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Abstract

Various models of economic theory are analyzed it order to specify the policy implications
of each one. The classical model of Harris-Todaro is not analyzed, the focus being on the
new economics of migration models, and by taking into consideration four aspects which
are not present in the Harris-Todaro framework: the cost of migration, the attitude towards
risk, the relative deprivation hypothesis, and the role of social capital.
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I ntroduction

This paper analyzes various models of economic theory in order to specify the
policy implications of each one. The classical model of Harris-Todaro (1970)
will not be analized. It has been made in another work (Baudassé and Calderén,
2006) we attempted to develop an original Harris-Todaro model and show its
policy implications. So, in this paper we will focus on the “new economics of
migration” models, by considering four aspectswhich are not present inthe Harris-
Todaro framework: the cost of migration (section 1), the attitude towards risk
(section 2), the relative deprivation hypothesis (section 3) and the role of social
capital (section 4).

1. Impact of migration costs
1.1 Analysis

To migrate is not free, it is therefore necessary to take into account the cost of
migrating, in particular in order to define if, when a developing country get
richer, migration decreases or increases. It is clear that when a country becomes
richer, its inhabitants have less motivation to migrate, but, at the same time,
they are more capable of assuming the cost of migration. We will see this
phenomenon in amodel inspired by Schiff (1994). Let us suppose that there are
two goods:

1) One durable and indivisible, capital good.
2) One perishable, consumption good.

Theindividualsare paidin perishable goods. The perishable good produced
inyear y can be stored during the entire year y but completely disappearsiny+1. So
the only way to store goods for more than one year is to convert them into the
durable good. The durable good isindivisible and one unit of this good costs x units
of perishable good. So in order to store wealth it is necessary to save at least x units
of perishable goods, because if naot, it is not possible to convert perishable goods
into durable good. The durable good is a capital good, and so, detention of one unit
of durable good gives each period r.x units of perishable goodsto its bearer, r being
the rate of interest.

There are two countriesin thismodd : the South and the North. In the South,
the annual wage isWs, whilein the North, it isW,, withW,> W4, In order to stay dlive,
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an individual must spend W, which means that W), is the wage of subsistence. We
suppose Ws> Wy, If [Ws - W] is inferior to X, it is not worth saving because the
quantity of perishable good that can be saved is not enough to buy adurable good. So,
itismorerational to consume the whole salary Ws. But if [Ws - W] exceeds, it may
be a good strategy to save and buy one or more units of durable good.

Inthismodel itis possible to migrate from the South to the North in order
to have the benefit of a higher salary, but migration has a cost. We suppose for
simplicity that the cost of migration is one unit of durable good. So, in order to
migrate, an individual must save x units of perishable good, to buy one unit of
durable good and use it to pay the cost of migration. We suppose that asalary in the
North ishigher than asalary in the South, so that [W,- W >0, but if this difference
isinferior to r.x, i.e. if W, <Ws + r.x it is not rational to migrate, as the cost of
migration is one unit of durable good, and detention of one unit of durable good
givesr.x unit of perishable goods as an interest at each period. So if W, < W + r.x
the better strategy is not to migrate, but rather to buy one unit of durable good and
keep it, while working in the South for awage Ws. On the other hand, if W, > Ws +
rx it is more rational to use the unit of durable good in order to pay the cost of
migration, and enjoy a salary of W, rather than W5 + r.x. So, in summary, there are
three possible situations:

Case 1: [Ws - W] < x: theindividual cannot afford to migrate.

Case 2: W, —r.x>Ws>W, + x: theindividual can pay the cost of migration and has
an advantage in migrating, so that he or she migrates from South to North.
Case 3: Ws>W,, + x and Ws> W, —r.x: theindividual could pay for migration but
he prefersto buy one unit of durable good and keep it, and work in the South. In

this case, the individua will not migrate.

Note that it is possible to have W, + x> W, —r.X, or X.(1+r) > W, -W, >
0, so that case 2 does not even exist. But this means that W, is very close to
subsistence wage, and/or that the cost of migration x is very high and/or the rate of
interest r is very high. If thisis not the case, case 2 will exist.

Note also that it is possible to have [Ws - W] = 2.x, and in that caseit will
be possible for an individual in the South to buy two durable goods or more. In this
case, the decision will still beto migrate if Ws< W, —r.x and to stay in the South if
Ws> W, —r.x. As a matter of fact, if we have [Ws - W] = n.x (with n a natural
number), the individual who migrates will have arevenue of W, + (n-1)r.x and the
individual who does not migrate will have Ws + n.r.x, so that the agent will migrate
if Ws<W,, —rX.
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If case 2 exigts, it is clear that when South Country is getting richer, so
that the salary W increases and get closer to W, therewill betwo stagesin migration:

Sage 1 (case 1): there is no migration.

Sage 2 (case 2): migration increases as the southern country gets richer and can
afford the migration cost.

Sage 3 (case 3): migration stops when migration is not attractive any more because
the difference between the salary in the South and the salary in the North is not
sufficient to compensate the cost of migrating.

Let us now illustrate the model by a numerical example: we suppose that
W,=10 and W,=50, the other values change as indicated in Table 1:

Table 1
Numerical example of migration costs

x=20 and r=20%

x=30 and r=50%

Value of Decision of migration or Value of Decision of migration or

Ws no-migration Ws no-migration

20 [WsW,] = 10 < x: the individuals 20 [WsW,] = 10 < x: the individuals
(stege 1) cannot afford to migrate (stage 1) cannot afford to migrate

35 Wh—rx =46 > Ws > Wpt+x = 30: 45 Ws > Wptx = 40> W, — rx = 35:
(stege 2) individuals migrate (stage 3) individuals can pay the cost of

48 Ws> Wp—rx = 46 > Wp+ x = 30 migration but they have no
(stege 3) individuals have no more incentive incentive to migrate because they

to migrate and migration stops.

can earn 60 = Wg+ r.x being in the

South while only 50 in the North.

1.2 Policy recommendations

If we supposethat case 2 exists, i.e. if we suppose that the salary in the North is not
too close to subsistence wage, if the cost of migration is not too high relative to the
northern salary, and if the interest rate is not too high either, then, when the salary
in the South increases, migration will increase first and then will stop. So, during
stage 2, there is atemporary increase in migration. In stage 3, migration stops, but
there is no return migration, so the global effect of the process is a permanent
increase in the stock of migrants in the North. As a result, more trade will imply
more migration because free trade will imply an increase in the southern salary
(factor price equalization). So, it appears that when the cost of migration is taken
into account, trade and migrations are complementary and not substitutable as it
was the case in the classic model of Mundell (1957).
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2. Attitude towards risk
2.1 Analysis

In the basic Harris-Todaro model, going from the rural sector to the urban sector
isrenouncing to certainty in order to take arisk. Asamatter of fact, theincomein
the rural sector is supposed to be known with certainty, while in the urban sector,
an individual has a certain probability of getting a formal job, and a certain
probability to be unemployed. In spite of that, it can be sustained that an indivi-
dual could be induced to leave the countryside, even if heisrisk-adverse, if there
is a sufficient risk-premium, i.e. if the formal wage is big enough. Fields (1975)
notes for example that the urban income is frequently two times more than the
rural revenue, and that the employment rate is rarely inferior to 80% in the city.
So if an individual has a utility function in the uncertainty u(x) = +/x andif y is
the rural income, the expected utility in urban activity is 0.8 /2y, which is equal
to 1.13 /y and is superior to.]y .

Nevertheless, the vision of rural activity as risk-free is obviously
misleading. Levhari and Stark (1982), or Stark (1991), note that rural activity is
risky, because revenues depend on climatic conditions which are intrinsically va-
riables. On the other hand, urban activity is risky in the short term, but after a first
phase of job search, it provides a salary which is probably more stable than in the
countryside, and so going to the city could beviewed inthelong term asadiminution
of risk. So, risk adverseindividuals could beincited to migrateif they don’t discount
too many future utilities.

This point of view can beillustrated by an example:

1) In case of migration, the revenueis 100 if one finds aformal work and of 20 if
onedoesnot find such ajob. The probability of finding aformal work is supposed
to be of 50% in the short term but it is 80% in the long run.

2) Inthe case of no-migration, the income is 60 with a probability of 50% and of
40 with the complementary probability, in the short run or in the long run.

Let us suppose the individual discount future utilities with a factor 3 and
that the utility function isu(x) = L (X), the individual will have to choose between:

In case of migration autility of 0.5. L, (100) + 0.5. L,(20) + 3. [0.8. L, (100) +
0.2. L,(20)] =3.80 + 4.28. 3.
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In case of no-migration: 0.5. L, (60) + 0.5. L, (240) + . [0.5. L,,(60) + 0.2. L,
(40)] =3.89 + 3.89. 3.

So that the individual will migrate if and only if 3 > 0.23, that is, if he
does not discount ‘too many’ future utilities.

Another aspect of the relation between migration and risk isthat migration
is not necessarily an individual decision, but rather a decision that involves alarger
entity like family. The migration of one of its member can be arisk-diversification
strategy for afamily entity. Asamatter of fact, agricultural activity is, by nature,
dependent of climatic conditions and so it isrisky. If the farmers are not allowed
to insure themselves against climatic risk, and if they are risk-adverse, a possible
strategy to diversify risk is to send some of the individuals that compose the
family to the city. That will bring a new source of income to the family, not
correlated with the original agricultural activity. Another possibility is to send
people abroad, for example to a more developed country (the United States for a
Mexican household, or the European Union for a South-Mediterranean family).
So, migration of some individuals to a city or to another country, followed by
remittances sent home by the migrants, will permit a diversification of the risk
incurred by the family entity.

2.2 Policy recommendations

If migration is related to risk management, control of migration needs a reflexion
about the factors which affect the activity in the sectors or the countries which send
migrants. So, a better access to insurance could be a substitute to migration. As a
matter of fact, migration has a high cost —both financial and emotional— for the
family who send people to another sector or another country. Migration has also,
eventually, a certain cost for the sector or the economy which receives migrants.
So it seems possible to improve the situation by offering financial instruments
(insurance contracts) to families which need to diminish their exposition to risk.
One possibility could be to develop micro-insurance contracts more adapted to
the needs of little farmers of developing countries, so that it would not be necessary
for them to diversify the sources of income of the family by migrating and receiving
remittances.
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3. Relative privation hypothesis
3.1 Analysis

Stark and Yitzhaki (1988), Stark (1991) and Stark and Taylor (1991) note that
individuals do not migrate uniquely in response to ‘ absolute income’ consideration
but aso in response to ‘relative deprivation’ or ‘relative income' considerations.
Thismeansthat an individual isnot only looking for improving hisabsoluteincome,
but also he is willing to improve his relative situation in a ‘reference group’. The
‘referencegroup’ isoriginally the sending sector, i.e. thevillage, or the neighborhood,
where migrants have their origin. As a matter of fact, migration can be a way of
improving the relative position of the family or the household in the origin group,
by sending some of its members to a city or a northern country. It is not even
necessary to consider the family or the household asthe decisional unit to make use
of the concept of relative deprivation in economics of migration. An individual
who migrates can still consider hisvillage of origin as his reference group, because
he can for example be considered by the other members of his village as someone
who succeeded and he can demonstrate his rel ative success by sending remittances,
or by spending money when hereturnshome. A problem can emergeif thereference
group changes when the migrants are better integrated in the receiving sector, but
this problem is likely to appear only after a long period of time, and it will not
appear at all in the case of seasonal migrants who come and go between the sector
of origin and the place of temporary immigration. It is now relevant to distinguish
two issuesin this approach: the problem of the measurement of relative deprivation,
and the problem of the change of reference group.

First, let us consider the issue of how to measure relative deprivation.
The idea is that we need at least two kinds of indicators, numeric indicators,
which will measure for example ‘the number of persons richer than I’, and
volumetric indicators, which will measure ‘how much | am relatively deprived'.
Of course, a good synthetic indicator will depend at the same time on the first
magnitude (the percentage of the population whose income is greater than mine)
and the second one (average gap between the income of people richer than | and
my own revenue). |n conseguence, we can use asan indicator of relative deprivation
an indicator like PR:

PR(y) ={1-F()}. {E (zy | Zy)}
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Where F(y) is the cumulative distribution function of income, and
consequently 1-F(y) is the percentage of individuals who have an income superior
toy, and E (z-y | z»y) is the expected value of the difference (z-y) for the revenues z
superior toy. PR(y), the relative deprivation of anindividual having anincomey, is
thusequal to the product of anumericindicator by avolumetricindicator. Toillustrate
that, let us take the example of Stark and Taylor (1991).

We have an economy composed by a city and a village. Each inhabitant
of the village at time t has an income of 100, while each city dweller has an
income of 200. If we suppose that for inhabitants of the village, the reference
group is the village, relative deprivation will be nil for them and so they will not
migrate, in spite of the difference of income between the village and the city.
Now we suppose that at time t+1 one half of the inhabitants have an increase in
their income which becomes 150, relative deprivation of the inhabitants whose
income stays equal to 100 is ¥2. (150-100) = 25. One possibility for these
households relatively deprived will be to send half of each household to the city, so
that these households will attain an average income of %2. (100+200) = 150. Migra-
tion will then make relative deprivation equal to zero. The interesting point is that
the average gap between city and village is smaller at t+1 than it was at t, but
migration has begun only at t+1.

We turn now to the problem of the reference group. After a while,
migrants may stop referring themselves to their village of origin and adopt the
environment where they live astheir new reference group. Obviously, this change
is more likely to happen when migration is permanent and not transient (for
example seasonal), and it will take a certain time after the migrant has established
himself in his new environment. But it is also probable that change of reference
group will be easier and faster when the receiving sector is culturally close to the
sending sector. Stark (1991) and Stark and Taylor (1991) think that cultural and
social differences make a change of reference group difficult in the case of
international migrants. International migrants will then continue referring them-
selves to their group of origin, at least until their integration into the receiving
country is complete. That will take a lot of time, and that will be longer when
migrants of a same origin stay together in their receiving country, which is often
the case.

The change of reference group is more frequent in the case of internal
(rural-urban) migration, because in this case cultural differences are minimal. In
this case, return migration will be more frequent, because after they change their
reference group, individuals may experiment a relative deprivation that is more
important in the city than the deprivation they used to havein their village of origin.
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Return migration will then occur as a strategy to diminish relative deprivation, even if
it implies adecrease in absolute income. In amany cases the returning migrant has,
when he returns, a better relative position than before hisinitial migration, because
he has built up a patrimony while he was working far from home.

3.2 Policy recommendations

Relative deprivation hypothesis implies that inequality in distribution of income is
aso an important explanation for migration. If the individuals are sensitive not
only to their absolute revenue but also to the difference between what they have
and what the others possess, the important point is not so much the difference of
income between the sending sector and the receiving sector, but rather theinequality
in the distribution of income inside the reference group. So, in order to control
migratory flows, it may beimportant to control thelevel of inequality in the potential
sending sectors, for example the southern countries if we consider international
migration. If one believesin the Kuznets hypothesis of an inverted U curve between
GDP per capita and inequality, it is possible to deduce from relative deprivation
hypothesis that middle income countries (more unegual) are more likely to send
migrants than low income countries.

4. Therole of social capital
4.1 Analysis

Social capital “refers to the norms and networks that enable collective action”
(website of the World Bank) and “is generally referred to as the set of trust,
institutions, social norms, social networks, and organizations that shape the
interactions of actors within a society and are an asset for the individual and
collective production of well-being” (Sabatini at (www.social capital gateway.org)).
In the 80’s, French sociologist Pierre Bourdieu has defined social capital as “the
set of actual or potential resources that are associated with the possession of a
durable network of relationships (...) or, in other terms, with the membership of
a group” (Bourdieu, 1980: 2). Other definition is Schiff’s who defines social
capital as “the set of elements of the social structure that affect relations among
people and are inputs or arguments of the utility and/or production function”
(Schiff, 2002: 88).

It is easily understandable that migrations are linked to social capital. As
amatter of fact, socia capital can be theorized by the capacity of the individualsto
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cooperate, as has been developed in various articles which use the formalism of
theory of repeated games (see Annen, 2003, Dayton-Johnson, 2003, or Routledge
and Von Amsberg, 2003, among others). Migrations can negatively affect socia
capital by diminishing the motivation to cooperate: why should | cooperate today if
| am going to migrate tomorrow and if | will never meet again the people | am
playing with today? If one has to play again with the same players as today, and if
individuals are punished in the future when they choose an aggressive strategy,
Folk Theorem tell us that players (if they don’t have too high a preference for the
present) will choose to cooperate in equilibrium. But if agents are continually
changing location, and so if they have a very low probability of meeting again in
the future, this result is not valid anymore. This idea is summarized by Miguel
(2003: 196) who writes in his commentary of the article by Routledge and von
Amsberg “Trust and Socia Capital are undermined by extensive labour mobility,
asindividuals are no longer able to engagein the long term reciprocal relationships
that nurture community cooperation”. That creates a problem because, “while so-
cial capital is critical in promoting economic growth, growth may destroy social
capital” (2003: 196), insofar as “growing societies periodically experience large
technological shocks that generate pressure for labour mobility” (2003: 195).

So, afirst kind of problem is the influence of labour migration on socia
capital, which has been studied by Maurice Schiff in various articles (see Schiff, 1999,
1999b and 2002). Schiff notes that migration is considered as a mgor issue by most
governments, but economic theory often considers free trade and free migration as
equivdent. If freetradeis desirable, why shouldn't free migration be desirable aswel?
How can we explain this difference? The point made by Schiff is that free migration is
different from freetrade because migrations affect socia capita. Theeffect of migration
on socia capita appears in both the countries of emigration and immigration. In the
sending country, socid capital decreases with the level of migration “because of the
reduction in the size of the group of people of smilar background and values with
whom each member of the group can interact” (Schiff, 2002: 92), which meansin other
wordsthat “emigration resultsinasocid capital drain” (Schiff, 2002: 92). Inthereceiving
country, social capital depends also negatively on migration, because migration affects
the capacity of the members of society to share the same val ues and/or to communicate.
If socid capitd is the ability and willingness of the members of society to act together
for acommon goal, the existence of a migrant population along side the native group
can havetwo negative effects: thefirst effect altersthe ability to act in common, because
for example, migrants may spesk a different language than the natives, and the second
effect is related to the willingness to act in common, because the two populations may
have different values; for example a different religion.
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A second kind of problem has been studied by Massey (1987), Massey
(1999) and Zabin et al. (1993), and is related to the influence of socia capital, or
social networks, on migrations. We know that migrants’ networks, i.e. existence in
animmigration sector (e.g. aNorthern country, or abig city in adevel oping country)
of an important community proceeding from aprecise origin (for example aregion,
or avillage), allied with a structure of relationships (social capital) which links all
the migrants, one with another, and with the persons who are till in the sector of
origin, fosters migration and shapesit in a specific way. So, economic determinants
are not the only ones in motion when migrants are determining the destination they
are going to choose. The orientations of the flows of migrants are also dependent of
thesocia networksalready existing in the potential receiving sectors. Massey (1999:
306) describes this phenomenon in these terms:

However an immigration stream begins, it displays a strong tendency to continue because
of the growth and elaboration of migrants' networks (social capital theory). The
concentration of immigrants in certain destination areas creates a ‘family and friends
effect that channels later streams of immigrants to the same places and facilitates their
arrival and integration.

Numerous examples can be made of that phenomenon, such as that of
Mexican migration to the United States, or Chinese migrants’ networks around the
world.

4.2 Policy recommendations

We can deduce from the preceding theories two kinds of policy recommendations.
On the one hand, migration is not only an economic phenomenon, and so, it is not
equivalent to free trade of goods or to free movements of capital. When people
change location, it destroys social networks formerly existing in the sending places
and it affects social capital in the receiving sectors. So migration must be managed
cautiously. On the other hand, when networks of migrants have been established,
migration is likely to continue even if the initial motivation to migrate has
disappeared. Thus, it is not necessarily sufficient to make economic incitation
disappear to stop the migratory phenomenon.

Synthesis

We can summarize the main results of this paper in the following table:
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Table 2
Summary of the findings

Model

Characteristics of the model

Main policy recommendations

Cost of
migration

Risk
management

Relative
deprivation

Social capita
and networks

The models in this tradition take into
account the fact that migration is not free
and that it generates costs, both financial
and emotional. The financial cost is
easier to assume when the sending
country gets richer.

Migration can be a strategy of risk
avoidance and not of risk taking. This can
beexplained by considering that inthelong
run the revenuein the city islessrisky than
in the rura activity, or by supposing that
migration isthe strategy of afamily which
has a diversification strategy by sending
some of its member to the city.

Migration can be aresponse not to alow
absolute income, but to a low relative
income.

Socid capital, i.e. networks, can have an
influence on migration, and reciprocaly
migration can influence social capital.

When the cost of migration is taken into account,
we frequently see complementarity between
migration and trade, and so liberalization will
lead to a permanent increase in the stock of
migrants in the North.

Migration can be aform of insurance for afamily
entity. Asamatter of fact, by sending some of its
members abroad, the family is diversifying its
sources of revenue and so it diminishes its risk.
In order to control migration, a possible
proposition is that families take out micro-
insurance contracts that better fit their needs and
are less costly than migration.

If individuals are sensitive, not only to their
absolute income but also to the difference
between what they have and what others possess,
the important point is not so much the difference
of income between the sending sector and the
receiving sector, but rather the inequality in the
distribution of incomeinside the reference group.
So, in order to control migratory flows, it may
be important to control the level of inequality in
the potentialy sending sectors.

First, migration is not only an economic
phenomenon, and so, it is not just equivalent to
free trade of goods or free movements of capital.

When people change location, it destroys social
networks formerly existing in the sending places
and it affects social capital in the receiving
sectors. So, migration must be managed
cautioudly. Secondly, when networks of migrants
have been established, migration is likely to
continue even if the initia motivation to migrate
has disappeared. Thus, it is not necessarily
sufficient to make economic incitation disappear
to stop the migratory phenomenon.
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