning Wo > Wp, those who do not migrate
- ay chdose to sacriﬁce some ptesent ¢§nsumi)ﬁon (uptoa maximum of Wo—Wp) to finance the
migration of the family- memi:er selected to migrate. The implicit falhily contract implies thatr
the migraﬁ_t whd is now earning a highei: income Wn in the North will remit part of the income "
to his/her family in the South. The remittances raise the income of family membcrs in the :
South. | | | | |
: _Dehote remittances per remaining family member by R and labor income by Y = Wo

+ R. Then, given equation (1), remittances will either have no impact (inequality (4a) holds)

' On nﬂgration as part of a family’s decision prdcess,' see Stark 1991.

1



or will lead to an increase in migration (inequali:y (4b), (4c) or (4d)). ¥ Why does migratibn .
increaée when inequaiities (4#) or (4d) hold in the case of remittances but not in the case of
- foreign aid? | | |

There is a fundamental difference between remittanbes and foreign aid. Foreign aid
actually raises family income. - Remittances on the other hand are a transfer within the family.
Hence, though inéqﬁality (4c) in the case of fo'r'e'ign aid impliés that there will be no migration
and inequality (4d) impiies that,thert‘; will be return migfatioﬁ, this does nof hold for remittances.

Remittances raise income for the famiiy member in the South and lowers income for the family

member in rthe North. Since family welfare is the objective to be maximized, what matters is e

the comparison Between the wage rate Wo'in the South and rthe wage rate in the North net 6f
| migration éosts Wn - C. Since Wo < Wn - C, the meﬁbem of the family will migréxfe,even :
*if inequality (4c) or (4d) holds. | | |
With trade liberalization, inigraﬁon either remains unchanged (inequality (22) or (2c)) or
increases (inequality (2b)). If inequality (2a) bolds, then remittances will have no effect on
migration (inequalify (4a)) or will raise it (inequality (4t), (4¢) or (4d)). If inequality (2b) holds
_ Vand trade liberalization has by itself led to an incféﬁse in migration, Vthen remittances w1ll have
no impact on migration. | _They can not, as in the case of foreigﬁ aid, result in lower migration

~ or return migration. '

7 Remember also that the initial migration would not have occurred W1thout the 1mp11c1t
family contract that the mlgrant would remit. '

® Of course, if investment takes place large remmances may lead famlly members 10
remain in the South in order to manage the investments (such as building a famﬂy house '
running a famﬂy business or managing famnly asscts)

12:



'What,ab'out the impact of trade liberalization on remittances? Since trade liberalization -
leads to an increase in the wage in the South, the incentive to remit by migrants, in the context’
of family welfare maximization, falls. Morebver. trade liberalization lowers Pm, leading to an

additional increase in real Iabor income in the South and to a further reduction in remittances. **

IIl. The Model with Speciﬁc Factors |
In the short run, éofne faétors are immobile across sectors. For insfance,r a chemical
plant or a texti}e machine cannot be transformed overnight into a tree or a milk processing plaﬁt.
I assume here that capital K is séctor—speéific in the short run while labor L is mobile across
sectors. This épplies eépecially to unskxlled labdr. Shlledlabor may also be sector-specific in
the short run. | o | o
' The model here draws on the seminal paper by Mussa (1974). In his paper,. Mussa -
emﬁhw the effect of a chaﬁge in the terms of trade in the shoft.run - under factor sl;eciﬁcity -
and in the long run when all factors are fully mbbile..- We add international migi'ation of &e
mobﬂe factor L mlgranon costs and 1mperfect capntal markets
Assume that the nnportab]e sector M is capxtal—mtenslve Protection of M 1mp11es a
higher return to capital and a lower :etum to labor in the home country than in the world (long-

term equilibrium). Assume now that trade is liberalized. This is shown in Figure 1. The

19 There is also a substitution effect. The lower Pm makes consumption of M in the South
relatively more attractive than it was before. .One dollar of remittance now buys more than
before. This should lead to an increase in remittances. It would seem plausible to expect the
two real income effects to dominate the substlumon effect. If so, trade liberalization will result
in a reduction i m remlttances



downward-sloping curves :eprésent'the value of the marginal product of labor in the two séctdrs,
VMPLm and VMPLx. With liberalization of M, the domestic pﬁce of M, Pm, falls from Pm(0)
't'or Pm(l), and VMPLm(O) falls to VMPLm(1). Equilibrium is at the lower wage' rate W1
| (rather than WO0), with more labor employed in X and less in M.

Given that the wagé rafe Ws falls ﬁbm Wo to 'Wl, what happens to migration? First,
Pm falls by a largef proportion than Ws. Thisr can be seen from Figure 1. Only if VMPI.J[ had
zefo elasticiiy would dlogPm = dlogWs. With’ positive elasticity of VMPLx, dlong >
dlogWs. Consequently, even though Ws falls, it is not clear that thé real wage Ws/CPI =
wsl[apm + (1-2)Px] falls (where a is the share of M in consumption). Since the chaﬁge in
Ws/CPI is ambiguous, the impact on migration is #mbiguous as well. |

I tréde liberalization occurs in the rNorth, the world price of X, which equals the
-domestic priée in the Sduth,rrises,r raising VMPLXx. Thc,wager rate in the Soufh rises by a
proportion of the increase in Px to a level W2 (see Figufe 1). The CPI may rise by more or
less than W2. Hence, thé impact on migration is ainbiguous in this case asr well.

What about the imphct' of foreign aid? As in the Jong-run case, as long as the aia, goes
to labor, total labor inéome rises and migratioﬁ may remain unchﬁngéd (equations (4a) or (4c)),
mcreasc (equation (4b)) or it may return (eqliaﬁon (44d)). |

What about remittances? Assummg some family pooling of incomes to sénd a family
mémber North. As inthe lon'g;fun case, the resultmg remiftanées will either have no Vimpact on
migxaﬁon because they are small (except for the impact on the oﬁginal migrant who remits as

part of an implicit family contract) or they will have a positive impact on migration.
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IV. Evidenéé on Comp. lementarity
From the mode! presented above, we obﬁain' that the impact of trade iiberalization on
migritibn is ambiguoﬁs in the short run andr is positive (or zero) inr the long run. The
_ ﬁssumption is that the migration cost C is an important constraint for a'signiﬁcaxit share of
boten_tial niigrénts. | ” |
o Thére isr soine evidence to 'suppoft' the fact that .the financial cost of mi;gration' is -a
constraining factor. First, a World m smdy” on Morozco (Report 11918-MOR, 1994) found
that ﬁost migrants do not belong tb the group below the pbverty line. The study also found that
- ... workers’ remittances'bene_ﬁt relatively non-poor houscholds rather than the poor”. Of
| “course, the evidenée may point to the fact that migration requirés a mlmmum bf 'skills as well
as funds. Similarly, Freeman (1993) argues that migrants from El Salvador to the U.S. tend to
‘be educated because the poorly educated have problems McMg migration éosts as well as
problems of language and access to information. Thué, this evidence indicates that unskilledr

Iabor has both a lower income and lower access to credit in order to pay for migration costs.

There is also eiridence that migration costs play an importaﬁt role in the decision to
‘ migrate from Mexico to the U..S. ‘Morrison and Zabm (1994) found th#t the trade reform in
Mexico initiated in 1985 had a positive impact on migration to the U.S. They also found that
| niigr;ﬁon from Mexico to the U.S. increased as the wagé in the North of Mexico increased,
Moreover, in the case of rural Pakistan, Adams (1994) found that the ‘share of
remitfancés from abroad in total household income rises as income rises, with the share being

1% in the lowest quihtile, 3.6% in the second quintile, and 11.6% in the highest quintile. This
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supports the World Bank findings on Morocco. Adams ascribesrthe differehcé in the shares to '
the high' cost of migration, which he cstiﬁxates at US $1,300 per migrant, and which opérates
as a barrier since few low-income people éan pay it. | | |
One possible mechanism through which trade libefalization may result in higher migration
is ﬂlfough transfers rwithin the faxhily. Ina numbér of tradé liberaliziné countries, the expanding
export industries have employed female labor intensively. This can be witnessed in Asia, Latm
America and quth_ Africa in the textile, garments, light ele;:tronics Vand agricultural processingr
” industries. The higher income earned by the women employees cza then be used to finance the
migration of men. | | | |
Faini and Venturini (1993) estimated the relation between outmigration from Southern
Europe to ﬁc North and per 'capita income for Portugal, Greece, Turkey and VSpain.'rr For the
ﬁmt three countries (the poorest in the sample); they found that migration was poSitively relatedr
to income and negatively to income squared, indicating that migratiﬁn first nses with income
: (inéqua]jty (1); ihe migration cost éonslraint, is the bmdmg one) and then falls with income
(inequality (2b), the income differential constraint, is the binding one). In the case of Spain,
migration was found to fall with income, indicating that at the hjghef Spanish per capita income,
the income differential constraint is the binding one. | | |
| The ai'glnneni of the inability to péy for migration costs is less likely to apply in the case
of contract labor whose transportation and related costs are paid by the employer. This practice
is widespread in the case of migration from South Asia and South-East Asia to the Gulf.
Complementarity between trade and'migration is less likely in this case.

Clearly, complementarity between trade liberalization and migration is more probable the
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lower is lﬁborr 'iﬁcome and the higher is the 'migratiqn cost. The cost'of migraﬁoe dependsr on
geography, migration laws in both sehding and ;‘eceiving couhtry, and on tranéport technology.
For instance, one would expect complementarity to be mofe likely for pedple living in
| the South of Mexico and in Central America than in the North of Mexico because wages are
lower and migration costs to the U.S. are higher in the former than in the latter. Similarly,
complementarity 1is teore likely to apply for peopIe living m the Sahara regioh of the Maghreb
'(asr well as in Mali or Senegal), than foi' those living in the Nortliem pert of the Maghreb. And .
it is ﬁow llkely for those in the East living further away Vfrom Western Europe than thdse liviﬁg
closer, both because of higher migration cosfs' and lower income in the former;
Migration laws and regulations will also affect migratibn costs. Costs rise if the sending
country does not allow its cifizens to -emigmte - such as, the Soviet Union or Cuba - or makes
it more difﬁcelt for them - such as Haiti recently, cr Morocco after 1975 ‘which inade it harder
for Mqroccans whp wanted to emigrate to obtain a passport. The receiﬁring country can raise
migration costs by tightening regulaﬁoﬁs (e.g-., by making migraﬁon illegal for more people or
by reducing the length of stay fgf legal 1mm1grants) as France did for uﬁskilled 1mm1gra.nts from
- Morocco after 1975, and by iinpréving the enfercement of existihg regulations. Thus, one
would expect complementarity t_o'be more likely to hold for the less skilled labor both becaﬁse
they eam less and because migratien costs are likely to be higher since more of the low-skilled

or unskilled may be unable to migrate legally.
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V. Concludin ymments

This paper has shown that trade liberalization in either the sending or the receiving
cbuntry is likely_ to lead' to an increase in migration in the long run, though the short-run effect -
is ambiguouns. it has also shown that foreign aid, if it benefits labor, as well as remittancesr are
hkely to result in an mcrease in mlgratlon both in the short and in the long run. 'I‘hese '
complementanty effects between trade liberalization, forelgn aid and remittances, on the one
band, and migration on the other, are more likely to be important the lower labor income and
| the higher the migration costs. Hence, this should be particulaﬂy applicable to sbum-N ofth and
VEaSt-Westr migration as incomes in the sending countries are often low compared to m: gration
costs. .

What about interac_tion effects? If t;ade-'libelali;'zationris significant enough to have a
positive effect on migration, then adding foreign aid is likeiy to Vdampen the effect of trade - |
liberalization while remittances will have ao additionali effect on migratioh. If trade
' liberalization was too timid to have a positive effect on migraﬁdn, then adding either fereign aid
or remittances ls likely to have a positive effect on aligration. |

~ The welfare gains of trade liberalization in the case of a posiﬁve migration effect are
larger than the traditional gains from freeing trade and also include the international wage
: dlfferennal net of migration costs for ﬂ1;he additional migrants. Qne aspect which was abstracted
from in the cost of migration and in the welfare calculus is the loss of social capital associated
Wlth mlgratwn The migrant Ioses from leaving home, culture, llfestyle language family and
friends, whlle residents in the South Iose because a member of the farmly and a friend has

exmgrated Future work will mclude a more detailed analysis of the welfare consequences of
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migration, ihcluding the cfféctr of loss of social capitai, for the sending country as well as for

the receiving country #nd for the migrants,

2 Op the welfare consequences of migration in the presence of social capital, see Schiff
1992, : ' '
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