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Other Effects of Immigration




9 Effects on Other Markets in the
Destination

The previous two chapters discussed how immigration affects the labor market in the desti-
nation country, specifically, how immigration affects the wages and employment of natives
in theory and in practice. This chapter considers other effects of immigration on domestic
markets. Immigration increases the number of consumers in the destination, which leads to
higher demand for goods and services. In addition, imimigration adds to the local labor supply
and increases the supply of certain products in an area. These effects translate into competing
effects on prices: an increase in demand will lead to higher prices, while an increase in supply
will cause prices to fall.

In the case of housing markets, the evidence indicates that the demand effect wins out,
and immigration leads to higher housing prices. Immigration does appear to lead to lower
prices for some other Immigrant-intensive goods and services, however. Immigrants can add
to product variety in a local area by creating goods and services that would not otherwise be
offered. In addition, immigration may promote international trade and financial investiment by
improving information flows across countries, Finally, immigration may have macroeconomic
effects by affecting physical capital, output znd consumption in the destination country,

Housing

Economic theory tells us that as the number of consumers of'a good increases, the price of that
good increases. This holds for housing: an increase in the number of households in an area will
raise the dernand for housing, This will result in a rightward shift in the demand for housing and
hence a price increase, as shown in Figure 9.1(a). Note that the figure assumes that the supply
of housing is relatively inelastic, which is certainly true for areas where vacant land is scarce,
such as parts of London. The rightward shift in demand causes prices to rise from P to .
The equilibrium quantity of housing will increase as well {from Q to Q).

The elasticity of housing supply varies tremendously across regions and states, If housing
supply is more elastic in an area, then an increase in housing demand will have less effect on
housing prices, as shown in Figure 9.1(b). Either way, an increase fa the number of home
buyers or renters due to immigration will cause housing prices to increase. The extent of the
effect depends on how meny immigrants move into a region and how elastic (or inelastic) the
supply of housing is in that region. Thus, the impact of Immigrants to the local housing market
really depends on the local situation, In areas with inelastic supply (such as San Francisco), an
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Figure 9.1 Effects of immigration on the housing market.

inelastic. An increase in the demand for housing causes the price of housing to

In (a), the supply of housing is
the supply of housing is elastic. An increase in the demand for housing

increase sizably, from P to . In {b),
causes a smaller increase in prices.

influx of immigrants will fead to significantly higher housing prices. In areas with more elastic
supply (such as Phoenix or Atlanta), an influx of immigrants will have a smaller positive effect
on housing prices.

Higher housing prices have good and bad effects, On the positive side, they raise the value
of people’s homes. For many lonscholds that are homeowners, their house is a large portion
of their overall wealth, Thus, higher housing prices can have positive effects on heusehold
wealth. However, higher housing prices make it more expensive for households to purchase a
house or rent, and immigrants may crowd out some natives from the housing market. That is,
ore expensive, fewer households can afford to buy or rent housing,
me households. The majority of the adverse effects of higher
lds with lower incomes. Once again, there are winners and

by maldng houses m
particularly low- and middie-inco
housing prices are felt by househo

losers with migration, but now the benefits and costs are in terms of housing prices.

Immigrants could potentially affect honsing prices through another mechanism. An increase

in immigration to a region could lead to out-migration by natives, Natives may prefer not to
1 ethnic enclaves, or they move away from areas where there is increased competition
Housing demand would still increase due to immigration (as long as emigration does
1d be smaller since some natives

live nea
for jobs.
not completely offset immigration), but the net effect won
leave the area, as shown in Figure 9.2.The resulting effect on housing prices would be damp-

ened. Again, how much prices rise depends on how elastic the supply of housing is in that

region.
If immigration and out-migration by natives are of similar magnitudes, immigration may
have no effect on housing prices.This discussion shows how difficult it can be to tease out the

effect of immigration since it may be offset by other effects. Economists therelore have to

carefully analyze the various mechanisms that may be at play.
Econormists have examined whether housing prices increase in response to immigrant
inflows. Albert Saiz (2007) tests this hypothesis with ULS. data and finds that an immigrant
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o egs (2013) :zsﬂxlga;e wht?ther the f.lousing market boom in Spain between 1598
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about 1.5 percent annually,

Other eco i i i i
Graher € Or;tc;r‘zlsts ha;e .Sjl'l.!dled how immigrants affect the cultural diversity of a city.
omnareo Ota iano an G.lovan.m Perj (2006) measure the economic value that immigrants
7 -5. cities. They find that immigration raised the average rental prices that ULS
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natives paid in major cities during 1976 to 1990; immigration also raised the average wage of

natives, according to their study. Unlike Saiz, who argues that immigrants raise house prices by

increasing housing demand, Ottaviano and Peri suggest that immigrants raise housing values

because they bring cultural diversity, which some natives value, and higher wages.

Prices of goods and services

Tmmigrant workers contribute to the supply of goods and services. As discussed in Chapters 7
andd 8, immigration may put downward pressure on wages. Lower labor costs may translate
into lower prices for goods and services, particularly in sectors of the economy in which
immigrant workers are concentrated.
consider the landscaping industry in the United States. Approximately
30 percent of workers in this industry are Jow-skitled immigrants {Cortes, 2008). Immigration
may have reduced labor costs in this sector, leading to an increase in the supply of landscaping
hows the effect of immigration on the market for landscaping services.
The price of landscaping services falls in response to the rightward shift in the supply curve.
This is also true for other industries in which immigrants represent a significant share of
the labor force, such as housekeeping, babysitting and dry cleaning. All of these sectors are
nontradeable services. Nontradeable services are services that are not traded in international

nnot import the service from abroad and therefore has to produce it
and less

For example,

services. Figure 9.3 s

markets. The country ca
ocal labor force. Nontradeable goods and services face less competition,

er. However, if the labor foree includes lots of jmmi-
grants who are worlking locally in these industries, that can help to keep prices down.

This is exactly what Patricia Cortes {2008} finds when examining (1.5, price data during
1980 to 2000. Service industries, such as landscaping, in which low-skilled immigrants com-

le share of the labor force, are clagsified as immigrant-intensive services. Cortes
ed immigrants in the labor force causes

ve services, Her estimates suggest that
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Figure 9.3 Market for landscaping services with immigration.

Immigration leads to a rightward shilt in the supply curve for tandscaping services. The price of landscaping

" services falls from P to P
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Product diversity

Have yo i i
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A, ;y o. ood, but they add to the quality, In fact, as the size of the
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g ooty produc . fz public has long viewed this type of diversity as an import-
igration, economists have only recently started to quantify these effects
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Immigrants can affect product diversity (or product variety) in the destination in two ways.
First, they form part of the consumer base and increase the demand for ethnic goods, For exam-
ple, they may want to buy certain types of rice or seasonings in the destination. The increase
in the demand for these goods and services is shown in Figure 9.4, This increased demand for
ethnic goods will encourage producers to supply these goods, and they then become available
to pative consumers. Second, immigrants are often suppliers of ethnic goods, asin the case of
ethnic restaurants. Figure 9.4 also shows an increase in the supply of ethnic food. By consum-
ing and producing ethnic food, immigrants increase hoth the quantity and quality of the food.
This leads to more options, or “consumption variety,” for natives.
'The overall impact of immigration on the prices of ethnic goods and services depends on
which cffect dominates, demand or supply. As shown in Figure 9.4, if the increases in the
demand and supply of ethnic food due to immigration are of the same magnitude (leading to
equivalent rightward shifts), then the net effect on prices is zero. However, if the supply shift
is larger, then the net effect on prices would be negative (it would be positive if the demand
shift is larger). No matter what, an increase in immigration will lead to more ethnic food in
equilibrium, as shown in Figure 9.4
Ottaviano and Peri (2006) study the increase in consumption variety due to immigration
and show that immigrants create more ethnic diversity in some local goods and services. As
they state, “Who can deny that Italian restaurants, French beauty shops, German breweries,
Belgian chacolate stores, Russian ballets, Chinese markets, and Indian tea houses all constitute
valuable consumption amenities that would be inaccessible to Americans were it not for their
foreign-born vesidents?” (p. 10). If natives prefer more variety and diversity in their consump-
tion, then immigration improves the overall welfare of natives, .
Francesca Mazzolari and David Neumark (2012) examine these affects in California, focus-
ing on restaurants and retail industyies, In terms of ethnic restaurants (which are nontradeable
and immigrant-intensive, as discussed above), Mazzolari and Neumarlk find that an increase in

the immigrant share in an arca leads to an increase in share of ethnic restaurants in that area.
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Figure 9.4 Market for ethnic food with immigration.

immigration increases the supply and demand for ethnic food. If the increases in demand and supply are the

same magnitude, then the price remains at P.
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in a province leads to an increase in trade with those immigrants’ country of arigin {Peri and
Requena-Silvente, 2010}, A similar effect holds for 1L.S. states: an increase in the immigrant
population in & (LS, state leads to an increase in that state’s exports to the country of erigin

(Herander and Saavedra, 2005). In both cases, the effects are quanﬁta{‘ively important.

1f immigration positively affects bath exports and imports, as suggested above, the effect

on net expoarts depends on which effect is bigger. If exports respond move ta immigration
than imports, then the net effect on the trade balance is positive. But if the reverse occurs

and imports respond more to immigration than exports, then net exports Eall. Using data on

Canada, Keith Head and John Ries {1998) find that immigration has a larger effect on imports.
Thus, increases in the number of immigrants in a country may actually reduce net exports and
worgen the mrade balance.

Besides affecting the volume of trade across borders, immigration affects product variety,
as discussed earlier. Today, consumers around the world can purchase a much greater variety
of products than they used to, and much of the increased variety is due to international trade
between countries. The variety of imported products in the United States increased by a fac-
tor of three between 1971 and 2001 {Broda and Weinstein, 2006). Bo Chen and David Jacks

(2012) have found that approximately one-quarter of the growth in product variety in Canada

during 1988 to 2006 was due to immigration during that period. They argue that immigrants
are in a unique position since they have better knowledge of the variety of goods available,
better access to global marlkets, better ability to predict market conditions and a better under-
standing of the regulatory environment back home. Chen and Jacks find that the increase in

product variety due to immigration led to welfare gains for Canadian natives,
The link between immigration and international frade is important but complicated since
immigration potentially affects both exports and imports. The net effect depends an the mag-
hich likely vary over time and across countries, That is, the trade

nitudes of these effects, w
position of a country may be more or less responsive to its immigrants. That responsiveness

pend on the pumber of immigrants in that country and the composition of those immi-
F residence in the duration, skill levels and so on. Either
producers of goods and services. In: addition,

may del
grants in terms of their age, years o
way, immigrants may be both consumers and
immigration likely lowers the transactions costs of buying and selling goods abroad and hence

facilitates more international rade.

Financial markets

As with nternational trade of goods and services, immigration may facilitate financial [lows
king in Australia, These Chinese

across countries, Imagine high—sldlled Chinese imrnigrants wor
immigrants have knowledge of financial institutions in both China and Australia. They may
consider investing in Australia through financia} markets. In addition, the presence of high-

killed Chinese workers in Australia may attract 0
about opportunities in Australia from their compatriots
from China to Australia may increase financial Aows from China to Australia.

It is well known in the financial world that financial investors exhibit “home bias.” Home
© to invest in their home country because
tially higher abroad. For example,

ther Chinese financial investors who learn
who work there, The flow of workers

bias in financial markets means that investors prefe
of information problems abroad, even if retwrns are poten
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investors may not ¥ i
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ence of information problems acr i o
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A n Levint i ‘ o
sugen Oren Levh al and Hlllefl Rapoport (2013) study the effect of immigration on finan
a large set of countries during 1990 .
i flows b ok - o to 2000. They find that immigratio
e 0 I nt positive effects on bilateral financial flows between countries. and t} % .
s ocour i ies i ich i i e e
clficts oc 11 lnhcoll(mtries in which information problems are the wmost acu,te Thei giSt
ndicate that high-skilled immi mieraton on
. grants and long-term b i i i i
e skl o o 4 onds drive the effects of immigration on
Immigrant ni i
o Witg o ;two;ks may also affect foreign direct investment by lowering the risk associ
estin i l |
e with vt 5 al road. Hisham Foad (2012) finds that immigration is positively correlated
v B g ect c{nvestment in ULS. states, A state with a larger immigrant networlk
reign-own iliat "
. m ed affiliates open each year. In addition, high-skilled immigr: i
ties attract more forei gn direct investiment i commant
This area of rese is sti irmi bt
arch is still preliminary, but it suggests that immigration can help promote

the flow of fi i i
111 -
) ancial capital across countries, much like it promotes the F
services across countries, ¢ flow of goods and

Physical capital investment

As discussed i i i ;
. :Ej :\a(if]:g;j; 7, ;x?c]ud.mg Physwa] capital in the production function has implica-
in the short rung S0 im S ° llfnmllgranon, Physical capital is typically assumed to be constant
the ]Gng rm, Ph,)’Sical cl:l%;t:;?: lljeazill'lm:ddm not affect Physicai capital in the short run, In
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ction function has important implications for how imumi-
gration affects cepital investment. In the case of a Cobb-Douglas production function with
physical capital and labor (as in equation A7.11 in the appendix to Chapter 7), an increase in
the number of workers causes the marginal productivity of capital to increase. When immigra-
tion increases the number of workers, firms will have an incentive to invest in more capital.
This effect is larger when Immigration consists of high-sld]led workers who bring slills and
expertise with them and when there are Capitalgskill complementarities in the production

ver, other specifications of the production Fanction may yield different results,
al and labor, then an increase in the

The specification of the produ

process. Howe
For example, if firms can substitute between physical capit
numnber of workers will reduce the demand for physical capital.

Peri (2012) sudies the effects of immigration on phiysical capital using U.5. data for 1960
to 2006. He finds that in the long run (defined as ten years), fmmigration did not have a
significant effect on capital intensity—the ratio of physical capital to output—in 11,S. states.
This result is consistent with employment, capital and output all growing at approximately
the same rate. If capital and output were growing at similar rates, then the ratio of capital to

output (e.g, capital intensity) remained constant over time.

Technology and innovation

An important channel through which immigration increases aggregate output is total factor

productivity (TFP). In a typical production Function, TEP measures the overall elfectiveness

of the other inputs to production. In a simple production function with capital and labor as
1 innovation in IT services and the intensity of research

inputs, TFP could include technelogica
not directly captured by labor and physical

and development (R&LD) since these factors are
capital. That is, TFP is the residual output that is not exp]ained by the other inputs to produc-

tion. TEP cannot be measured directly.
and then attributing to it the amount of output that is not attributable to other inputs.

Peri (2012) finds that fmmigration had a significant, positive effect on TFP growth in LLS.
states between 1960 and 2006, His results indicate
of immigrants experienced faster output growth
higher TFP growth. Much of the
cialized in different types of tasks

Immigration can also affect the level o
if the number of high—sldl?ed immigrant workers who possess certain lmowledge not readily

available within the domestic workforce increases, firms or industries could experience inno-

vation that would have beneficial effects on productivity and output. These effects are often
learn and benefit [rom immigrants who

described as “knowledge spillovers ” in which natives
have more or different Jnowledge or innovative ideas. A commaon way 1o measure innovation
o track the number of patents over time, Patents grant

per worker, and this was entirely due to

in the labor force {as discussed in Chapters 7 and 8).

is t
rights over their invention or idea; p
of time. Jenmifer Hunt and Marjolain
point increase in the population share o
results ina 15 percent increage in patents per capita. Using
William Lincoln (2010} show that increases in the num

f immigrant college graduates in the United

and

It rust be imputed by specifyl'ng a production function -

that seates with larger-than-average inflows

TFP growﬂl oceurred because immigrants and natives spe-

{ innovation within a firm or indus‘rr)(.2 For example,

inventors intellectual property . sample of rich and poor countri

atent holders have monapoly rights for a certain amount
& Gauthier-Loiselle (2010) indicate that a § percentag®
States

different U.S. data, William KerT, Income). Their estimates imply that if J
apan,

Ler of immigrant scientists and Mcreased its immigrant share to {1 pe t, i
. reent, i
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e the I ed States on H-1B visas lead to more patents among waorl
e 13y st names. (For more details about th o
. , about 12 percent of all
with Indian ov Chinese last names| Importam}:)l

e H-1B visa
taik . program, see
atents in the United States are issued to people

b . )
Eiae:socroug out U‘.S. f’naﬁves in terms of pate);;ts.o;lrz ;:Cljl:)f; :t(:fij? ondence t'h:'lt e
Ano;t:r tf(.lnz];tw;s patent activity. ’ et postive spil
5 1 i
o inoher sud 3; S)t(ates I;tn(i?flf-;) focuses on mr_‘xovation by immigrant coﬂege graduates wh
ey wrbon s on 4 ren/t tyPes OE. visas, She finds ¢hat immigrants who enter .
o . ! S:lthj:amee visas outperform ULS.-born college gradua.teso'n
serens of v iml,nigrams N pu ' s : g. As Hunt explains, part of the reason for this patt Tn
o e these Immige & more lllfely to have majored in a scientifi 1 and
[0 e gf : fagree. Meanwhile, immigrants who enter as le
perform similarly to UL.S. natives. Thus, immigrants who cog

0 k
wWork or train are more innovative hau ﬂlf)be Wh() com, ot
) 1+ !()I he

¢ or technical field and
al permanent residents
me to the United Stateg
T reasons (such as family

In addition, immi
adcition, immigrants tend to be entrepreneurial. Hunt (2011) §

are more li i
are 1 e likely than natives to start a company with more th
immigrants have a niche in start- oo

toral degrees”

nds that “immigrants

rkers, su ing that
" . , suggesting that
ps based on technical knowledge from master’s andgc[oc—

- . P g g
(p 422) Enfr EP] CNEeur 1211 $pirlt encourages I:he de\ e]()pment UF new goods
ﬂ.[]d

services and can boost em nt amonyg nativ
loyment ar atives, A
a . ploym g . As Humt (20 *
productwlty benefits from the presence of creative inventive ( 1 1} e o o ctor
3 L}

in the United States” (P- 41 9). and enrrepreneurial immigmnts

Income

The basic immigrati i
ot fi g‘:lz?tj)lilcronmojeihf;zst laid Dl.lt in Chapter 1 shows that immigration leads to an
Chapter 7, that model assumes ﬂ;:i;z: :‘Se tii:m 'the o aEon suplus, As discused In
e Tyt . : ' migration costs and immigra iv
gratl;m l‘Educestt:::; in vf;j(;]uctmn.The Jm.migraﬁou surplus arises from t!li fzt(ftatzjt?::lzle:
tbongh o e is,a e dl incc?uragets flr@s to hire more workers and increase output
o o e model mfn ! : tz;lrtmlczrll Pomt, it .does not include other ways that immigration.
o o destinal Far,h y ém scussed in this chapter. Figure 9.5 displays the mecha-
: housing, erces of products, product variety, internationa}; trade F?: .
Some of these mechanij anm? o A .
nisms are difficult to quantify, One approach to quantifying the effect

cial markets, capital, and innov

of Iy 1grauon on n )P ¥
allonal Income 18 to b 258 l}]e various mechanisms and dir tl measure
O h
5 a d CCl
hOW HI].Hllg[aUOIl affﬁCtS natlonai Income., ()lte a and i €rl (2(}14) ﬁnd tha thy Sl -
g L the share of mimi

gI nts n h€ ] ula i g g- g g
] p P on hB.S a lar £ POSltl (] EH‘eCt on 101’] TN mcome per Capit
ants t v g aamong a 1(—11 €

. es in 2000, ; .
eome per capita. They find, u sing ]_nstru:'lattli, a COI;nTY with more immigrants has higher
t0 percentape-poi ; ’ ental varfables to control for e i
. . ndoge
pge-point difference in the share of foreign born is associated 't}? %(.:Lfnfe;ty, e @
wi ifferences in

. < 0 1ta
= HETS50. y f 1 a. 1+ P P
P n ( to P reent in 5
Income I' person b a factor near tweo {(equiv: 1(:!]1 a 0 pe Ce, INCTrea. n per ca

whi irnmi
v ch has an immigrant share of about 1 percent
- : ’
s1ncome per capita would double in the long rm
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 Product variety
- and diverslty .

\

Figure 9.5 Varjous chennels of how jmmigration affects national income.

Income inequality

on can affect the distribution of income, or income inequality, As Chapter 4 dis-
cussed, there are several ways fo measure income inequality, including the Gini index, income
shares and relative earnings of workers in different skill groups. As Chapter 7 discussed,
low-skilled immigration will tend to increase the relative wages of high-skilled workers and
increase the skill premijum, while high—skilled immigration will tend to decrease the relative

jed workers and decrease the skiil premium.
many developed couniries since the late 1970s, most nota-

ed Kingdom. A number of factors are often given as reasons

Immigrati

~ wages of high-skil
Income inequality has risen in

bly in the United States and Unit:
for rising incorme inequality. Potential institutio
declining minimum wages and adoption of less progressive tax structures. Another potential

d for high—sld]led labar combined with a decrease in the

factor is an increase in the deman
demand for low-skilled labor as a result
skilled workers, Greater international trade may also

the production function that favor high-
have contributed to rising income inequality by reducing the demand for low-skilled labor in

developed countries. Many 1ow-skdlled labor-intensive
abroad, leading to lower low-skilled wages in developed countries.
_ Immigration may contribute to income inequ
that reduces low-skilled wages would increase inc
ves down }ﬁgh—sldﬂed wages wi
ve return to skil

ome ineauality. An inflow of hi li-skilled
quality. g

immigrants that dri
one occurs depends on the relati
Kahanec and Klaus Zimmermann

nal factors include falling union membership,

of skili-biased technical change (SBTC), or changesin -

goods can be praduced more cheaply
ality, An inflow of low-skilled immigrants 3
ould reduce income inequality. (Which

i, as discussed in Chapter 4.) Martin =
(2011) find that immigration tends to decrease income ..
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inequality in .
pc,;u]atign Sh\;\;e::zrgiélgizzig?un.tnes.‘SPeciﬁcaIly, they show that the college-edyge "
and the COlfegé—ed11cated o ulat;zi 1shp051t1‘ve1y relalted to the immigrant population Sha;:d
In other words, by increasinp e 15 i_ire, 1fn turn, is negatively related to the Ging ind e,
gration has put,downwards g the re at:vle size of the college-educated population E).(.
pressure on inequality in much of Western Europe. R’es:Irr:l;

specific to the United States shows that jmmi
" . .
ety there (Co, 2005, Tmigration has had very little effect on wage

Growth accounting

Immigration c
accoui . an also have a ]0ng~run effect on output growth. Economists often d
ling exerci ] ; . * 0 o
g exerciscs to determine the p vimary sources of growth in an economy. Th gnjlwu‘
- 1RE produc-

tion f i i
n finction tells us how inputs combine to produce output. It is expressed as
Y=Af(L,K)
.1

where A s tctai factor‘ ivi y t [~ WOY O O I S (:al
I)] Oduch t N L 15 he numb in f i [)
: O kers, K 15 the stock f
::apltal alldfls the PI ()(tht[()n ﬁmc‘uon that lelates labor and Capltal to Dutput FOI ()lltpy
. ut to

grow, an input to production (labor i
: or capital) or TEP has to grow, i i
in terms of growth rates (or percent changes) as grom e canevite sation®.1

WAY=%AN + 3, %AL + 0, %AK
(8.2)
where d a ici
oy (.:;5I szceazh ;ip::stal;t the eiasglaty of output with respect to labor and capital, respe
. e etasticity of output with re [ , "
ely. (Motice . spect to TFP equals one. The a li
o Iabof aer:-dglve.s aln example using a Cobb-Douglas production function,) Thepe];ei(‘ l?(.to
s capital (g, , ay) are assumed to be between zero and one and n:n t b as’ ’Cme;
ata, For example, if 4, = 0.7, then a 1 i 107y
. : ole, 7, percent increase in fab i
111101;;::; in autput. -It is important to note that when talking abcuuta gjf];\:rl;]ll r(;izzeo? o peﬁcent
C;ESE o fgcrt?;zlse in output {(GDP) is relatively large. Consider the 11.5. econo Cou’:ltn&l ;
O . . . - ) ’ =
poe o trillion; a 1 percent increase in U.S, GDP for one year is $ 170 billi y; Cou G]'DP
at are less wealthy tend to grow at higher rates Hhon Coumeres
Equation 9.7 i ing e
N O(l]]tput o tl; c;lolfi ;he g]l-owtl; accounting equation. TFP growth has a one-to-one effect
‘ . ample, a 2 percent increase in TFP wi
on Ut . . ; will lead to a 2 per i
tribuﬁ]::; t(hohimg capkta]hand labor fixed). This is not true for capital and labl-:)rl Cfnlf m'crease
0 output prowth consists of multiplying th ici st t0 Iebor
poion o0 : ! . plying the elasticity of output with re t 1 X
W);u leairi)o h rate .1n IaboT. Since this e]asticity is less than one, a 1 1[T)Perc:ent inc:(}::s(:a iO ;alfjm
L deve}zutpdut increasing by less than 1 percent. The same is true for capital o
ped countries such as the United § i l
o . . : tates, the e?ashcity of output with
proximately 0.7, !flmrnigraﬁon creat i e
s spproxiimately 0. - ta cates growth in the labor supply (which i
o l:)'::l een 1m11mg1 ation will positively affect output growth (ho]dingp';')F);’(andlZa :?tufuauy
. " ex i i 1 i
. (Wlﬂcin?p]e, 1f'lab.01." supply increases by 1 percent in the United States dueioa]- con
is 1.55 million workers given a labor force of 155 miflion), then 1S nérfglf;

yu, I) M (g , ASSLL ll'lgl'l gl hln )
uouldll( easeb 0 ; ercent, oy 3119 )E”l(lll agaln, as. k1) Q owtl TFP a dcapltal
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Researchers have found little to no effect of immigrati
positive effects on'TFP (Peri, 2012), suggesting that immigration could actually increase GDP

through both the laber supply and TEP channels.

on on capital, but there is evidence of

The Solow model

idering the growth effects in an economy is the Solow growth
model. The Solow growth model is an example of an exogenous growth model where the
source of growth is exogenous to, or outside, the model. Growth models are able to tell us
over the long term (think decades instead of years). In the Solow model,
and depends on the capital-labor ratio. Recall from
e. Over very long periods of time, the capital stock

The canonical model for cons

how countries grow
output is measured in per capita terms

Chapter 7 that capital evolves over tim

will reach a steady state such that there is no further adjustment of capital, The model below

exarmines the effect of immigration on this steady-state equilibrivm,
1 function in the Solow model is expressed in per—worker nota-

The apgregate productio

tion. Total output is again expressed as

Y =AfL, K) (9.3)

where A is TEP and f{L, K) is the production function. If there are constant returns to scale, we

can divide both sides of the equation by the number of workers, L. In per-worker notation,

this yields

(9.4)

y=4Aflk)

nd k = K/L. i the production function has the usual properties (such as dimin-

where y =Y/La
6. As shown in the

ishing marginal returns to capital}, then graphically it looks like Figure 9.

figure, y is increasing in k but at a decreasing rate.

Cuiput per
worker, y
y=Af{k)

Capital per worker, k

Figure 9.6 Solow growth model,

Effécts on Other Markets in the Destination
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growth mode] is complicated (and can be founci

. The mathematical derivation of the Solow
in mo‘st intermediate macroeconomies textbooks)

sentation here. Central to the mode] is that the d :
worker (expressed as 1), equals the supply of physi ;
as 5). Per-worker savings is the fraction of togl{nz

50 we provide only its graphi
phical repype.
mand for physical capital, inves‘nnentPI::
r

1 capi i
al capital, or savings per worker (expressed
ome that is saved, or )

s=hy=afihy
(9.5)

rate is 30 percent,

y 8 l)e T (1) T, P
Mea IWI €, Investment WO ker consists ()i two compaonents: ie

rate (n), and the depreciation rate of physical capital (). Specifically population Erowth

= (n+d)k
(9.6)

moving towards this steady state, The steady-
level of capital if it maximizes consmmnption
In the Solow growth model, higher popul

. i ati i ; :
higher population growth rae (n) vwill make the pooennern 1o e Specifcaly o

the i i
mvestment line steeper (but it still originates

Cutput,

investment f=(n+d)ie
and savings

per worker, y=Af(k)
Y fand s

s=LAf(i)

k* Capital per worker, &

Figure 8.7 Solow growth model steady state,

The steady-state level of capital per worker, 4+

e e occurs wl i
, here investment per worker equals savings per
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(a) Increase in population growth {b) Increase in yotal factor productivity

'y Kk

k* k* k

el with population gmwt‘n and TFP increase.

Figure 9.8 Solow growth mod.
o that k* decreases to 1

j, pivots to the teft as population growth increases, s

Tn (a), the investment line, ;
Fts up as total factor productivity increases, so k¥ increascs 10 Sl

In (b), the savings line, 5, shi

as the movement from i to i'. A steeper invest-
ment line will lower the steady-state vahue of k* to k*". The intuition is as follows: With higher
population growth, the same capital ctock has to be shared among more workers. Thus, the
capital-labor ratio (k) falls. As the capital—tabor ratio falls, output per worker (y) Galls. Thus;

: will lower output per worker, If immigration causes faster popula-

- tion growth in a country (which is most often the case), then immigration will reduce cutput
and steady—state consumption per capita in that country.

Our discnssion above suggests that immigration positively affects TFP through innovation

and entreprencurship. If this is the case, th

an increase in TFP witl shift the production function upward by

An increase in A raises output per worker (y) and hence savings per warker (s). This is shown
in Figure 9.8(b) as the shift from 5 to 5. An upward chift in s Taises the steady state from k*-

P to k*#, Therefore, the Solow growth model suggests that if immigration
al-labor ratio, output growth and consum

at the origin). This is shown in Figure 9.8(a)

faster population growth

immigration can increase the capit; ption per capita

in the long ron.

Final thoughts

but complicated effects on an econo

e destination that/are dircetly affecte
| trade and physical capital. In many cases, immigrants

Immigration has important
some of the markets in th
housing, financial markets, internationa

can have competing effects: they may increase
may #lso increase the supply. The net effect on prices depends on the
these competing effects. In most cases, immigration leads to more pr

ter variety of products offered. At the ma

services in an economy and a grea
crease the amount of physical and financial capital in an economy and b

00!

immigration can inl

e Solow growth model delivers the following result;
increasing the parameter A.

increases TFD, then

my. This chapter hi gh]ighted_.'

d by immigrants, jncluding;

the demand for a good or gervice, but they
relative magnitudes of
oduction of goods and_
croeconomic level,
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innovation and productivi -
productivity. If the productivity effects are big enough, the net effect of
of immi-

ration on the long-
gf‘f 1 the long-nm growth rate should be positive. The next chapter consid
effects of immigration on the destination P nsiders the figeg]

Problems and discussion questions

1

ﬁN data on the mi
igrants stock by sex and age are avai
] TIMSAZDI3/migrantstock32053.htm. ; bl b

. aon (3 are available at hi tf).‘// ats, un. g/un d/ BIIREI/SElC Y.
ata o Dy t ht unstats or 5/ sna ounty .asp.

Using Googl
num;c); (;gcf}:n Maps, figure out the location of Chinatown in San Francisco. C
er o inese restaurants in that i e e the
area and print out th i
i : P e map. Discuss the 1.
Ny szeﬁts N restaurants are geo graphlcaﬂy distributed in this way, What are the co etasong
of large concentrations of ethnic re i . e
: staurants in major U.S. citi
Saiz (2007) fi i immi s
housi . ) L.ndsE that an influx of immigrants in a gateway LLS. city increases rental
rices in t i i v e
. ‘Sa ; 11?1 tm;c1 ?ty. Choose what you believe to be a gateway city (why might ita ECE
i .
2 g Cal);u ltty )t ;]m f;m:l tE}e median house price and immigrant share of the POI}gl.liaﬁ -
ate the effect of an immigrant inflo i
. w equal to 1 per i
house prices according to Saiz’s results ! pereent el the populaion on
Egger, Nel i :
ﬁ%gl p stor} and von Ehrlich (2012) find that immigration from a source countr
affects i ot
o r)g e L:n(;ggrts from that country until the immigrant stock from that sourceyciuri
" s " . After that point, additional immigrants from that source countr di
appear to affect imports. Explai is mi i
' . Explain why this might be the i inf; i
about migrant networks provided in this chapter ; ease g the nformation
Give an ex i i ion i i l
e Ofimm'r.lmplfz of immigration increasing exports to the source country and an exam
ipr i ing i .
. Iy at.ion increasing imports from the source country. Tn each case, what i
effect on GDP in the destination country? e bt he
Economists | immiprati
oonormiss 1:;1\16 fc])jund that immigration can increase productivity and stimulate innovatio
. ugr 7 incr T,
Howm fss o rtmc1 benfeﬁt ﬁ.-om the ideas of immigrant workers? Find an example of a patent
o ustness tla ed by immigrants that has contributed to the destination country’s econom
- : ; . .
Jickad ation country, Using United Nations data (links below), find the foreign bory
, _
ot Fa Cllae;r]centage of the total population in that country in 2013. Orteg : dP n
ind that a 10 percentage-poi i i : o0
point difference in the immi h:
e grant share leads to a 100
ier o ;e in mcorr]af(: per person (on average). Lising this estimate, how much would
a increase if that country i ir i J ! !
. y increased their immigrant sh i
points? | percentage paint? 10 percentage points? i vreby 0L percentage

eral Reserve Economic Da a, erve Vi € a tp -
@ Federal Re B ble at h esearch
Fed ; ) Dat: 5 ank of St. Louis. Availa H 1/ freseard]

Fora gDDCI discussion of how innovation anc L= reneurs 1e To m ects proguctiy-
innovati hip d t t; duct
; ' nire . . .
)‘ P. P mlgratlon aff, P i

nternet resources

ttp://esa, un.org/unmigration/
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Appendix

We can use the C .
growth acemuntin Olli;‘b—Douglas production function from the appendix to Chapter 7 ir
, i immi 0
g I natives and immigrants are perfect substitutes, the Productign Functiomfr
’ n is
Y=A(Ly+ MK
(A9.1)
where 4 is total L .
g a fa(l:ctor pjr{odudcl,lvlty, Ly is the number of native-born workers, A4 is the b
workers, K is the stock of physical capital i ! number
0. ¥ th \ . o paysical capital in the destination country
¢ production function exhibits constant returns to scale, then o -+ 'Y?‘ulmr) o y=
4 =1.

[i!ldEI’ constant returns to s P q
Cﬂ.le, we can manipulate e uation O TEWTT n terms
t onA9.1 6 wTite it in terms of

0, o
YAY = AL + AL, + A%AM + PAAK
(A9.2)
Notice that in the Cobb
-Douglas specification, the elasticiti

e the \ ; . , the elasticities—the percentage cha i
Ph::pif - num}:;:cu;t. char.lge in an input—are the exponents for labor and caf_)ita{l)r Fo;‘1 Z)% -
P p,ercent " rlElﬁr ol Lr:lllrlugra.nt warkers (M) increases by 1 percent, output (Y) i;ncreas arll:_
% pere sar.ﬂe 0 ves-an immigrants are perfect substitutes (as shown here), these ela ﬁe'sti )

1 . = ’ °

T natives and immigrants. (This would not be the case if they were imp Cl{' u
eriect

substitu tes or (!GII]plf:]llElltS Illu gl ¥
.) 5, 45 more Immigrants enter a countr {/UA.‘W > O)
)

increases (JAY > ay. output




10 Fiscal Effects

orldwide is the impact on federal, state and

j X ing immigration w ‘ -
S e ol migration—ﬂm difference between tax reve

: 1 impact of im ; ; b

rnments. The net fisca . rencs between I T

o gove irmigrants and the cost of publicly funded services received by e g o
e o e of considerable debate. Estimates vary within an

ly center on the impacts of less-skilled and unioc-
i i “ t contribute
t-cited concerns are that these immigrants do nol ' A
e The e i ething for nothing” Highly slilled immigrants,
: - -
T ey Vf:g in government—funded services, are less

receiving countries is the subject .
i ain
countries and over time. Concerns m

umented
their fair share b
who generaliy pay more in taxes than they recei

i standpoint. . N
controversil flom o Fer ct o]f)immigrants is important for a mumber of reasons. Policyma
pa

run fiscal effects of immigration in order to determine

; der which scenar-
. ; fiscal contributors and un

; ios jmmigrants will be net ) R iscal irnpact of

uoder VVh-l'Cl}il ]jcem:et fiscal d%‘ain. Understanding the mechanics bejhmd the ﬁs;e(l) ) eximple

o8 T-he)’ W1 : ah ip Poh'cymakers target and alleviate other fiscal imbalances. )
jmmigratmn can he. )

. L3 1 4} . . .

policymakers in countries with ?;?faief Understanding immigrants’ usage of public services

P g g p al
Oand Ubl]ClZl[l thESE! ﬁ ures may ﬁffECt P\lbhc pelce th!lS:l Wh.lch in tarn have the P(]le] X

to shape immigration policy. Surveys sho-w tha;(;)13
perceptions about their fiscal impact (OECD, ).
Many factors con‘:rlibute to (
i ei for migrating

t arrival, their reasons ( : .
jnigrants} their skill levels, the generosity of publicly funded s
tax system.These factors all tie to the most
outcomes. Although there is a wide range o
of the net fiscal impact o ;
oped countries’ fiscal imbalances. Studies o

Estimating the fiscal im
ers need estimates of short- and long-

f immigration are relatively small, especially
regions, most estimates

1 1
in comparison to most deve ! . : =
:::portpminor fiscal effects of immigration, with the net fis
0.5 percent of GDP (OECD, 2013).

This chapter discusses several important aspec

P y g LIS

e taxpayer ect 1nghi el afion Meth()dulo 1Cal a.nd measurement I1ssue;
Of 1 .

as a e ) g[

imates o
i ed by current estimal
B y i ions and measurement meth
countries iunder various assumptmn

e o
ulations may aim to inerease immigrs ation in order t

pinions about immigrants are tied closely to

i i i s’ age -
the fiscal impact of immigration, such as 1mm1grar'11.s ‘g .
cconomic vs. humanitarian and family reunification -
ervices and the structure of the .
i i i nt
important determinant: 1mrn1grants employme K
f fiscal effects by demographic characteristics an

£ 27 OECD countries |
cal impact rarely exceeding

ts of the fiscal effect, sometimes referred to ; Such goods include roads and ogher
S o ,

are presented :
- Payroll taxes. Various levels of gove

i tates and other OECD ._
[ the fiscal effect for the United States Pyl s e

ods, The chapter concludes with
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four government-funded program.
ocial Security.

an in-depth discussion of tmnigrants’ participation in

5 In
the United States: welfare, education, health care and §

Measuring the fiscal impact

Measuring the fiscal impact of immigration accurately can be quite complicated. Tivo main
methods are used. The first is the static accountin

g method. This methad calculates tax reve.-
nues from the Immigrant population minus expenses during a particular time period (usually

a fiscal year). The second method is dynamic modeling. This method can be
into net transfer profile-based projections an
modeling takes into account long-run consid
descendants. [t ruay also include the Impact
turn affects tax revenues,

further separated
d the generational accounting method, Dynamie
erations, such as the fiscal impact of immigranty’

of immigration on economic growth, which in

Fiscal costs and benefits

When computing the fiscal effect of immigration, economists must decide which revenues
and expenses to include and how to estimate them. Government fransfers and publicly finded
services received by immigrants are clearly costs, but some other
goods, are more difficult to quantify, {Puble goods are goods that
and non-rivalrous, or people cannot be effectively excluded from us
person does not reduce other people’s ability to use them.)

On the cost side for the

services, such as public
are both non-excludable
ing them and uge by one

government, the most straightforward transfers are cash wel.
fare and government-funded retirement benefit programs (like Social Security in the United
Stetes), while the most direct public services are public education and health care. In the
United States, public schools are required to provide K-12 education and medical provid-
ers to provide emergency medical care regardless of people’s legal statns. The cost of these
services can be substantial, particularly for states and cities near the U.5.—Mexico border, In
some countries, the government pays for linguage training for school-aged children and adult
migrants, The cost of this integration-related service can be sizable for the first few years
after mmmigrants arrive. In addition, analyses of the fiscal impact of immigration may count
expenses incurred for active labor market policies, such as job training programs, for immi-
grants, The munber of categories of publicly funded programs can be quite
are a key component of any estimate of the fiscal impact of immigration,'

Studies make various assumptions regarding how immigration affects the provision and cost of
public goods. For pure public goads, such as national defense
the cost per capita since these fixed costs
the case for congestible public goads,
i greater numbers as the size of the
more people use them, so the gover

extensive, and they

s Immigration may actuaily decrease
are now spread over a Targer population.” This is not
however. Congestible public goods need to be provided
population increases-—these goods become congested as
nment must provide more of them as Immigration occurs.
infrastructure, law enforcement and labor market programs,
On the revenue side, many immigrants pay taxes tied to employment, such as income and
rrment also impose numerous taxes tied to daily living, These
property taxes, value-added taxes, fael, liquor, tobaceo and excise taxes.
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When using any of the methodolagies deseribed in this chapter, there are a number of
assumptions and decisions that must be made. First, the unit of analysis must be determined,
This entails deciding whether the Focus is on the household, individual, cohort or generation
and whether it is at the national or regional level. In addition, economists must decide whether
children born in the destination country to immigrant parents should be included in the anal-
ysis and whether education is a cost or an investment. Second, assumptions must be made
regarding unauthorized immigrants’ contribution to fiscal coffers and use of government-
funded services. Researchers must estimate the number of wnauthorized immigrants and
decide whether they have different usage or take-up rates than legal immigrants. Third, econ-
omists must posit the impact of immigration on public goods, as mentioned above, Fourth,
economists must make assumptions regarding various cohorts of immigrants and their bene-
fits usage and contribution rates since cohorts may differ in terms of cducational attainment,
age, language ability and reason for migrating. Fifth, for dynamic methodelogies in particutar,
projections are needed for the future population sizes of native-born individuals and immi-
grants. Dynamic methodologies also need to make assumptions about the future of gavern-

ment spending, tax policies and other economic indicators.

Static accounting method

In the static accounting method, economists calculate the difference between taxes and other
contributions made by immigrants (credits) and fiscal transfers made to immigrants {debits).
This calculation is typically done for a fiscal year and is the most straightforward and direct
way to measure the fiscal impact of immigration. Usually, the credits are immigrants’ tax
payments, and the debits are government expenditures on immigrants. The advantages of this
method are that it is relatively simple and relies on only a few assumptions. The main weakness
of the static accounting method is that it does not account for langer-run considerations, such
as immigrant lifecycle effects, the impact of their descendants or indirect effects on natives’
wages and employment.

The most widely referenced study for the United States that uses this method (and also a
dynamic method discussed later) is part of a 1997 study by the National Research Council
(NRC). The NRC study makes a number of assumptions, most notably constraining all changes
to be budget neutral (Smith and Edmonston, 1997). Any increase in expenditures must be
balanced out by an increase in taxes. The annnal fiscal effect of immigrants on a fypical native

is then approxima{ed by

NAFty=—AT, (10.1)

where NAFI,, is the net amnual fiscal impact of immigration on natives and AT, is the change
in taxes paid by native
average native’s taxes fall. If NAFI, is negative, the average native’s taxes rise.

In this method, revenues are based mainly on taxes paid by current patives, current

immigrants and businesses. The number of natives is represented by N, and the number of

immigrants by M. Ty and T, are the average tax rates for native-born and migrant households, -

respectively, 4 is a measure of other revenues on a per-native basis, such as taxes paid by

born residents because of new immigration. 1f NAFl is positive, the .

' Fiscal Effects

bu.smesses. The expense side includes the cost of government services provicded JT "
migrants, The per-person cost of government services is re res’ led l:!)] B o egpaves and
for migrants. Additional expenses are represented by X o L oy for
government spending on a per-native basis, The o]} "

‘ natives and £ y
: which captures the cost of all otherr
owing equality must hold in any given year:
TuN + T M+ AN = BN+ By M + X N
(10.2)
' l]:qua.ﬁon.i{).Z represents the government'’s budget constraint. To address
m immigration or government po]icy,
of new migrants (AM)
per-native basis:

possible changes
the budget constraint can be shown in terms of flows

and changes in tax i immi
I taxes and spendmg for immigrants and natives on a

—AT= (Ty— E(AM/N) + (AT, — AB)(H/N) + (M, Ay (10.3)
;i‘z;it tl;la;rzdr:;deh:‘f"eequau(-)nd]0.3 shows the effect on the average native's taxes for all
ey ); o tl](-)iccullre a; a result- of immigration. Again, if the left-hand side is
et Conversgly,iftim ; :&1_1;11211215s‘:dztisnf;\;iznmiirants art?, a fiscal burden on curvent resi-
If lIXTN : 0, n-ew1in'.1migrants are fiscally rzeutral‘]’,e ;: ?::r:(:{; 2?&5;:?2?22‘“([& edbencls
equz;]:;%]ggo;;e lfl;;liatct is s;parated into three components on the vight-hand side of
N (AM) o Sinf;:: ,tE) ,1,]; E.M)(ATM / T\./), shows the impact on native residents {N) if new
g AN, o tazes vz;us 1r;‘1m1<g1'ant.s. If government spendi ng on immigrants is
o g termy e ( =Ly 0), immigrants will increase the tax burden on

. wilt be negative. The opp

osite is true if i i i i
ot ol b oo previous immigrants provide a

et 1mmigra.nts continue to do so. In other
. L .
- new Immigrants pay and use services at the same rate as
his may not be the case. The second term, (ATy— AE,)(M/N)
The second term shows the effect of changes due ‘
acteristics of new immjgrants. If new immigrants ar
pay less in taxes than previ i (g1 i
previous immigrants, AT, — AE,, is lilely to be negative, which i
the tax burden on natives. More specifically, AT ' o S oo
s e ¢ v .t Y, AT would be negative if new Immigrants pay
} ve iI new iramigrants receive re i i
: . ; m
services, [f new Immigrants are more skilled : e i publicly funded
H

the opposite would g
The last term - ¥ . e
» Adyy — AX,, addresses other revenues and spending obligations that immi-

gration may affect. For i i i
gracion Fedy e For example, if the fiscal mmpact is estimated at the state level, 2 state ma
ve federal aid t ist i hnmi i ,
e At; as;1zt 1ts new fmmigrant population, This additional revenue would fx):’
, At the i i
eptured Ad,, ‘ e fe erlal.leve], new immigrants may start businesses that contribute tax
(Ady} or create additional government expenses (AX,)
N

words, the first term assunes
previous immigrants. However,
, allows for this possibility.

to differences in the demographic char-

e less skilled and require maore services or

Dynamic modeling

Dypamic modeli ;
3 eling takes the age profiles of immigrants and the impact of their descendants

into considerati g i
o . on. T[?ere are two main dynamic models; net transfer profile-based proj
s, and the generational accounting method . P
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The wmethod behind net transfer profile projections is t?_ aug;uen.t tz:ae sflj‘:l(]:-em';:é
els with projections of tax revenues and government beneﬁ;ts ns;g;vl)nof Contribu,ﬂons
end result of such studies is to compute the net preselnt value ( ) of contributions
by each additional immigrant, taking into account various dellnog.rap 1‘c : a fertics

) -ofiles. For example, an immigrant’s net fiscal contrll—)u.tlon can be ca C'L; a.
;md ;ge p'lo sex, ape of arvival, legal status and country of origin, a[]lfl the caleu atlron
o e' ujazond’esce;dfnts The 1997 NRC report uses this method, and its results for the
Elzltlj:; gtaies are discussed later in this chapter. Economists havr‘: ais? I;Sildif“éZ:};Tj
to assess the fiscal impact of immigration in several OECD countries, including 8
: - weden, .
theTI:::‘]i(‘ilelZ?ii:;i IS\IPV estimates, researchers first produce age profi:_?s of'thc:3 anzglief;saci
impact of immigrants at a point in time (cr(}ssjsectlonal age plioﬁle:sj).hﬁj]slz:(% ‘Em_]dng .
typically presented graphically and can be split zlnto three age gr oup;. c pe T,Ou) Hing age
and retirement. Assessments of the costs, benefits and net 1mp.acti0 teac h gelgof Fi] ofimm
grants are the building blocks for NPV calculations, As shown in the top pan g .

$
o
o
[wH
o
a
%
l_‘_.
18 50 75
Age
%
H
=
Fol
@
&
[
@ 18 50 S
Age
$
E
a
E
w
Q
a
5 0
z 18 50 /5
Age

Figure 10.1 Age profiles of taxes paid, benefits received and net fiscal impact.
igure 10.
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taxes paid by immigrants (and natives) tend to forrn an inverted U
tend to start at zero for the young who are in school, rise with a
working age and peak in the mid-fifdes. After that, income and
transition into retirement, For benefits received,

-shaped pattern. Taxes paid
ge as people move through
taxes tend to fall ag people
shown in the middle Janel, the opposite
pattern occurs. Receipt af government benefits tends to be higher among the young who
are in school and the clderly who are in retirement, Putting these costs and benefies together
requires subt‘racﬁng the middle panel from the top panel. The resulting net fiscal impact is also
an inverted-Tf shape, as shown in the bottom panel. In thi

s case, however, there are negative
values as the benefits received b

y the young and the old outstrip their tax contribuations. In
other words, the net fiscal effect {taxes minus benefits) is negative durin
retirement phases of the lifecycle.

The next step for NPV caleulations is to construct lon
fiscal impact as a person {often called a “re
Longitudinal age profi

g the childhood and

gitudinal age profiles that show the
presentative agent”) moves through the tifecycle.
les are more complicated to compute than cross-sectional age profiles
because tax policies, the generosity of benefits, productivity and other economic factors may
change as immigrant cohorts age. Specifically, researchers need to make assumptions about
fiscal policy, debt/GDP ratics, the real interest rate, the generosity of benefits to immigrants,
the taxes paid by imunigrants, the costs of education and the likelihoad of
immigrants and descendants over their lifetimes. Regarding fiscal deficits
spending exceeds tax revenues and the government's debt increases),
assume that the debt-to-GDP ratio will ultimately
countries hit their debt imits, they may

return migration by
(when government
researchers typicaily
stabilize at some point in the future, As

need to increase taxes and cut spending, and researcls-
ers need to make assumptions about these changes. Another complicating fact

ing the fiscal impact of imnigration is that GDP will likely
This occars because of the immigration surplus, compleme
natives and higher productivity and innovation in the receivi
tion. (Chapters 7 and § discuss the theory and evidence re
else constant, if this gain is large enough,
hitting debt targets,

or in comput-
ow as a result of immigration,
Er g

ntarities between immigrants and

ng country as a result of immigra-
garding these effects.) Holding all
policymakers coutd reduce the tax rate while still

The last step in net transfer profile projections produces the NPV estimates by
up all the discounted impacts of an mmmigrant estimated in the ]cmgitudina] age
This discounting requires assuming an interest rate. Researchers often use the

ment's borrowing rate. Discounting gives more weight, or importance, to fisca
closer to the present and less wei

- demographic assumptions re
their descendants, the resex
impact.

sunumin g
profiles.
govern-
1 effects
ght to the future, Using the assumptions above plas other

garding Family structure and assimilation of immigrants and
rcher arrives at the estimated NPV of an immigrant’s fiscal

The second dynamie model is the
Alan Auerbach, Jagadeesh
.this method to assess whe

generational accounting (GA} method, introduced by
Gokhale and Laurence Kotlikoff (1991). Policymakers can use

ther a government's current path of taxes and transfers is sus-
tainable. The GA method involves an intertempor

lJudget constraint puts the ty
into a multi-period and

that the tax payments m

al budget constraing. The intertemporal
pical budget constraint, where spending is limited by income,
dynamic context, The intertemporal budget coustraint requires
ade by mmmigrants and natives over their lifetimes and those of
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all future generntions cover current and future government .sl)endinvg, inciuding any p;‘ast
government indebtedness. Fither current or future generations ultimately must pay for
fiscal deficits. o

GA models can he used to assess the impact of changes in the size of the lr.mmgrant ].mp—
ulation on the current gencration or future generations, The 'end result of ~llus rm;tho,d 1.s to
quantify a generational accovmt, or a fiscal balance, for a parh‘cular genera.hon L;n( er \e:"fl(t)l::
assumptions. To make these calculations, economists must eshmate'or pm]ecfc tledS~l£E e
current and future population, economic growth, taxes and transfers c.orresporlx. mgl o
attributes of the population, government debt, interest rates ﬂn'(l any lkely plo icy cmnE::-:
{Auerbach and Oreopoules, 1999). The Congressional Budget Office (CBO) makes many
jections like this for the United States.’ o

The government’s inter-temporal budget constraint with immigration is

S (s ) S (N )= 36w, (109
=0 ' ‘ =t -

The lefi-hand side of equation 10.4 represents the present value of all taxes paid by current
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United States

The most comprehensive analysis of the [iscal impact of immigration in the United States wag
conducted by the Nationa! Research Council (NRC) in 1997. This study inclades estimates
using hoth the static accounting method and a dynamic model.

The NRC study does not include national estimates using the static accounting method, but it
does present estimates of the annua fiscal effect of immigration for California and New :
two states with large immigrant populations. The study
and local levels in both states. The negative state-level fi
ifornia than in New Jersey. This difference is attributed
skills and educational attainment across the two states
the study, Expenditures are broken down into K-12
other expenditures. Revenues are broken down into P

Jersey,
finds a negative fiscat irapact at the state
scal impact is three times larger in Cal-
to the large differences in Immigrants’
.Table 10.1 presents the main ﬁndings of
education, government transfers and all
roperty tax, income tax, sales tax and al}

other revenues, Since the fiscal budgets must balance at the local and sate levels (because of

Table 10.! Local and state expenditures, revenues and avera

ge fiscal balance per household 1994
dollars): New Jersey and California . g (1928

and future generations. The right-hand side is the present value of g{_)\'ernn.ljl: expe?n(hture; New Jersey Californta
. : . N scifically, N represents the NPV of taxes par Y natives, an —_ . -
and current indebtedness. Specifica h N TER or the lefi-hand side shows All Natives Immigronts Al Natives Imemigrant
M represents the NPV of taxes paid by lmmlgrants.The first term on the le igrants
taxes paid by the current generation, which s born at time t—s and has a hfesPaff of D years. Expenditures
The second term sums all future generations, where s is the number of years after ¢ that an Local: .
individua} is born. On the right-hand side, the first term is the present value of government K12 education 273 2162 2985 94 768 1581
n W(} e 13[ o ents the real interest rate and G represents government spending. {:‘:Il ulther 868 807 1251 4549 4522 4677
spending, where r repres "epT - o ola 3141 1963 oy c303 o ¢
The last term, W, is government net worth or wealth, which is the difference between the State: G208
’ K-12 education 1625 1585
overnmment’s assets and debt. ‘ ] ] y i 1878 1537 1212 2496
* Researchers can use this framework to determine whether immigration contributes to fis- Transfers to househotds 502 496 53¢ 817 594 1474
cal stress or afleviates it on a generational basis. Using an intertemporal model avoids the ?Illottlmr 588 S66 738 780 704 1003
i PP oy : o
vitfalls of examining a certain cohort of immigrants at a point in time, Different ])Opﬂlallon-s : . al 2715 2647 3146 3134 2510 4973
} i ifferent i i} taxpayers at different points in their lifetime. For example, il evenues
will have different impacts on taxpay he def fall in the shart run because Local:
rorki ici in th ¥
fmmigrants in a country are mostly working age., t1e. eficit may fa b rattes o veceive bt - Property tax 2949 3931 3176 059 1092 ocs
of their tax contributions. However, when those immigrants eventually led. Libe dofieit All other 192 192 188 4464 4481 4412
efits, such as publicly funded pensions, they will boost government ‘sperf ing an ; e r . Total 3141 3113 3314 5693 G573 5177
If another country receives a large share of school-age immigrants, it will need tf’ na thel State:
ducation in the short run. However, in the longer run those immigrants are likely to pay - én]cmne tax 1518 1526 1446 1738 1964 1070
e ; ’ ’ ; ales tax 589
e i than they cost in government spending, Al s 586 567 688 27 570
mote In taxes than they CoSTINLE other 618 623 575 708 714 701
Total 2715 2735 2584 334 3405 2341
'+ Average fiscal balunce :
imates of the fiscal impact of immigration Local =0 144 922 =0 283 -
Est ; Stat il 831
. . s of immigrati ing the static and dynamic € = 88 —562 =0 895 —2632
Numerous stuckies have estimated the fiscal effects ol'lfnﬂ“gr-l{_lOn e ized bc]o)w The - Toral =0 232 —l484 =0 Li78 —3463
methads explained above. The main findings of major stwdies are summarize . Ene

Source; Smith and Edmonston {1997).

methodology and assumptions used can result in large vaviations in estimates.
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g tota 5 g se levels,
balanc ed budget IEqLIil'Cl'l'lEI!tS thcre), I revenues must equal total expenses at tho ;
'Ol Y g ehold receives and pa s § 41 for services at t ocal leve
For New JE]‘SC the average hous hold receiv 1 )'- 3,1 1 fo TVICES a ] e o
'?. 3 4 7 th for d ail
and $2 15 at Yile state level both of which are predomunantyy lor IK-12 educat OI’;. ( f gures
a ’99 ‘ 1ese Hi are § an respective Y.
i iforni * g” ¢ o, L E]
ein | 6 (]0“81’3). In Ca]lf()l ma, th fimures ~5 523 < 3 '; 134 . l
l The bottom line of tllE, NRC sludy is that there isa fiscal redistribution fl om nafive-borr
[ab gr ¥, £ - i ' ferage
househalds to immigrants. In New Jerse A fmmigrant headed hOBSCh(ﬁdS imposed an aver £
1‘ L C ‘ i i itiona
fi 1 t f$922 at the local le\ﬂel and $562 at the state level. This translates into anla
18CAl COBL O ' La lv l i
$14—4 tax l)ill at the local le\’El and 3588 at the state level, ar $232 m tt)tal, for EaTl‘l 101 QE':(]al(
C ’) a - i i im ¥ arger, with a
ade i ia, th istri ¥ ated to be even lar er,
) i California he redistribution is es £ .
head ‘ ¢ a LLS. native. In , . . gl o
FSCH] cost of $831 at the locai level ﬂll[l $_; ,632 at the state evel lJC‘[‘ 1mmlgrant houscho d. This
1! | ive- i i ia, Iger
] lates int total fiscal burden of $1 ,1 per native-born 110\1.561]0!([ in California Ll a -
Translates 1Bt a tots 78 ) : ' _—
family si and e]atj\rcl low incomes among immigrant hOLlSC]]O[CIS in California resulted in
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g] ter use Of educational ser ViCCS, reater lﬁCell)t of government ty ansfers and smaller state
eater B g d
tax xayme its there than in New ]ersey. ) . ) .
able 10.2 reports ﬁSCEll estimates at the feder al level for native- and 1111n1lgrant-headed
10188 i L aver g ve- d 2,722 more in federa
i iforni The e nafiv born househol pays 3 17 2 fec
ousehelds in California. he avera ¥y : -
taxes than it receives in fedt:ra]l)' funded services and transfers. The aver age Hl.llnlglla ll lead. ed
- t‘) o 0 ’ ays &)2 682 less in taxes than it receives in federa by funded services
I I ] l i niras Pay b less i 1t 1 LvES 1al 3 :
nouseh ,mnc 3L, Pays s ' ‘ ) ‘
1 nsfers. These estimates include Bxpendltures on nati nal defense. ;lC € ) liforni
an<l tra . a ‘ : G i | l‘: -
a ])Lll'[, ])L[b}i(: ()Dd an(‘l not illClleﬁd, ll’lﬁ avelrage 1mini I'dnt*]l(:‘(lded house wld in California
as C g g g
)Tlﬂ]([,‘s a net contribution of $12 7 at the federal ]E\.el. . \ ‘ o 6o
The 1997 NRC report hag Otl](il‘ I\E}’ Fiﬂ(“]lgs, Fl'l‘St, fiscal bur dens stem f[(}]ll O.\’\lt X |.eve-
Ies I \E:(] from low-wage earners srathe 1an from hi rates of receipt of social servi .
v 18 Y- Wag 1ETS her than fr gl T 1 CICS
o | OVE! pea i he federal povernment reaps bene-
5 st ents bear the costs while the fe ‘ b
Second, state and lacal g VeI - g -
fits, at {eaqt while immigrants are young anl llea]th)'. i:mmglants lower the PC aplta C()Stsi of
1 ‘) C ; i} 1¢ <t on g T Iy | increase congestion
],l' gOl]( s such as lli!ticll'l‘zll defense al | interest on government del t but ine ea‘ 4
CO! l 8 { ibrari alr rts. rure
P s 3 bli gOOdS such as 1‘02\(13, SCWEI'S, law en[m‘cement, llblﬂr]es, ‘nil'ldI 1 l)D:. P
55 oh public " " ol
i ds [Ell(l o be '()\'i(ie(l Iy the federal gm‘ern nent, w ile c.ongcst;b e public gDOdS
p'i.'l Hic goods u ¥y

tend to be ta d al g me 1T € Cl en of ants tend to |
d P oviderd b)’ state an toc OYETTY nts. Tk d, the children lrﬂh‘l‘lgl t 4
£ UPW m “! 8 last pomn 5 ant o ons Lo dynamic estimates, w
i l) obile last int has important imy licati for ¥ 1 tes, ch
b pwa 1 D P P

liscussed later in this chapter. ' ) -
aref; t study by the OECD (2013) uses the static accounting method to
more recent s

pufe an w ydated aggresate measure foy the Uni (} States That a al sis concludes tlht
g te y
g £a !

I i

b q 1 foreiom-born N i jl ", ous EhO]dS
native- and Lorel i tributors. However N hou
oth nativ i hOllSEi‘lO]dS are net flSCal Con

Tahle 10.2 Federal state expeuditures, vevenues and average fiscat balance
per household (1996 doliars): California

Al Nartives Immigeants

326
itures 13,549 13,625 13,
o e e 0

22 -2,
Average fiscat balance 1,347 2.7

Source: Smith and Edmonston (1957).
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headed by a U8, native make a larger net fiscal contribution than households headed

ah immigrant, These results di\'ergc from the results in the NRC study.
gence appears to be due to differences in the categories of taxes and b
the two studies. The NRC study focuses on the state and local level
typically impose the largest costs, while the QECD study focuses
where immigrants tend to be net contributors when not incluc;
Policymalkers relying on such studies need to use caotion
tions underlying the estimates,

Several studies focus on the impact of uadocumented immigrants on government

budgets. All’hongh undocumented immigrants are not eligible for mast pub

programs, state and local governments incur costs related to
enforcement.

Media reparts often suggest that undocumented im
reas by filling up emergency rooms and schoals, M
immigrants receive more in services than they
ever, this fiscal burden tends to he tocalized i

by
Much of the divery-
enefits included ip
, where Immigrants
on the federal level,
ng defense spending.

and understand all of the assump-

lic assistance
education, health care and lawr

migrants create severe l1ardships to
ost studies confirm that unacthorized
pay in taxes at the state and local level. Flow-
N major immigrant—receiving states and cities,
and estimates suggest that its magnitude is actually relatively small, The CEO (2007) surveyed
29 studies of the impact of unauthorized immigrants on state and local budgets. Overall, the
studies confirm that states jncur net fiscal costs from unauthorized iminigrants, but these costs
are typically less than § percent of total government e
from millions of dollars For

xpenditures. Net expenditures ranged
smail staces to billions of dollars for Califor
largest number of unauthorized immigrants, Bven in jurisdictions with
California, spending on unantharized Immigrants was less than 10
on government services,

nia, the state with the
large fiscal burdens in
percent of total spending

Estimates of the net economic impact—
immigration should incorporate any
Texas, a TEPOTt prepare;

as opposed to the net fiscal impact—aof
€conomic gains (and losses)
d by the state comptroller estimates that ur
$424 million more in revenue than was spent at the state level
care and law

as well as net fiscal costs. In
nauthorized immigrants paid
to provide education, health
ear 2005 (Strayhorn, 2006).
sts of $1.4 billion in 2005 1o
enforcement. Education was the larpest expense at the state level,
st expense at the local level. Without the 1.4 o 1.6 million undoc-
the state’s GDP would have been $17.7 billion, or

enforcement to unauthorized immigrants in fiscal ¥y
The report also concludes that local governments incurred net co
provide health care and law
and health care was the large
umented workers, however,

2.1 percent,
: smalier,

Legalizing undacumented immigrants affects their net fiscal
program, or amnesty, for unanthorized immi
it also may lead to greater ﬁh‘gibility for
theoretically uncertain. The CRO {2013} estimated that 4 |
in a bill passed by the 10.S, Senate in 2013 would have fed ¢
spending than in tax revenues, su
burden of fmmigrants in the Unit
due to health care.

position. A legalization
grants can lead to higher tax revenues, but
fovernment benefits, The net impact is thus
galiza.tion program included
o larger increases in [ederal

ggesting that legalization programs increase the [iscal

ed States, Most of the increase in federal spending was

As discussed above, static estimates are only

a smapshot and cannot be used to predict the
future since they do not include changes in dem

ographics, fiscal policy or immigration pelicy.
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Dynamie madels can be used to evaluate various assumptions and scenarios. The NRC sludy

includes a dynamic analysis, which conchndes:

The average fiscal impact of immigrants under the baseline assumptions is positive in part
because they tend to arrive at young worldng ages, in part because their descendants are
expected to have higher slills and incomes, in part because they pay taxes for some items,
such as national defense and interest on the federal debt, for which they do not impose costs,
and in part because they will hielp to pay the public costs of the aging baby-boom generations,

(Smith and Edmonston, 1997: 353)

The main results of the dynamic analysis are NPY calculations of the fiscal impact of an addi-
tiomal jmmigrant and his descendants over 300 years."$ Table 10,3 summarizes the results, The
main finding is that the average immigrant males a positive fiscal contribution. This is due to the
immigrants’ descendants, who are assumed to assimilate quickly. The average net fiscal impact
of an immigrant is $80,000 per immigrant {all figures are in 1996 dollars}. Not surprisingly,
the largest positive impact is §198,000 for an immigrant with more than a high school degree,
including descendants, For those just with a high schiool degree, the estimate isa §51 ,000 fiscal
gain, For immigrants without a high school degree, the average impact isa §1 3,000 fiscal loss.
The second and third rows of Table 10.3 decompose the overall impact into the separate
impacts of an immigrant and his descendants. Naot including descendants, the average immi-
grant creates a fiscal cost of $3,000. The cost rises to $89,000 for an immigrant without
a high school degree. Although there is large variation in the NPV impacts of immigrants

themselves by educational attainment, the fiscal impact of their descendants is positive, large

and relatively similar across parental education groups. These estimates reflect assimilation by
immigrants’ children and later descendants.

The study also laoks at NPVs by age at arrival and finds that inmmigrants who arrive at a
younger age make larger net contributions, The NPV of the fiscal impact peaks for immigrants
who arrive between ages 10 and 25 and then reaches a trough for those who arrive in their

late sixties, when the impact is a large negative number. Meanwhile, the NPV for immigrants'

descendants is positive regardless of immigrants’ age at arrival,

In addition to a number of robustness checks, the study estimates the impact of an addi-
tional 100,000 immigrants entering the United States per year on the average citizen. it con- -
cludes there would be only a minimal fiscal effect. The overall effect would be a fiscal benefit”

of $30 per U.S. resident, which inciudes an increase of $44 at the federal level and a decrease

Table 10.3 Average net fiscal impact of an immigrant (1 996 dollars)

Overall Less than high schoo!  High school College and
graduate graduate higher

Immigrants and their descendants 80,000 —13,000 51,000 198,000
Immigrants —31,000 —§2,000 -31,000 105,000 ¢
Descendants 83000 76,000 82,000 93,000

Souree: Smith and Bdinonston (1997},

of $10 at the state level. Thus, the NRC report concludes that, despite concerns over the fiscal -
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Table 10.4 Net fiscal contribution by migration status, 2007-2009
average (in euros, PPP adjusted) i

Counitry Native Mixed Migrane
Switzerfand 14,968 21,437 14,549
Tceland 12,272 ]7,558 9,297
Luxembourg —1,228 7:232 9’1'.7};
ftal?f 3,580 12,126 9,
Linited States 8,534 17) 158 3, ot
Gre.ecc 5,008 fO:Sl 1 7!§Z;
Spau.l 3,107 9,830 7,4;6
Belgium 3,159 16,830 5,560
Canada 7,552 15:494 5’167
Narway 5,055 20,366 4-)505
Pol‘.l'ugal 950 9,799 )
United Kingdon: 2,604 11 ’954 ?479
Slovenia 4,450 2,368 3’029
Netherfands 9,940 2t ,303 2 o
Denmark 7,362 1 7‘71 3 ;ISAH
Austria 3,375 6I4-4-3 ;;68
Australia 3,776 8,353 2,353
I—%ungary 1,081 [ ’9]5 1 ,823
Finiand 5,706 ]2,265 T’ :
Swecl(.:n 6,815 71‘3 473 ‘§;4
Estonia 4,514 5 S|77 ;
Czecly Republic 3474 1 ,1 16 Tz
Treland 2,487 6,5] 1 —1712&4
France 2,407 9,] EY| -y 0
Slovak Republie 2,148 I752 21":3:
I?rirm?n)' 5,875 —4,453 -5'627
aland 231 ~4,630 ~5:69;

Saurea: -
aurce: Organization for Economic Cooperation and Development (2013)
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on the nativity of up ta Lwo household Leads. The houschold heads are native born in native- table 10.5 Fiscal contributions paid and " Fiseal Bffeces 227
bary households; one is native barn and the other [oreign born in mixed liouscholds; and the K averagte (in euros Pl-’l::l_,d.t:tcbf'wms received by household migration status, 20072009
heads are foreign bora in migrant houscholds. The estimates ave based on data tor the period : S - ’ Justedy §
2007 to 2009 and are expressed in a cowmmon cerrency (the eurc} and adjusted for purchas- Af % Herngfits receivd -
ing power parity (PPP). Also, estimates typically exclude migrants with tess than one year of i Cauntzy Native Mised "
residency. This may understate the positive impact of immigratica since recent or temporary : e ——— igrant Country MNative  Jlied Migrant
immigrants often come to work and are therefore net [iscal contributors. ;“femboll"g 20043 23732 20,463 Germany 9
As shown the last column of Table 10.4, estimates of the net fiscal contribution of the aver- B:‘\Ilt;:r]and 19,858 26,353 120,149 France |0‘;2§ 18,620 13,727
age migrant household vary considerably across countrics. The estimates for migrant house- Uég ™ :g-?jg 25611 13,707 tuxembourg 21:2—_,-0 :2’233 : I';H‘z
holds are positive in 20 of the 27 countries. The largest net fiscal contribution is about 15,000 Netherlands 5 '|75 iiﬁj 13,145 Sweden 10,226 IG:Qgg E;I:;;
euros per migrant household in Switzerland, while the most negative estimate is —5,691 euros Jceland 18:9?2 23’[ l'; ::-‘}"‘;(5) Austzia 13,330 15,027 9,950
in Poland. Most of the countries with negative nwmbers for migrants have older immigrant Norway 17,382 11 ,613 IQ’SGS geﬁwrlmlds 11,236 (1,273 9:s7|
poputations who receive pensions, while Ireland was suffering from a deep financial crisis Austria 16,705 2l:465 ]2’334 ].C;’m;'!'k 10,211 8,718 8,673
during the period under study (2007-2009). Notice that the net Fiscal contribution is negative Ieaty 15,346 19,552 (2 '3 10 ﬂm| and 12,014 10,063 8,543
for native-born and mixed househelds in a few countries as well. Canada 12,959 21,160 H:Sls P;E:Jn‘ 9,697 8781 8,147
Net fiscal contributions tend to be smatler [or immigrants than for patives. Accosding to the R::S;:rk 17,574 26,428 11,041 Norway l:;zg :?":33 8,009
OECD study, this gap Is not explained by differences i age or educational attainment. [nstead, UK :?’ggi 25472 11,008 UK -‘{:899 96;2 ;ISGB
the matn factor enderlying the gap Letween immigrants’ and natives' fiscal effects is employ- Slovenia I3,3 e 72;320 10,803 Finland 9,482 7:706 7’;3;
ment, which can explain about one-half of the gap. bamigrants are less likely than natives to be Spain 10.‘5i 8 14.823 :3.49] Slovenia 8,866 11,728 7.485
employed in most of the countries where nalives make a larger fiscal contribution than immi- France 13,359 21 ,324. 932? Ca'_md" 5,407 5,666 (,':35|
grants. There are some places where immig rants contribute more Uhan natives, such as Greece, Greece 13,246 16,’068 9.4-76 i\\ﬂtzen:lnnd 4,889 4917 s5.8m
Italy, Portugal and Spais, largely due to high employment rates among recent fmmigrants, Finland 15,188 19,970 3'942 C!Asnr]m 4,700 3,960 5,144
Mixed households tend to have positive net contributions and often out-contribute native-born * Portugal 8,024 (3,854 8,’32!} U;EC h Rep 1990 6,965 S, 100
households. One reason lor this pattern is that mixed households, by definition, are comprised S::;Z;T)’ 5,373 14,176 4,094 Hungary gvz: 2,687 4,871
of two adults, whereas native-born and migrant hausehelds can be comprised of single adults, lrel.mdla g:f’ﬁ 12,314 F 447 Slovalc Rep 4’003 Gf;; 4,779
In maost of the 27 countries in the ORCD study, immigrants pay less than natives in taxes - Hungm'}: G,S:’ 16‘574 7,309 Estonia 3:,3[4 3'5[)' :’:;S
and recelve less in transters. Table 10.5 shows average contributions jraid and benefits received - Czech Rep 8:465 ;’lgg’g 6,643 Portugal 1074 4 :055 3'8‘;;
by households’ migrant status in cach of the countries. The least generous countries, not sur- Estonia 7.528 9,378 ‘;‘:;’;; Raly 1366 7,406 ’::Iéz
prisingly, in terms of benefits are these facing (he worst fiscal crises—Greece, Iceland, Ttaly, - Slovak Rep 6,151 6:876 2'439 ;CEI:‘“‘J 6,701 5559 3087
tive-born - - Poland SATC 5853 2419 'Gljr:::ce ;’2'15 o s
38 5557 | 748

Partugal and Spain. At the other extreme, migrant houscholds receive more than na
households in benefits in France and Germany. Native-born and migrant houschot
make large fiscal contributions in Lusembourg and Switzerland, but migrai:t houselolds' con-

ds alike. .
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immigrants in the post-1996 welfare reform era. Furthermore, states have implemented a
variety of policies regavding immigrants” access to education, the labor market, businesses
licenses and driver’s licenses, among others. Most of these policies focus on unauthorized
immigrants. This section discusses immigrants’ fiscal effect through the lens of their partici-
pation in four major gm'ernment—funded programs and services in the United States: welfare,

education, health care and Social Security.

Welfare

Welfare in the United States typically refers to means-tested benefits, either cash or
in-kind, made to eligible low-income individuals. Prior to 1996, the main cash weifare
program was Aid to Families with Dependent Children (AFDC). In 1996, that program
was transformed and renamed Temporary Assistance for Needy Families {TANF}, AFDC
and TANF are only available to families with minor children. Other cash transfer programs
inciude: the Earned Income Tax Credit (EITC), which acts as a negative income tax for
the working poor; Supplemental Secority meeme (SS1) for the disabled and elderly; and,
in some states, General Assistance (GA) programs for poor people who do not qualify for
other programs. Major in-kind welfare programs inciude food stamps (called the Sup-
plemental Nutrition Assistance Program, or SNAFP); public housing ar housing subsidies
(called Section-8 vonchers); and free or subsidized health insurance (Medicaid and the
State Children’s Health Insurance Program, or SCHIP}. Social Security and Medicare are
programs for the elderly and are not considered welfare since eligibility is based on age,
not income,

Rapid growth in the love-skilled fmmigrant population during the 1970s and 1980s in the
United States raised concerns that the country was becoming a welfare magnet (e.g., Bartel,
1989, Borjas, 1999). Some studies of the pre-1996 era conclude that immigrants are more
likely than U.5. natives to participate in welfare programs (e.g,, Blau, 1984 Borjas and Hilton,
1996). Although undocumented migrants are not eligible for public assistance programs ather
than emergency melical care, the
policymalcers about the Future fiscal costs of this group of immigrants and their ULS,-born

children.

Asaresult, parts of the 1996 Personal Responsibility and Work Opportunity Reconciliation -

Act (PRWORA)—commonly referred to as welfare reform—aimed to reduce immigrants’

use of govermnentfprovided services, Specifically, the law states that “aliens within the

g‘[’D\-\’i]’)g size of this populution created concerns among :
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D Neither pre- ner post-1996 immigrants eligibla
Pre- or post-1996 immigeants ellgible, but nal both
[ Both pre- and post-1996 imimigrants aeligible

figure 10.2 Immigrants’ eligibility for welfare programs after 1996
Source: Based on Borjas (2002).
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Nation's borders [should} not depend on public resources ta meet their needs” (U5, Congress
1996, Section 1601, Chapter 14). Although states were given fexibility in defining ehigibilicy :
rules and allowed to offset some of the restrictions, the law contained the following provisions:’
rcgarding immigrants’ use of social services: most non-citizens who arrived before August 22,
1996, lost eligibitity for Supp]cmental Security Income (531}, food stamps and Medicaid;
non-citizens arriving after August 22, 1996, are ineligible for most types of public assistance:’
during the first five years after arrival; and non-citizens arriving after August 22, 1996, are:
subject to stricter eligibility requiremnents because their sponsors’ income and assets arc:
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federal governments. uring 2002 to 2009, Meanw
at period,

nly respensible for §19.3 billion in expenses
tota] surplus in that fand of $115.2 billion d

ccumutlated a deficit of §28.1 billion during th
Health care

hile, ULS. natives
i 2

for immigrants is another topic of considerable debafce in Ii]:;)‘ 2?::,.
The cost of health care 01‘];1 11eﬁﬂ1ier and use less health care than LIS natl\re}st.l mre.t_he_)
T t'end h he e health insurance, and much of the co.st of the hlea ﬂze :: i
mmigrants are foss llkEi)' 0 f“ Despite this, estimates suggest that mcrfiases in o he_ﬂ
e ﬁmdfd ]LJH}’ izlp;z:ct]ez are rl()t due to immigration and that immigrant-rela
healtls care in the Unit

e sts are not a larpe are WED a]l vernment spe dl g.
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cmployee-paid payroll taxes. This deduction appears u'n pa)fcheck’s ﬂlt}l;iafzii; 23[:{3;::}33:;
Contributions Act (FICA) tax. The FICA fax actually includes t\m’:, 1 prace faes with di
ferent tax rates: Social Security and Medicare. As of 2014, the tax rate 0112 ) ;ﬂ_(‘ent to)tag
6.2 percent of earnings paid by both the employer an(.i the em{;lt?;e;b(())rh 2_{}1]4, ];O!_ MCdi-,
There is a maximum taxable amount of earnings, which was §117, ld o el,n o Medi
care, the tax rate is .45 percent of earnings paid by bot-h the employer and th ployee,
2.9 j,)ercenl; total. There is no earnings limit on the Mer];cm;e ta]); e Social Security na.
Many undecumented workers nse false or fraLlldule.ut y o 1z.une( ! e e
bers (S§Ns) to satisfy erployment eligibility verlf.“lcatmn requn'n]amin: o lfcal biring
process. Employers then use these numbers to withhold fede.m. .8 ﬂg;se Jocal Ineome
and payroll taxes for employees. Some undocumented workers 111stea’ ey
Tdentification Numbers issued by the IRS to file tax returns, make l)ill} rll;‘er} mdnculmeme(]
refunds, The Social Security Administration estimates that about onle— -mt t)h.;s dlocumen'ed
workers pay Social Security taxes (Feriulcib an‘d Wa.mcr, 20(}5)[: (jt‘)ell Zt:te s estimare ot
between 50 and 75 percent of unauthorized immigrants pay federal,
(C[:](i)\"eiolﬁzz .many immigrants, authorized and vnauthorized, will not receive Social .Sclcsunt%
s, imami r tribute to the solvency of the Social Security system.The Social Secu
o i i incr f 300,000 inumigrants per year
rity Administration (SSA) estimated in 2011 that an increase o 00, T
would extend the solvency of the system by abo.ut one year (Gr 1?‘\1votf(,l,bout.$ n feel o
2010, the SSA also caleulated that LLl‘Iath]](?r]'ZE(l 111.11‘111gran‘ts Ctm:u i ;glea ) aMOSt b3 bilion it
payroll taxes but received only $1 billion in benefits (Goa? c a o " I.ml(e nautorizee
immigrants will never receive henefits based on th.e cof}trthutmns 16):] .“.to B
that cannot be matched with a worker because an invalid SSN was used go i

Suspense File, which totals in the hundreds of billions of dollars,

Tinal thoughts on fiscal effects

Assessing the impact of immigr:mts on guvernment ac.counts is compliicated. Elelezsn:;li:;;;z
ways to calculate fiscal impacts, and all methods require that researn: 1ersF:1_1; : constlerable
assumptions, Although estimates vary widely, some patterns dﬁ) cmell ge.e Olf m,'emu ot coun-
tries the fiscal impact of immigration appears to .b(: rather small as a s.mrccmmtin coonomis
output, Studies that look at the impact in a given year:——the stlat‘xc ai - ibormarket
typically find an impact between —1 to +1 percent of (TJDI. Scfﬁng , 1111r.n %;ts < labor marte:
success affects their fiscal impact. In countries withrelatively skille 1rn(11mg11] oy,
basis of employment quatifications, such as Australi.a and 'New. Zf]::;lm;1 (Tzi;lzic:algian B
immigrants add to government coffers. Countries with siza E. 111' ity gt

lations experience smaller fiscal gains or even 1osse? from lI'nIlllglﬂ . Third, i )
i l ri Countries experience the biggest galns when immigrants, no
grants’ o AN y -ibute more i taxes. Fourth, assimilation by
surprisingly, worlc more years and therefore contribute

ITIMNEIT via ICES, AL T (34 ent-fun d o
eviate Tisca 1a]a s, particalarly fo gov rnmen :
miprants’ children can help al fi iml [) ¥y hi de

retirement benefit programs, in destination C()Ufﬂtl‘lles. N o countries. where
The next chapter shifts the focus from destination countries Lo s s
e

ket and other effects.
immigration also has fiscal, labor market and o

The OECD’s International Migration Statistics includes d.

Smith, [.E and Edmonston, B. (eds.) (1997) The New

Storestetten, K, (2000) “Sustaining fiscal palicy
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Problems and discussion questions

I What are the fiscal costs and benefits of immigration? At what level of government (fed-
eral, state or local) do they ocowr?
Why might unauthorized immigration be a net plus to the [1.8, Social Seeurity systerm?
3 Do Immigrants strain the welfare system in the United Seates? In Eumpe?Why or why nat?
4

What policies have countries implemented to reduce the fiscal eosts
skilled immigrants? What other policies could they implement?

5 Explain the difference between the static and d
to indicate that immigrants are a fiscal cost if j
65?Wh)' the differences;

assoctated with [ow.

ynamic methods. Which ene is more likely
mmigrants arrive at agre 5P AL age 252 Ag age

Notes

1 For exarnple, the National Research Council’s study
inchides nearly 30 eategaries of expenses (Smith and
local government include: government administration, courts, police and five protection services, public
works, welfare and public health, recreation and conservation, libraries, vocational education, commu-
nity colleges and K-12 education. At the state level, expenditures include: government administration,
public safety and criminal justice, health, conumunity development, transportation, environmental man.
agement, employment training, educational administration and state aid for K-12, higher education,
state spending on Medicaid, AFDC and 581, general state welfare assistance, pharmaceutical assistance
for the elderly and disabled, municipal aid to local governments and ropexrty tax reimbursements.

Other pure public goods may include expeaditures on veterans, vesearch and deve
Tepayment nf'prccxjsting public debt,

The CBO’s budget projections can be found at ht
projections.
4 The extensive assumptions include: (1) starting in 2016, the debt/GDP ratio is held const
(2) budgetary adjustments are done through a cambination of higher taxes and lower spending; (3) the
real interest rate js 3 percent; (4) imrmigrants continue to receive benefits as they did in 1994—1995,
(%) taxes for immigrants follow the cross-sectional pattern for the first ten years and then hecome
fixed to the age-specific tax payments of natives;(6) immnigrants who arrive after age 55 get QASDII
benelits; (7) 30 percent of immigrants veturn home and bring their young children with them, a.d
16 percent nf'secondfgeneralion immigrants emigrate with thejr Jparents;(8) bilingual education costs
raise total educational costs for immigrant and second-generation children by 22 percent.

of the fiscal impact of immigrants in New Jersey
Edmonston, 1997). The services provided by the

N

topment and the

ey

tps:/ /www.cho. gov/topics /budgc:t/burlgc -

ang;

Internet resources

ata on immigrants by citizenship, age, occupation,
status, available at hetp: / /\\'ww.ou:cd—ilibrar)f. org/
t]'onal—migrat‘ion-statisn’csmmig—data—en.

duration of stay, oceupation, field of study and labor
social—issues—migration—health/data/ oecd-interna

Suggestions for further reading

Americans: Econemic, Demogmpf:ic, and Fiseal Lffects of
Immigration. Washington, DC: National Academies Press.

through minigration.” Journal of Political Econon iy
108(2), pp. 300323,
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11 Effects on Source Countries

Although the number of international migrants continnes to rise in absolute terms, the sh

the world population who are aigrants has remained steady
50 years. Nonetheless, there have been considerable shifts iy
teristics and their source

are of
at around 3 percent over the past
1 migrants’ denmgraphic charac-
and destination countries. Most notably, a greater share of migrants
ve from middle-income countries to high-income count:

has increased, In addition, the education levels of im:

Researchers proint to increased ability to finance migration costs and a signilicant drop in
those costs as the main causes of these shifts, Rising wages in poputous former low-income
countries have increased migration from middle- to high-
and India gained middle-income status, and more of the
tion costs.' In addition, in the late 19705 China becam
leave. Meanwhile, migration costs have fallen, in part du
ing countries and greater interconnectedness
The increased prevalence of ethnic enclav

mo ies, and how far migrants maove

migrants have risen,

income countries. In particular, China
i citizens became ahle to bear raigra-
e more willing to allow its cifizens to
e to bigger migrant networks in recejy-
thraugh advances in information technalagy.

s and diasporas has lowered the infermation costs of
migration ane thereby increased their force asa “pull” factor,

e]nig‘rants to more ar:curately evaluate economic
universal mobile phones have increased the flow
which in turn has the potential te boost emigrati

Migrants are increasingly likely to be highly

Migrant networls enable potential
opportunities in distant countries. Neay-
of information and money o seirce countries,
on and economic development there,

educated, in part because of rising education
tevels in most source countries, and to choose high-income destination countries, According
to Cecily Defoort (2008), the share of migrants in the six largest OECD countries—Australia,
Canada, France, Germany, the United Kingdom and the United States—with a tertiaty, or
college, education rose four-fold between 1975 and 20060, The number of tertiary-educated
immigrants in OECD countries then increased by another 70 percent between 2000 and 2013
(United Naticns and OECD, 201 3.

Higher incomes in destination countries remain the main draw for economic migrants.
Workers in high-income countries earn wages that are a multiple of those in middle-income
countries (International Labour Org:

anization, 2013), The possibility of carning more attracts
high- and low-skilled immigrants alike. High-skilled migrants are als
benefits available in high-income countries, such as better
- o conduct research with colleagues who are leade)
career advancement,

o lured by non-pecuniary
wark environments, opportunities
s in their field and more potential for
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i re t i nter. To begin,
The effects of emigration on the sending country are the focus of this ch;] Orkmsgand
R w i
igration affects the jabor market in the source country, with 1mp11cat101215 o —
. i i re. If migrants are disproportionate
: f nroduction who remain there, I :
ovwmners of other factors of p R . proporionarely
high-skilled workers, emigration may adversely affect the living standards oFt:[ el .
o o i ital in the sour
I‘IE\'\ ever, an outflow of high—skjlled workers may actually increase human cap aln the sour
, ) etur i on, Re
tr ;ia increased transfer of knowledge from abroad and return mlgrad - v,
B i bers. As this chapter discusses, these
i 3 ittances, to family members. '
migrants often send funds, or rem sl oeusses, dhese
gl'-ttance-; can have important economic effects. Lastly, the chapter explores ho g
remi :

ial institutions i country,
can affect political, economic and social institutions in the source y
k]

Labor market consequences of emigration
for the source country

Migration has labor market implications in both sending and rece;:nn}gl co:lni:t;is.iir lﬂ]}(.e lsezilis
ing country, migration by workers decreases labor supply there: s 5 o.v\ l 4 el Su, :
i bor ly curve to the left. (To simplify the analysis, the flgu.re s 1-0\\ 8 pp.y
e ]:Eg;sl“]j: gerfectly inelastic, and assumes that all workers are identical, or there is
curve as v al,
e Sklﬂllev:ll) ose workers in Poland are considering moving to the United Kingdom.
Thlio\lw():z;i;n opc::n‘ iéj\],:rages are higher in the United Kingdom, whic:hfl;; tl;uc:‘qfo; 1;;:;: :ol_ll ll(g(lzll—:r
{Higher wages in the United Kingdom could be due to a number of factors, g

Wage 5 g
—
A
Wop [-7-m—=1
B o] N
Wy |-
c E
Labor demand
b
Lo Lo Labor
—
M

Figure 11.1 Labor market effects of migration in the source country,

r )4 o] O P = 1 i at wage Hry, er migrallon yvorkers a
a ! q oy i t ¥, I -
elore immigratio a W lers are ew )(.(l in the ori G 3 Aft It I e

employed there at wage ¥y
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product demaned due to higher incomes there or higher productivity of worlers due to dif-
ferences in the capital stock or technology.) As workers migrate from Poland to the United
Kingdom, labor supply decreases in Poland, Wages rise among workers who remaiy there. In
Figure 11.1, wages rise from W, to We s

Although immigration creates a net welfare gain globally and in the destination, as discussed
in Chapter 7, the model indicates that there are welfare losses in the source country, Befpre
migration, workers earn the areas represented by C + E in Figure 11.1. The owners of other
factors of production earn the areas represented by A+ B + D. After 4/ workers leave, the
remaining workers, Ly yyearn B+ C. It appears that workers lose arca E while gaining area B,
but keep in mind that area E was carned by workers who leave. Area E is therefore not a loss to
workers who remain in the source country. Owners of the sther factors of production receive
onl)r area A after migration. Migration thus leads to a transfer of area B to workers from
owners of other factors of production. It also leads to a social welfare loss equal to area T,
(Again, area E does not count since it represents income lost by workers who move and then
earn even higher incomes.) Thus, the sending country suffers on net in this model, while the
world as a whole gains.

Studies indicate that migration does indeed lead to higher wages for those left behind,
Using the simple theoretical frameworlk presented above, Prachi Mishra (2007) examines the
labor market impact of out-lnigraﬁon from Mexico. She finds that out-migration leads to
higher wages there. Specifically, a 10 percent decrease in the number of Mexican workers in

a schooling and experience skill group increases the average wage in that skill group by about
4 percent.

Emigration and human capital: brain drain or brain gain?

Beyond its impact on the labor market, emigration may have implications for the source coup-
try i it is disproportiouately comprised of high-skilled workers, As noted above, this is a
real concern for some countries since globally a disproportionate share of migrants is highly
educated. When the consequences are perceived as negative, the emigration of highty-skilled
workers is often called “brain drain * Originally, the term brain drain was used by the British
Royal Society to describe the exodus of scientists and technology workers from the United
Kingdom to the United States and Canada in the 1950s and 19605 {Gibson and McKenzie,
2011). Nowadays, the term is often used more broadly to encompass not only high-skilled
migration from one developed country to another but also from develaping to developed
cotntries and from rural to whan areas within countries. In the past, policymakers typically
aimed to stem the outflow or recover the perceived costs of high-skilled emigration. How-
ever, recent evidence links hi ph-skitled emi gration to positive outcomes in the source country.
These benefits have been called “brain gain.” Specifically, brain gain results when the remaining
members of the sending country henefit from high-skilled emigration.

Stud}ﬂ'ng high-sldlled emigration is important because it is part of a broader discussion of
the costs and benefits of immigration in global economies, International mobility of workers

workers are in the trillions of dollars (Clemens, 2011). The gains from removing barricrs to

migration appear to be more than twice as large as the gains from removing barriers to trade
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and capital (lows. Inereased migration of high-skilled workers in particular can increase eco-
nomic growth and innovation in destination countries, as discussed in Chapter 9.

“The implications of high—skil]e(l migration for sending countries are less clear, On the one
harnd, migration of high-skilled workers may create negative externalities, shortages in certain
accupations, problematic shifts i1y complementarities and fiscal shartfalls for those Tefe behind.
Governments in particular worry about squandering scarce resources on educating and train-
ing workers who then leave. Governments of developing countries also warry that emigraticn
may exacerbate a shortage of health care wovkers, On the other hand, strong networks of
migrants abroad and retwn migration may benefit source countries through better access to
capital, technology and ideas, Whether high-skilled migration is a boon or a curse for sending

countries is thus both a theoretical and an empirical question.

The extent of high-skilled emigration

Economists and demographers have developed several measures o gauge the extent of high-
skilted f:migl"::ltion.2 The most common indicator is the emigration rate of highly educated
individuals, such as the fraction of the population with a tertiary education who leave. Another
measure is the emigration rate among PhD holders. This measure focuses on warlers who
are typically involved in research and development (R&D), inmovation, patents and other

key sources of productivity growth. A third measwre is the number or fraction of physicians

abroacl. Early concerns about brain drain in developing countries focused on the possibility
that emigration led to shortages of medical professionals in source countrics, particularly in
Africa, motivating use of this measure.

Using the first measure, Herbert Briicker, Stella Capuano and Abdeslanm Marfouk created
emipration rates by country of origin, gender and educational level using data on 20 OECD
destination countries.’ Table $1.1 presents some their estimates for 2010. Specifically, the
table presents emigration rates overall and by education attainment for the ten richest coun-
tries and the ten poorest countries with populations over one millien.* Emigration rates are
defined as the total number of migrants from the source country divided by the number of
migrants plus the number of residents in the source country.

There are several notable patterns in Table 11.1. First, emigration occurs from bath rich
and poor eountries, Indeed, emigration is higher from some rich countries than frorm some
poor countries, Second, emigration rates tend fo increase as education increases. Third, emi-
gration of the highly educated tends to be nwuch greater for poor countries than for rich
countries. For example, more than one-thivd of high-skilled people have left Eritrea, Malawd,

Mozambique and the Re public of Congo, while Zimbabwe has the highest emigration rate of '_: |

high-skilled workers, 56 percent, in the table.
Other studies confirm these patterns across countries. The average emigration yate of

people with a tertiary education is 7.3 percent in developing countries, with a range from .
5.4 percent in larger countries to 13 percent in sub-Saharan African countries to 45 percent
in small developing istand nations (Docquier, Lohest and Marfouk, 2007), These vates are

actually underestimates because they only include a subset of relatively developed destina-

tion counfries; the same is true for the estimates presented inTable 11.1. As of 2000, Cape -
Verde, Grenada, Guyana, Haiti, Jamaica, Palau, Saint Kitts and Nevis, Saint Vincent and the.

{Gibson and McKenzie, 2011). Non,

shortages as a result of emigration (

Effects on Source Countria,

Table 1.1 E.migrau’on rates (per 160 popuiation) by education for
richest and poarest countries, 2010
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G '
ountry Overall  Education level
-
Low Aiddle High

World 1.91
. 1.40 1.29 5.31
Qatar 0.18 0.07
Singapare 3.28 1.82 ?(2)3 I(O}gg
Nn.r\-\ray 3.81 3.34 2.97 5-33
Lnited States 046 1.94 .27 0.
]'En.ng Kong 9.56 5.78 3A23 30.33
Switzerlznd 4.51 277 3.19 10.59
Canada 3.62 5.84 1 .74- 5.35
Allsn‘?]ia 2.12 7.98 0.81 3.75
l/\\lz.:](::]and 5.65 4.92 3:67 14.35
s 5.16 .
ot 8.09 2.66 9.62
Mali 1.40 0.9
Mozan.zbicluu 1.47 0.5: 1 jg; ‘]#ég;
g/[ial::-\n 0.34 0.17 0.20 35:97
Ziibab\ 0.08 0.03 0.33 3.32
fm ve 2.10 0.93 0.61 55.83
E1 lln:.a 2.63 0.98 4.19 42 .64
leerm. 3.65 G.71 5.19 2().2
Republic of the Congo 141 2.32 2I]0 36. )
Burundi 0.35 0.10 1:28 lGé]3

Central African Republic  0.55 .26 0.76 10.12

Source: Based on data from http:/ Ay,
data.aspx {3 June 2014]. Calculations ar
OLCD destination counlrics.

iab.de/en/dateniab-brain-drain-
e hased an fmmigrants in fwenty

Grenadi Seycl ‘ini
renadines, Seychelles, Trinidad and bbago and onga all had high-skilled emigration rate
rates

above 75 percent. Frédér : .
e ph" r:t. Flﬁderlc Docquier and Hillel Rapopert (2012b) attribute these high rat
untries’ sm i i rerTt ‘ rates
O e ba 13120, high pov erty rates and (for some) proximity to the Um’tenghtes
e o » the absolute number of high-skifted migrants has increased, However, skill levehl
‘Easin sendi i ) " s
A, Sgl in :.endlng countries as well le:wing the high—skjl]ed emigration, rate fairl
ady. Sub-Sahar . ! e fairly
me11t};t1 8oL o AFrwﬂ;PPEﬂTS to be an exceptian, however, Growth in educational athin)
wree countries there has not kept up with ine i i Wikl
skilled (Defoort, 2008), Pt up with increases in out-migration by the highly
Although it i i .
— ngi " stTomH‘;on]y b;lleved that high-skilled emigration is concentrated among doe
€S, there 1s actually significant diversity ’ i
) rsity in the occupati i - y
cated emigrants. In the United States and Canada ) prations and industries of edu:
)

. the shar ich-ski P
wre medical professionals is actually are of high-skilled immigrants who

I:Ia]twely low at 13 percent and 6 percent, respectively

E) e es‘s, some countries suffer severe health professionat
GO

quier and Rapoport, 2012b). In Grenada, Dominica,
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Fiji, Ireland, Jamaica, Liberia and Saint Lucia, for example, more than 4:')) P_CTFTDZ;)t{;P:?:CiE
have emigrated (Bhargava and Docquier, 2008). Nonetheless, the nam .el c.) e }i ‘ ]]HV
fessianals who have left some countries, particularly in sub—Saharan;AfrlCa, is s0 small relative
to needs there that it effectively does not matter (Clemens, 2007). ' o "

Researchers have documented several determinants of l]igh—sklﬂlf:('i em;gratmn.lfol.m-
cal instability, low average human capital, small populations and r.ehgxouls‘ 1acu(l}1;:‘ 1:?0‘13:1
in source countries are push factors [or educated migrants (Docquier, Lol mstlant(.d .ah' Sj
2007). The number of high-skilled emigrants is similar for men and onen, Su’ ‘ d;.;s ar;l:eg
lates inta a higher emigration rate among ]1igh-ski§ie‘c} wu‘m.en gl\’f:l‘l glol?.l gejn u. ’esprise t;)
in education (Docquier and Rapoport, 2012a), The “feminization o‘f uugrarlmlx.gln e to
concerns ahout future economic growth in developing SOLlll'CC con_‘mh-u-:s smc.e a. 111 I 1e;1. .e;\’ o
education among women tends to be licked to lO\T\'er [ertility, higher g)allzcyl; productivity
[aster economic growth in those countries (Dacquier z.md Ra.poport, .2 : ).Tl e et

Two other patterns have been observed among hlgh—slu]le‘d emlgm;\;s{ig 1;11& Sem.md «
highly educated workers tend to agglomerate in Lll‘l:):ln ar({as ((j}emfms, ; ; )l.dlled N
that high-skilied migration is correlated with iow—slufl.ed migration s(mcrel 1g2 z)rlsl) e i e
may bring low-skilled family members with them‘ ((nl‘)son anf] Mcl er%ale,‘ v c.l low—smne(i
networks in the receiving country may veduce migration costs for both high- an

i i ter rfuniti 2 vact both groups.
migrants alike, while better opporfunities may attvac group.

Theories of brain drain and bran gain

i i igrati i i 5 nees for economic
Traditional models of high-skilled emigration predict negative conb(‘eque ,for economie
growth in sending countries. In these models, high-skilled immigration resuits in 111c1ez21:i;:
l i i i 3 r i rer, The
global inequality, with rich countries getting richer and poor countries getting poo .
. " ¢
models treat education as exogenous, ot coming from outside the model, and do not 1a ov
igrati is r 3
i i X ies in response to emigration. This research wa
education levels in souwrce countries tc.m Cl.lzmge 1574 - Iy
pioneered by Jagdish Bhagwati and Koichi Hamada { 3. o o
e _ ;
Later models, first developed in the 19905, are more optimistic. These models 1cc]og| 7
. i ind1i Y increas ir own human
that emigration may lead people teft behind in the source country to increase thenb o
‘ iti i rics rom
capital in an effort to themselves migrate. Tn addition, source countrics may bene l1 o
: i i r ivity t infor-
emigrants returning to follow entreprenevrial pursuits, boosting productivity 1]1roug11 l
i Ther i nels
mation diffusion or increasing investment through remittances. There are four main chan

i ivit the
through which brain gain may oceur: the human capital channel, the productivity channel, )

T and the institutional channel. .

) “1}'515:]—11fll::::eclapitai channel allows the level of educational a.ttainm.cilt to clepen;]) ?dzz; :] zi
migration prospects, The prospect of migrating o a c.oum'ry with a h)g her 11;: L:;n o education
can motivate people in the sending country to af:qu?re more e(ilucatlon.t' ,0 ’2’1- racton o
these people actually migrate, education levels rise in t‘he Send_mg- c-:o-un 1)t olducmo-.n o
ever, if potential migrants would move to a country with a lower 1f:?urnt . o o rEdu;e o
as Mexicans migrating to the United States, increased prospects of migrating may

it i end
incentive to acquire education, Models that atlaw human capital to be endogenized, or dep
N ) L . Y . . r—
on migration prospects, give ambiguous predictions for the impact of emigration on educ
)

levels in the source country (Doequicr and Rapoport, 201 Zb).
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Several casc studies suggest that the human capital charnel leads to an iner
in source countries, In Fiji, Indo-Fijians invested in education in order to migrate to Australia,
New Zealand or Canada after 2 1987 military coup created an unstable environment for
Indian minority group, Given that those destinations have skills-based poiat systems, Indo-
Fijians needed to acquire high levels of schooling to be able to migrate there. The rate of e
gration ameng tertiary-educated Tndo-Fijians rose, but education levels among the remai
population and returning migrants rose as well (Chand and Clemens, 2008). In Nepal, soldiers
are recruited into the British Army as part of the special Gurlda brigade. In ovder to qualily,
Nepalese soldiers must compiete a certain level of schoolin
cutoff fed to a higher likelihood that Nepalese completed
(Shrestha, 2011}, Surveys of teachers and students in Gh
New Guinea and Tonga indicate that students change

what courses they offer in response to increased emigration (Gibson and McKenzie, 201 2y, In

particular, teachers add foreign languages, teach tolerance of different perspectives and add
global bol‘any into their curriculum.

At the country level, studies also find evidence of a
capital attainment in the sending country.
ine the impact of high-sidlled emi
They

ease in education
the

-

u’ng

g An increase in the education
primary and secondary education
ana, Micronesia, New Zealand, Papua

what they study and teachers change

positive impact of emigration on human
Michel Beine, Docquier and Rapoport (2008) exam-
pration on educational attainment in 127 deve]nping countries.
find that a t]oubling of emigration among the highly educated is associated with a § percent
increase in the proportion of the population with a tertiary eclucation in the source conutry in
the short run, and a 22,5 |percent increase in the long run. These numbers suggest a substantial
inerease in educational attainment in Tesponse to hiph-skilted emigration, particularly in the long
run. Using these estimated elasticities, Docquier and Rapoport (2012b) identify winners (those
experiencing brain gain) and losers (those experiencing brain drain). Losers ind
medium-sized countries with emigration rates above 50 percent, such as istands in the Caribbean
and Pacific. The winners are large countries, such as Brazil, China and India,

In the productivity channel, higl:

lede simall and

~skilled emigrants abroad can return flows of income,
investment and expertise or move back to the source country themselves, These flows have a
positive impact on total factor productivity

(TFP). Enclaves in the receiving country diffuse
technology to the sending country

and increase TFP there. For most devcloping countries,
adoption of technologies developed abroad, not bmne—groml innovation, is the main driver
af technelogicat progress. Network externalities hetween 1
residents in a sending country can enhance the
ogies, In pursuit of such gains, some comntries
programs to facilitate training for

migrants abroad and the retaaining
sending country’s adoption of new technol-
encourage high-skilled emigration and have
migration. These countries include China, Cuba, India, the
Philippines, Sri Lanka and Vietnam (World Bank, 2006). Countrics with large diasporas, such
as China, India and the Philippines, have experienced considerable growth in information
teclmo[ug}', trade, investment, technolagy transfers and [(nowlcdge circulation as a result of
high—sldlled emigration (Saxenian, 1999, 2002; Opiniano ard Castro, 2006).

The transfer channel links emigration to remittances. Remittances relax houscholds” bud-

Ect constraints and aftow households to increase consumption, investiment or savings or to pay

off Toans. If the funds are used for education

> remittances may increase human capital forma-
tion and thereby ultimatet

y boost economic growth in the hame country. (Remittances are
discussed more later in this chapter.}
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Lastly, the institutional channe! allows for feedback onto p()iliti(:~a1, economic aln&‘ soc'{al
institutions in the home country. Better institutions may result in hlghc-:.r TEP. ]Furt hermore,
links between diasporas and the home country may boost the econmn.y in the .:Jome counthriy
via increased trade and foreign direct investment, (T) heory and empirical evidence on this

channel are discussed later in this chapter.}

Greowth accounting

The growth accounting technique from Chapter 9 can be used to analyze the elfects of emigra-
tion on the source country. Recall that the growth aceounting equation is

[
AT = %A + GL%AL + dK%AK ( )

where Y is output, 4 is TFP, L is number of warkers, K is the stock of P.hylﬂcal_czziffligi
and ay, represent the elasticity of output with respm':t to ln,bor and capital, resp Y.
eutput to grow, an input to production (labor or c‘apstal') or TEP must grm;v. ALed
In the simplest case, the reduction in the labor force in the sourlct? counbryi( s AL <0
and hence reduces output growth, However, if ernigrants ‘se.nd remittances back to ‘ :;AK e
countxy, as posited by the transfer channel, then the Cﬂ.p-ll'ai stocle n.m)lf gro;‘vl, D; ol > m:
"This would contribute to faster growth in output. In addition, transmission cf tec 11110 0glm.red
knowledge may occur when highty educated migrants move ubf‘o.ad ai]d sha]re]?ew %rFu]:q hed
loowiedge with their home country, as posited by the productivity c 1:1.n.nf;l . 510;_. ! gigeq "
in the source country, or %Ad > 0. The net effect would depend on't e re a-l;d; ‘;[‘.the
the elasticities of output with respect to capital and labor and the rela.tlve r.nagm ;{la_b the
changes. If a, is relatively small and ayvefatively big, the net effect of.emlgfratlon cout \ e S >
itive for the source couniry. However, if the reverse holds, then emigration may act as a drag

on output growth in the source country.

Policy issues and responses to high-skilled emigration

High-skilled emigration receives considerable attention in part hecau?e 01; .itstl.'ele?:?;)tclfeﬁ:: E::;
icymakers, When a highly skilled worker leaves., there may be fiscal me ica 10‘:1115.6du.cm_rl e
country’s government has incurred the majority of .the closts for training an o iiom
warker. The success of policies that tax or limit emigration l'ests. on nuuilerolu? ass ulj o
and requires information on a wide range of effects in both sending and 1‘ece;r.1ng‘ica(: o On.
One well- lmown proposal, introduced by Bhagwati and Hamada (1574), is a Pigov

high-skilled erigration, ar a “tax on brains,” to compn.znsate origin counhii.as. Qll.lalfhi)::eg]:l:j
magnitude of these costs in order to set the tax is difficult. Further, po 1r_jyma {ClS’ e b :
limited success in imposing taxes or other fees on emigrants. For e.xam.p.le, some gm? e .
olfer stdent loans to citizens studying abroad and forgive the lnan if a citizen returns. Less ;

10 percent of these loans were vepaid in Brazil, Venezuela and Kenya in tl.jc 1980s, andlthere
liave been sizable defaults among New Zeatand emigrants (Albrecht and Ziderman, 1391).

N . . . . . _ 5, For ..
Some countries aim to make retuwrn migration attractive to high-skilled emigrants
i i workers to return
example, India has invested in infrastructure to lure information technology worke
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leme. China has attempted to stem its outflow

and enceurage return migration b_y
world-class educational institutions, France and

the United Kingdom |
salaries and employment opporfumities at home. The openness of the e
South Korea and Taiwan is another way to
abroad {Cervantes and Guellec, 2002),

Creating
ave tried to increage
conowies of Treland,
attract return migrauts as well as investment from

Remittances

Remittances are income recejved by households fram Family members abroad, sent

ar in-kind transfers. Remittances may flow through
channels include money

ag cash
formal or informal channels, Formal
wiring services, such as Western Lnion and Money
financial institutions, such as banls ane credit unions. Inform

friends retwning home who bring money or

Gram, and
al channels include family or

goods back with them and networks of indj-
viduals wha operate as money brokers in both the destination

brakers are sometimes called hawalq or hundi in South Asia a

(Yang, 2011). Informal chanaels work on the honor
connections,

and source countries. These
nd padala in the Phi]ippines
system and are largely reliant on family

Remittances are substantial. For many
for some countries remittances equal or
The most widely used dat.

countries, remittances greatly dwarf foreign aid, and
even exceed the level of forcign direct investment.
a on remittances are compiled by the World Bank. Figure 11,2
ents the World Bank’s estimates of annual global remittances since 1970,
have grown (in real terms) from stightly under $2 billion in 1970 to over
Remittances fell slightly in 2009 as a r

pres-
"Total remittances
$500 billion in 2013

esult of the global fnancial crisis but atherwise have
600,600 -\’
500,000
400,000 +
300,000
200,000

100,000

Lt + L e o o e T [
1970 1975 1980 1985 1890 1955 2000 2005 2010

Figure 11.2 Total warldwide remittances, 1970-2013 (in millions, 2013 U.S. dollars).
Source: Based on
1288990760745 /Rem

hetp:/ Zsi teresourccs.wuridbank.org/‘lNTPROSPECT‘S/ Resources/334934-
ittanceDataﬁlnﬂnws_i\pr?ﬂI4.xls [10 .‘\ugust 2014],
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increased steadily over time. One should be cautious, however, \\'h.cn examining l;llc-ml_::;e]
trend as some of the growth may be due to better accounting and increased use o
Ch“;‘[‘;‘: 1le.nited States is the number one source country for internation.al rcmittancz;, ac:llilen]:;
ing for nearly one-fourth of remittances sent woridwi(le..'fablle 11.2.llsts the ;p :ikfmc_
countrics in 2013, India is at the top, with about $70 billion |r.1 ]‘:Clﬂ]tfanCES.. hing T; (hc-]ist
ond, receiving about $60 billion. Interestingly, several industrialized CD“_T;T_";S :r;tms e D;'
including the Uinited States. Flow can the United Staics be both the worle la a ’g oomee o
remittances and one of the world'’s largest recipients of remittalnces? It has the \I\ or l:s g ﬁmc.ls
number of immigrants, but it also has enough ¢itizens working overscaf and su:r:tmgces s
back to the United States to be on the list. The last column inTable 1.2 gives rem-l ]an s
share of GDP, For maost of the counlyies, remittances are a smali share of GDF. For the Uni
States, remittances are less than one-tenth of 1 percent of GDP: g e b
The list is strikingly diffevent when looking at the top 1'Elmttanccvrecel\m‘g‘ C-J iltmci
share of GDP. Table 11.3 lists those countries. Tajikistan comes o.ut on top, W'Et? 1e1:10f e
accovnting for more than one-half of GDP. MNine countries receive over 20 percen

GDP in remittances,

Table 11.2 Top 25 remittance-recciving commtries Ly fevel of remittances, 2013

Country In USF million As a share of GDF (%0}
[ndia 69,969 (3);
China 60,000 9.8
Philippines 25,351 0.8
France 22,863 .
Mexico 22,282 -?,g
Nigeria 21,000 A
Egypt 17,469 Z.f
Pakistan 14,626 0.+
Germany 14,496 12. N
Bangladesh 13,776 2 .I.
Vietnam :(I],g(e)g 2. i
Belgivm , .
S]‘m‘iij:l 10,133 3';
Lllraine 9,633 0.8
South Korea 8,765 0.8
[ndonesia 7,614 A‘l
Traly 7,536 ](6). |
Lebanon 7,200 : .,I‘
Poland 757 0.3
Russia 6,862 0.0
United States 6,703 10.1
Syi Lanka 6,650 6.8
Moracco 6,619 {3
Thailand 5,555 10.0
Guatemala 5,399 B

Source: Based o h(t-p:f'Isitrresuurce5.wnrldb:mk.urg."lN’]‘PROSI"ECTS."R;(s]c;\‘;rces/
3149141 288990760745/ RemittanceData_tnflows Apr20i4.xls {10 August N
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Table 11.3 Top 25 remittance-receiving countries by share of GIIE, 2013

Connery In UUS§ million s a share of GDP (93}
Tajikistan 3,960 51.9
Kyrgyz Republic 2,29G 3.4
Nepal 5,210 24.7
Maldova 1,981 246
Samaa 155 235
Lesatho 520 1.8
Armenia 7,436 214
Haiti 1,656 20.6
Liberia 383 20 4
Kosova 1,125 17.8
Guyana 493 16.5
El Salvador 4,210 16.5
Lebanon 7,200 i6.1
Honduras 3,124 15.8
Gaumbia 181 154
Jamaica 2,277 14.5
Tonga 61 12,6
Ranpladesh 13,774 i2.2
Jordan 3,680 1.4
Senegal i,652 1.4
Georgia 2,056 1.z
Bosnia and Herzegovina 1,896 i0.8
S Lanka 5,690 10.1
Guatemala 5,399 t0.0
Philippines 25,351 9.8

Source: Based on llup:/f'siterusmu-m&wnl'hllmnk,urgleTPllOSPECTS/
Resources/ 1349341 28899(}760?45/Remit{ancuDnthnl'In\\'sJ\prIO 14.xis
{10 August 2014).

Remitiances rmake up a large share of the income of wigrant workers, accord
(2021}, For examyple, Mexican migrants surveyed primnarily in Mexico report that they send home
31 percent of their LS. earnings. Salvadorans workin

g in Washington, DC, report that remit-
tances are 33 percent of their income. Senegalese working in Spain send one-hall of their earnings
back to Senegal, w

hile Senegalese working in France send back | 1 percent of their income.
Remittances are typically small amounts sent frequently. tn a sample of Salvaderan immi-
grants in Washington, DC, for example, the average amount per transaction is $200 to $300,
with about one-foursh at § 100 or less (Yang, 201 ). Migrants remit small amounts frequently
for several reasons, Sending small amounts frequently may

ingr to Dcan Yang

help the sender save and act as a
means of self-contrel over the temptation to spend the money, It may be a way
and recipients to reduce their losses if they are robled, Jt may aiso help the sen
mare contral over how the recipient allocates
remiltances are bein,

for migrants
der maingain
the funds—a migrant whe is enhappy with how
g used can threaten to stop sending funds more effectively if he is sending
them frequenty. In acldition, mrigrants may spread their remittances across recipients by serxl-
ing smaller amounts to multiple people instead of one larger amount to one person,
Remittances are sent typically electronically and incur

a [ee, Tees can be fixed, a percentage
of the transaction asmount or a fixed fee plus a percenta

ge. Globally, remittance fees average
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almost 9 percent of the amount sent (World Bank, 2010). Among Tongan immigrants in New
Zealand, the estimated elasticity of remittance transfers with respect to the fixed portion of
the fee is —.22, or a | percent decrease in the fee is associated with a 0.22 percent increase
in the amount sent (Gibson, McKenzie and Rohorua, 2006). Among Salvadoran immigrants
in Washington, DC, reductions in fees lead to more frequent remittances, which ultimately
increases the amount sent per meonth {Aycinena, Martinez and Yang, 2010). A $1 decrease in
[ees leads to migrants sending $25 more a month there, a strikingly lavge effect.

Reforms such as increasing competition in money transmission markets or providing
migrants with more information on the relative cost of diffevent money transmission services
can have a large impact on remittances. Technologicat innovations, such as mobile banldng, can
change how migrant Families send, receive and use remittances. Mobile banking-—-using cell
phones to conduct financial transactions—can lower transactions costs and help alleviate the
shortage of financial institutions that remittance-receiving families in rural arcas often face.
Mobile banlding has already changed the way financial transactions are conducted in develop-
ing countrics. One of the most widely used forms of mobile banking for remittances is the
M-PESA system, as discussed in the box “M-PESA and remittances.” Migrants themselves
may zlso face difficulties accessing financial markets. This problem is particularly acute for
wnauthorized smmigrants, who may lack the necessary documents to open a bank accomnt,
Mexican migrants in the United States with access to banks are move likely to save and bring
back larger amounts of money to Mexico (Amuedo-Dorantes and Bansak, 2006).

Box 1t.1 M-PESA and remittances

M-PESA is a mobile banking system run by Kenyan telecom provider Safaricom that
allows users ta make payments and transfers using their mobile phones, It was intro-
duced in 2007 to reduce the costs of transferring funds from one individual to another. Tt
has attracted worldwide attention for fostering dramatic growth of eell phone—facﬂitated
payments and remittances within Kenya and has spread to other developing countries,
including Afghanistan, Romania and Tanzania. In countries where money transfers from
urban to rural regions occur frequently, M-PESA pravides a service that is secure,
convenient and low cost. As of 2013, M-PESA had 17 million active users, including
40 percent of the Kenyan population, and averaged $320 million in flows every manth.
Economists have found that M-PESA has affected remittances. By lowering trans-
actions costs and making transfers easily accessible and safe, mobile banking tends to
increase the Frequency that migrants send remittances {Marawczynski and Pickens, 2009;
Mbiti and Weil, 201 1). The amount sent per transactiors decreases, ut total remittances
per month or year increase, Indeed, the income of rural recipients in Kenya rose up to
30 percent after they began using M-PESA (Morawczynski and Pickens, 2003). The rise
of mobile banking has also decreased use of informal channels and inereased demand
for other banking products. However, the availability of M-PESA also seems to reduce
migrants’ need to return home and may lead to weaker ties to family members in the

source country. In the Jong run, this may ultimately lead to fewer remittances.

thereby act as a drag on output growth,
thus not necessarily positive.
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Reasoas for remittin I

Understandmg the motivations for remittances is criti

: cal to und i
p : erstanding how
alfect economic cutcomes. Economists have identifi B

fec ; ed a number of reasons why mi
e oo ' ! ! : s why migrants se
remitten :O):\li: ;i]:)srrln&r’r:ic:rllsj 1gcvsn that migrants de?i‘re to help family left l)ehin)(; is ag:n‘o:fgs ::j
I ; : . ances. T.he consumption smoothing madel posits th
ta c.es piace to diversify household earnings and ensure a steady source of |
saving model, mi gration occurs in order to accumulate ﬁnanci;);l 'ls‘if:l“f' e
ment or purchase, Migrants may also plan to retur -
of land for farming or build a house. Migrating to a
accumulate the required savings to undertake the;
likely to be temporary immigrants, They are also |
moré frugal in their consuraption there and likely to remit and carry large s i
y Migrants may also remit for insurance purposes, The decision to)lln;gfare ::133' oo
S]a::g:lsluli] cajzhow q:i.uc;dy a‘mlgrant can find a job and, for an wnauthorized im m}igrant, whether
. & ported. Sending money back can mean having some savings and a warmer wel
COIT.IC i .? mlg.rant returns. Another financial motivation for remittances is to re )a‘r igr “'e .
costs. Migration entails an upfront cost, which may be financed through borr()]\‘\'?nl;]ilcalz?tn

tances may S: ¥
a? bt=j necessary to repay the loan. These motivations are not muy
any combination of them may

remittances

at migration
In the target
r fnd a specific invest.
n and then apen a small business, buy a plot
n area with higher-paying jobs helps migrants
se 1‘elative1}' largc expenses. Target savers are
ess apt to make investrnents in the destinatinn

)

involve uncer-

o } rually exclusive—-
Ply to a particoiar migrant, and iff lvati

; - " erent maotivat ar

likely to be more common among different proups of migrants R

Evidence on the impact of remittances

Research an th i
e . .
. effects of remittances has looked at both macroeconomic effects and mi
s ‘ : . icro-
noric effects, Macroeconomic effects include the effects on ecco

rates and capital accumul o o o nc g

ation, Microeconomic effects i
: : s include the effects on ha ’
spending and investment patterns and their poverty rate vecholds

Remittances and economic growth

As t]l(? owtt wmung rameworl i cales CNOm TOW! N occur via Increases i
3 accoun(y f C 1 h
gl £ e It , £ [+ g cal 2}
y capital or TFP, When nnglants ser Cl] 101¢ ]mme (=4 (] are saved m i) ead to
v Y
remittances that ar d
labOI N e (= ay lead
an increase i Ca])]i;l]. If remittances are use to l\il]d human
(V\ lll(.h cncnmpas:.es both qllalltlty andl
if remittances enable fﬂ]l‘llly left behind

capital acoumulation, then labor
sm
quatity” of workers) or TFP may increase. However,
to stop world Y1
. P \\f;)rlcmg, remittances may reduce labor and
1e net effy i i i
ect of remittances on ecanomic growth is

Further remittances may reduce | rough an NCrease in L Cig Tate remit-
T . .
s ¥ ce G ig Creas the ex hange e, f

tances are far,
€ enctigh
o gd gh, they may cause the country’s currency to appreciate in value, which
may redu massive i i ’
e oy )( . ce pr;)rts. A massive inflow of foreign currency that leads to real exchange
reciation and a i i iti - .
e mlzl : oss of international competitiveness, which then lead to a decline in
production of manufactured and other Gadable goods
:

sibilite i ! is called “Dutch disease ”The pos-
lity of Dutch disease is a substantial concern for devel :

oping countries whose economies
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rely heavily on exports. Research suggests this has occurred in El Salvador (Acesta, Lartey and
9). .
Magfzi::nr:r\i}??ne)enhanced, however, through increast:]d tax revenues on goods f:ci ‘jfrt\]f]lz::
that are purchased with remittances. This assumes, of course, that govt-arm"l:n Cel e
tax revenues toward produc{i\fe uses. (Governments may n]so. fry to tax }em.;t ar::es . 20l0i
although few do so in practice. The Philippines abandoned its tax.on ]1e111]1 t:;r;{ e
However, some countries, such as Ethiopia, Pakistan and Venezuela, imp :ctz ’y fox remittances
by forcing the funds to be converted into the local cm‘ren?y at uncompeti }\ eeﬁher digrectinn.
The cansal linkage between economic growth and rf:m1ttances can ;}m tm it decon.
Remittances may affect economic ngwlh, and economic growth may z(n] Ef rm) it Of: .
ily members may be more likely to migrate and send money' home] u:ﬂmg lesﬁmams ek
economic growth, This would make remittances counter-cyclical and rle uc;; cstimates of e
effect of remittances en econamic growth that do not account for the effe
oW remittances, . o
v 03‘::3122 have not reached a consensus on how remittnnce}aH:cto‘i:zt:o];rlllltcl }%; ?;;-S; ::;
by are there many channels through which remittances c.em affect gr ,
EE Zoumry- and ti?ne—speciﬁc {Chami et al., ZF}(?S). The 1mPact lrta)rldepgzsig: trti;::eu:j
monetary and fiseal policy in the country recciving the remittances. In a s

different methodolegies, maling it hard to compare their results.

Remittances and poverty

river i i t of povert
The wmajority of studies find that remittances arc a key driver in mofvmg (llncoplle (?u P triesy
j o 3 71 developing coun N
1 Y tion i loping countries. In a study o
and subsistence production in develep ; . : : Ties
Richard Adams and [ohn Page (2005) find that a 10 percent increase in remlttanclcs per c 51
lta iving & , defined as living on less
i ine in the share of people living in poverty,
results ina 3.5 percent decline in j g in : > fving on e
than §1 per dayp'['hcy conclude that “both international migration and rewmittances si gnificantly
han $1% : . on o pistences S
reduce the level, depth, and severity of poverty in the developlng \.vorld (p- l )- e
Remittances spent on consumption tend to be spent on necessities, not on luxury ml "
. ' i i calth
it In Mexico, for example, 80 percent of remittances are spent on food, Clnt]hn;g, l] -
e, . ‘ ‘ i 2004). A study finds tha
i i d housing expenses (Coronade, .
care, transportation, education an . . 7 e
]musiehold.s! in Albania that receive international remittances spend more at the marg

i y ive an
durable goods and utilities but less on food compared with households that do not receive any

remittances (Costaldo and Reilly, 2007).

Remittances and development

ic i SBhOldS
At the microecoromic level, remittances can foster economic developmcnt if hou
e th ,

. _— s
ivities s iri ¢ education, starting a small busi-
spend them on investment activities such as ac(uiring more & , £

i " i -es boost education
i i i i s Evidence on whether remittances
ness or lll\’EStng 1 dg] icultural tEC]lDOng}. Ev dence

i 2, Faj cr 007). |
is mixed, and the impact can vary within a population (Acosta, Fajnzylber and Lopez, 2007)

i i i lds
For example, in El Salvacor young girls and boys are more likely te be in school in housebC; f!
o : i . no _
ivin, l:emittan(‘eq {Acosta, 2006). Tn Nepal, remittances increase the probahility that chi
receiv es , :
dren arcgin schoal, but girls beneit less than boys (Bansak and Chezum, 2009}
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Evidence is clearer that remittances lead to increased investments in sm

Remittances are positively linked to the value of invest
Mexico and Pakistan, for example

all businesses.
ed capital in small enterprises in
(Woadruff, 2007; Nenova, Niang and Ahmad, 2009). Tn
Bangladesh, agricultural households that engage in international mj

invest in high-yield seed technology (Mendola, 2008). High-yield se
average, but also has a greater variance in Gutput. International mi
ance mechanism for these households, unlike househ
and remittances and therefore fall back on relatively

gration are more likely 10
ed hasa higher output, on
gration serves as an insur-
olds that are not insured via migration
low-yield, lower-variance seed.

Impacts on political, economic and social institutions

Emigration can be a powerful force for

change in the arigin country. It can affect economic
growth and devc]opment there, both ir

ectly and via remittances. It can also lead to Changcs in
political, economic and social institutions that have broad and potentially lnng—lasting elfects.

Kiaoyang Li and fohn McHale (2009) identify four channels through which emigratien can
affect institutions, The absence channel is how the loss of people, particularly those who are
relatively well educated, affects mstitutions. The prospect channel is how
emigrating leads to changes in institutions, The diaspora channel is how
tutions in the origin country. The return channel is how
nomic and social institutions,

the possibility of
emigrants affect Insti-
refurn migrants affect political, eco-

While emigration may lead to institutional change, it is important to remember h
tutions may push peeple to leave in the first P!
political institutions, ineffective economic insti

at insti-
ace. People living i comtries with corrupt
I

tutions or repressive social institutions may be
more likely to leave. Researchers there fore need to think ¢

timing of changes in institutions wh
and institutions.

arefully about en(]ogeneit)’ and the
en examining possible caugal linkages between emigration

Impact on political institutions

Under the ahsence channel, the loss of peaple can reduce pressure for political change, partic-

tlarly if would-be leaders or people who are discontented feave. Elnder

the prospect channel,
the possibility

of leaving can empovwer potential emigrants (o advocate for
Institutions. In addition, people may
they can leave. Diasporas and retur
exXposure to a new env,

Changes in political
want the governinent to prov:’de metre education so that
n migrants may advorate for political changes. Through

ironment abroac, Mmigrants may acquire new ideas about how govern-
ments should be structured and how they should fanction.

The diaspora and return channels have been the primary
Studies suggest that migrants w
some form of demncrucy

focus of empirical research.
ho are exposed to democratic socicties abroad export
back home. For example, a study of migrants from Cape Verde,
which has the highest emigration rate in Africa, finds that emigrants wha are expased to
democratic governments exert pressure on pelitical accountability in their home coun-
try (Batista, Lacuesta and Vicente, 2012). For example, households with a family mem-
ber abroad are more likely to take part in lubbying for greater accountability. Simitarly,
Senegalese migrants in France and the United States strongly encourage theiv family
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members back heme to increase their political engagement by engaging in activitics like
voting (Collier, 2013). ' N
A study of return migrants to Mali finds ample evidence of effects on political mstm.lhon.:.. isa
Chauvet and Marion Mercier (2014) look at migratts whe returned home after spendmg.nme in
democratic countries, They find that return migrants are more lileely to. vote than non;mlgrants.!
Other peaple living in close vicinity to return migrants ave also more likely to vnt.e.. }'lmsllly, a-nc-
perhaps most remarkably, it is the less educated who tend to cfo}py the new Polllle:[l! el 1a\r;01
displayed by return migrants. As migrants return with new puhhcfﬂ norms, they influence the
political culture in their surrounding regions, which has the potenhal to a[TfECt g.overnance. .
Another issue pertaining to governance an¢ emigration is whether emigration FC?“GVV]E!:_] i
return migration increases the supply of good Jeaders, Leaders who we're e.ducallecjl a‘)':]na
may be more likely to foster democratic governance. President Sirleal of Liberia and President
Conde of Guinea, the country’s first democratic president, are examples. However, co.untt;r
examples abound as well, such as President Mugabe of Zimbnb\:\re, who 11e.aris.a r?otorlcn]lsty
mismanaged government. A study of 932 politicians in developing countries mdica;;s T;Ta ,
on average, democracy increases more under leaders who WEFE educated ?broad é euillfr;
2013). More generally, a study of 183 countries over the penocl- 1960 L?dlf()lﬁis'u\vs . ’ad
tareign-educated people promote democracy in their home countries, provided they receive

their education in a democratic country (Spilimbergo, 2009).

Impact on economic institutions

The absence channel predicts that emigration, particularly by the highly slc'illed,lha‘s an at(l]ve.:rs;
impact on cconomic institutions by reducing the supply of .p.eople who might design a?hj:.tl;
key institutions, such as barks, the legal system and universities. Furthe?', the absence oI grhly
skilled people may reduce demand for productivity- and growth-enhancing TEFOFT-.S]TO t \;: ivaco-
nomic system (Li and McHale, 2009). The prospect channel notes T_hat the [.)ossll hility o frea\;:-
ing can induce changes i human capital, either positively or negatively, wlm_:h in tuhm ]j ecﬁ:
economic growth. Diasporas and return migrants are often a source of.new icdeas t atddn?n.e
the economy, and they may transfer technologies that enhance economu.: gro.wth. .In a\ ition,
diasporas and return migrants may promote international trade and i‘ore}gn dlre?t mrcstr:]ler;t.
Empirical work suggests that emigrants abroad are able to enhance internationa tn{-la e by
creating frust in the legal system and understanding the 1angt.mge, cnltu.re, .vaiues, an (Il)rac—
tices in both the host and origin countries. Providing information te foreign 11:1ves.tc?rs reduces
communication barriers and increases the incentive to invest in the migrants’ origin count‘r)('i
Research shows that high-skilled emigration increases foreign direct im'estmcnt' (f;ugler ant
Rapoport, 2007), This effect even extends beyond the origin counh-y}researcl? in 1-caltes : hl:r
pairs of countries with more ethnic Chinese residents tend to tracde more with each o

(Rauch and Trindade, 2002).

Impact on social institutions

- o . 5
Emigration can affect social institutions as well. Living abroad can affect people’s attitude

i i i 'ms, F le, research shows that emigration to
and expectations regarding social norms. For example, g

- 1 India moved up to middle-incorne status in 200
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countries with low levels of gender discrimination promotes gender equality in social i

tutions in the origin, while emigration to countries with high le

vels of diserimination has the
opposite effect (Ferrant

and Tuccio, 2014). The effect accurs regardless of emigrants’ gender,
Migration can alse challengn tracitional gender roles when the ahsence of One spouse ¢

auses
the other

spouse to take on that person's responsibilities, For example, women left behin,

d may
become the de facto he

ad ol household, in charge of allocating resources and making deci
whide men left hehind may need to assume responsibility for running the houschald and
care of children. In addition, mi

sions,
taking
gration can change intergenerational dymamics. Childre
need to take on additional responsibilities if a parent leaves, and elderly parents who expected
to live with their adult children may not be able to do so if their children emigrate. Migration
also affects fertility. A [ percent decrease in the fertility rate to which migrants are exposed
reduces home country fertility by 0.3 to 0.4 pereent (Beine, Docquier and Schiff, 201 3.

L m: a)r

Final thoughts on source countries

Emigration, and more recently high-skilfed migration, presents Challenges and opportunities
for source countries due to the fact that there are winners and fos
mendations are difficult because of the diversity of migration patterns—policy recommenda-
tions depend on the sldll levels of migrants, the

size of migrant networls in the destination,
the sectors affected, the amounts of trade and investment and the size of the sowrce country,

among other factors. To further complicale matters

ers, Universal policy recorn-

, conclusions regarding government pol-
icies are havd to make given the scarcity of data and research on the topic. We have much to

learn about the im pact of emigration and remittances on economic growth, development and

institutions.

Problems and discussion questions

1T Why would high- and low-skitled immigration be positively related? Negatively related?
2 How can international migration increase human capital levels in sending countries?
Explain the various channels.
3 What are the benefits of high-skilled migration to the sending countr
What are the main reasons people send remittances? What factors ar
how much they remit and their reasons for sending fiunds home?

Think of an example for each of the four institutional ¢k
chapter.

¥
e tikely to influence

annels that is not given in the

& Show the effects of emigration on em
is not perfectly inelastic. How
in Figure 11,12

ployment, wages and social welfare if labor supply
do the effects differ from the perfectly inelastic case shown

Notes

7, and China in 1999 (Sumnes, 20403, Far fiscal year
2015, the World Bank defines high-income countries as those with an average per capita income of
512,746 ar higher and middle-income countries as those with per capita annual income between 31,045
and §$12,745 (http:/ /data.\-\'Dl'ldballk.Ol‘g/abollt/COu.l'ltT)f-ﬂlld-lel]dingfgrmups (4 August 2014]),




254 Other Effects of Immigration

-cher ically define low-skilled migrants as those with less than upper secon]rlar)lr] SChO?‘:
’ Resem“"“s_ o )1 dropouts); meditm-skilled migrants as those who have complete uppmd
o {iig.’ lu(% ; :;];Zﬂ(lﬁgl}?!::hool’graduatcs); and high-skilled migrants as those who have complete
secondary educ E
])?Sl_slecondm-y e(fl‘lcb?:(’; ?icli:l;{j"i:l\\'\-\'.i:\bAde/ en/daten/ab-brain-drain-data,aspx [20 September
3 The data are avails :
4 ZC?)lqur]]nms are categorized based on data from tlmWor?d Economic (.)u[("}sol_(ﬂDzzgalﬂiase (http:/ /v
im[.org/ external/ pubs/ [t/ weo/2014/01 /\a\'eodataffmdex.aspx) as o 1)‘1 mducéion bl cone
5 ln :;(](];'grinn, Clemens (2007) concludes that emigration may spur greater |
6 ;'OTISI‘S in'Aﬁ'iCZ Rapoport (2012a) for a thorough review of the literature and discussion of these
ee Docquier an ;
t%leories‘ I ures remittances as the sum of workers’ remittances, CDlﬂPCnSﬂllel’l loi:
i o " transfers (IMF, 2010a). Workers' remittances are cm'rent_?rans ers by
cmplo)’ees’ e m'gm"_tj :5(1 residents i:‘l the destination country. Cnmpensnti-or? of en.]pln}'ccs
migra“‘ts R Cc;m‘ g nd other benetits (in cash or in kind) earned by in&l\ru.iuals 1:11 C(Turj—
e e e those in - fl] ich they are residents for work performed for and paid for by resi-
e et o those’ . ;—_‘ naln reez’include seasonal or other short-term workers (less.ﬂmn onre
e o e “'3‘“‘“"‘;’5; m'1] o )have centers of ecanomic interest in their own co-untn.es gIMF,
o b'mder :‘"’“_‘ c(ji:s . lre contra-entries to {lows of goads and changtts»if‘l financial items
20106). Ml-gmms -h.an-h ffrsc?i“m ¢ of residence [or at least one year) of individuals Fl'q"ﬂ one
A h.Dmt]:::‘gjrz]!:;ol:afmsfcrfto be recorded are thus equal to the net worth of the migrants
cowmtry o ano A

(IMF, 2010a).

Internet resources

The [nstitute fo oYme] esearch in Nuremberg, Germany, has creat dataset on mmigration
he [ T Empl Y nent R T nb £ Y, has eda t
and emigration by e ation, avallable ¥ tP wvnwliab.de/ e 1/ 1ab-bram-drain-data. aspx.
1 ducation, availabi at http:/ / wy iab.de/en/ daten/iab-brain dat P ,
g n by B
The World Bank’s resources on migyation and remittances are available at ww w.worldbank. or|
NK S gy g

prospects/ migrationandremittances.

Suggestions for further reading
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D ier, V. and Rapoport, H. (2012a) “Globalization, brain drain, and development.” jeurnal of
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Gibson, ]. an ¢l s e

25(3), pp. 107--128, . . i
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