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Summary

International migration in recent years has been described as being persistent,
with the movement of persons from one country to another being shown to be
continuous and large in scale. However, migration models have typically shown
how migration can lead to the reduction of the wage gap, leading to a convergence
in wages and, thus, removing any incentive to migrate and making migration tran-
sitory or temporary. Reichlin and Rustichini (1998) employ a model that allows
for persistent migration, relying on the size and composition of the workforce in
both the migrant-sending and migrant-receiving countries to analyze migration
patterns. Thus, by employing the model they introduce, we aim to study persis-
tent migration and the issues underlying the process. In Chapter 2, we adopt their
model when there is one type of labor, endogenize the migration choice and intro-
duce a probability of migration, and find a similar result: scale effects is key in the
continued existence of a wage gap, leading to persistent migration as the incentive
to migrate does not disappear. We also note that the higher the probability of
migration, the higher the wages of the migrant-sending country relative to those
of the migrant-receiving country. We also assess the possibility of deferred as-
similation, i.e. when first-generation immigrants leave the adoption of the foreign
birth rate to their children, and we find that deferred assimilation is favorable for
the migrant-receiving country as they face higher wages than if assimilation were
immediate. In Chapter 3, we continue to adopt the model, but with two types
of labor and add an endogenous skill choice. We also consider the possibility of
migrating as an unskilled worker. We observe additional results in terms of both
the composition of labor (i.e., the ratio of skilled to unskilled labor) as well as
the unskilled-to-skilled wage ratios in each country. We find that skilled worker
migration leads to higher skilled-to-unskilled workforce ratios for both countries.
Unskilled worker migration lowers the skilled-to-unskilled workforce ratio for the

migrant-receiving country while skilled worker migration not only improves the
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wages of the migrant-sending country relative to those of the migrant-receiving
country but it also improves the unskilled-to-skilled wage ratio in each country. In
Chapter 4, we then consider the existence of networks and their role in propagat-
ing persistent migration based on the premise that network formation by previous
migrants leads to a higher probability for others to follow and migrate. This then
leads to persistent migration to occur even more while, at steady state, we find
that network effects can produce preferable results for either country depending

on how the probability of migration is determined by the existing network.
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Chapter 1

Introduction



1.1 Persistent Migration

Migration models have typically predicted the convergence of wages between two
countries or regions when a neoclassical growth model, with an assumption of
perfect capital mobility, is employed. As the workforce in the migrant-receiving
country increases due to the addition of migrant workers, the foreign wage de-
creases and as this continues to occur, the wage differential becomes nonexistent,
and the incentive to migrate simply disappears. Hence, in this scenario, labor
migration from one place to another becomes transitory or temporary. With the
neoclassical model, and with perfect capital mobility, the prediction is that the
direction of the flow of labor is opposite to the direction of the flow of capital,

which further lessens the wage differential and any incentive to migrate.

However, certain examples of labor migration across borders show that migra-
tion need not be temporary. The stock of migrants from Mexico in the United
States, for example, has been rising from the early 1900s until 2009, as shown in

Figure A.1, implying that there has been a steady inflow of migrants from Mexico.

To emphasize this point, Figure A.2 shows the steady inflow of migrants from
the year 1986, as well as the percentage of migrants from Mexico as a share of
total immigrants in the United States. The Mexico-U.S. migration pattern is of-
ten referred to as a migration “corridor” as the persistence of this migration flow
has led to the existence of around 11.6 million migrants in the United States in
year 2010. There are other persistent migration patterns that belong to the top
migration corridors in the world involving the United States. One is the inflow of
migrants from the Philippines and the other is that from India. Migration from
India to the U.S. began in the 1970s and migration from the Philippines began

in the 1980s.! Both countries have a migrant stock of around 1.7 million people

1Source:Migration Policy Institute Data Hub, Washington, D.C., last viewed September 2010,
<http:\\www.migrationinformation.org/DataHub /historicaltrends.cfm>



in the United States. Although, worldwide, no other migration corridor has ac-
cumulated a migrant stock as large as that of the Mexico-U.S. migration pattern,
other migration corridors do exist as a result of persistent migration. Table A.1

shows a list of migration corridors.?

While certain examples of migration from the late 1800s to the early 1900s
show that migration does not have to be persistent, given that certain migration
flows have been shown to have led to a form of convergence in wages?, the charac-
teristic of migration at present is that labor mobility seems to have a dampened
effect on wages, even with capital mobility. The “permanence” of the current
migration (Post-World War II) is among the issues that is surrounding debate on
migration today (Chiswick and Hatton, 2003). This permanence is more obvi-
ous in the migration corridors identified and the Mexico-U.S. flow, in particular,
will be analyzed in this study. That permanent migration is a puzzle is due to,
therefore, the presence of this characteristic in migration today, which is also not
predicted by the neoclassical growth model, which has been traditionally used in

studying migration.

Hence, with the onset of persistent migration in recent decades, it then became
imperative to address the issue that traditional migration models are not able to
show how this can exist. Faini (1996), Reichlin and Rustichini (1998), Larramona
and Sanso (2003) address this and, under different assumptions, are able to show
how persistent migration can occur where, even if there exists labor mobility, there

is no convergence.

Reichlin and Rustichini (1998) adopt the Arrow-Romer endogenous growth

model and show that, through the existence of scale effects, a divergence of wages

2The migrant stock provided in this table covers the years from 1960 to 2010.
3Examples are Scandinavian countries and Italy catching up to Great Britain and the United
States (Chiswick and Hatton, 2003).



is possible when there is only one type of labor, even with the assumption of per-
fect capital mobility. When they make a distinction between skilled and unskilled
labor, they show that changes in the wage ratio not only depend on scale effects,
but also on the composition of labor in both countries and find that migration
may be beneficial to the sending country.* Again, in this scenario, they identify
an equilibrium path where migration may continue to persist and, in some cases,
undergo a reversal, i.e. the flow may change its direction. Their results revolve
around the long-run patterns of the flow of migration depending on whether the
scale effect or the composition effect is stronger. In their model, however, the pro-
portion of the population that migrates at each time period is taken to be fixed
and, thus, ignores the effect that changes in the wage differential may have on the

number of migrants.

Faini (1996) specifically studies the literature on convergence, assessing the
prediction of the neoclassical model, where there is convergence when there is
factor mobility, as well as that of endogenous growth models, where divergence is
a possible result. The model presented assumes a two-period overlapping gener-
ations model and where production is comprised of two sectors. The first one is
that of the tradeable good and the second one is the non-tradeable good which
is used as an input to produce the tradeable good, along with labor and capital.
Increasing returns to scale is assumed. The study finds that with some level of
capital mobility, a more significant level of labor migrations leads to divergence
and, thus, more migration, while a lower level of labor migration leads to conver-

gence.

Larramona and Sanso (2003), on the other hand, also employ an endogenous
growth model to try to explain persistent migration. They use a production func-

tion introduced by Kemnitz (2001), which does not rely on scale effects, and they

4The composition of labor is defined as the ratio of skilled labor to unskilled labor.



do not introduce a distinction between skilled and unskilled labor. They use
capital-labor ratios and assume that return migration is a possibility. They show
that, contrary to Reichlin and Rustichini (1998), migration does not have to be
detrimental to the sending country, with one type of labor, and that convergence
of growth rates may occur, but not necessarily the convergence of wages, which
results in permanent migration. In addition to this, they also assume that indi-
viduals get to choose the country where they plan to work and the country where
they plan to retire, with a variable indicating preference for their country of birth,
which then allows for the migration decision as well as the return migration deci-

sion to be endogenous.

One crucial result in the Reichlin-Rustichini model (1998) is the role of scale
effects, implying that a relatively larger workforce leads to a relatively higher wage.
In the model of homogenous labor, this is immediately apparent in the equilibrium
condition. Scale effects are exhibited in studies of economic growth due to Arrow
(1962), Lucas (1988), Romer (1986), Simon and Steinman (1984), Backus, et.al.
(1992), Jones (1995) and Di Maria (2009). In relation to migration, however, as
far as we know, empirical work on the role of scale effects on wages and migration
does not exist. While there exist studies on the effect on wages of immigration
and emigration, these do not necessarily make specific inferences to the increases

in the wage gap to be due to scale effects.

1.1.1 Decisions to Migrate and to Acquire Skill

As Larramona and Sanso (2003) have pointed out, however, not including the
decision to migrate based on changing wage differentials is a weakness of the mi-

gration literature.



Other studies on migration that allow for the endogeneity of the migration
decision are those that have focused on the possibility of a brain drain and that
study the impact of migration on the growth of the sending country such as those
by Rodriguez (1975), Miyagiwa (1991), Mountford (1997) and Beine, et al. (2001).
These studies have typically focused on the sending country and describe equilib-
rium only according to the country that exports labor. Hence, the foreign wage is
assumed to be fixed. This, however, does not reflect the possibility of how foreign

wages change due to the inflow of migrants into the receiving countries.

Another note to be made is that most studies on migration do not make a
clear distinction between skilled and unskilled workers. This is another weakness
in the migration literature as current migration flows are a combination of both

highly-skilled workers as well as low-skilled workers.

Hence, these are two weaknesses in the literature which we address as we study
the process of persistent migration. Understanding how changing wages may affect
the level of potential migrants as well as their level of skill may enhance research

on persistent migration.

1.1.2 Probability of Migration

Research on the probability of migration or immigration quotas is scarce. There
are several factors that can determine the number of immigrants allowed to enter
a country but little has been studied. Factors such as family reunification or lob-
bying may affect immigration policy (Borjas, 1994; Amegashie, 2004). There has
been a study, for example, on how immigration quotas affect voting seeing that
one source of friction between immigrants and natives is the possibility of immi-
grants voting on national issues (Ortega, 2005). Another study looks at quotas and

how they affect the skill composition of the workforce (Belletini and Ceroni, 2007).



Our inclusion of a probability of migration is to analyze the effects of “lim-
ited” immigration on persistent migration flows. By including a probability of
migration, whether interpreted as the ability to cross a border or a policy vari-
able imposed by the migrant-receiving country or even by the migrant-sending
country, we hope to analyze the different scenarios resulting from varied prob-
abilities of migration. In our model, the probability of migration is treated as
an exogenous variable and is treated as a policy variable, implying that it is the
migrant-receiving country’s decision of whether a potential migrant is eventually

able to migrate or not.

1.2 Remarks

We would like to point out important considerations regarding rural-urban mi-
gration, two-way migration, reverse migration and wage differentiation between

migrant and native workers.

Although models of international migration may generally be used to explain
rural-urban migration, the literature is kept quite separate as rural-urban migra-
tion issues involve aspects of urbanization and economic development.® However,
this is not to imply that the model we employ may not be used to explain certain
aspects of rural-urban migration. For example, rural-urban migration may also
have a form of permanent migration. However, we adopt the view of persistent
migration occurring internationally where the emphasis is on a crossing of bor-
ders and, therefore, implies a higher cost of migration and in some cases a longer
distance (e.g. Philippines-U.S. and India-U.K.). For our model of heterogenous

labor, we also focus on the aspect of migration whereby the movement of labor

®An example of work on urbanization is that of Lucas (2004).



may be applicable for only certain types of labor. In rural-urban migration flows,
there is no real issue of whether rural-urban migrants need to fulfill certain educa-
tion requirements and, thus, skill acquisition is not a focus. There is also no true

quota imposed on the rural-urban migration flow.

The issues we analyze can also be argued to play a more important role in
international migration. In the model we introduce, we assume a probability of
migration and this is highlighted more in international migration with the exis-
tence of immigration quotas and other immigration policies. We also emphasize
the process of applying for migration which involves a cost to the potential mi-
grant. The other issues of network effects and assimilation may also be argued to
be issues of a more elevated level when migration involves the crossing of borders.
While these are still part of rural-urban migration, they can be recognized as rel-

atively more complex issues when migration occurs internationally.

We also do not consider two-way migration. In certain migration corridors,
it may be observed that there is heavy emphasis on only one flow. While there
are, of course, instances where there is a process of migration between countries
that goes both ways, in most cases, only one way displays a significant volume
of migration flows. If we consider the Mexico-U.S., Philippines-U.S., India-U.S.
migration flows, migration from the U.S. to these countries is not considered a
migration corridor, i.e. volume is not massive and it also does not display any

persistence.

Reverse migration is also not tackled in this study. In recent years, there have
been more anecdotes of reverse or “returning” migration. There have been cases
where migrants have started returning to their home countries after a significant
length of time living as a “migrant” in the host country. While this may be true,

we are not going to include this process in the current analysis. This, however,



may be studied in future research on migration as a strong possibility to return to
the home country may have a different impact on the migration decision, as well

as on the decision to acquire education.

The last aspect we would like to point out which we do not cover is the differ-
entiation of wages between migrants and the natives. In certain studies on wages,
this is of importance in the migration literature. However, the construction of the
model only allows us to focus on the home country’s wages and the host country’s
wages so we are currently unable to make any distinction. However, again, this

will be considered in future studies.

1.3 Contribution and Objectives

Given the discussion above, we would like to analyze the movement and changes in
wages under persistent migration by introducing a model of persistent migration
where there is an endogenous migration choice, and an endogenous skill choice in
the subsequent chapter. We also assess the role of varying probabilities of migra-
tion and by analyzing changes in the ratios of the host and home countries’ levels

of workforce and the effect on the wage differentials.

Thus, we adopt the dynamic, two-country model introduced by Reichlin and
Rustichini (1998) because of three useful points: (1) persistent migration is a pos-
sible result of their model, (2) the wage ratio between the sending and receiving
country changes as the inflow of migrants affects the workforce levels in both coun-
tries, and (3) they make a distinction between skilled and unskilled labor. From
this, we aim to achieve three objectives. First, in Chapter 2, from the strand of
the migration literature that studies the brain drain issue for the sending country,
by endogenizing the decision to migrate based on the wage ratio, which then leads

to the number of migrants also changing over time, we assess how the workforce
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ratio and the wage ratio changes accordingly, whether there is free or limited mi-
gration. We also include a short note on the possibility of deferred assimilation
by immigrants. Second, in Chapter 3 we also endogenize the decision to acquire
skill in the case where heterogenous labor is assumed, and assess the patterns of
migration for both unskilled and skilled labor. We also allow for different scenarios
resulting from different probabilities of migration given different skill levels, which
reflects a characteristic of immigration policies of migrant-receiving countries, in
that they are subject to the skill level they expect of their immigrants or of the
employment needs of their economies. We then analyze workforce ratios and wage
ratios and note their implications. And, third, in Chapter 4, we study the role that
network formation has on persistent migration by continuing to study workforce
and wage ratios. In all three chapters, we discuss the analytical results whenever

possible and include numerical simulations to enhance the studies.

When there is only one type of labor, we find that persistent migration gives
the migrant-sending country a relatively lower wage and the migrant-receiving
country a higher wage. With the existence of a probability of migration, however,
it is better for the migrant-receiving country to limit migration while it is prefer-
able for the migrant-sending country if there were no immigration quotas. We
also find that if immigrants choose to defer assimilating into the local culture and
leave the assimilation to their children, that those that were not able to migrate
will face lower wages while the immigrants themselves and the natives of the host

country will receive even higher wages than when assimilation is immediate.

When there are two types of labor, we have results concerning the composition
of labor (skilled-to-unskilled workforce ratio) as well as relative wages. We find
that if potential migrants are allowed to migrate as skilled workers, this results
into a higher skilled-to-unskilled workforce ratio for both the migrant-sending and

the migrant-receiving countries. The migrant-receiving country benefits even more
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when they allow a higher level of skilled worker migration as well as limit unskilled
worker migration. In terms of relative wages, skilled worker migration is better for
both countries as the unskilled wage is closer to the skilled wage, reducing ‘wage
inequalities.” The unskilled wage gap and the skilled wage gap between the two
countries also decreases with skilled worker migration, which is preferable for the
migrant-sending country as they are then receiving wages closer to those of the

migrant-receiving country.

When we consider that network formation occurs when there is persistent
migration, we find, that by analyzing how the probability of migration is increasing
in the proportion of the newborn population that could migrate in the previous
period, over time, the level of those that can migrate increases and the divergence
of wages is hastened. Hence, when there is one type of labor, the existence of
network effects leads the migrant-sending country to face relatively lower wages
over time. At steady-state, we find that the results may differ depending on
how networks are specified to affect the probability of migration. The slower the
occurrence of the network effect, the better for the migrant-sending country as a
faster occurring network effect lowers their wages at the steady-state. Hence, for
the migrant-receiving country, the faster the occurrence of the network effect, the

better, as they face relatively higher wages.
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Persistent Migration and Wages:
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2.1 Introduction

Due to this existence of persistent migration or ‘large-scale migration’ (Borjas,
2009), there has been a resurgence of studies done on how migration flows affect
labor market outcomes, with the majority of the work being done on the U.S.
economy. Immigration in typical migrant-receiving countries has been cause for
some concern, as an influx of immigrants represents a labor-supply shock which
leads to lower equilibrium wages, and fewer employment opportunities for the

native-born.

Studies in this area have typically employed data-mining and regression method-
ologies, with quite contradictory claims. Recently, Borjas (2009) has attempted
to resolve this issue theoretically with the premise that most empirical work have
ignored factor demand theory; results show that factors such as the importance
of labor in production, the supply elasticity of capital, the elasticity of product
demand and the impact of immigration on the economy’s consumer base play a

role in wage effects.!

As solid theoretical work has not been as proliferate, results from empirical
studies have resulted into different outcomes. Some studies report to find a neg-
ative and significant effect on wages such as Borjas (2003), Mishra (2007) and
Peri and Sparber (2007). Other studies claim that the reason why wage effects
are negative is due to the assumption that immigrants and natives are perfect
substitutes. With this assumption relaxed for some studies, some have found that
wage effects are small to insignificant, giving the idea that immigration should not
be a cause for concern. Studies by Butcher and Card (1991), Card (2001; 2005),

Ottaviano and Peri (2006; 2008), Manacorda, et. al. (2006), Dustmann, et. al.

1Studies by Card (2001) and Borjas (2003) also adopt a different approach in determining
wage effects, with the former observing that wage effects are small and insignificant and the
latter noting that wage effects are significant and negative for workers of different skill-levels to
varying degrees.
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(2005), Friedburg and Hunt (1995) all claim that immigration does not adversely

affect national wages.?.

A recent study on European countries by Docquier, Ozden and Peri (2010) has
found that the wage effects are the opposite of what have been observed so far.
For the years 1990 - 2000, they have found that immigration has, in fact, had a

positive effect on average wages for native workers.

Hence, in this chapter, we aim to assess the effect of persistent migration on
the wage differential and workforce ratio between the migrant-sending and the
migrant-receiving countries. We analyze the impact of migration on the steady-
state wage ratio and workforce ratio for only one type of labor and include a brief
analysis of what may occur when assimilation, or the adoption of the foreign birth

rate by migrants, is delayed by one generation?.

We find that the higher the probability of migrating, with a model of endoge-
nous migration choice, gives a higher workforce ratio and a higher wage ratio.
This means that the proportion of the population that decides to migrate is lower
as in the steady state, the wage gap is smaller. Hence, while persistent migra-
tion leads to the migrant-sending country facing relatively lower wages, and the
migrant-receiving country facing relatively higher wages, the higher the probabil-
ity of migration, the better it is for the migrant-sending country. When we assess
the possibility of deferred assimilation, what we find is that whilst assimilation
issues have been a difficult challenge for immigrant countries, through this study,

failure to adjust birth rates is a burden to the migrant source country as in the long

2Manacorda, et. al. (2006) and Dustmann, et. al. (2005) are studies done on Britain, while
others are on the U.S. economy

3The wage ratio is the ratio between the wage of the migrant-sending country and the wage of
the migrant-receiving country. The workforce ratio is the ratio of the workforce in the migrant-
sending country to the workforce of the migrant-receiving country. These will be explained
further when the model is introduced and solved.
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run, those who choose not to migrate end up with relatively lower wages while the
migrant-receiving country ends up facing much higher wages than if assimilation

was immediate.

Section 2.2 discusses the model of homogenous labor, the results and the nu-
merical simulation results dependent on the probability of migration is less than
one. In Section 2.3, we discuss some results on the growth rate of wages and the
numerical analysis for how wages change under different probabilities of migration.
In Section 2.4, we analyze what occurs when assimilation into the foreign culture

is not immediate. And we conclude the findings of this chapter in Section 2.5.
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2.2 Model with Homogenous Labor

In this section, we introduce a dynamic, general equilibrium model of migration
which is based on the Reichlin and Rustichini (1998) model. It is a two-country
model with overlapping generations of individuals with perfect foresight that live
for two periods. Both countries face similar technologies and preferences and they
differ in initial capital endowments and birth rates. This model is close to Reichlin
and Rustichini’s model in its basic assumptions and the conditions for equilibrium.
The key modification in this model of homogenous labor is that individuals are
able to decide on whether they want to migrate at the beginning of the period
and face a given probability of successful migration application, or just stay in the
country of their birth. We treat the probability of migration as a policy variable,
similar to any potential migrant facing the possibility of being granted immigrant
status, and is, therefore, exogenous. A migrant-receiving country may have strict
immigration policies and the probability of migration can be very low, while some
may welcome more immigrants to fulfill job vacancies or as part of family reunifi-
cation programs for existing immigrants, where the probability may be high. The
endogeneity of the migration decision is based on the assumption that individuals
are born with different abilities to pay for the cost of migration. Any crossing of
borders calls for costs to be incurred. This may be due to the cost of the migration
application process, and the costs incurred after the move is made, i.e. adjustment
costs, initial accommodation costs and the cost of finding a job. Those that can
pay for the cost of migration are then potential migrants and the endogeneity of
this variable allows us to consider how changes in the relative wages affects the
flow of migrants in the next time period while still be able to explain the existence

of persistent migration.

We explain the model below, as adopted from Reichlin and Rustichini (1998),

which changes in how the proportion of the population that is able to migrate
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is determined. This is both through an endogenous migration choice as well as

introducing a probability of migration.

2.2.1 Technology

Firms in each country ¢ face a Cobb-Douglas technology

Y} = AK)*(N)'™, ae€(0,1), A" >0.

A learning-by-doing mechanism is adapted from Arrow (1962) and Romer
(1986) and assume that A° = (K*)] where K! is aggregate capital and where

0 <n<1—a. As firms are identical, we have K} = K! and

Y= () (N (2.1)

Due to perfect competition, the returns to capital are

wp = (L= a)(N})"(ky)*"" (2:2)

o= o(N))" (k)T =6 (2:3)

where ki = K!/N} and ¢ is the depreciation rate. As explained in Reichlin and
Rustichini (1998), it is assumed that 7 < 1 —« which “guarantees that the ‘social’

marginal product of physical capital is decreasing in the capital-labor ratio,” k.

2.2.2 Household Behavior

At the beginning of each time period, there are N} of newborn in each coun-
try. Each newborn a is born with a cost of applying for migration ¢* which is
uniformly distributed on space [0, 1]. Individuals provide labor when young and

consume when old and their utility is linear in second-period consumption. In
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this study, we adopt the assumption of Reichlin and Rustichini (1998) regarding
the specific form of the utility function. This enables us to reduce the migration

decision to be based strictly on wages and makes the model more tractable®

Below is the OLG structure for this model, where : = D, F.

Figure 2.1: OLG Structure with Homogenous Labor
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Newborn May apply domestic or Has children,

for migration  foreign consumes
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; workforce
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At the beginning of each time period ¢, each individual then decides on whether
he wants to work in their home country or migrate and work in the foreign coun-
try. Each individual also faces an exogenous probability p of being accepted as a
potential migrant or not. The cost of migration in country 4, ¢!, then has to be
incurred if the individual initiates the migration process and is incurred whether
or not the application is successful with a probability p. Hence, they will decide

to apply for migration from country ¢ to country j as long as

[pw! + (1= p)wi](1 — ') > w}

4This is also true for the case where labor is heterogenous discussed in Chapter 3. Other
similar studies have considered different forms such as Larramona and Sanso (2003) who assume
that utility is of log-linear form and and is a function of both first and second-period consump-
tion. The migration decision is then based on a preference variable with a Pareto distribution
that renders the population heterogenous. Faini (1996) uses a CES utility function and with
a parameter representing the preference for location, the choice is also dependent primarily on
wages. As discussed in Chapter 1, the results of these related studies have some similarities
and differences with the Reichlin-Rustichini (1998) model and the specific form of the utility
function does not seem to play a largely significant role. The importance in this particular study
is that the choice of migration stems from the wage differential and that there is no convergence
is wages even with labor mobility.
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where ¢! is the constant marginal cost of the migration application process in coun-
try 1, wf is the wage of the host country and w! is the wage of the home country.
The individual that can then migrate can earn wage w{ with a given probability

p or not be allowed to migrate with a probability (1 — p) and earn wage w;.

2.2.3 Flow of Migrants and Evolution of Workforce

There will then be a critical level of cost ¢** such that individuals with the cost ¢*
below this level choose to initiate the migration process. At the beginning of each
time period ¢, a proportion ! of the newborn population of country i, N}, equal

to the critical level of cost, then decides to apply for migration where

0; = max{c* 0} (2.4)

p(w] — w))

pwi + (1 — p)uwi

where e

After the decision to apply for migration is made, an individual is successful
with the application process with a probability p so that the workforce for that
period in country ¢ consists of those who remain in country ¢ and migrants from
country j. Hence, in this model, both ! and p affect the changes in the workforces
over time, N} with 6! being dependent on how the expected wage differential

changes over time.

N = (1 = pby)N; + pt} N/ (2.6)

For each country 7, the given population growth rate is n’ so that the newborn
at the beginning of the next period is N} = (1+nf)N;_,, which allows us to express

the evolution of country i’s workforce as
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Nipr = (L= pbi)(L+n)N; + pbl, (L +n))N (2.7)

This term is composed of those of the newborn of the current period that don’t
decide to migrate as well as those who decide to migrate but with a probability
of (1 — p) are not able to and of those who, with a probability p migrate to that

country.

2.2.4 Equilibrium

Similar to Reichlin and Rustichini (1998), we also define equilibrium to be a perfect
foresight equilibrium as well as make the same additional assumptions, as stated

below.

Definition 1. We define equilibrium to be a perfect foresight equilibrium for the
world economy and is a sequence {KF, NF wF r¥ OF pilit = 1,2.. . }pi=i; which

satisfies the following equations Vk,l =1i,j:

wy = (1 — ) (Nf)"(ky)*+" (2.8)
ry = a(Nf) (kf)letn — 5 (2.9)
NE = (L= pbf ) (1+n")N{ + pby 1 (14 n')N] (2.10)
plwy — w})

P =— tl_t - (2.11)

pwy + ( p)wt
Ktk+1 + Ktl+1 = watk + wiNtl (2-12)
rk =yl (2.13)

Eq.(2.12) follows from the assumption that total world savings from the previ-
ous period is equal to the world capital stock of the current period, and Eq.(2.13)
follows from the assumption of perfect capital mobility. This assumption of per-

fect capital mobility may be an extreme case; however, this enables us to focus on
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the changes of the wages and the wage differential. As discussed in Reichlin and
Rustichini (1998), in the neoclassical growth model, with perfect capital mobil-
ity, capital will flow towards the country with a higher return to capital and the
capital-labor ratios for each country will equalize, rendering wages equal as well.
Thus, the free mobility of capital reduces the wage gap and removes any incentive
to migrate. In this model, we continue to make this assumption as well to show
that this assumption in a model of increasing returns does not necessarily lead to

the reduction of the wage gap.®

2.2.5 Analysis and Results

From the assumption of perfect capital mobility, and Eqgs.(2.2) and (2.3), we can
express the wage ratio as a function of the ratio between the workforce in country

1 and country 7,

% N@ v
% _ { t,] (2.14)
N

where v = . From this expression, it can be noted that the wage ratio is an

1-a—n
increasing function in the workforce ratio and that the movement of labor from
country ¢ to country j widens the wage gap. Hence, the possibility of persistent
migration relies primarily on scale effects. As Reichlin and Rustichini (1998) have
pointed out, if there was no externality and n = v = 0, then this illustrates how

using the neoclassical model leads to the automatic equalization of wage rates and

causes migration to be temporary.

In the following analysis, we also assume that w] > w! and this restricts

Faini (1996) and Larramona and Sanso (2003) use different technologies and assume that
capital mobility is less than fully mobile and achieve similar results, that is, that factor mobility
does not lead to convergence.
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the flow of migration from country i to country j% This also implies that 6}
is positive while 9{ is zero. For ease of notation, we then let j = F to denote
the migrant-receiving country as the “foreign” country and i = D to denote the

migrant-sending country as the “domestic” country.

We also analyze the transition path of the workforce ratio instead of the new-
born population ratio. We define the workforce ratio as A, = Nj /ng7 and the
newborn ratio as ¢, = N}/ th . By analyzing the transition path of the workforce
ratio, we are able to assess the relation between changes in the workforce and
changes in the wage rate in a more straightforward manner. We show that the
workforce ratio and the newborn population ratio are topologically equivalent to

carry out the analysis.

Lemma 1. Let ¢;1 = f(¢r) and A1 = g(Ny), then the discrete dynamical systems

of functions f and g are topologically equivalent.

Proof. Because we assume that one wage rate is larger than the other, then if
0" > 0, then ¢/ = 0 which allows us to derive )\; from Eq.(2.6) as
(1+pb;) N}

N + pOi Ny

Since ¢, = N//N/, we can derive an expression where A\, = h(¢;)

(1 + p@f)qﬁt
N = — T 2.16
C= Tl (2.16)

Hence, for all time periods ¢, the mapping h : R, — R, is one-to-one and

6Tn Reichlin and Rustichini (1998) it is assumed that N7 > N7, which also implies the same
condition on wages. Due to the assumption of increasing returns, the total workforce and the
capital per worker have a positive effect on wages and we want to have a simple condition
that will incite the movement of workers from country j to country ¢. Hence, we simplify this
restriction based on wages and not on capital per worker. The same is true for the model
where the workforce is heterogenous, as discussed in Chapter 3. In addition to this, Faini (1996)
discusses that the literature on trade theory, a wage differential causes migration to occur.
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continuous and A~! is continuous. O

Given A, = NP/N} and letting u = (1 4+ n?)/(1 + n”) and from Egs. 2.4
and 2.7, we can then solve for the following system of equations that describe the

movement of the workforce ratio over time.

(1 - pgt),u)\t—l

= 2.17
"Ll (2.17)
where
p(1— X))
0 = ———~ 2.18
Tp+(1-pN (218)

Eq. (2.18) is the main difference of this model with that of Reichlin and
Rustichini (1998) since, in this case, §; changes over time and is a function of the
expected workforce ratio and, hence, the wage ratio, while this is taken to be fixed

in their study.

Case: p=1

In this case, we assume that the probability of migration is equal to one for all

time periods. Hence, the system of equations can be simplified to

_ AL -1
L4 pAa (1= A))

e (2.19)

And at steady state, we can find

pA = AT -\ = —1 (2.20)
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We apply a first-order Taylor approximation on Eq.(2.20) to the function \; =
g(A¢—1) in the neighborhood of steady-state A. And by Implicit Function Theorem,
we find ¢'(A;_1) to be

PO = AT = )

/
g (A1) = — = (2.21)
t L (A — (L DA N = YA )
And at steady state, we have
_ — M\
g'(\) G al) (2.22)

T I u(A = (T A — )

Proposition 1. For any \g € (0,1), v > 0, and p, if u > 1, then there exists a
perfect foresight equilibrium such that, for all t > 0, and for two constants c¢; and

co, where ¢y, co >0,

F D
wy N
—>c>1 <<l 2.23
w? =a NtF =@ ( )

Proof. The above proposition follows from Eqs. (2.17) and (2.18). When \; €
(0,1), in any perfect foresight equilibrium, it must be that 6, € (0,1). Hence, the

migration flow will just be from country D to country F'.

Since we can find a fixed point A* given by Eq.(2.20), and since (A=A —)\7) €
(—1,0), \* is also less than 1 if g > 1. This implies that the workforce ratio
remains strictly below 1 and the wage ratio remains strictly larger than 1. Thus,
the function given by Eq.(2.19) generates a perfect foresight equilibrium where

the flow of migrants is from country D to country F. m

Proposition 2. If u > 1, then for any v > 0, there exists a steady-state solution

Ak,
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Proof. From Eq.(2.20), it is immediate that for any value of p > 1, the term
(A — A — X\7) has to be equal to a value less than 1. In which case, it must be

that steady-state A* € (0,1). Since # = (1 — \7) when p = 1, then 6 € (0,1). O

This implies that at the steady state, there is a proportion #* of the domestic
population that will migrate from country D to country F' because A* < 1. For
this to occur, the population growth rate of country D has to be larger than that of
country F'in order to sustain this movement of labor. This result is similar to that
of Reichlin and Rustichini in that the migrant-source country has to have a larger
birth rate in order to sustain the movement of migrants to the migrant-receiving
country, given that the latter has higher wages. In this case, when A € (0,1) at

steady state, NP < N and, thus, w” < w! rendering migration persistent.

We then assess the local stability properties of this nonlinear system below. In
the analysis done by Reichlin and Rustichini (1998) in their model of homogenous
labor, they find that the steady-state workforce ratio displays divergence. This is
a quite straightforward result as the flow of migrants from country D to country
F will continuously give the migrant-sending country a relatively lower workforce,
and the migrant-receiving country a relatively higher workforce. In the case of this
model where we have made the migration choice endogenous, however, and the
proportion of migrants, 6 can, thus, change over time due to the changes in wages,
we find that this local stability properties may differ depending on the values of

v and p.”

Proposition 3. For A* € (0,1), u € (1,2) and any v > 0, there are three possible
cases:
(1) there is monotonic divergence away from X* when (A — (1 +~y)ANT7 —y\7) €

(_170)7

"This will be explored more in Section 2.2.6
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(2) there are explosive oscillations when p(XA — (1+7)ATY —y\7) € (=2, —1), and

(3) there are damped oscillations when pu(A — (1 + )M —4\7) < —2.

Proof. We first show that ¢’(\) # 1 to apply the Hartman-Grobman theorem on
local stability properties of nonlinear systems. We use the condition from the

steady state, from Eq. (2.20) to simplify Eq.(2.22) to

1
14 p(A = (T )AT — A7)

T8y (224)

To show that ¢'(\) # 1, we need to show that p(A — (1 4+ )N —y\7) #£ 0.
For ¢'(\) = 1, the term (A — (1+~)A7 —~\7) has to be equal to 0 since u € (1,2).
Since v > 0, A € (0,1), (A — (1 +y)A"™ — A7) #£ 0 and ¢'(\) # 1.

We then need to show that ¢'(\) is well-defined. Note that the term p(A— (14
Y)ATY =4 A7) cannot be equal to —1. From Eq.(2.20), for p(A—(14+y)A =y X7) =
—1 to hold, it must be that v = 0 and, also, that v = 1, which cannot be true.

Hence, p(A — (14 4)AH7 — A7) £ 1.

Thus, for any p € (1,2), A € (0,1) and any v > 0, (A — (1 +9)A™ — A7) <
0 and conditions for monotonic divergence, explosive oscillations, and damped

oscillations are then immediate from Eq.(2.22).

Comparative Statics

From the implicit function G = p(A — A+7 —\7) +1 = 0, we analyze how steady-
state A changes with respect to the parameters pu, the ratio of birth rates, and -,
the parameter that is a function of the externality, given the relative shares of K

and L to output.
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By Implicit Function Theorem, we can find the following partial derivatives

oA (A — AT —\7)

— =— 2.25
Op (L~ (L )N a0 ) 229
And for how A changes with respect to ~y, we have
A A — A7) In A
n___ | JInA) (2.26)

Oy (I—(1+ynV =y

From the possible values of the parameters u, v and steady-state A, we note
that 3_2 < 0, which implies that at a lower steady state A, i.e., that at a larger
difference between the two countries’ workforces, a higher ratio of birth rates is
needed to sustain the transfer of people as, in addition to this, with a lower steady-
state A, the proportion of the domestic population that migrates, 6, is higher. This
describes the movement of people in the very simple scenario where the pattern
of migration is from one country to another. A lower workforce ratio implies a
larger wage gap, and hence a larger proportion of migrants, and a birth rate ratio

higher than one is needed for this movement to be sustained.

For the next two equations, we note that % > 0. This implies that a higher
value for 7 or, since v = 1/(1 — a — ), the higher the value of the externality, the
steady-state workforce ratio and, consequently, the steady state wage differential
are also higher. Hence, the size of the externality plays a role in the basic result
of the homogenous model. From Eq.(2.14), when « has a higher value, for a given
workforce ratio, the wage differential is higher. Hence, when 7, the externality is
higher, the wage ratio is higher, which implies that the wage differential is smaller.
Hence, a higher externality results in a smaller proportion of migrants. This can

be attributed to the marginal product of labor being higher when the externality
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is of a larger value.

For a clearer analysis, we discuss the range of values for v and p that illustrates

this in Section 2.2.6.

Case: p € (0,1)

We now consider the scenario when the probability of migrating is less than one.
In this case, there is a certain proportion of the population that intends to migrate,
but only a given probability p will be allowed to migrate, which more closely re-
flects how immigration policies in most countries are carried out. This is another
modification of the Reichlin-Rustichini model as a limit is now imposed on the

proportion of the population that can migrate.

In this scenario, at steady state, from Eqs.(2.17) and (2.18), we have

(L —po)uA
A=~ 2.27
1+ pOu (227)
where
p(l -\
_ 2.2
p+ (1 =p\ (228)

We can then re-arrange to arrive at this function

G=1+pur—(1—ph)u=0 (2.29)

where Eq. (2.28) still applies.
From Eq.(2.29), we then find that

P0p A )1+ N = L - D (2.30)

This implies that for a positive p, A and +, it must be that u € (1,2), which is
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similar to the case where p = 1.

However, in this case, we cannot analytically find a particular range for p where

A can be restricted to be between 0 and 1. This will be discussed in Section 2.2.6.

We then find % to assess how a lower probability (i.e. p < 1) affects this
P

dynamical system. First, we have

00
— i 2.31
G pu(9+m( +A)) (2.31)
where
0 A1
0 o (2.32)

AT+ I—pr)
Next, we also find
00
Gy u(G + app)( +A) (2.33)
where
@ (=N
gop  (p+ L —pA)?

Thus, we find that, by the Implicit Function Theorem, and using Eqs. (2.31)

(2.34)

and (2.33),

om0+ FpI+N
dp  pu(@+ L(1+N)

(2.35)

We note that, from Eq. (2.34) that g—i > 0 since A > 0, p > 0 and, hence,
(1—=X") > 0 and (1 —p) > 0, which implies that the higher the possibility of
migration and the higher the possibility of earning the higher foreign wage, then

a larger proportion of the domestic population will intend to migrate. Also, from
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Eq. (2.32) % < 0, which implies that the smaller the expected workforce ratio
(or the larger the difference between the domestic wage and foreign wage), then

the higher the proportion of potential migrants.

Thus, from Eq. (2.34), since pu(0 + g—gp)(l + A) > 0, we have two possible
scenarios for how the probability of migration affects the workforce ratio A at the
steady-state depending on the sign of pu(6 + 22(1 4+ X)) as 22 < 0: (1) g—; > 0 if
P(1+A) >0 and (2)3—; < 0if 2(1+ \) < 6. We see how both these cases occur
given certain parameter values in Section 2.2.6. This implies two possible behav-
iors by which the newborn population deciding on who migrates or not responds
to changes in the steady-state workforce ratio. If, as in the first case, 6 is more
responsive to the expected workforce ratio A, i.e. the lower the expected work-
force ratio (and the larger the wage differential), then the proportion of those who
can migrate decreases relatively more. In this case, an increase in the probability
of migrating, then leads to a higher workforce ratio, implying that the number
of migrants, pf, will increase. In the second case, if § is then less responsive to
changes in the steady-state workforce ratio, then an increase in the probability
of migrating will lead to a lower workforce ratio, implying that the number of

migrants, pf, decreases.

2.2.6 Numerical Analysis

In this section, we discuss examples of the range of values for the parameters ~
and p that display the behavior of \*, the steady-state workforce ratio for two

cases: when p = 1 and when p € (0,1).

For this analysis, since p = (1 + n?)/(1 + n'"), with n? nf € (0,1), then

w € (1,2). We then limit the values of u to be p € (1,2) following Proposition 1
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for the case when p = 1 as well as for when p € (0, 1) from the discussion above.
The parameter v can be any number between (0, 00), and to simplify, we choose
v € (0,20).% With n being the number of elements in each vector of these param-

eters, we choose n = 50.°

Case: p=1

Figure B.1 illustrates how steady-state A changes with respect to p and . This
shows what was discussed earlier, with g—g < 0, and g—;‘ > 0, from Egs. (2.25)
and (2.26). Thus, steady-state A is decreasing in pu, the workforce ratio, and is
increasing in ~y, with steady-state A always having a value between (0,1). This
verifies the role of the migrant-sending country having the higher birth rate and,

also, the role of the size of the externality in lowering the workforce ratio.

Figure B.2 then illustrates how ¢'(\) changes with respect to p and «. From
Proposition 3, it is possible for there to be divergence, explosive oscillations or
damped oscillations, depending on which condition is satisfied as stated in the
proposition. From the graph, it can be observed that for values of v very close to
0, for any value of u, divergence and explosive oscillations are the more possible
cases. However, for larger values of v, the typical scenario is for steady-state A to

display damped oscillations.

This is different from the result found by Reichlin and Rustichini (1998)
wherein for a similar condition of u € (0, 1), steady-state A displayed monotonic

divergence or monotonic convergence - in the case where the migration flow may

8The values for the parameter v = n/(1 — a — 1) are determined from the the possible range
of values of o € (0.2,0.5) and the externality n € (0.1,1 — ).

9The numerical simulations are done through MATLAB. The exercise was run numerous
times to verify that the movement of the variables is not dependent on the number of elements
in the set of possible values for the parameters. Hence, we limit n = 50 for a more efficient
analysis.
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reverse. Hence, in this case, having migration as an endogenous choice leads to

different local stability properties of the steady-state workforce ratio.

In later exercises, we specify the values of the parameters to be p = 1.011,
a=0.3,7=0.2and v = 04. We specify u based on the average birth rates of
Mexico and the United States from the years 1960 to 2009'°. Using these values,
we find the steady-state value of the workforce ratio, A, to be close to 1, and the
stability property is monotonic divergence which reiterates the Reichlin-Rustichini
(1998) result. Using Eq. (2.19), Figure B.6 shows the relationship between \; and
Ai—1, which exhibits monotonic divergence away from the steady-state given the

parameters chosen.

Case: p € (0,1)

We then allow the probability of migrating to be less than one to observe in what
range of probabilities permanent migration can still be expected to occur from
country D to country F. We use the same parameter specifications as those used

when p = 1.

Figure B.3 shows us how A\* changes with respect to p and v when p = 0.80.

The behavior of A* with respect to v and u when p < 1 is similar to the case when

p=1.

However, upon checking for the robustness of this exercise for the values cho-
sen for the parameters v and g, this similarity in behavior of steady-state A for
the same specified range of values of v and p only occurs for higher probabilities,
specifically when p > 0.60. This implies that we can expect a similar behavior
towards permanent migration from country D to country F only if the probability

of migration is high enough, at least for the range of values specified for v and

10Source: World Development Indicators (2010)
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1. We can infer that for lower probability values, after some time periods, the
incentive to apply for migration is not high enough as there is a lower chance of
being accepted as a migrant and, hence, a relatively greater part of the popula-
tion will choose not to apply for migration and so the one-direction flow cannot

be sustained.!!

The Role of Probabilities in the Workforce Ratio

We also look at the workforce ratio at steady state, A\, and how it depends on the
probability of migration, p. For this numerical analysis, similar to the previous ex-
ercise, we set u = 1.011, o« = 0.3, n = 0.2, which leads toay =n/(1—a—n) = 0.4.
We use the average birth rates of Mexico and the United States over 60 years and
the ratio is 1.011.'2 This ratio of birth rates is also similar to that of Philippines-
U.S., and Bangladesh-India, which are also established migration corridors. Al-
though other cases of persistent migration exist where the ratio of birth rates may
be less than one, we focus on the case where the migrant-sending country has a
higher birth rate than the migrant-receiving country due to the result from Propo-
sition 1, where p > 1, and the discussion on 1 when the probability of migration

is less than one. 13

Figure B.5 shows us that steady-state A is increasing in p, which implies
that for this set of parameters, g—; > 0, from the discussion involving Equations
(2.31),(2.33) and (2.35). This implies that when the probability of migrating ap-
proaches 1, A\ also approaches 1, or the workforce level in country D is close to

the workforce level in country F. As the probability of migration increases, for

1n the following exercises, when we focus on specific values for v and p, rather than consid-
ering a range of values, we will find that p > 0 will work for the model of homogenous labor.

1280urce: World Development Indicators, 2010

13Due to the very small differences in p for other migration corridors in the numerical exercise,
we decide to focus on the Mexico-U.S. migration flow. Also, it is the migration flow studied the
most in the migration literature and may be of more interest. In addition, results may be easily
compared.
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Table 2.1: Robustness Checks for Homogenous Labor Model

Original a=0.3,1n=025 v=0.625 p=1011
Parameters

Check 1a a =03, ::01_'2051747 = 0.625
Check 1b a =03, #:01.'2050787 =0.625
Check 2a N =02, ~ i ():4012% pw=1.011
Check 2b n=02,~ i 0:3[;52 u=1.011
Check 3a a=03~ 15252?),7 u=1.011
Check 3b 0 =03~ ﬁg&éﬁ 4= 1.011

the workforce ratio to be at steady-state, there will be fewer individuals applying
for migration. Even if the probability of migrating is quite high, relatively fewer

move from country D to country F' leading A to be closer to 1.

Robustness Checks

We conduct robustness checks on the results by slightly changing u, o and 7 and,
thus, v and compare the steady-state A for different probabilities. We increase
and decrease each of the parameters by 0.2, p is changed by .003 since we want
to keep it above 1, due the the result of Proposition 2, and run the same analysis.
The different sets of parameters are listed in Table 2.1 and describe the results

below as well as in Figures B.7, B.8 and B.9 in the Appendix.

For robustness checks la and 1b, we vary the value of p by 40.003 and by
-0.003. Hence, v is unchanged. It can be noted that the resulting steady-state A is
higher when p is lower and is lower when g is higher for every probability p. Since
a lower 1 indicates a relatively lower birth rate for country D, this implies that

a lower birth rate leads to a lower proportion applying for migrants and, thus, a
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relatively higher remaining workforce.

For robustness checks 2a and 2b, we vary the value of a by +0.02 and by -0.02.
This leads to a different value of v, even if 7 is unchanged. The differences in the
resulting steady-state A is smaller than when p was varied. A higher « leads to

a higher v, and a higher ~y leads to a higher steady-state A, as shown in Figure B.8.

For robustness checks 3a and 3b, we vary the value of n by +0.02 and by -0.02.
This also changes the value of v, even if a remains the same. A higher 7, leads to
a higher v, which also leads to a higher steady-state A for every probability p in
Figure B.9.
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2.3 Movement and Changes in Wages with Ho-
mogenous Labor

In this section, we assess how wages change given a model of persistent migration.
The exercise is quite simple as the wage ratio is simply dependent on the workforce
ratio from Eq.(2.14). We start by first looking at the growth rates of both the
workforce of country D and of country F' and, as a result of that, the growth
rates of the wages w? and w!". We then run numerical simulations on the steady-
state wage ratio, as an extension of the basic numerical analysis conducted in the

previous section.

2.3.1 Analysis and Results

Since N, = (1 — pOi1)(1 + nP)NP, the growth rate of domestic workforce,
denoted by gyp, is calculated below.
NR, - NP

t

As for the foreign workforce, since N, = (1 + nf' )N} + pby NJ |, then the

growth rate of the foreign workforce can be calculated as shown below.

NF o NF ND
gnF = % —nF +pet+1]\;—:; (2.37)

In Eqgs.(2.36) and (2.37), it can be noted that the growth rate of the workforce
in country D is dependent only on its birth rate and the proportion of emigrants,
whereas the growth rate of the workforce in country F' is not only dependent on
its own birth rate but also country D’s birth rate due to the term NZ2,. It is also
a function of the proportion of immigrants. This is a result of persistent migration
that is one-directional, due to the assumption on wages. We present some basic

results below to better understand the analysis on wages.
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Lemma 2. For all time periods t, gyo > 0 and there are three possible cases for
gyo: (1) gyo > 0 if nP > % (2) gyo = 0 if nP = % and (3) gyo < 0 if

D PO
n- < T—pf; -

Proof. We can express Eq.(2.36) as gyo = n? — pfn? — pf;. Hence, we can see if
gnp is greater than, equal to or less than zero by the relation of n” to pé; /(1 — pb;)

as gyo > 0 if n?(1 — ph) > po. O

The above result on gyp implies that the labor force of country D at time
period t may be larger than its labor force in the previous period if the popula-
tion growth rate is larger than the ratio of emigrants to the remaining workforce.
Thus, if the population growth rate is large enough to make up for the emigrants
leaving country D, then it will have a larger workforce in the current time period

compared to the previous time period.

Lemma 3. For all time periods t, gyr > 0.

Proof. From Eq. (2.37), since n* > 0 and pb;

D
Nt
F
t—1

~F— = pi — (1—p0)(1+nP)X\; >0,

then gyr > 0. O]

This implies that due to the persistent flow of migrants from country D into
country F', the workforce of country F' constantly grows positively. Therefore, the
change in the ratio of the levels of the workforce of country D to country F' is
dependent on the growth rate of country D’s workforce as they may have three
different scenarios. Another result below is an observation regarding the ratio of

birth rates.

Lemma 4. If p = (m)(]ﬁ—i) for some time period t, then \y = A\_;.
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NP N2,
NF T NE

Proof. For \; = = A\;_1, it must be that, based on Lemma 3, gyp =

gnFsg for time ¢. This results into the following equation.

(1 —p0)(1+n") =1 =n" = pb(1 —pb)(1 +n")\ (2.38)
From Eq.(2.38), we can simplify this to calculate for p = im? and find that
N{
p= (m)(N_tD)‘ o

The above result simply states that a specific value of © may lead to a zero
change in the workforce ratio and, hence, no change in the wage differential. This
implies that if the ratio of birth rates is equal to the proportion of migrants that
leave country D to go to country F' as well as the newborn of country F', then the
newborn of period ¢ simply covers the loss of workforce in period ¢ — 1 and the

addition of newborn in country F.

As for the wage rates, the domestic wage rate is given as w” = (1—a)(NP)~*(KP ).
We then calculate for the domestic wage growth rate as g,,0 = —agyo+(a+n)ggo

where gip is the growth rate of capital in country D.

The foreign wage rate is given as w” = (1 — a)(N)~(KF)**". The growth
rate of the wage of country F' is then g,r = —agyr + (o + n)grp where ggr
is the growth rate of capital in country F. Substituting the workforce growth
rates of both countries D and F' int the wage growth rates, we have the following

equations.

gur = —al(l=po)(1+n") = 1]+ (o +1)lgxr] (2.39)

gor = —an” +pf,(1 —pb) (1 +n")X_1] + (+n)[gpp]  (2.40)

Recall that for this model, we assume perfect capital mobility for all time peri-
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ods. Hence, 7 = rF Vt. Since for each country i, we have ¢ = a(N})7(k?)@+n—1 —

J, the interest growth rate is g,0 = (1 — a)[gnp]| + (« + 1 — 1)[gp]. Because of
perfect capital mobility, then for all time periods ¢, g,p = g¢,r, which gives us

another result.

It may then be noted that the difference in the changes between the workforces
of countries D and F, (gyr — gyp), is simply a function of the difference in the
changes between the countries’ capital stocks, (gxp — gir) at each time period ¢.
This is due to the assumption on perfect capital mobility. Since g,p = g,r, we can

equate both and re-arrange to find (gnr — gyo) = (%22)(gxp — gir ).

l—«

From Lemmas 2 and 3 on the growth rate of the workforces, we can then make

observations regarding the growth rates of wages.

Proposition 4. Let gk > 0 Vt, then there are three possible cases for g, :

Q‘—i—

(1)gwr >0 if (%) [gxr] > gnr,
(Q)QwF =0 if(a L

(3)guwr < 0 if (1) [grr] < gnr.

+

)[QKF] = gnF,and

Tz

Proof. From Lemma 3, gk > 0 Vt. The size of the growth rate of the foreign wage

is is immediate from Eq.(2.39). O

For the growth rate of the wage of country D, there are many more possibilities

since the growth rate of the domestic workforce has three possible cases.

Proposition 5. If g > 0, then (1)g,o > 0 if (22)[gxp] > gno, (2)gwp = 0 if

[0}

(“TNgrr] = gno, (3)gur <0 if (“71)gxr] < gno.

If g8 =0, then (1)g,o > 0 if (“F2)[ggn] > 0, (2)g,0 = 0 if (“I2)[ggn] =0,



40

(3)guwr < 0 if (“X1)[ggp] < 0.

If gk <0, then (1)g,o > 0 if (E0)[ggn] > —gno, (2)gup = 0 if (1) [gxn] =

—gno, (8)gur < 0 if (1) [grn] < —gno.

Proof. This is immediate from Eq.(2.40). O

2.3.2 Numerical Analysis

From Eq. 2.14, it can be noted that the steady-state wage ratio is an increasing
function of A\, hence, we can calculate the wage ratio for every probability p of
migrating given certain values of p and . Figure B.10 in Appendix C shows us
the wage ratios given ¢ = 1.011 and v = 0.4, the same parameters used in Section

2.2.6.

It can be noted that the higher the probability of migration (or the higher the

immigration quota), the higher the steady-state workforce ratio, A, and, thus, the

wP

higher or the closer to 1 the wage ratio, %% at steady-state. At very high levels of
allowed immigration, at steady-state, there is then a lower proportion of migrants
due to the wage differential being closer to zero. Hence, for the migrant-sending
country, a higher probability of migrating allows it to have a wage that is closer
to the foreign wage, while the migrant-receiving still receives a relatively higher

wage.
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2.4 The Possibility of Deferred Assimilation

In this section, we introduce the possibility of immigrants experiencing assimila-
tion into the local culture one generation later as their adoption of the birth rate
of the foreign country occurs one period later. In the current model, assimilation
is assumed to be immediate. We, thus, consider the idea that assimilation may be

deferred by one time period and assess the results.

The ease at which immigrants integrate themselves into the foreign country’s
cultures, norms and practices may sometimes be a very sensitive but also ex-
tremely difficult issue, especially for the migrant-receiving country. The presence
of immigrants normally brings about questions of job security, impact on natives’
wages and employment opportunities. It is, however, the addition of the possi-
bility of immigrants being unable to assimilate into the culture that can bring
immigration issues to the fore and be a cause for debate in political agendas. The
difficulties that exist in dealing with differences between immigrant groups and

natives, however, are not very well understood from an economic perspective.

Few of the earlier works on immigrant assimilation deal more with how long
it takes for newly-arrived immigrants to earn as much as those who had arrived
years before and also as compared to the native workers (Chiswick, 1978; Borjas,
1985). These studies are, therefore, more concerned with assimilation in the labor
market. In terms of other means of immigrant assimilation and the economic im-
pact of the different processes of assimilation taken by immigrant groups, there is

really an absence of thorough studies done.

In this chapter, we focus on the birth rate or the fertility of immigrants. Re-
search in this area has focused primarily on demography and less on the economic

impact; however, there are some interesting insights which might be useful to ex-
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plore in the study of persistent migration. There exist studies which have looked
at how fertility and migration are related, basically finding that immigrants that
have settled in areas with lower fertility rates tend to adopt those fertility rates
even if they have emigrated from areas that have higher fertility rates (Ahlburg
and Jensen, 2004). While studies in the demographic literature have attributed
this change in behavior to being distinct from spouses, or to a basic disruption
of their normal lives, some have also associated this change in fertility rates to
changes in the economic environment, i.e. prices and wages. Immigrants have
been found to simply adapt due to the receipt of higher wages and a higher family
income leading to a choice of changing their lifestyles to mirror the lifestyles of

the natives that they interact with (Rosenzweig and Schultz, 1985).

Therefore, in this section, we introduce this idea of deferred assimilation into
the baseline model. In the earlier model, we assume that assimilation, i.e. adapt-
ing to the migrant-receiving country’s birth rate, is immediate, i.e. it occurs for the
first-generation migrants. First-generation migrants immediately have the same
birth rate as the natives as soon as they are able to migrate. However, we would
like to explore the effect of having the immigrants delay their assimilation into
the native culture by maintaining their birth rate for one generation. Hence, the
immigrants maintain the birth rate of their home country but their children, the
second-generation migrants adopt the birth rate of the destination country and,

hence, assimilation is deferred by one time period.

14This study has looked at rural-urban migration; however, the basic premise is the same in
that migration caused by an expectation to receive higher wages affects fertility rates to be lower
or there is a need to adapt to the fertility rates of the area they are migrating to.
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2.4.1 Model of Homogenous Labor with Deferred Assimi-

lation

We reflect this deferred assimilation through the birth rate, with the migrants still
maintaining their birth rate n” until they die and with their children adopting
the foreign birth rate n’" as soon as they are born. Hence, adoption of the foreign
population growth is delayed by one generation as opposed to immediate assimi-
lation that was assumed earlier and occurs at time period (¢ + 1) for immigrants

of time period t.

In the model presented, the foreign workforce was composed of the native
workers and the migrants and was expressed as NI = NF + 6,NP. The new-
born population is then simply the birth rate multiplied by the previous period’s
workforce, NF' = (14 nf)N}" | implying that the entire workforce of the previous

period, including both the natives and the migrants, had the same birth rate.

Under this model, we now assume that the adoption of the foreign birth rate

is delayed by one generation. Hence, the newborn is expressed as

N = (14 n")NE + (1 +nP)0 NP, (2.41)

The equation is made up of two terms explaining that the newborn at time
period ¢ includes the children of the natives, N/', born with the foreign birth rate,

and the children of the migrants, §; 1 NP, born with the domestic birth rate.

2.4.2 Workforce Evolution with Assimilation

The primary equation affected by this assumption is the workforce ratio, \;. With

deferred assimilation, the workforce ratio is now expressed as
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L (1—6,)(1 +nP)NP,
Y (4 nF)NE 4 (14 nP)0, NP+ 6,(1 + nP)NP

(2.42)

This can then be simplified to

_ (1 - Qt),u)\t—l
My + ey + O iy

(2.43)

t

N F
where n;, = x}‘l is the proportion of natives in the workforce of the previous
t—1
D
period and m; = Nzt is the proportion of migrants in the workforce of the

F
Nt—l

previous period. And, also, where 6; = (1 — \]). Here, we simplify the analysis

by assuming that p = 1.

2.4.3 Analysis and Results

We then analyze this model of deferred assimilation under steady state. At steady

state, the workforce ratio is

(1 —6)pA
= 2.44
A w~+ OuA (2:44)

where w = n + pum and § = 1 — \7. The analysis here is somewhat similar to the
analysis of the case when p = 1 under homogenous labor. We can first observe the
main parameter that needs to change for this homogenous model with deferred

assimilation to hold, as discussed below.

Proposition 6. Let A € (0,1), v > 0 and p, € (1,2) where p, is the ratio of birth

rates under a model of deferred assimilation, then pg, > .

Proof. Given the steady state Eq. (2.44), we may derive the following equation

pa A H AT =\ = —w (2.45)

Since A € (0,1) and v > 0, it must be that (\Y + AT — \7) € (—1,0). We

note that since n is the proportion of natives in the workforce of country F' and
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m is the proportion of migrants in the workforce of country F', then it must be

that n +m = 1. Since p € (1,2), then w =n+ pm > 1.

For (A7 + A — \7) € (—1,0), it must be that u, > w, and since w > 1, we

have p, > p. [

At this point, it must be noted that Proposition 3 applies in this model as well

since we can find the following equation.

B P — AT — A7)
w+ (A = (L =) A —4A7)

g\ = (2.46)

This is similar to Eq.(2.24) and implies that the system of equations have the
same local stability properties, except that for the same A and v, we note that pu,

is higher but still within the range (0, 1).

We can also observe what happens to the steady-state workforce ratio in the

case of deferred assimilation.

Proposition 7. Let v, =7, pta = i, then for w > 1, Ay < \.

Proof. From Equation (2.24) and from Proposition 3, we observed that p, > u if

steady-state A is to hold from the baseline model.

Hence, for w very close to 1, then for the same + and a larger u, then it must

be that (A — A7 — A), < (A — ALF7 4+ ).

Since we have (A — A7 — X\) € (=1,0) for A € (0,1) and v > 0, then the term
(A — A7 — X) must be closer to zero, in which case, it has to be that for the same

Yy Aa < A
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This implies that when there is deferred assimilation, we can expect a lower
steady-state A, implying that in the long run, deferred assimilation by the immi-
grants leads to a lower workforce ratio, i.e. country D has a much lower workforce
than country F' implying that the migrant-receiving country ends up with an even

larger workforce relative to that of the migrant-sending country.

2.4.4 Wages

The above analysis implies that when the migrants from country D choose to
delay assimilating into country F’s culture, or adopt the foreign birth rate one

D

generation later, then at steady state, the domestic wage, w” is much lower than

F_ Hence, those who choose to stay in their home country’s

the foreign wage w
workforce end up with much relatively lower wages while both the immigrants and

natives end up with relatively higher wages.

For the migrant-receiving country, the effect is positive since its wages will
be relatively higher. This is a different result from what may be expected with
recent migration issues regarding assimilation. Assimilation issues are generally
perceived to be negative for the migrant-receiving country; however, what this
exercise essentially implies is that if country D’s wages are to hold, then it is both
the natives of country D and the migrants themselves that must adjust, i.e. they
should have a higher birth rate than in the case when assimilation occurs imme-
diately. Without any adjustment in their practices or if the birth rate of country
D holds, then this implies that those who stay in country D will have to bear the
consequences of the deferred assimilation, while the natives of country F', as well
as the migrants and the migrants’ offspring enjoy relatively higher wages. Thus,
contrary to what migrant-receiving countries may feel, any difficulties associated
with assimilating into the local culture allows them to face relatively higher wages

at the steady state.
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This simple result highlights that the assimilation of migrants into the migrant-
receiving country is a burden held by country D and, more importantly, by its

natives, and is not at all a burden held by country F'.

2.4.5 Implications of Deferred Assimilation

This simple exercise of allowing for deferred assimilation in the model of homoge-
nous labor shows that, first, the gap in the size of the labor force between the
two countries is larger with deferred assimilation and, second, the wage gap is also
larger. What this implies is that the burden of the deferred assimilation falls on
the migrant-sending country and the proportion of the population that does not
choose to migrate. As for the migrant-receiving country, the result is favorable in
that their wages become relatively higher with deferred assimilation. This result
is different from what issues of assimilation may be expected to show, but this
highlights that the true burden of assimilation falls on the shoulders of the im-

migrants and those that were not able to migrate and stayed in their home country.
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2.5 Conclusions

Under the model of homogenous labor, the main conclusion is that for any two
countries, if one country has higher wages than the other, then there will be a
proportion of the population in the migrant-sending country that will migrate to
the country with higher wages. Migration will display persistence as long as the
birth rate is higher in the migration-sending country. The role of scale effects in
the model with only type of labor is quite strong. The movement of people from
one country to another leads to the increase in the workforce and in the wage
gap. This is similar to the Reichlin-Rustichini (1998) model and, hence, rendering
persistent migration with one type of labor unfavorable for the migrant-sending
country as their wages will be relatively lower in the long run. The additional
analytical result in this study is the different dynamics of the workforce ratio and,

hence, the wage ratio, due to the endogeneity of the migration choice.

Another important result we have in addition to the results of Reichlin and
Rustichini (1998) is regarding the probability of migration. Given the wage dif-
ferential between the two countries, a higher level of a probability of migration
is better for the migrant-sending country. At steady-state, a higher probability
of migration implies that a lower proportion of newborn will consider migrating
as given a higher probability, the resulting workforce ratio is smaller, leading the
wage gap to be lower. This implies that the wage level in the migrant-sending
country will be relatively higher. For the migrant-receiving country, however, al-
lowing free migration will result in lower wages as compared to the case where
they limit migration. For a migration flow that is primarily of one type of labor,
it is then more favorable, in terms of wages, for the migrant-receiving country to

limit migration.

The analysis on wages due to endogenous choices in the model of Reichlin and
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Rustichini (1998) then adds another dimension to the overall analysis. When we
consider the probabilities of migration, if persistent migration is to occur then,
at steady-state, in terms of relative wages, it is more favorable for the migrant-
receiving country to limit migration while it is more favorable for the migrant-
sending country to prefer unlimited migration. While this is quite an obvious
result, that this is based on a dynamic model of general equilibrium and where

the migration choice is endogenous makes it a more interesting result.

When we then relax the assumption of immediate assimilation, we find that
the migrant-receiving country is better off when assimilation is deferred as they
face higher wages. When the adoption of the local birth rate occurs for second-
generation immigrants, then those that were not able to migrate face lower wages
and, thus, deferred assimilation becomes more a burden for the migrant-sending

country than for the migrant-receiving country.

However, all of the analysis are of course not without their limitations since
we are currently only looking at one type of labor. In the following chapter, we
then introduce two types of labor in the model as well as additional choice of skill

acquisition for an extended analysis on workforce ratios and wage ratios.



Chapter 3

Persistent Migration and Wages:

Heterogenous Labor
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3.1 Introduction

While the previous chapter showed how persistent migration may be beneficial to
one country and not so beneficial to the other, current migration flows are char-
acterized by different skill levels in immigrants. Countries that are predominantly
a source of migrants are concerned with issues such as the loss of skilled workers
while those that are primarily a destination for migrants are concerned with how
the existence of low-skilled workers affects labor market outcomes. In this chapter,
we address this aspect of migration by identifying two types of labor: skilled and
unskilled.

It has been reported that 35 percent of all migrants from developing coun-
tries found in developed countries have a university degree, 30 percent grad-
uated from high school, and around 35 percent left school before finish high
school.(International Organization for Migration, 2008) It then becomes impor-
tant for migration of different types of labor to be analyzed as the migration of
skilled labor may have different characteristics to the migration of unskilled labor,
and that allowing both to occur may lead to more interesting results for persistent

migration.

Most migrant-receiving countries today have several programmes for the intake
of workers of different skill levels and they also differ in their approach. Coun-
tries such as Australia, Canada and the U.K. base their immigration decisions on
certain migrant characteristics including skills and qualifications, where as some
countries such as the U.S. and Canada base their decisions on available job offers.
This implies that successful migration can only occur with a given probability de-
pending on the skill level or qualifications of the migrants. Potential migrants who
are looking to work in the medical field may have a higher chance of migrating

to Canada or Australia, while those who are looking to work in construction have
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been welcomed more in the Middle East. This is something which we hope to

address in this paper.

Differences in skill level obtained by the immigrant community is one of the
characteristics of international migration. Thus, another dimension of persistent
migration that we would like to include in this study is the flow of skilled and
less-skilled workers into destination countries. A study by the Organisation for
Economic Co-operation and Development (OECD) in 2008 reports that in the
OECD area, the immigrant population holds a high share of both tertiary-educated
individuals and those that have low educational attainment of all foreign-born in-
dividuals, as compared to the native born. Figure C.1 shows the different levels

of education attained by the immigrants from the main countries of origin for the

U.S.!

This illustrates that defining skill levels across migrants is interesting to an-
alyze and to include in the model. From the perspective of the migrant-sending
country, the emigration of skilled workers is an issue which in the development
literature has been assessed to see if it is detrimental or not to the economy, nor-
mally referred to as “brain drain.”. Brain drain, according to Kwok and Leland
(1982), “is an expression of British origin commonly used to describe one of the
most sensitive areas in the transfer of technology. It refers to skilled profession-
als who leave their native lands in order to seek more promising opportunities
elswhere.” In the development literature, the focus has been on skilled workers
or highly-educated individuals leaving developing countries for developed coun-
tries (Lien and Wang, 2005; Beine, et.al. 2008). Bhagwati and Hamada (1974)
assess that brain drain may have negative effects welfare while Haque and Kim
(1995) show that it may decrease the growth of income per capita of the migrant-

sending country in the long run. Some studies also show how the emigration of

!The report by the OECD (2008) contains similar data on all OECD countries.
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skilled workers can be beneficial for the migrant-sending country such as those of
Miyagiwa (1991), Mountford (1997), Vidal (1998), Beine, et. al.(2001) and Fan
and Stark (2007) either through growth or some measure of the level of educated
workers left behind in the migrant-sending country. Although Beine, et.al. (2001)
argue this may be more of a “theoretical curiosity” given that the education deci-
sion is dependent upon the migration possibility. In this study, while we neither
assess the effect of migration on growth nor welfare, we are able to asses the level
of skilled workforce in the migrant-sending country relative to the level of unskilled
workers since we are able to study the ratios of the different workforces in the both

countries.

Another issue we consider is the existence of “overqualified” immigrants in
migrant-receiving countries. This issue may still be studied further in the migra-
tion literature as accounts of immigrants adopting employment of a lower skill
qualification do exist. Anecdotes of domestic helpers having acquired degrees in
their home countries, for example, exist in Canada and Singapore (Momsen, 2007).
Gonzalez (1997) reported that in the year 1997, 17 percent of domestic helpers
from the Philippines that were located in Singapore held a university degree and
around 45 percent spent at least some years in university even if they were not
able to complete their degree. Similar occurrences can be found in the Mexico-
U.S. migration flow where “trained teachers and nurses” accept employment as
maids due to the higher wages (Momsen, 2007). According to the Organisation
for Economic Co-operation and Development, around the year 2000, 25 percent,
17 percent and 19 percent of the foreign-born populations in Canada, U.S., and
Australia were holding a job for which they were overqualified.> Hence, this issue
cannot be ignored and we include this scenario in our analysis by allowing mi-

grants who acquired education in their home countries to accept less-skilled jobs

2In the report, it is explained that they distinguish jobs as low, intermediate or high, in terms
of the level of qualification and “overqualified” is defined as having a job that is one level lower
to the potential level.
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in the host country.

In this chapter, where we discuss the model of heterogenous labor and the
effect of persistent migration on wages, three additional assumptions are made.
First, all newborn at each time period ¢ are born unskilled for both countries. This
is different from Reichlin and Rustichini (1998) as they assume that there is an
intergenerational transfer of skill. Hence, we add another decision to be made at
the beginning of the time period, and that is before an individual decides to apply
for migration, they first decide whether they are going to acquire skill or not. This
is the key addition to the model. The next two additional assumptions are made
to simplify the model. One is that only individuals that are skilled can migrate.
This implies that even if unskilled labor wish to migrate to gain an unskilled job
in the migrant-receiving country, they would need to acquire skill first. Hence,
at the beginning of each time period, all newborn for both countries decide on
whether they would like to acquire skill or not and if they have opted to become
skilled workers, they then make a decision on whether to apply for migration or
not. And, the other is that all those who apply for migration face the possibility

of migrating as an unskilled worker, even if they get a higher wage.

We find that, in terms of the composition of labor, i.e. the skilled to unskilled
labor ratio, both the migrant-sending and the migrant-receiving countries benefit
from a higher probability of migration, either as a skilled migrant or as an un-
skilled migrant. This holds true even if migrants were allowed to migrate only
as skilled workers. For the migrant-receiving country, an expected result is that
their workforce composition is better the more immigrants acquire jobs as skilled

workers.

In terms of wages, we find that the unskilled to skilled wage gap is lower in

the migrant-sending country the higher the probability of migrating, whether as a



55

skilled worker or an unskilled worker. For the migrant-receiving country, however,
a higher probability of skilled migration while limiting unskilled worker migration
makes their unskilled to skilled wage ratio improve. It is also interesting to note
that if the migrant-receiving country were to accept more migrants as unskilled
workers, then both countries experience wider wage gaps between their unskilled
and skilled workers, than if they accepted more skilled workers. And, a higher
probability of skilled worker migration is very beneficial to the migrant-sending
country as both their skilled and unskilled wages are closer to those of the migrant-

receiving country.

We introduce the model in Section 3.2, following a similar process of analysis as
to Chapter 2, including the role that the probabilities play in migration in Section
3.2.7. We then analyze the results for wage ratios in Section 3.3 and discuss our

conclusions in Section 3.4.
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3.2 Model with Heterogenous Labor

The model description and analysis that follows is only for the case where only
those who have acquired skilled can migrate. It may be argued that all migrants
have some form of education, regardless of the type of job they acquire upon
migrating and they have more chances of being allowed migrant status. We also
make an assumption on wages to restrict the flow of migration from one country to
another, which will be discussed in Section 3.2.2. To simplify notation, we follow
from the previous case of homogenous labor and label the sending country as 'D’,

the domestic country and the receiving country as 'F”, the foreign country.

3.2.1 Technology with Two Types of Labor

Firms in each country face a similar technology to that of the case of homogenous
labor, but in this case, we let N be unskilled labor, and L be skilled labor for both

countries j = D, F..

Y = AKD)N(L) (NP (3.1)

where A = K". Again, due to perfect competition, the returns to capital and

wages for skilled and unskilled workers are

= KD (N - (3.3
wl = B () N (3.4)

o = (L—a—B)E])(x])*(N])™® (3:5)
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where ) = L] /th , w! is the skilled labor wage and v/ is the unskilled labor

wage.

3.2.2 Assumption on Wages

There are two patterns of migration which can be assessed. First, we consider the
flow of migration from country D to country F' where immigrants become skilled
workers - Pattern 1. Second, we consider the possibility where migrants from
country D can become either a skilled worker or an unskilled worker in country

F' - Pattern 2.

Pattern 1

For this pattern of migration, we make the following assumption on wages. For
both countries D and F', it must be that w{ > Uf where i, = D, F', would then
hold as otherwise, there would be those who have acquired skill and would still
want to get hired for the unskilled job, as noted in Reichlin and Rustichini (1998).
Thus, all newborn individuals are unskilled and make a decision on whether to

acquire skill or not and this applies to both countries.

Our assumption on skilled wages and unskilled wages for both countries in

Pattern 1 is as follows: w! > wpP > v > vP.

This automatically restricts the flow of migration from country D to country
F and that only those with skill from country D can apply for migration (i.e., un-
skilled workers from country D face a probability of migration of zero.) This rests

on the assumption that only those who have acquired skill can apply for migration.

In this pattern, there are two possibilities for the educated individuals in coun-
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try D, apply for migration or stay and work at home.

Pattern 2

As in Pattern 1, we first assume that w/ > v/. The difference is in v¥ and w?.
Our assumption on skilled wages and unskilled wages in this pattern is as follows:
wl > ol > wP > 0P

Hence, for this pattern, those who apply for migration from country D now
face three possibilities. They may be accepted as a skilled migrant in country F,
an unskilled migrant in country F' or neither, and in which case the applicant will

work as a skilled worker in country D.

In the following two sections, we then discuss the household behavior for both
countries D and F where we have Pattern 1: w/ > wP > vf" > vP, and Pattern

2: wf > vf >wP >vP Vit

3.2.3 Household Behavior

The OLG structure for the model with heterogenous labor is found below.

Figure 3.1: OLG Structure with Heterogenous Labor

@ @
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school or foreign consumes
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Pattern 1

Household Behavior in Country D

All newborn individuals a are endowed with ¢”® (the cost of migration) and
uP? (the cost of skill acquisition) and each is uniformly distributed on space[0,1].
The costs ¢ and u are independent of each other. Each individual is then faced
with a decision of whether to acquire skill or not, and if skill is acquired, then

whether to apply for migration or not.

We focus on the case where [pw} +(1—p)wP](1—c”)(1-uP) > wP (1-uP) > vP

where p is the exogenous probability of becoming a skilled migrant.

There are then three available options for the unskilled newborn in country D:
1. Stay unskilled when w?(1 — u?) < vP

2. Acquire skill but not apply for migration when wp(1—u”) > vP and [pw] +

(1 =p)wP)(1 = )1 —uP) <wP (1 —u?)

3. Acquire skill and apply for migration when wP(1 — u”) > v and [pw!” +

(1 =p)w/)(1 =) (1 —uP) > wf(1l—uP)

Therefore, the domestic newborn population changes by o” which is dependent
on the critical level of cost of skill acquisition uP* and by ; which is dependent on
the critical level of cost of applying for migration ¢P*, as in the case of homogenous

labor, which gives us the following expressions.

ol = maz{uP* 0} (3.6)

0, = max{c*, 0} (3.7)
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u?* = 1—ovP/wP (3.9)
F_..D

pwf + (1 = p)wp

The variable o is then the proportion of the newborn population that chooses
to acquire skill. Since it is assumed that v” < wP| it must be that o? € (0,1).
As in the model of homogenous labor, 6, describes that proportion of the newborn

that fulfill the skill requirement and can migrate.

The workforce of country D at time period ¢ is then made up of skilled labor
and unskilled labor. Skilled labor is composed of those who have acquired skill
and decided not to migrate as well as those who have acquired skill, have applied
for migration but were not accepted. And unskilled labor is simply the proportion

of the population that have chosen to remain unskilled, as expressed below.

LP = [oP(1— pb)NP (3.11)

NP = (1-oP)NP (3.12)

Household Behavior in Country F

Similar to country D, all newborn individuals a are endowed with ¢f* and ufe
and each is uniformly distributed on space [0,1]. For country F', however, due to
our assumption on wages, there are only two available options for the newborn

unskilled individuals as no one will want to migrate, which are:

1. Stay unskilled when w!' (1 — u!) < v}
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2. Acquire skill when w! (1 — uf") > of’

A proportion of the foreign newborn population that acquires skill is then

ol = maz{ul™,0} (3.13)

where

ul* =1 —vf jwl (3.14)

The workforce of country F' at time period ¢ is then composed of skilled labor
and unskilled labor, including those who have migrated from country D. Skilled
labor for country F' is composed of those who have acquired skill and those who
were allowed to migrate from country D. Unskilled labor is then composed of

those who did not acquire skill, as expressed in the equations below.

Lf = of NI +pboP NP (3.15)

NF = (1-of )N} (3.16)

Pattern 2

Household Behavior in Country D

The process in this pattern is exactly the same as that of Pattern 1, but with
the inclusion of a probability of migrating as unskilled, q.

We focus on the case where [pw! + qvf" + (1 — p — QJwP]|(1 — ”)(1 — uP) >
wP (1 —uP) > vP where p is the exogenous probability of becoming a skilled mi-

grant and ¢ is the exogenous probability of becoming an unskilled migrant.

As above, there are three available options for the unskilled newborn in country

D:
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1. Stay unskilled when wP(1 — u?) < vP

2. Acquire skill but not apply for migration when w? (1 —u”) > vP and [pw} +

g + (1 =p—quw](1—c)(1—u?) <wf(l—uP)

3. Acquire skill and apply for migration when wP(1 — u”) > v and [pw!” +

qvf + (1 =p—quw](1 = c”)(1 = u?) = wP (1 - u?)

The newborn population of country D changes by o” and by 6; as in Pattern

1, which gives us the following expressions.

ol = maz{uP*,0} (3.17)
0, = max{c’*, 0} (3.18)
(3.19)
where
uP* = 1—oP/wP (3.20)
b _ p(wf —wP)+g(of — wf)

3.91
[pwf + qvf + (1 — p — q)wP] (3.21)

D is similar to the previous case, but 6, is now dependent not

In this case, o
only on the level of skilled wages but also on the foreign unskilled wage since those

that acquire skill can also acquire an unskilled job upon migrating.

The workforce of country D at time period ¢ is then made up of skilled labor
and unskilled labor, as expressed in Eqgs. (3.15) and (3.16). Note that the skilled
labor of country D is different from Pattern 1 as there is the possibility of leaving
the domestic country as a skilled worker and migrating to work as an unskilled

worker in the foreign country.
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LY = [0 (1 = pb, — ¢6,)IN] (3.22)

NP = (1 - oP)NP (3.23)

Household Behavior in Country F

For country F', there are only two available options for the newborn unskilled

individuals as no one will want to migrate, which are:

1. Stay unskilled when w/ (1 — u!") < vf
2. Acquire skill when w! (1 — u") > o’

The foreign newborn population then changes by

ol = max{ul™, 0} (3.24)

where

ul* =1 —vf jwl (3.25)

Skilled and unskilled labor for country F' are expressed below, noting that
the addition of the probability of migrating as an unskilled worker changes the

equation for country F’s unskilled labor.

Ly = oy N/ +pbo N/ (3.26)

NS = (1=0)N{ + b0 NF (3.27)

3.2.4 Equilibrium

Definition 2. A perfect foresight equilibrium for the world economy is a sequence

{Kg,th,L{,wf,v{,rf,@t,af,pt;j = D, F;t = 1,2...} which satisfies the following
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equations:

Vi
0,
o}
2
7
E Ki,
=1
ry

We assume that total

(N7 ) (k) = 5
(1 — ) (N7 )" (k])™*

(1—a—B)K*T1gP N~

F D

p(w; —wP)/[pew! + (1 — py)

> (wlLi + viNY)
j=1

F
Tt

(3.28)
(3.29)
(3.30)
(3.31)
(3.32)

(3.33)

(3.34)

world savings in the current period is equal to total

capital stock in the next period, and also assume perfect capital mobility, as in

the model of homogenous labor.

3.2.5 Analysis and Results

From the given equations above, we can then solve for the relative wage structure

and the capital flows which follows from Reichlin-Rustichini (1998). For each time

period t, we have these equations

wy fwi
v /wy

v fvf

where (=p/1—a—n,vy=n/l—a—nand p=3/1—a—p.

NtD Y 7TtD ¢—1
- () (%)

NtD 7 7rtD ¢
-(5r) (77)

NtD Y ng ¢
- () (&)

(3.35)

(3.36)
(3.37)

(3.38)
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Similar to the case of homogenous labor, we analyze the behavior of the ra-
tio of unskilled workforce A\, = NP /N[". In this model, however, we include an
analysis of two additional variables: the workforce composition of country D,
7P = LP /NP and the workforce composition of country F, /' = LF/NF. In
order to do this, we show that the mentioned ratios are topologically equivalent to
the ratio of newborn populations. This allows us to analyze the workforce ratios at
steady state as their properties would be the same as that of the ratio of newborn

populations.

Lemma 5. Let ¢y = fi(¢y), 7_T£r1 = fo(7P), 77,{11 = (7)), s = a1 (),
Thy = go(nP), ©hy = g3(xf), where ¢, = NP /N[ then the discrete dynamical

systems of functions f; and g;, 1 = 1,2, 3, are topologically equivalent.

Proof. From Egs. (3.8),(3.9),(3.11),(3.12),(3.15),(3.16),(3.18),(3.19), it can be noted
that each workforce variable is a function of the newborn variable. Hence, any
ratio of these workforce variables is a function of a ratio of the newborn population
variables. And we can solve for \; = hy(¢;), 7° = hy(7P) and 7!" = hy(7") and
each mapping h; : R, — R, , i = 1,2,3, is one-to-one, and continuous, and h} is

continuous, 7 = 1,2, 3, for all time periods ¢. O

We then have the following equations that describe the evolution of the ratio
of unskilled workforces, the workforce compositions of country D and country F
for both patterns. It can be noted that when ¢ = 0, then the equations are similar

for both patterns.

Pattern 1

Below is the system of equations that describe the steady state when wages have

this relation: wf > w? > v > vP.
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(1- UtD)N(thZMt—l + Ai—1)

=
: (1=of)(nf 1 +1)

D = (1 _pgt)UtD
' (1—-0p)

F of (7, + 1) + pOioP (P N1 + N1)
¢

(1=af)(my +1)

where
ol = 1—prP
of = 1—pnf
N
p(1=XN(%) )
Gt - £ 1
p+ (1 =pN ()
Pattern 2

(3.39)
(3.40)

(3.41)

(3.42)

(3.43)
(3.44)

(3.45)

And here we have the system of equations that describe the steady state when

wages have this relation: w* > v > wP > oP

(1= o) u(mP M1 + A1)

A
' (1—of ) (mfy +1) + qOoP (TP him1 + M)
<D — (1 — by — qet)U,P
' (1-0p)
F_ ol (wfy + 1) + plioPu(mP N1+ Nio1)
¢

(1 —of ) (w1 + 1) + b p(m2 Aoy + M)

where

(3.46)
(3.47)

(3.48)
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of = l—pm)
of = 1—pnf
<D ¢—1 <D 61
o PUSNGR ) dalenf - NG
t =

71'D
p+apm + (1 —p— N (GF)

Case: p€ (0,1),¢=0

-1

(3.49)

(3.50)
(3.51)

(3.52)

In this section, we explore results that may occur in the case where the migrant-

receiving country decides to receive only skilled migrants and sets ¢ = 0, and

p € (0,1). For a such a case, at steady-state, we arrive at the following set of

equations.
L o)A
(1 —=0of)(nF 4+ 1)
p _ (1—pb)o”
T T oD
F_ o' (7F + 1) + phoP (7PN + N)
N (1 =o")(x"+1)
where

ol = 1—prP

o = 1—pnl
p(1=X7)(Zr)¢!
Pt (L= p)A\(Zp)et

We may note that from re-arranging Eq. (3.53), we have this equation.

(3.53)

(3.54)

(3.55)

(3.56)

(3.57)
(3.58)

(3.59)
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1—oP NP4 LP

A= i) )

(3.60)

Eq. (3.60) confirms that at steady-state, when the migrant-receiving country
only prefers to receive skilled migrants with a probability p, that the ratio of
unskilled workers is essentially equal to the ratio of birth rates and the ratio of
the proportion of the total workforce that decides to stay unskilled. Thus, in the
scenario, the steady-state ratio of unskilled workers is unaffected by the proportion

of those that decide to migrate and the probability of migration.

3.2.6 Numerical Analysis at Steady State

In this section, we analyze the steady state properties of this system of equations
at steady state numerically. Based on the equilibrium conditions, the ratio of the
composition of labor between the two countries affects the skilled wage ratio with
an exponent of (¢ —1). This implies that if { were less than one, then an improve-
ment, for example, of the composition of labor in the migrant-sending country,
country D, relative to that of the migrant-receiving country, country F, may have
a negative effect on the relative skilled wage ratio®, which could go against our
assumption on relationship between the wages. Hence, we restrict ¢ to be greater

than 1.

Since ( = 175;777, this implies that 3 is greater than (1—a—mn) or that 7 is larger
than the relative share of unskilled labor N to output, or that the combined share

of physical capital K and skilled labor L is larger than that of unskilled labor.*

We choose to use the following parameters: a = 0.35; f = 0.45 and n = 0.25,

3This is also discussed in Reichlin and Rustichini (1998).

4Reichlin and Rustichini (1998) assess the possibility of ¢ not being greater than one, and
explore the pattern of the flow of migration reversing. For this paper, we don’t consider this
possibility due to the differences in our model wherein we endogenize both the education and
migration choices.



69

which give us v = 0.625; ( = 1.125 and p = 0.444. We choose these parameters
to be as close to typically used values for these parameters while still allowing for

the condition on (¢ to hold.

The other important parameter choice is that of i, the ratio of birth rates. For
this model, we also need p > 1 for the migration to be sustained from country D

to country F.°

By choosing p# > 1, we are essentially exploring the migration pattern that
is apparent in the migration flows of migration corridors such as Mexico-U.S.,
Philippines-U.S., Bangladesh-India, India-US. While other migration corridors ex-
hibit a p that is less than 1, we do not consider that possibility here due to the
equations in our model. We then use the average population growth rates of Mex-
ico and the United States from 1960 to 2009.¢ This gives us a p = 1.011, which is

similar to the case with homogenous labor.”

We discuss the results below of A, the ratio of unskilled labor, 7%, the ratio
of skilled-to-unskilled labor for each country ¢ = D, F', as a function of both p
and ¢, the probabilities of migrating as skilled labor and unskilled labor, respec-
tively, noting that p + ¢ < 1 since there are only three possibilities: that they
are accepted as a skilled migrant with a probability p, accepted as an unskilled
migrant with a probability ¢ or are not accepted as a migrant. Given a certain set
of parameters (i.e., 7, ¢, and p), we can then see the steady-state results for the

different workforce ratios dependent on the probabilities of migrating.

®We have conducted numerous exercises on the value of y and find that the equations are
satisfied at steady-state only when p > 1, though this cannot be verified analytically. This
condition is similar to the case of homogenous labor where the birth rate of the migrant-sending
country has to be greater than the birth rate of the migrant-receiving country.

6Source: World Bank Development Indicators, 2010

"We also ran exercises using the ratio of birth rates between the Philippines and the United
States, as well as Bangladesh and India, but the results don’t differ significantly so we opt to
discuss the results from the Mexico-U.S. example.
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Pattern 1

We note that when the probability of migrating as an unskilled worker is zero,
or ¢ = 0, and migrants are only allowed to migrate as skilled workers, the model
only works numerically for cases where p > 14%, indicating that extremely low
levels of probabilities of migration cannot sustain a persistent migration where our

assumption on wages holds.

Steady-state A

From Figure C.2, we may note that steady-state is increasing in p. This im-
plies that for any given probability of migrating as an unskilled worker, the foreign
country’s unskilled workforce will be relatively smaller as they receive more skilled

workers as migrants. This then leads to an increase in steady-state A.
In this case, as discussed previously, steady-state A is not affected by the pro-
portion that decides to migrate but only by the proportion that decides to acquire

education.

Steady-state 7%

We can observe from Figure C.3 that as the probability of migrating as a
skilled worker increases, 7" then increases. This implies that there are now rel-
atively more of the unskilled newborn that choose to go to school, and relatively
fewer of those that actually get to migrate and, thus, the domestic country is left
with relatively more skilled workers than unskilled workers as the probability of

migrating as a skilled worker increases..

Steady-state 7%

Figure C.4 illustrates that steady-state 7% is increasing in p. This implies that
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as the probability of migrating as a skilled worker increases, then there will be
relatively more skilled workers in country F', and thus have a higher skilled to

unskilled workforce ratio.

Pattern 2

Pattern 2 works only for certain probabilities of migration; mostly when p is close
to zero and ¢ > 0. Thus, the model works only if the probability of migrating as
a skilled worker is almost zero and the probability of migrating as an unskilled
worker is high enough. We base this on the assumption on the relationship among
the wages. For our assumption on wages to hold, we only focus on these proba-

bilities given our chosen parameters.

The sets of probabilities we can assess are the following: 1) p = 0, ¢ € (0,1],
2) p=0.02, ¢ € (0,0.72), 3) p = 0.04, ¢ € (0,0.34), 4) p = 0.06, ¢ € (0,0.20), 5)
p=0.08, ¢ € (0,0.12), and 6) p = 0.10, ¢ € (0,0.06)

In the graphs found in the appendix, we show how the steady-state variables
respond to changes in the probability of migrating as unskilled worker given cer-

tain probabilities of p, selected from the values above.

Steady-state \

Compared to Pattern 1, X is very low. However, the unskilled workforce ratio
between country D and F is still increasing in the probability of migrating as an
unskilled worker, as shown in Figure C.5. This implies that while there is some
incentive to acquire skill and then invest in education due to probability of mi-
grating as an unskilled worker, there is a much lower proportion that do, leaving
country D with relatively more unskilled workers than country F', even if they are

receiving significantly more unskilled migrants.
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Steady-state "

From Figure C.6, 77 is increasing in ¢ which implies that there are still rel-
atively more of newborn population that opt to stay unskilled as probabilities of

migration are quite low.

Steady-state 7!

As for wf'| it is decreasing in ¢ as in Figure C.7 as there are relatively more

unskilled migrants and they are thus increasing their unskilled workforce.

3.2.7 The Role of the Probability of Migration

To focus the discussion, we can assess the size and composition ratios given Pat-
terns 1 and 2. With Pattern 1, we have ¢ = 0 and p € (0, 1], specifically for
p > 0.14, and with Pattern 2, we have p close to zero and ¢ > 0, but with the
upper limit dependent on the given p. We can compare different scenarios for the

workforce ratios under these scenarios.

Table 3.1: The Role of Probabilities under Heterogenous Labor

Pattern 1: ¢ =0, p >0
p=020|p=040 | p=0.60 | p=080| p=1
0.62431 | 0.89760 | 0.95481 | 0.97515 | 0.98461
1.07643 | 1.07712 | 1.07724 | 1.07728 | 1.07730
1.08421 | 1.08490 | 1.08502 | 1.08506 | 1.08508

Pattern 2: p=10,¢q¢ >0
q=020|¢=040|¢g=060]¢g=080| g=1
0.16277 | 0.26214 | 0.28724 | 0.29655 | 0.30093
1.07451 | 1.07503 | 1.07515 | 1.07519 | 1.07521
1.08003 | 1.07945 | 1.07932 | 1.07927 | 1.07925

In the table above, we have the results on the steady-state variables of work-
force ratios given different probabilities of migration. The more interesting vari-

ables are those of 7” and 7% as these reflect the composition of the labor force
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in both countries. The study of A add to this analysis since it is indicative of the

size of the unskilled workforce in both countries.

In understanding the composition of labor in both countries, we adopt the use
of the term of Reichlin and Rustichini (1998) that the higher the ratio of skilled-
to-unskilled labor for either country, the composition improves or is “better.” This
is true in the sense that the economy’s workforce is made up of relatively more
skilled workers than unskilled workers. From the values above, a few observations
may be made. First, both 72 and %" are higher in every case of p > 0, ¢ = 0, than
q > 0, p = 0. This indicates that for both the migrant-receiving country as well
as the migrant sending country, the composition of the workforce (i.e., the ratio
of skilled to unskilled workers) is higher when the probability of migrating as a
skilled worker is higher than if the probability of migrating as an unskilled worker
is higher. This shows that when we allow for endogenous skill acquisition, that the
higher the possibility of migrating as a skilled worker encourages education and
that the concept of “brain drain” does not occur in this model®. Second, it can be
noted that for the case where p > 0, 7” and 7! become higher as p approaches
1. This again indicates the inclusion of endogenous skill choice as both countries
end up with a higher composition of labor the higher the chance to migrate. For
the migrant-receiving country, this implies that they end up with a higher labor
composition, when there is no limit imposed on skilled worker immigration. Third,
when the migrant-receiving country is accepting only unskilled workers, then 7 is
better as g approaches zero. This is quite intuitive as the more unskilled workers

country F' accepts, the lower the composition of its workforce becomes. In terms

8For this analysis, we do not make inferences to growth or welfare, rather we are just stating
that “brain drain,” as defined in 3.1, does not necessarily occur in the sense that there is
no depletion of skilled workers, given that the migrant-sending country faces a higher skilled-
to-unskilled workforce ratio the higher the probability of migrating as a skilled worker. This
reiterates the statement of Fan and Stark (2007) that most theoretical analyses that find that
the emigration of highly skilled workers may result in the sending country having a higher level
of educated workers is due to the endogeneity of the education choice being dependent on the
possibility of migration.
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of comparing the size of the unskilled workforce, another glaring result is that A
is much lower when ¢ > 0 than when p > 0. Thus, the size of the unskilled labor
force is relatively larger for country F' when it is accepting more unskilled workers

than skilled workers.

What this exercise shows us is that the modifications made on the Reichlin-
Rustichini model do allow us to gain more insightful results. The endogeneity of
skill acquisition as well as the inclusion of probabilities of migration allow us to see
how the effects of the size and the composition of labor are affected in persistent
migration given different scenarios. The basic result that the composition of labor
in both countries is greater than 1, i.e., there is more skilled labor than unskilled
labor, for all cases shows us that when migration is characterized by endogenous
skill acquisition, that both countries can end up with an improved composition of

labor.

3.2.8 Robustness Checks

The results in graphical form for the robustness checks for Pattern 1 are in the
Appendix, labeled Figures C.8-C.19 while the results for the robustness checks for

Pattern 2 are in the Appendix, labeled Figures C.20-C.31.

In Table 3.2.8, we show the variations in the parameters applied. All the vari-
ables seem to behave well even with slight variations in some parameters. The
only slight differences occur when either p or q are very close to zero, an indication
that the model may be sensitive when there is virtually no possibility of migration

which is not covered by this model of persistent migration.
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Table 3.2: Robustness Checks for Heterogenous Labor Model

Original | & = 035, B =045, n = 0.5, 5 = 0.625, { = 1.125, p = 0.444, yi = 1.011
Parameters

Check 1la B=045n=025~= ().60411:, gi61_154,p =0.422, p=1.011
Check 1b 8 — 045, 7 = 0.95, 4 = 0.610, g'i41_098,p — 0467, i = 1011
Check 2a o= 0.35, 1= 025 - 06625_ 2'161.150,;) = 0.413, pu = 1.011
Check 2b 0 =035 1n=0257= 06ﬁ25: gfl-lOO,p = 0477, p = 1011
Check 3a o =0.35, 7 = 0.45, = 0.6%7:, 2'2_61.154@ — 0.444, p = 1.011
Check 3b o =035, 8 = 0.45, 7 = 0.57785:5,0&% 1.098,p = 0.444, 1 = 1.011
Check 4a o =0.35,8 = 0.45, 5 = 0./;5?1213.641, ¢ = 1.154,p = 0.422
Check 4b 0 = 0.35, 6 — 045, 1 — 0.25, i'(f%ﬁw, ¢ =1.098,p = 0.467

3.3 Movement of Wages with Heterogenous La-
bor

Numerous studies on migration have looked at labor market outcomes, specifically
on wages as this is of utmost concern for both the migrant-sending country as well
as the migrant-receiving country, especially for the latter. This aspect of migra-
tion literature aims to study the effect of immigration on the distribution of wages,
i.e. the differences in wages for skilled and unskilled workers, whether native- or
foreign-born. Most studies that have looked at how immigration affects the wages
of the less-skilled natives have found that the effect is negative (Johnson (1980),
Altonji and Card (1991), De New and Zimmerman (1994), Orrenius and Zavodny
(2007), Ottaviano and Peri (2006)). As for the effect of an influx of immigrants
on skilled natives, it is less clear. Johnson (1980) and De New and Zimmerman
(1994) find that skilled natives’ wages increase due to immigration, while Borjas

(2005) and Ottaviano and Peri (2006) find that wages are lower. Orrenius and
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Zavodny (2007) find no significant effects on skilled natives’ wages.

One aspect of migration that is often overlooked in research is the effect of mi-
gration on the sending country’s labor market outcomes. As most of the studies
done on the sending country have involved the issue of brain drain, relatively fewer
studies exist that look at how emigration affects the sending country’s wages and
employment opportunities. Mishra (2007) claims to be the only study to be done

on Mexico and finds that emigration leads to skilled wages to increase.

When we allow for heterogeneity in labor, and endogenize skill acquisition, we
assess how wages differ given different probabilities of migration for unskilled and
skilled labor. Our contributions lie in the aspects of current migration research
that are lacking: the effect of emigration on the source country’s wages as well as
the effect of migration on both skilled and unskilled wages for both the migrant-

sending and migrant-receiving countries.

We find the growth rates of the workforces and, consequently, the growth rates
of wages. In this model, there are two types of labor: skilled and unskilled, and
there are two types of wages: skilled and unskilled. We first calculate the growth

rates for the labor of country D.

3.3.1 Analysis and Results

Since the unskilled workforce of country D at time period ¢ is given by NP =

(1—cP)(1 +nP)[LP, + NP ], its growth rate is given by

gy = (1 =021 +nP)Y1 +7P,) - 1. (3.61)

Hence, the growth of the remaining unskilled workforce is determined by those
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who decide not to invest in education and the natural birth rate.
The skilled workforce of country D is given by LP = 0P (1 — pf;, — ¢0,)(1 +

nP)[LP | + NP ,] and we can calculate its growth rate as shown below.

1
grp = ol (1 —pbh; — q6,) (1 +nP)(1 + —5 )—1 (3.62)
t—1

This implies that the growth rate of skilled labor in country D is dependent
on the birth rate, the proportion of the newborn that invests in education and the
proportion of those who apply for migration but do not get accepted as a skilled

nor as an unskilled migrant.

For country F', unskilled labor at time period ¢ is given by N/" = (1 —ol')(1 +
nf) Lt — 14+ NE ]+ ¢0,0P (1+nP)[N2,+ LY ,]. Since the workforce in country F
is also affected by the proportion of migrants coming from country D, the equations
are slightly more complex. The growth rate of unskilled labor in country F'is then

calculated as shown below.

gne = (1= 0y )(L+n")(1+m7,) + g00 (1+n7)Aea(1+724)) =1 (3.63)

This equation indicates that country F’s unskilled workforce growth is depen-
dent on two important terms. The leftmost term would be its growth rate without
migration and it would only, therefore, be affected by its own birth rate and the
proportion of the population that do not go to school. Since a migration process
occurs, then its growth rate is also affected by what occurs in country D and is
dependent on country D’s birth rate, the proportion of newborn that decide to
acquire skill and the proportion of those that get accepted as unskilled migrants
in country F'. As for country F’s skilled labor, at time period ¢, it is given by

LP =l (1+nP)[LE |+ NE | +p0aP(1+nP)[LP |+ NP,]. This allows us to find
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its growth rate as

A_1(1+ 7P
= )+peatD(1+nD)(M)—1 (3.64)
i1 M1

gLF :Jf(1+nD)(1—|—

Similarly, this equation shows us how the proportion of migrants accepted as
skilled workers also affects the growth rate of country F' and if were not accepting
any migrants, then its skilled labor’s growth rate would only be a function of the

proportion of its own newborn that decide to acquire education.

Since the unskilled wage of country D is v = (1—a—8)(KP)+"(LP)?(NP)=o—F

we can then find the following equation to express its growth rate in time period

t.
g = (@+nlgr) +Bloze] - (@ + Algwr) (3.69
where
mo = PA=ph— )1 +0") (14 ) =1 (360)
avo = [(1=62)L+nP) (1472~ 1 (3.67)

For country D’s skilled wage, we have wP = B(KP)*™(LP)P~-Y(NP)t-o=F

which gives us the following growth rate.

gor = (a+n)gx) + (B —1)[gro] — (1 —a+ B)[gnno] (3.68)
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where

oo = [P~ )L+ n”)(1 + ) — 1] (3.69)

gvo = [(1=0)1+n")(1+m2,) — 1] (3.70)

For country F, the unskilled wage is v/" = (1 —a — 8)(K[)*t(LF)P(NF)—o=F

and its growth rate can be calculated as shown below.

gor = (a+n)lgx) + Blgrr] — (a+ B)[gnr] (3.711)

where

1 A1 (L4 72
gr = oF (L nP)(1t —) 1 phoP(1 +n?) Ty (37)
t—1 t—1

gve = (1= )1 +n")(1+m )

+q0oP (1 +n?Y N (1 +7P,)) -1 (3.73)

And the calculation for country F’s skilled wage, wf = S(K[)otn(LE)S—1(NF)l-o=F

is as follows.

gor = (a+n)gx) + (B —1)grp] — (1 —a+ B)[gnn] (3.74)

where

1 A_1(14+ 7P
grr = of (L+n") 1+ ——) +pbo (1 +n")( 1 +7rt—1))—1(3.75)

Te_1 7Tt}11
gve = (1—o)A+n") 147, +

BoP (1 +nP)Y (1 +72 ) =1 (3.76)
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3.3.2 Numerical Analysis

For Pattern 1, we refer to the C.32-C.35 in the Appendix and for Pattern 2, we
refer to Figures C.36-C.39. In both patterns, we again highlight the role that

probabilities of migration play in this model of persistent migration.

Table 3.3: The Role of Probabilities in Relative Wages with Heterogenous Labor

Pattern 1: ¢ =0, p >0
p=020|p=040 | p=060 | p=080| p=1
0.47837 | 0.47867 | 0.47872 | 0.47874 | 0.47875
0.48182 | 0.48213 | 0.48218 | 0.48220 | 0.48221
0.73894 | 0.92717 | 0.96367 | 0.97646 | 0.98236
0.74428 | 0.93387 | 0.97064 | 0.98351 | 0.98946
Pattern 2: p=20,¢9¢ >0
q=020]|¢g=040 | ¢g=060]¢g=080| g=1
0.47751 | 047774 | 0.47780 | 0.47782 | 0.47782
0.47996 | 0.47971 | 0.47965 | 0.47963 | 0.47962
0.31969 | 0.43111 | 0.45658 | 0.46581 | 0.47013
0.32133 | 0.43288 | 0.45835 | 0.46758 | 0.47189

<
g
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For Pattern 1, what we find is that all the relevant wage ratios, v /w?, v¥ /w!
vP o) and wP /w! are all increasing in the probability of migrating as a skilled
worker. This can be noted in Table 3.3.2 as well as in the Figures in the Appendix.
For Pattern 2, we find that v” /w?, v? /v and w? /w’ all increase with the prob-
ability of migrating as an unskilled worker. However, v* /w!", the unskilled wage
to skilled wage ratio decreases as ¢ increases. This implies that the wage gap, or
wage inequality, between unskilled workers and skilled workers increases as the

migrant-receiving country opts to receive more unskilled labor.

From Table 3.3.2, it can be observed that in either case where p > 0 or ¢ > 0,
the unskilled to skilled wage ratio for both countries D and F' is just below 0.5,

implying that the unskilled wage is just half of the skilled wage. Although in
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Section 3.2.7, we saw that there is an improvement in the composition of labor
for both patterns of migration, when wages are observed, we find that the wage
gap within each country widens with migration. However, it may be noted that
this inequality decreases the higher the probability of migration, whether as an

unskilled or as a skilled worker.

It is also worth noting that when we are comparing domestic to foreign wages,
the case of skilled worker migration (i.e. Pattern 1), results in more favorable
scenarios for the wage ratios when comparing the wages of country D to those
of county F'. The skilled wage and unskilled wage ratios between country D and
country F' are closer to 1. This implies that a high probability for skilled worker
migration leads to a decrease in the gaps of both the skilled wage and unskilled

wage between both countries.

In addition to this, one result for Pattern 2 shows that the wage differences
between country D and country F' are much wider. In fact, when ¢ is low (in this
particular example, when ¢ = 20%), the wage gap is larger for both skilled and

unskilled wages.
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3.4 Conclusions

From this study of analyzing a model of persistent migration, we find that en-
dogenizing the migration choice in both the homogenous and heterogenous labor
models, that endogenizing the skill acquisition choice in the heterogenous labor
model, and that introducing a probability of migration that may serve as a quota,
changes the characteristics of persistent migration and our results differ from those

originally found by Reichlin and Rustichini (1998).

In this model of heterogenous labor, we are able to analyze the composition
of labor from a different perspective. Since there exists this aspect of endogenous
skill acquisition and, again, the probability of migration, we gain more insights
regarding the differences between skilled labor and unskilled labor in each coun-
try. In this case, again we find that probabilities of migration have an important
role. First, we can identify two patterns for persistent migration. One is when
skilled labor from the migrant-sending country migrate only as skilled migrants in
the migrant-receiving country. Second is when the skilled labor from the migrant-
sending country migrate as unskilled workers with a higher probability or as skilled

workers with a lower probability.

From the numerical analysis conducted, an important result is that both coun-
tries develop higher compositions of labor the higher the probability of migration,
whether as skilled or unskilled. A higher composition of labor means a higher
skilled workforce relative to the unskilled workforce. This implies that, because
only skilled labor are allowed to migrate, the increase in the probabilities of migra-
tion results in a larger incentive to invest in education. For the migrant-sending
country, this implies that applying stricter rules on the education of its migrants or
increasing the standards for potential migrants may be important for emigration

policy. For the migrant-receiving country, if such a policy is in place in the country
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where their immigrants are from, then increasing the probability of migrating, as a
skilled or an unskilled worker, also results in a higher labor composition. Another
result is that if the migrant-receiving country does intend to receive either skilled
or unskilled migrants, it achieves a higher skilled-to-unskilled workforce ratio when

it chooses to receive only skilled migrants than unskilled migrants.

For the model of heterogenous labor, given our chosen parameters, we find that
for both countries, that the unskilled wage is approximately half the skilled wage,
and are closer to each other as the probability of migrating as an unskilled worker
or as a skilled worker increases. This is true except for the unskilled to skilled
wage ratio of the migrant-receiving country, and in this sense, skilled migration
as a pattern becomes more favorable. However, if the migrant-receiving country
would like to maintain relatively higher wages than the migrant-sending country,
then unskilled migration is more favorable as the wage ratios are smaller, or the

wage gaps are larger.

For the migrant-sending country, skilled migration allows both the skilled wage
and the unskilled wage to approach those of the migrant-receiving country. Al-
though, due to persistent migration, the wages will not equalize, the wage gap is

smaller with the pattern of migration where migrants gain skilled employment.



Chapter 4

The Effect of Networks

84
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4.1 Introduction

One of the main observations of modern migrations flows is the formation of mi-
grant networks in migrant-receiving countries. Clustering has been noted as a
characteristic of migration where a specific location may attract a growing group
of immigrants and, in addition, these immigrants also emigrate from similar areas
of their home countries. Mexican migrants, for example, have been found to group
themselves in the states of California, Texas, Florida and Chicago. While this is
indicative of the formation of networks in the destination country, another inter-
esting aspect of research in this area of migrant networks points to the observation
that migrants in the same area also come from the same area. For example, 58
percent of migrants coming from Guanajuato in Mexico find themselves located
in California. (Bauer, et. al. 2002) For the most part, existing networks, whether
family networks or community networks, may primarily provide potential migrants
with information on migrating, information on available jobs and, in some cases,

a source of credit. (Dolfin and Genicot, 2006)

Hence, we also explore the effect that existing migrant networks may have on
persistent migration. Work done by Carrington, et. al. (1996) has proposed that
the presence of networks has a decreasing effect on the cost of migrating, while
Munshi (2003) showed that a Mexican migrant to the US is more likely to be em-
ployed and to get a non-agricultural job, compared to another without an already

existing network.

These networks may also allow immigrants to partake in entrepreneurial activ-
ities, have access to financial capital and have more work opportunities through
referrals. Munshi (2003), in his study on Mexican immigrants in the U.S., for
instance, found that networks determine both the magnitude of migration flows

and the employment of future migrants. Frijters, et.al. (2005) have found that
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networks account for job success among immigrant groups in the United Kingdom.

Though difficult to measure, and primarily an issue for the migrant-receiving
country, migrant networks have recently received more attention in research as
they have been seen to allow immigrants to integrate themselves with relative
ease, which is seen as a decrease in the cost of migration. Whether formal or in-
formal, migrant organizations provide services in order for immigrants to be able
to do things such as learn the local language, take training courses, and familiarize

themselves with the local community.

Most of the other research done in this area has also been empirical in their
approach. Goel and Lang (2009), for example, analyzes immigration in Canada
using a theoretical model that shows that the larger the difference between the
strength of the network and the strength of formal sources in finding employ-
ment, the smaller the wage differential between the formal and informal networks
themselves. The study also shows that networks contribute to the assimilation of
immigrants in the sense that network strength induces a faster arrival rate of jobs.
A study looking at 27 OECD countries by Pedersen, et.al. (2004) also highlighted
network effects in European countries as they have not been focused on as much as
North America. One of their key results is that network effects, which is measured
by the coefficient of the stock of migrants of the same nationality, has a large and
positive effect on the inflow of migrant workers in OECD countries from 1990 to
2000. Along with this, other factors such as language, colonial history and busi-
ness ties also have an impact on migrant flows. Bauer, et. al. (2002) also focused
on the Mexico-U.S. migration corridor and try to differentiate network effects from
herd effects, implying that it is herd behavior and not network effects that have
a stronger positive influence on the migration decision. The study concludes that

this difference is not very clear but both do have significant effects on the location
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of the immigrant.?

Munshi (2003) has a discussion on how networks emerge in the process of labor
migration. He states that positive unemployment is a necessary condition for the
existence of networks. However, other causes have to justify their continued exis-
tence such as the savings on the cost of migration on the part of the individual,
and also incomplete information on the ability of potential employees on the part
of the firm. The latter prompts the firm to enlist the help of its existing work-
ers which could then make his network valuable. He also discusses that it is the
“older” migrants that have a higher propensity to help new immigrants and, as
such, contribute more to the network. By looking at data from the Mexico-U.S.
migration corridor, he is able to verify that if the network is larger, an individual is
more likely to find a job and to hold a preferred non-agricultural job and find that
it is the presence of the more established members of the network who contribute
the most and that it is the disadvantaged members (i.e. women or elderly) that
benefit the most. Dolfin and Genicot (2006) add to this by stating three ways in
which a network has positive migration effects: (1) the provision of information,
(2) the ease of assimilation, and (3) potential source of credit. Their study, which
distinguishes between family and community networks, verifies that networks do

have strong positive effects on the migration decision.

Mackenzie and Rapaport (2007) look at the effect of these formed networks
on income inequality in the home country, through the premise that the formed
networks lower the cost of migration and, hence, might improve inequality in the
source economy. They find that at very high levels of migration due to the pres-
ence of large networks, the benefits of migration spread to the those in the lower
income brackets in the source economy as the cost of migration is lower while the

reverse is also true, i.e. smaller networks benefit those with higher incomes in the

1See Epstein (2002) for more discussion on herd behavior, along with informational cascades.
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home economy.

Carrington, et. al. (1996) use the presence of networks in determining migra-
tion flows in a dynamic setting which attempt to explain the Great Migration from
the South to the North in the U.S. The presence of networks essentially decreases
the cost of migration and this model better explains increasing migration flows

than models that assume fixed or decreasing costs of migration.?

The main objective of this chapter is then to assess how migrant networks
affect persistent migration. Network effects is an area that has also garnered re-
search attention over the years. It banks on the concepts brought forth by research
on the network effects on the labor-market in a local economy such as those from
Montgomery (1991; 1992). And also uses theories and ideas put forth by social
networks and ethnicity such as that of Borjas (1995). The main idea from labor
economics is that work referrals through friends or relatives contributes to the
resulting workforce. It is understood that referrals through networks is not only
less costly but can also result into a higher probability of generating a job offer.
Hence, individuals who are well-connected tend to fare better from this informal
process than those who are not and, also, firms who hire through this process

could earn higher profits.

In Section 3.2, we introduce network effects into the model of homogenous
labor, as presented in Chapter 2 and show how network effects may occur through
a higher probability of migration. In Section 3.3, we show our analysis and results

and conclude in Section 3.4.

2See Sjaastad (1962). They also test this idea empirically on the incomes of African-American
migrants in the North and South and find that the income differential decreases due to the
presence of networks.
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4.2 Network Effects

In this section, we introduce the effect that existing migrant networks have on
the patterns of migration. Some migrant-receiving countries have implemented
programs of family reunification for migrant workers, and this has made the mi-
gration process easier for some applicants. The migration process also becomes
less expensive as the existence of networks enables individuals to settle in their
foreign environments more efficiently, including finding accommodation as well
as acquiring employment. In the job search literature, it has been shown that
networks do increase the probability of finding a job due to the increase in job

referrals (Montgomery, 1991; 1992).

We can, thus, identify one way in which networks may affect migration, where
an existing migrant network may increase the probability of migration. The in-
crease of the probability of migration due to the presence of network effects may
be interpreted as the ease at which a potential migrant is able to cross the border,
find a job in the host country, and also settle in the new environment. It may also
be interpreted as the ease of applying for migration with the migration applicant
facing a better chance of being granted an immigrant visa to the country of their
choice. This may represent programs such as family reunification where people
who have families in the destination country find it easier to migrate or are given
a higher chance to migrate by the host country itself. In the United States, for
example, family reunification was found the the largest avenue for potential mi-
grants to gain residence.® Hence, family ties may be a source for increasing the

probability of migration.

3Source: Migration Information Source, 2003,
http://www.migrationinformation.org/usfocus/display.cfm?id=122#1, Retrieved 2011.
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4.2.1 Increasing Probability Due to Networks

The assumption in this case is that an increase in the proportion of migrants in
the previous period makes it easier for an individual applying for migration to be
accepted by the migrant-receiving country so we assume that the probability of
migration is increasing in the previous period’s proportion of migrants. Hence,
the probability of migration becomes endogenous and is determined by the initial
probability of migration and a term which is increasing in the proportion of those

who apply for migration in the previous period.

pe = p(0i-1) (4.1)

where p : (0,1) — (0, 1) is twice continuously differentiable and where p/(-) > 0.

Hence, the proportion of migrants at time period ¢ is

p(0:-1)(1 = A)

"= )+ (0N

(4.2)

4.2.2 Analysis and Results

Lemma 6. Let p; € (0,1) and if pr = p(6:—1) where p : (0,1) — (0,1) is twice

continuously differentiable and where p'(-) > 0, we have (0;), > 6.

Proof. Let (6;),, be the proportion of those that intend to migrate when there are
network effects. When p, € (0,1), 6, = z%' We can find the following
t t )N\t

partial derivative.

96 (0N
opr (pr + (1 —p)N))?

Since A € (0,1) and v > 0, we have A} € (0,1) and g—zi > 0.

(4.3)
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Therefore, with network effects, (6;),, > 6;. O

Hence, when the network effect takes place, the result is a higher proportion
of migrants #; when there is an increase in the previous period’s 6, or (6;), > 0,
where the subscript n stands for network effects. A higher proportion that applies
for or intends to migrate in the previous period leads to a higher probability of
migration in the current period, leading to a higher proportion of potential mi-
grants in the current period, showing how existing networks formed by immigrant

from the previous period can encourage more migration.

Proposition 8. If there is an increase in 0;_1, then A\, will decrease.

Proof. When p € (0,1), 6, = LAY

T pe+(I—p)A]

We can calculate, via Implicit Function Theorem,

%:_ pt‘f‘(l_pt)/\z
00, 0,(1 — p )y N~ + py A !

(4.4)

Hence, g—QI < 0 and a higher ; due to network effects leads to a lower \; or a

lower workforce ratio between countries D and F'. O

This implies that when network effects take place, and a higher probability of
migration occurs in the next period, then there will be a higher proportion intend-
ing to migrate, which leads to a lower workforce ratio in the next period, i.e. the
domestic workforce will be smaller while the foreign workforce will be larger. From
this, it should then be noted that the wage differential is larger with network ef-
fects. The migrant-receiving country thus enjoys relatively higher wages over time
when network effects take place while the migrant-sending country experiences
relatively lower wages. This may then be interesting to note for migrant-receiving
countries. The increase of immigrants due to the formation of networks may be

of an issue in certain societies; however, in this simple case, the host country ends
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up facing relatively higher wages over time and network effects for their country
tends to be positive.

We also assess the new system of equations under steady state.

Lemma 7. Let p = p(0) where p'(0) > 0, then if 0p'(0) + p(theta) + (1 — p)A\? >
P (0)[ONY + (1 — \7)], then g—z > 0.

Proof. At steady state, Eq.(4.2) becomes

) pO)1-N)

= 20) + (1= pO)N (45)

where p(f) is the function of the probability of migration where p’(6) > 0.

By Implicit Function Theorem, we can find g—z as follows.

%:_ O—-1)(1 -\ (4.6)
p  Op'(0) +p(8) + (1 —p(0)A —p'(0)(OXT + (1 — A7) '

Since (0 —1) < 0, the term g—i < 0 or > 0 depending on 6p'(6)+p(0) + (1 —p) A\
and p'(6)(O\Y + (1 — \7)). Since, by assumption, p’(f) > 0, then if 6p'(0) + p(0) +
(1 —=p)A7 > p'(0)(ONT + (1 — X)), then g—z > 0.

O

Therefore, analytically, at steady state, the effect of an increasing probability
function on the steady-state proportion of the newborn population that applies for
migration is ambiguous. It is dependent on the steady-state probability as well as
the steady-state proportion of potential migrants and the steady-state workforce

ratio. Given this, we may observe a result for the steady-state workforce ratio.

Proposition 9. Let ;1(20 — 1) > 1, then if p = p(0) where p/(0) > 0 and 2_167 > 0,

then g—; > 0.

Proof. At steady state, we have A = %. We can find g—; > 0 to be
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oA Ou(5)(p(20 — 1) — 1)
ap (pOp)? it

Thus, if, by assumption, p(20 — 1) > 1), if g—z > 0, then we have % >0. O

The above result explains that there are two possible scenarios for the work-
force ratio, and this also implies that there are two possible scenarios for the wage
ratio, depending on what happens to the steady-state proportion of migrants if the
probability of migration is endogenous and is increasing in the proportion of po-
tential migrants. Hence, if network effects take place, and if the result is a higher
steady-state proportion of migration applicants, then the steady-state workforce
ratio is higher, and the wage ratio is higher, which implies that the wage in the
migrant-sending country is closer to that of the migrant-receiving country. How-
ever, it is still possible that at steady-state, the workforce ratio and the wage ratio
are lower than when network effects do not take place, and the migrant-sending
country is left with a much lower wage compared to that of the migrant-receiving
country. Therefore, at steady-state, the existence of network effects may bode well
either for the home country or the host country, depending on the effect of the
increasing probability of migration on the steady-state proportion of the newborn

population that applies for migration.

4.2.3 Numerical Analysis

In this section, we provide a numerical simulation by specifying the functional
form of the probability of migration as an example. We assess the change in the
workforce ratio over time when network effects take place, and we also assess the
effect on the steady-state workforce ratio and the steady-state wage ratio with

network effects.

In the Appendix, Figure D.1 shows us how the workforce ratio changes over
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several time periods given different probabilities. We use the same parameters
used in Chapter 2 where p© = 1.011 and v = 0.4. We set the initial workforce
ratio at A\g = 0.90. And, from the analysis in Chapter 2, we note that given these
parameters, there is divergence from the steady-state, and the workforce ratio de-
creases over time, as the workforce of the migrant-sending country, Country D
decreases and the workforce of the migrant-sending country, Country F' increases
as persistent migration occurs. We assess three cases: (1) where the initial prob-
ability of migration is set at p = 0.40, (2) where the probability of migration is
increasing in the proportion of potential migrants from the last period at an in-
creasing rate, p; = 0.40 + 62 |, and (3) another case with a different exponent,
where p; = 0.40 + 09, where the additive term is increasing in the previous

period’s proportion of potential migrants at a decreasing rate.

From the figure, it can be noted that the decrease in the workforce ratio over
time is faster in both cases where the probability of migration is increasing in
the proportion of migrants in the last period, with the decrease occurring faster
when the exponent is 0.80 than when it is 2. This basically implies that with
the probability of migration increasing in the previous period’s proportion of po-
tential migrants, more migration occurs and migration becomes more persistent.
This also implies that the wage ratio decreases faster over time as network effects
take place. Thus, with more generations participating in persistent migration,
over time, the migrant-sending country faces a relatively lower wage than the
migrant-receiving country. The migrant-receiving country, over time, experiences

relatively higher wages due to network effects.

At steady-state, we analyze the effect of network formation on the workforce
ratio. Below is Table 4.1 where we find the steady-state values of A and 6 given
an initial probability of either p = 0.50 or p = 0.80 and with p increasing in

steady-state # with an exponent taking on different values. From the numerical
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examples below, it can be noted that if the exponent were less than one, that the
steady-state values for the workforce ratio, A, are higher. If the exponent were

more than one, then A is lower.

Table 4.1: Steady-State Variables with Network Effects

Probability of Migration | Workforce Ratio | Proportion of Potential Migrants
D A 0

p = 0.50 0.9456 0112
p = 0.50 + 6°2 0.9816 0.064
p = 0.50 + §°8 0.9499 0.0106
p=0.50+ 64 0.9448 0.0111
p = 0.50 + 62 0.9444 0.0112

p = 0.80 0.9787 .0069
p = 0.80 + 62 0.9895 0.048
p = 0.80 + 63 0.9795 0.0067
p=0.80 + 64 0.9786 0.0069
p = 0.80 + 62 0.9785 0.0069

The numerical example above shows that if the probability of migration was
increasing in the previous period’s proportion of migrants at an increasing rate,
that the resulting steady-state workforce ratio is lower. This implies that the net-
work effects occurring at an increasing rate leads to country D having a relatively
lower workforce, and also relatively lower wages than country F'. If network ef-
fects occurred at a decreasing rate, then country D will end up having a higher
workforce, and also face higher wages compared to the previous case. We can then
note from this simple exercise that network effects taking place at a slower rate
leads to a more favorable outcome for the migrant-sending country as it faces rela-
tively higher wages compared to the other case. However, for the migrant-receiving
country, at steady-state, they face a more favorable outcome under network effects
taking place at a faster rate as they result in having a relatively higher workforce,

and relatively higher wages at steady state.
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Given this scenario of persistent migration where network effects take place,
it is then of more interest to explore how network effects take place and the rate
at which it may increase potential migrants. As is the case in many migration
corridors, network formation is a part of the migration process and assessing the
specifics of how network effects occur may bring in more comprehensive results

regarding its long-run impact on the host and home countries.
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4.3 Conclusions

A model of persistent migration enables network effects to take place and we can
therefore analyze the effects on the workforce ratios as well as the wage ratios
between the two countries involved. With the assumption that a larger migrant
network leads to positive externalities of a potential migrant via an increase in
the probability of migration, the effects on migration flow are the same, albeit the
analysis is different and is also dependent on the specific functional form of how

network effects take place and determine the probability of migration.

First, we observe a higher proportion of the population that does intend to
migrate in the subsequent time periods. This is a very basic result and relies
heavily on the functional form of the probability of migration. To our knowledge,
however, that this is shown for a model of persistent migration when the choice

of migration is endogenous is perhaps new to the literature.

Second, the impact on the workforce ratio in the next period between the two
countries is lower, implying that the source country has a relatively lower workforce
than the destination country. In this case, under the assumption of homogenous
labor, when comparing the size of the workforce, the size of the migrant-sending
country’s workforce is, thus, relatively smaller than if there were no network ef-
fects. This implies that persistent migration leads to the migrant-sending country
having a relatively smaller workforce, simply due to the effect of the network en-
couraging a larger outflow of emigrants, and over time, also experiences relatively

lower wages. The divergence is thus hastened with network effects.

At steady state, however, the results may vary. The effect on the steady-state
workforce and wage ratios may vary depending on how the probability of migra-

tion is affected by the network effects. It may either be more favorable for the
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migrant-sending country, i.e. the workforce and the wage differentials are smaller,
or it may be favorable for the migrant-receiving country, i.e. they have a much

higher workforce and face higher wages.

Numerically, we show how this may occur. When the network effects occur at
a slower rate, it is favorable for the home country and when the network effects
occur at a faster rate, it is more favorable for the host country. Hence, for host
countries, a strong network formation process of their immigrants is better in that
they have relatively higher wages at steady state. Whereas for the home country,
a slower process of network formation becomes more favorable. While network
effects enhance the chances of potential migrants of working in the country of
their choice for a few generations, at steady state, they are better off with a slow

occurrence of network effects.
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Figure B.4: Steady-State A as a Function of p
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Figure B.5: Steady-State A and the Probability of Migration
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Figure C.2: Steady-State A\ for Pattern 1

0.9

0.8

T

0.6

0.5

e

0.4

0.3

0.2

0.1

960
6’0
880
80
80

940
Lo
89'0
90
9'0

950
¢5°0
8o
o
0

9c'0
g0
8C0
<o
o

91’0
r'o
800
00

Probability of migrating




124

960

6’0

880

780

80

940

¢L'0

890

SuneiSiw Jo A)ljigeqoid

o © o o o © o o o ©
W.DE..:.VWDEEZZD_L
o O M0 B O MO0 B O

(AR

80°0

0’0

N.\.\

/01

el01

V01

S/0°1

9/0'1

LI0°T

801

6401

801

1801

801

gu

[ w0y 10§ L 03e}S-Aprojg ¢ ) 0InsLg




125

6’0
88'0
8’0
80

9.0
Lo
89'0

96’0

SuneiSiw jo Ajjigeqoad

o o o o o o
W.D_.__.__.__._.F“WMUE
o ¢ M 0 B O

1801

S180°1

801

S¢80°L

€801

SEBO'L

7801

SY80°1L

S80°1

9S80T

[ wIjyed 10§ L 0)e1G-Apeols ') oInsLy

4U




126

J)40M pajnsun ue se Sunjessiw jo Ayjigeqoad

o ooo oo oo cooo cocoo oo oo
SSBWﬂLLQWﬂSE.V“W_UEEZZﬂ_LIDW
= & N & o N & o I o I I PR O R NN ®
%49=0 —e—
m‘mﬁ.nn_ll
04 7=0 evevans
%0=d :
\.-.o rd
eV \
— awant? -

SO0

10

ST0

0

S0

€0

SED

g uIljed I0j Y 01e1G-Apeolq G oInSI




127

%9=d —e—
%p=0 == -
047=0 eeevans

9 0=d

960

=
o

J2)dom pajnjsun ue se Sunjessiw jo Ajljigeqold

W@ B 8 2 2 B M

& o o
AN & o £ &8 &

o
c [ R Y
w B o

[4in"

€EL0T

- V01

S/0T

9/0°1

LI0°T

8/0°T

6401

80°1L

1801

Z80°1

qu

g wIvyed 10§ L 93e1S-Apeo)s :9°) 9IS




128

%9=d —e—
%p=0 == -
047=0 eeevans

9 0=d

96°0

Jyjdom pajnjsun ue se SuijessSiw jo Ajjigeqoid

S

e R

©c o o c o o © o
LLQ.UW.V.FE_.UZ
0O M O O 00 B T W A

8T°0

(A0

900

oy
qu-.-v-nn.-l.-.
.
Ly

6/0'1

S6/0°1

801

S080'1

1801

SI80°1

Ju

g UI0yed 10§ L 0Ye}S-ApRd)S 1)) 0INSI]




129

N.‘ LA N NN
Y ==

Y —

SunjeiSiw jo Ajjiqeqoud

O 00O O 0o o o 9 00 oo oo O 0O oo
SGSW.DI_LQW _.__._c._.FW EEZZU_L_LDW
o N & o N & o AR E N N® o

I

10

0

€0

’AY)

S0

90

L0

80

60

Y @1eis-Apeals

(T pue e SYOAY)) ‘O JO SoN[RA JUSISYI(] JOpUN Y 9)e1G-Apea)s R 9INSI




130

suneisiw jo Alljiqeqo.id

oo oo oo oo oo oo 0O 00O 0O 00O
SSBWDI_LBW c._cJ._vW EEZZ_.D_L_LDW
. o N b O RN E MO N® o
ZAU sssenes
TOU = omm e ssatassssssnsatatasssestatatacststataasnent rstaterartnastseaber?
qu
J/rd
S Lo ladad
@ I8 @0 % T 0T 20 0 G0 0 60 40 &0 8 S D40 -8 06 &P 9 ,r

gu ajels-Apeais

860

0’1

vO'1

901

801

11

1l

A"

qu

qT pue eI S}AY)) ‘O JO SAN[eA JUSIPL(] IopUn L 9)e}S-ApedlS 16D 9IS




131

Nm”-l—-. LR B AR N
T —. =

Ju

suneisiw jo Alljiqeqo.id

o R S e T o ©Ccooo _o0o0o0o0 000 O
SGBWUI_LOJW r:c._._vuw EEZ?._U_L_L.UW
PN ® N ®© e M ) O N RN ® o

® =8 0 9 9 ::::.:::::::%l‘l

Ju 9je)s-Apeals

01

701

901

80°1

1l

(49}

A"

Ju

qT pue T S}OAY)) ‘O JO SAN[eA JUIIIPL( Iopun v 9ye}S-Apeajs 01" 9IS




132

N.‘ LA N NN
Y ==

Y —

SunjeiSiw jo Ajljiqeqoud

O 00O O 0o o o 9 00 oo oo O 0O oo
SGSW.DI_LQW _.__._c._.FW EEZZU_L_LDW
o N & o N & o AR E N N® o

il
/o

90

L0

80

60

Y @1eis-Apeals

(g pue eg s}oay) ‘¢ JO senfeA JULISHI(] Jopun Y 93e1G-Apeajg 11°) 9INSIq




133

suneisiw jo Alljiqeqo.id

OO0 oo = === OO0 oo o0 o0 o O o0 oo
SSBWDLLBW c._cJ._vW EEZZ_.D_L_LDW
. T o N o I Lo I S R T SR N o
ZAU sssenes
...................................................................................
TQU — —
qu
T

L L o ......::::-:::::::::Ot::::t:.‘n

gu ajeis-Apeais

960
860

01
70’1
901
80°1
T

(4"
vl
911

qu

qg pue eg sy ‘g JO SoN[eA JUSISHI(] Iopun L 93e3G-ApeajS Z1'D 2Insl]




134

suneisiw jo Alljiqeqo.id

SGBW.OI_LQW c._c._._vuw EEZZO_LT..UW
= Oy M0 oo v M CO g M~ 00 (52T o s s S N I o
Nu: LR B AR N

TdY = = T e e R R R R R R LI
41

000000000 000000 000500000 000000 60 0 00 00000 -0 00 80 8000

Ju 9je)s-Apeals

960
860

01
70’1
901
80°1
T

(4"
vl
911

Ju

qg pue eg syo9Y) ‘g JO SoN[eA JUSIPI(] Iopun L 93elG-Apesls g1 oIngrj




135

SunjeiSiw jo Ajjiqeqoud

O o0 oo oo oo o 9 00 oo oo o o o
SGSW.DI_LQW _.__._c._.FW W iwnih © =ik o
= & M & o A N & R o e TG SR T

700
0

N.‘ LA N NN
Y ==

Y —

Y @1eis-Apeals

q¢ pue ve syooy)) ‘U JOo Son[RA JUDIOPI(] IOPUN Y 91RIG-APROIG FT ) OINSIq




136

suneisiw jo Alljiqeqo.id

o D oD oD ©ccoo _o0ooo o o o
SSSWﬂ_LI_QW c._c._.w..“W EEZED_L_LDW
I I~ ' o N @ o R o T R N N TN N o
NDH‘........
TQU — —
qu

gu ajels-Apeais

890°1

01

L0l

vL0°1

9/0°1

8401

801

(801

qu

qg¢ pue eg sAY) ‘U JO SoN[BA JUSIOPLI(] IOPUN L 93e}G-Apea}S G 9IS




137

suneisiw jo Alljiqeqo.id

o o0 oo oo oo ©Coo0oo o000 el ===
GGSWDLLQW c.__.n._v“W EE?.Z.D_L_LDW
= G N 60 o O M G0 o L T R R T ) o
Nm:..."'.
TdU —-— _w__
U

Ju 9je)s-Apeals

6/0°1

801

1801

(801

€801

7801

S80°1

980°1

Ju

qg¢ pue Bg sIPAY) ‘U JO soN[eA JUSIOPI(] IOPUN 1 9Y8}S-APBIIS (9T ") OINSL]




138

N.‘ LA N NN
Y ==

Y —

SunjeiSiw jo Ajjiqeqoud

O 00O O 0o o o 9 00 oo oo O 0O oo
SGSW.DI_LQW _.__._c._.FW EEZZU_L_LDW
o N & o N & o AR E N N® o

m“. 0

ff: €0

’AY)

S0

90

L0

80

60

Y @1eis-Apeals

qy pue ef sy0ay) ‘1! Jo sonjep JUIHI(] IOpUn Y 99e)G-Apeajg L1 D) o3I




139

suneisiw jo Alljiqeqo.id

o D oD oD ©ccoo _o0ooo o o o
SSSWUI_I_QW c._c._.w..“W EEZZD_L_LDW
I I~ ' o N @ o R o T R N N TN N o
NDH‘........
TdY =—e =— & i

qu

-lul

S0 00 S0 SO SV SIS TV SISV SO0 P i =

-
-
as®

gu ajels-Apeais

990°1L

8901

LO0°1

01

vLO0'1

9/0°1

8/0°1

801

(801

qu

qF pue ef sy ‘11 JO SoN[eA JUIIIPI(] IOPUN L 93e}S-APedIS QT 9INSL]




140

suneisiw jo Alljiqeqo.id

o o0 oo oo oo ©Coo0oo o000 O 00O
GGSWDI_LQW c.__.n._v“W EE?.Z.U_L_LDW
= o N 0 o M G0 o N0 O R OEMNON® o
Nm:..."'.
TdU —-—
U

Ju 9je)s-Apeals

801

6/0°1

801

1801

(801

€801

7801

S80°1

980°1

£80°1

Ju

qF pue Bf s ‘11 JO SAN[RA JUSIOPL(] IOPUN L 93e}G-APRIYS G OINSI]




141

JnjdoMm paj|jsun ue se Sunjeisiw jo Ajljigeqoud

o O O O o o O o o O O o o o O O o O QO Q
SSSW .i.f_o._w .EVWUEEE.Z.DTT..DW.
= o Mo oy M 00 MO0 BN BN OMN o
N.ﬂm..-_.-_.-_
IV = —
.ﬁ.|
Y @1eis-Apeals

SO0

S00

10

S10 &

0

S0

€0

SED

qT PUR ®] SY09Y)) ‘O JO SON[RA JUSIOPI(] IOpUN \ 9Je}S-Apeals (g’ 9InSsIg




142

Janjdom pajjpjsun ue se Sunjeidiw jo Ajljiqeqoud

oo 9.2 9e s 08 e . 9o o o0 oo
668% ;,,_LBW c._cJ._,...W EEZZ_.D_L_LDW
I O ] A N & b Lo I S R T SR N o
j‘l"‘lﬁ%‘l’l‘l’lﬂidddddddddddddd‘lﬁlﬁlﬁlﬁlﬁlﬁlﬁlﬁlﬁlﬁlllﬂ.l..l..l..llll.u‘.‘ui.ll‘lj.-.||

L1 o ::::O:::::::::.t::::::::
L_

gu ajels-Apeais

01

701

901

80°1

1l

(49}

A"

qu

qT pue el S}O9Y) ‘O JO SaN[EA JUSIIPI(] Iopun L 93e}§-Apedjs 1z 2InSLyg




143

Janjdom pajjpjsun ue se Sunjeidiw jo Ajljiqeqoud

oo o o DD.DD oo oo o o oo oo oo
668% £9Wﬂ.§§tWﬂ,EEZZﬂ_ITDW
. P o R o PR OOERNGOR® o
Nm:..."'.
ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo sevTERERE R
TdU —-—
U

ittt | » o ol ol ol T 7"H

Ju 9je)s-Apeals

01

701

901

80°1

1l

(49}

A"

Ju

qT pue T S}OAY)) ‘O JO SAN[eA JUIIIPL( Iopun v 9ye}S-Apeals :gg' ) 9ISsI




144

JnjdoMm paj|jsun ue se Sunjeisiw jo Ajljigeqoud

el Rl ﬂ.D.DU oo oo oo oo
SSSW LI_QW Et“WmUEEZZﬂTTDW
= N 0 QN & M~ 00 PO NGB NMNON® o

Y

N.‘ LA N NN
Y ==

Y —

Y @1eis-Apeals

SO0

S00

10

S10 &

0

S0

€0

SED

(g pue eg s}oay) ‘¢ JO senfeA JULISHI(] Jopun Y 93e1G-Apeajg ¢z ) 9INsIq




145

Janjdom pajjpjsun ue se Sunjeidiw jo Ajljiqeqoud

oo 9.2 9e s 08 e . 9o o o0 oo
658% ;,,_LBW c._cJ._vW EEZZ_.D_L_LDW
I O ] A N & b Lo I S R T SR N o
ZAU sessnes
.................................................................................
TAU = =
qu
|-fl|

L L o ::::i:::::::::':::::t‘.:

Lo

gu ajeis-Apeais

960
860

01
70’1
901
80°1
T

(4"
vl
911

qu

qg pue eg sy ‘g JO SoN[eA JUSISPI(] Iopun L 93e3G-ApeatS g D) 9ISl




146

Janjdom pajjpjsun ue se Sunjeidiw jo Ajljiqeqoud

oo oo DD.DD oo oo o0 oo o0 oo
668% LQWﬂ.EEtWﬁEEZZﬂITDW
. Mo G0 o R o POMNOBERMON® o
Nu:..."'.
._“m”—._.. cccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccc i
ll
U

© 00 0000 00 00 0 0 0000 -0 -0 0 -0 -0 0 0 00 0O -0 90 -0 39 00 00

Ju 9je)s-Apeals

960
860

01
70’1
901
80°1
T

(4"
vl
911

Ju

qg pue eg sy09Y) ‘g JO SON[eA JUSIPI(] Iopun L 93e}G-ApealS Gz oIngrj




147

JnjdoMm paj|jsun ue se Sunjeisiw jo Ajljigeqoud

Saos BaPO BB onD
r_u_.bnﬁm .;,,_..L_u.,w _.__._.v.w.
_LS?_B 9?_8 ZS

N.‘ LA N NN
Y ==

Y —

Y @1eis-Apeals

SO0

S00

10

S10 &

0

S0

€0

SED

q¢ pue ve syooy)) ‘U Jo Son[RA JUDIOPI(] IOPUN Y 91RIG-APRIIG Qg ) OINSTq




148

Janjdom pajjpjsun ue se Sunjeidiw jo Ajljiqeqoud

©ooo _Dmumumu oo oo oo oo OO0 oo
668@ LQW_DEE.F“W.DEEZE.D_L_LDW
. . N 6o o N EPoOoROBMNON®

NQ”:. LE R LR RN

QU —. =

qu

gu ajels-Apeais

890°1

01

L0l

vL0°1

9/0°1

8401

801

(801

qu

qg¢ pue eg ST ‘U JO SoN[BA JUOIOPLI(] IOPUN L 93e}G-Apea)S 1Lz D) 9IS




149

NH&”—._.. LEE R R R

T —. =

Ju

Janjdom pajjpjsun ue se Sunjeidiw jo Ajljiqeqoud
96'0 6'0 ¥8'08/°07£°099°0 9°0 ¥S' 087’ 0ZF 09€°0 £0 ¥C'08T°0CT°'0900 O

::3::.’::::!::

Soee

q_-q-_q_-_q-_--v...-c_.q_--.--_.---_._--.-s-._...b |ll.l|lrl.l.l.rl::

e
o.qnoo
L
-

Ju 9je)s-Apeals

801

98401

6/0°T

S6/0°1

801

S080°1

1801

S180°1

Ju

qg¢ pue Bg sPAY) ‘U JO soN[eA JUSIOPI(] IOPUN 1 9Y8}S-APBIIS Q7 ) OINTL]




150

JnjdoMm paj|jsun ue se Sunjeisiw jo Ajljigeqoud

Saos BaPO BB onD
r_u_.bnﬁm .;,,_..L_u.,w _.__._.v.w.
_LS?_B 9?_8 ZS

N.‘ LA N NN
Y ==

Y —

Y @1eis-Apeals

SO0

S00

10

S10 &

0

S0

€0

SED

qy pue ©f sy0ay) ‘1! Jo sonjep JUIHI(] IOpUN Y 9e)G-Apea)S :6g D) o3I




151

Janjdom pajjpjsun ue se Sunjeidiw jo Ajljiqeqoud

98 9. _Dmuﬂ_."u ©co0 oo ©ooo oo op
658@ LQW_DEE.F“W.DEEZZ.U_L_LDW
= & N6 N G0 o R © PO BERMNON® o
NDH‘........
o
TAU = = tii.o-
[ ad
_!O....O!o
aqu .:.:::::::.::::::: \ul—.._l
o._—
Y L L 4 .-—|
..................................................... ‘
AL

gu ajels-Apeais

990°1L

8901

LO0°1

01

— vL0'1

T 9401

— 8401

801

(801

qu

qy pue ef SSPay)) 11 Jo Son[eA JUSIOPI(] Jopun L 03e)S-Apes)s

10€°D oIm3tg




152

Janjdom pajjpjsun ue se Sunjeidiw jo Ajljiqeqoud
96'0 6'0 ¥8'08/°07£°099°0 9°0 ¥S' 087’ 0ZF 09€°0 £0 ¥C'08T°0CT°'0900 O

Nm”—._.. LEE R R R

JUY — -d-_.l

Ju 9je)s-Apeals

LI0°T

SLI0T

8/0°T

S8/01

6/0°1

S6/0'1

801

S080°T

1801

S180°1

Ju

qF pue Bf s ‘17 JO SAN[RA JUSIOPL(] IOPUN Lk 93e}G-APRIYS T¢D) 9INTI




153

J)40M paj|nys e se Sunessiw jo Aljigeqoad
o o o o o O o O o o o o o O o o o o
R T T T - S ST T O S T SO L S S
e} o o0 M 0 B~ 0 MW tn ;v M R WOy M0 A
V170
9//%°0
8//%°0

\.. 8/1°0
\ 78/1°0
V8170

\ 98/¥0

88L17 0

6/%7°0

@ ATyumop) ut oryey 98eA\ PI[[IS 03 PA[SU[) €D 93]

am/an




154

J)40M paj|nys e se Sunessiw jo Aljigeqoad
o o © o o o © o o o © o o o © o o o
GWHBBLL.DQQEW_D.F.FEEDZZ_L_L
e} o o0 M 0 B~ 0 MW tn ;v M R WOy M0 A
S

1870

1870

vi8r 0

91870

81870

(810

870

v8r 0

M /A

o Aoy ut onyeyy 98eA\ PO[IIS 01 PIAI[INSU[) €D 9IMTL]




155

Jdom pajnys e se Suneasiw jo Aljigeqoad

Q .0 O .0 .0 O O .0 O O O .0 O O © O O O
RN A P\ JU ™\ RV VRN I R R C A Y B A SO B O (- N

0

0

vo

\ "

(4"

o1y 98eA\ PO[IISUN gD om3I]

4A/an




156

J)dom pajpjs e se Sunessiw jo Ajjigeqold
750 S0 87°09v' 0¥y 0TV 0 ¥'0 8E09€0VE0CE0 €0 82097072020 T0 8T°09T°0¥T°0

960

S96°0

[6°0

S86°0

660

S66°0

oY 98\ PO[IIYS (GE'D oMSIL]




157

JJom pajnjsun ue se Sunessiw jo Aljigeqoad

o o ©o o e o o ©
"UW;,,_;,,_Q.UW.F.FE
o B N & o, L =)

960
reo
810
(40
90’0

£
(7]

S0

9% 0

- L7 0

8L¥°0

6/4%0

8v0

1870

am/an

(@ ATyumop) ut oryey 98eA\ PI[[IS 03 PA[MSU[) :9¢) 9IS




158

Jjdom pajsun ue se Juilessiw jo ANjigeqold

o c e o 2 c o o © c o © o
o 2 N - o e & B W C N =B R D
& 0 N ;O O 0 R o W B o M &

%,9=0 —e—

Y=l == - T

Q\‘ONHQoooc-co j

DH_U_

vO8Y°0

- 9087°0

808170

o Aoy ut onyeyy 98eA\ PO[IIS 0F PII[INSU[) L&D 9IMSL]




159

Figure C.38: Unskilled Wage Ratio
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Figure C.39: Skilled Wage Ratio
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Appendix D

Chapter 4: Figure
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