The Migration of Labor

Oded Stark

Basil Blackwell

/17/

i

Preface

The work reported in this book was carried out over nearly a decade with
most of the research undertaken during my tenure as the Director of the
Migration and Development Program at Harvard University. The long
time span involved in carrying out the work and the intense engagement in
research and teaching have produced ample opportunities for interactions
with colleagues, students, and collaborators. Many served beyond the call
of duty to provide inspiration and support that led me to explore yet
another dimension of labor migration. I am particularly indebted to B.
Douglas Bernheim, David E. Bloom, Oded Galor, Eliakim Katz, Jennifer
Lauby, David Levhari, Robert E. B. Lucas, Mark R. Rosenzweig, Vib-
hooti Shukla, J. Edward Taylor, and Shiomo Yitzhaki. The support and
guidance of the Faculty Advisory Committee of the Migration and
Development Program must also be gratefully acknowledged. In particu-
lar, C. Peter Timmer and Zvi Griliches, chairman and committee member
respectively, provided inexhaustible encouragement and invaluable help.
The Andrew W. Mellon Foundation, the Alfred P. Sloan Foundation, and
the Ford Foundation have supported most of my work. 1 was also
supported by the World Bank and the David Horowitz Institute for the
Research of Developing Countries at Tel-Aviv University. It is my hope
that these foundations and institutions will accept this book as a modest
return for the confidence they have placed in my research. Having
accounted for my academic and financial indebtedness, 1 would like to
acknowledge the spiritual and emotional support of my wife, Shua Amorai
Stark. While my passion for migration research resulted in numerous
migrations from home, her love, trust, and sound judgment, together with
the understanding, kindness, and patience of our children, Eran and Alit,
repeatedly replenished my dwindling stock of perseverance, insight, and
optimism.

This collection includes my more interesting papers on labor migration.
Many were first disseminated in the Migration and Development Program
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Introduction

This book models afresh labor migration and various phenomena and
processes associated with it. It builds on three premises.

First, even though the cntiies that engage in migration are often
individual agents, there is more to labor migration than an individualistic
optimizing bchavior. Migration by one person can be due to, fully
consistent with, or undertaken in pursuit of rational optimizing behavior by
another person or by a group of persons, such as the family. As the book
amply demonstrates, this premise shifts the focus of migration rescarch
from individual independence to mutual interdependence. Various implicit
and explicit intra-family exchanges, such as remittances. are thus integral
1o migration, not unintended by-products of it. And given the overall
pattern of the demand for labor, the performance of individual migrants in
the absorbing labor market can largely be accounted for not just (as in
standard human capital theory) by the migrants’ skill levels and endow-
ments but also by the preferences and constraints of their families who stay
behind.

Second, there is more to labor migration than a response to wage
differentials. Thus migration in the absence of (meamingful) wage ditferen-
tials. or the absence of migration in the presence of significant wage
differcntials, does not imply irrationatity. Migration s fundamentally
dissimilar to the flow of water, which will always bc observed in the
presence of height differentials. This premise compels consideration of
new variables, such as income uncertainty and relative deprivation, and
invites the study of associated phenomena, which include migrant — family
pooling of risks, the returns from migrant children and hence the demand
for them, and the size and composition of human capital investments in
chitdren,
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Third, a great many migratory phenomena would not have occurred if
the set of markets and financial institutions were perfect and complete.
Furthermore, markets are usually far from free of asymmetries, externali-
ties, cross-over effects, and technological lumpiness. A family in rural
Maine can capitalize on the industrial development of California’s Silicon
Valley by buying shares on the New York Stock Exchange. Migration out
of Maine is not necessary. But, especially in less developed economies,
entry to a specific labor market is often barred by constraints in capital,
commaodity, or financial markets. These characteristics tend to encourage
migratory phenomena that would not have arisen if, for example, informa-
tion were completely symmetric, if financial (insurance, credit) institutions
functioned smoothly, or if returns to exchange among agents exhibited
linear regularities. And the often quoted “golden rules” of migration, such
as the inverse relationship with distance, become subject to an unconven-
tional twist: when informational asymmetries and lower income covariance
are conducive to migration gains, distance as an explanatory variable
enters positively.

This book attempts to explain labor migration in light of these three
premises and, as hard as the task may be, in light of their interactions. It
offers new insights on why and when entities such as families may find it
optimal to behave strategically, to act simultaneously in, and to distribute
their human capital across, several markets, and to sequence their actions
in a particular fashion. This book demonstrates how in the larger scheme of
things migration is ingeniously and efficiently harnessed to assume a
variety of tasks. It also takes a novel look at how migratory outcomes are
fed back into and modify the very market environments that stimulated
migration.

A prolonged study of a topic is bound to be associated with a progression
of thinking. This entails a change in focus and a shift of interest that should
not be confused with a change in belief. Early on 1 spent considerable
energy in an effort to cool down the profession’s over-fascination with the
expected income approach to the study of migration. I suspected the
behavioral foundation of the approach to be rather slim, and doubted that"
the inducement to migrate would be eliminated when the differential
between the expected urban wage and the certain rural wage was zero. For
example, since risk-averse individuals, by definition, would prefer a given:
certain wage to a probability mixture of wages the expected value of which

is equal to that certain wage, a zefo intersectoral wage differential would
imply urban-to-rural migration, and a zero (net) rural-to-urban migration.
would entail a positive equilibrium differential; in other words, the no

inducement and no differential conditions are mutually exclusive. As yet

another example, 1 also argued that, if risk-neutral individuals attach anji
value to leisure, they cannot possibly be indifferent between a given rural
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se;cté)rby;/.age Wg and a higher. urban sector wage Wy conditional on a
sncc)i :111 i 1Ly p> 0 of attaining it (and a 1 — p probability of not working
s[andalrlz ua\{ingfan u;(ba'n waSge of zero). To simplify matters, assume that a
nit of work time § exists in both sectors implyi ’
. plying, for example,
;t;}g:hS days of yvork fetch Wy in the rural sector or Wy in the urban secEc)or
ith a zero m'tersectoral wage differential pWy — Wi = 0, the rurai
szci;o[r(i)alr of Slelsure and wage (0, Wg) is dominated by the urban sector
Fsee - p)19,8 é))W[IJ], and t}lllus rural-to-urban migration will take place
, . It was thus a matter of natural evoluti
. ' . : ution to place
cc;nmderlable. and increasing emphasis on the families’ decision-m’fking
process gadmg to migration. I believed then, as now, that in social science
;esearch.m general and in migration research in particular we need not
( Zcessarlly searph for the explanation where we observe the phenomenon
¢ tstz}iln old R_ussmp proverb l}as it, it is not the horse that draws the cart.
t t?e e oat§.) Plaqng the famlly, rather than the individual, at the center o%
f ':mgratlon decn§10n (this need not imply/result in migration by the
amily) was a relatlve}y new direction. This must not be interpreted to
istusgkie):stl C:tt)at thelbehémor of individuals should be ignored, but rather that
uld be analyzed in the context of a decision-maki ni i
r -making unit operating as
:/ egrroup. ‘Acril.d.the group, to wit, the family, should not be treated as %f it
Omet: alr; in h1_\11dual. I even postulated that migration research could turn
out 0 le a highly prgfltable means of studying the family. I thus suggested
! at rea aldvances will be made in migration research upon substitution of
asprl‘r‘mp'? ?ger}} study for a lone agent study. The family can be conceived
w.sa(i :ic;atlﬁlon, ta gfro}tllp of players committed by choice to act as one unit
-a- e rest of the world. This not only facilitat i
of the \ es protection from
ztljtterppts to exploit individual weaknesses but also renders it possible to
o0 ain mo(rie together .than s;parately‘ Migration by family members can be
: erpreted as a rnamfestatlon of the viability of the family: substituting
pace (scope) economies for scale diseconomies that limit the capacity for
Zo;n:urange, sm_1ultapeously sa}mpling from a number of separate markets
ho]iiinlgsé fmovestmgtll]n )oneh without completely liquidating and shifting
rom another); sharing both costs (for exam i i
; ple, financing the
2}112\;33;“2 r6ew1asrds (gor g;(ample, through remittances); and so forthg(see
, 6, 15, and 16). There are, of course, interesting i 1
\ap . d ' s , esting interactions
:’:)1;212 ;hetf]amllyhcoalltlon concerning how to share what has l%een obtained
r through specialization (migration b igrati
' y some, nonmigration b
gihreerli)tia:/r;dpcooperagon (for example, exchange of risks). Here tghe notion}sl
owers, bargainin i
To84). g g, altruism, and so forth count (Stark, 1983,
th;Fch r:;iaegalethat the family li]nvolved in migration is an alliance of agents
in a game with each other as well as agai «
1gaf ame eact gainst a “common
enemy” directly or indirectly inspired several of the chapters in the book
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A particularly interesting line of inquiry is that where the “common
enemy” — against whom the game is played — constitutes an entire distri-
bution of a set of families. The consideration that the well-defined outcome
of a particular inter-familial comparison at origin results in differential
inducements to have family members sent out as migrants is taken up in
several chapters (notably 6, 8, and 9). The dual game approach also
established the framework for a more recent interest in the particular
forces that govern the results of the last of the games described above.
Here.] felt that to obtain a significant improvement in our understanding of
the economic performance of migrants it would be productive to study the
structure of incentives that migrants face, rather than their vector of
characteristics (see chapters 27 and 28, and Lauby and Stark, 1988). In
addition, I felt that the unexplored issue of what rules govern the
interactions between migrants in the receiving economy on the one hand,
and between migrants and nonmigrants on the other hand, could tell us a
great deal about several aspects of migration, such as the distribution and
clustering of migrants in the receiving economy, the optimal size of the
concentrations of migrants, and the rationales for the creation and
disposition of “network and kinship capital” (chapter 3). The payoff to
future research in this direction could be quite high.
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Research on Rural-to-Urban Migration
in Less Developed Countries: The
Confusion Frontier and Why We

Should Pause to Rethink Afresh

1 Introduction

Researchers in the field of social sciences are often placed on the defensive
when challenged by planners and practitioners: “This or that idea of yours
may be good publication material, but what can / learn from it?” Planners
and practitioners often have cause to be in an aggressive mood: pressing
issues must be attended to, while researchers busy themselves in the
pursuit of other avenues, perfecting and expanding works that they
initiated long before specific topical concerns have arisen. This conflict
stems partly from practitioners and researchers having different time
preferences and discount rates, no doubt reflecting different things being
maximized (for example, being reappointed versus producing a definitive,
scholarly, or scientific work). But it often mars the field as well as the life
of conscientious researchers.

To the casual observer or the scholar seeking to make a contribution
only to find the arena overcrowded, the study of rural-to-urban migration,
especially of labor, in less developed countries (LDCs) appears to be an
unusual and enviable exception — a rare convergence of real-world con-
cerns, professional interest, and productive research activity.

However, recent intensive research in the field of rural-to-urban migra-
tion — the high surge in research activity appears to have started off with
Todaro’s pioneering article (Todaro, 1969) — has left the field beset with
loss of direction, considerable confusion, and serious doubts as to (a)
whether research has really provided practitioners with finer, more specific
means of intervention, if it should be deemed desirable, (b) a proper
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understanding of such intervention, its justification, and results, (¢) the
areas in which the marginal benefit of extra research amounts to zero, (d)
those areas in which some solid consensus has emerged, and a clear
formulation of this consensus. (e) which problem areas and specific issues
in them merit additional intensive migration research in the coming years,
and (f) whether or not the academic profession has based its migration
research effort in the recent past largely on an inappropriate set of
presuppositions or, even worse, on invalid postulates.

Toerender this list and the accusations leveled in it more concrete, we
shall present and document a few examples of confusion and/or fallacies
that come readily to mind. Rather than suggesting the simultaneous
existence of competing schools of thought - often a healthy sign of a
dynamic and competitively developing field of research — these examples
illustrate what appear to be conflicting axiomatic stands leading to the
deliberate bending (or neglect) of evidence rather than to its accumulation
and unbiased interpretation. No less serious, such stands are often
sublimely transformed into doctrines which (naturally) give rise to conflict-
ing policy prescriptions.

2 Migration and Fertility

The macro long-term statistical association between rural-to-urban migra-
tion and fertility is unequivocal: when the former increases the latter
declines (possibly with some lags and variations, for example, with
destination - city size). The underlying reason is that the urban environ-
ment and labor market, with their different relative prices and income
constraints, are less conducive to large families than are rural areas. It is
also possible that a self-selection process operates here whereby locational
preferences — migration — reflect and serve pre-migration-formed fertility
preferences (Ribe and Schultz, 1980; Lee et al., 1981).

However, there is no very sound migration, fertility, or economic theory
here. If bearing and raising children is more costly in an urban environ-
ment then, although exposure to that environment could produce the
postulated effect, it is not clear from this argument why families should
subject themselves to that environment in the first place. Obviously, it
makes good economic sense for them to raise children in rural
areas — where it costs less — and then have them (or their families, with
them included) migrate to the urban sector.

Research on Rural-to-Urban Migration 11

The preoccupation with the fertility behavior of rural-to-urban migranis
has led to a complete disregard of another variable in the migra-
tion—fertility linkage. This variable has to do with the micro decision-
making association. Consider a modal agricultural family, assumed to be
the decision-making entity,! which attempts to transform “familial” into
“capitalist” production. It usually faces two major constraints. First, there
is the “investment capital” constraint: the transformation (for example, to
high-yielding varieties) requires some investment funds which a small
farmer family with its existing resource endowment and a “pre-capitalist”
mode of production is unlikely to possess or generate. It is both relevant
and interesting to note that most of the recent “relevant technological
transformations” depend crucially on new factors and inputs - elements in
which the very transformation, the new technology, is embodied. This in
itself (apart from the component complementarity that characterizes these
technologies) creates strong discrete needs for investment capital and
produces a new pattern of technological change which differs from
traditional technological progress ~ a continuous change involving gradual
increments to the quantities of existing factors facilitated, in turn, by a
continuous accumulation of savings.

The second constraint is that of risk. The transformation to a new
technology magnifies the subjective risks involved in agricultural produc-
tion, whereas the family unit is assumed to be risk averse. Thus the major
obstacles encountered are bridging the gap between the family’s desired
investment capital and its necessary cash outlays (including existing
savings) and, once this is accomplished, resolving the conflict between the
family’s aversion to risk and the increased risk element in its portfolio.

In the absence of smoothly functioning credit markets or appropriate
institutional facilities, and when insurance markets either do not exist or
charge prohibitive premiums, the family must reorganize the utilization of
its own resources. It is here that rural-to-urban migration by the most
suitable family member - a mature son or daughter (especially if edu-
cated) - comes into the picture. In bypassing the credit and insurance
markets (with their bias against small farmers) migration facilitates the
transformation; it succeeds in doing this via its dual role in the accumula-
tion of investment capital (acting as an intermediate investment between
technological investments, which have a certain lumpiness, and investment
in financial assets, which, if feasible, has a low (or even negative) return),
usually generating significant urban-to-rural flows of remittances,? and,
through diversification of income sources, controlling the level of risk. This
“portfolio investment” in urban earning activity (migration by a maturing
family member) as a risk-alleviating device assumes, in particular, that the
urban sector is statistically independent of agricultural production.?
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in an economy where transformation of production modes cannot be
performed directly, grown children as migranis thussassume the unique
role of financial intermediaries. From a private parental point of view, and

considering lifetime utility, children are generally seen to yield various-

direct and indirect utilities which may be conveniently designated “con-
sumption utility” (children are a source of personal pleasure and s?tisfac-
tion), “income utility” (children directly contribute to the family’s income
by werking), and “status, security, and insurance utility”‘ (status, for
example, when position and power are established through child-generated
familial ties, security, especially old-age security, and insurance as an extra
child can generate various utilities if other children fail to do so, mainly
because of early mortality). The alleged role of children as migrants
implies that a new element is added to the utilities-from-children vector,
namely facilitating production transformation. This element is distinct
from the others, especially from the income utility element, in that
children’s primary role as migrants is not to generate an income stream per
se, but to act as catalysts for the generation of such a stream by
preciaitating an income-increasing technological change on the family
farm.

This is an intriguing assertion because, if thoroughly tested and verified,’
it will imply that, whereas with an adaptation lag that could last as long as a
whole generation, rural-to-urban migration may lower the fertility of the
migrants or of their urban-born offspring, the specific valuable task that
children as migrants fulfill may induce higher demand for children and
higher fertility — the very birth of the migrants themselves.

3 Migration and Education

Conflicting views also abound on migration and education. On the one
hand it is argued that the better educated rural youngsters who acquire
nonrural specific human capital and possess more human capital — and
hence are also less risk averse — are induced to migrate townwards
(Barnum and Sabot, 1976). On the other hand, poor educational opportu-
nities in rural areas induce rural families, especially the wealthier ones, to
send their children to school-rich urban areas. So, should the absence of
education or its availability be held responsible for generating rural-to-
urban migration?® Or, perhaps, will nonhomogeneous education (in
quality or orientation) differentially affect migration propensity; v{nh
education of the “right kind” discouraging it and other types of education
enhancing it?
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Note that in both cases, if educational expansion is universal, externali-
ties can no longer be ignored; the end result could be very near homogene-
ity of degree zero throughout. Higher returns to more education (and to
more human capital in general) inversely relate to its scarcity. Rural
educated youth may find that acquisition of more urban-specific education
fails to enhance their employment prospects in the urban sector and is of
no (or limited) use in making them more proficient in rural occupations.
And if what migrants really care about is their relative position (rank)
(Stark, 1984), the end result could be exactly homogeneity of degree zero.

It is probable that there are richer layers of explanation on both sides.
We shall proceed with just two illustrations linking the argument to the
issue of fertility dealt with in the preceding section. First, in a time series
context, education may very well correlate negatively with migration. An
educated rural girl is likely to desire and achieve lower fertility which, in
the long run, will reduce rural-to-urban migration.

Second, take for example the case of the small farmer and the credit
crunch raised in the preceding section. Whereas the small farmer has no
effective (or sufficient) access to institutional or other credit, nor can he
expect this situation to change,’ his children usually have access to some
sort of state education which is often a pure public good, largely financed
by government subsidies and not (directly) by the pupils’ parents. Thus a
small farmer’s vicarious entrance into a less discriminating market can be
viewed as a surrogate for participation in one into which his entrance is
effectively barred. Banking on the expectation of a high cross-return to the
joint decision of educating a child and then “expelling” him or her to the
urban sector, migration {and the education preceding it) thus substitute for
the credit deficiency, the alleviation of which is mandatory in facilitating
technological change on the family farm. Farmers therefore deliberately
use the educational system to prepare for their children’s migration.

4 Migration and the Distribution of Income by Size

Another popular view held by some of the better writers in the field is that
migrants are twice to blame for increasing inequality. Because of the
selective nature of migration, rural areas are depleted of scarce human
capital, entrepreneurial skills, and leadership for agricultural develop-
ment. At the urban end, migrants, even if employed, join the less
productive earners at the lower end of the income distribution (Lipton,
1977, 1980). However, if we view the income-receiving unit as the family as
a whole, including its young migrant member, the argument is reversed.
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The family, excluding the migrant, and the migrant himse!f are “bound
together” for a considerable period of time in a cooperative game. By
taking a joint decision as to what course of action each party.(p]ayer) will
adopt, they secure a mutually advantageous coordination. This produces a
result (total income or utility) which, from the point of view (?f any one of
the players, cannot be bettered by “going his own way.” that is, compared
with his noncooperative prospects. The cooperation, evidenced in the
maintenance of close economic ties for a considerable period of time (for
example, urban-to-rural migrant-to-family remittances, or provision of
rural-based insurance against upheavals in turbulent urban labor markets),
the implied pooling of resources, and the joint decision—making‘ with
respect to income plans, both earnings and disposition, can then egsnly be
shown to reduce inequality in the distribution of income by size, as
mecasured by the Gini coefficient, or to increase welfare directly as
discerned by application of stochastic dominance and Pareto criteria (Stark
and Yitzhaki, 1980, Stark, 1984).

In addition, some macro simulation exercises have unmasked the real
equilibrating beauty of rural-to-urban migration, especially in a non-short-
run perspective (Ahluwalia, 1976; Adelman and Robinson, 1977; Knowles
and Anker, 1977).

5 Migration and Urban Employment

Many rural-to-urban migrants rationally, although involuntarily, join the
ranks of the urban unemployed since there are fewer high-paying formal
sector jobs than rural laborers who migrate in response to their orgation
(Todaro, 1979, 1980a). Yet, drawing on their own savings or on familial or
similar support, migrants may willingly go through a prolonged period of
urban unemployment as an optimal strategy of investment in search of
high-paying jobs, particularly when free-entry informal sector employment
is available at a competitively determined market-clearing wage. There are
thus two labor market equilibrium conditions. The first is the usual
intersectoral one. To specify the second, assume for simplicity that
migration decisions are based on a two-period planning horizon, that is, all
future periods collapse into the second planning period. When forrpal
sector employment cannot be secured in the first period, two competing
strategies are feasible: (a) accept informal sector employment in thfe first
period, and in the second period move with probability p i.r}to a higher-
paying urban job or pursue {with the complementary probability) mformgl
sector employment; (b) reject informal sector employment and remain
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unemployed, but invest in information and engage in intensive formal
sector job searching to enhance the probability of being employed in that
sector in the second planning period from p to ¢ > p. Alternatively, take
up, with the complementary probability, an' informal sector job. At
equilibrium, the expected return discounted to the present of adopting
each of these two strategies is the same. As long as g is larger than p, urban
unemployment could well make sense as a deliberate post-migration
choice.

Whereas standard economic theory maintains that downward supply
pressures will prevail when the price of a commodity is set artificially
(institutionally) high, it fails to provide any insight into the operation of the
“inverse black-market mechanism” through which the limited slots are
allocated among the many participants (because of the homogeneity
assumption). Rather than passively awaiting their turn to be randomly
selected, rural-to-urban migrants may choose unemployment so as to
engage in the resource- and sime-consuming operation of acquiring prefe-
rential treatment, say, by cultivating oligopolistic shop stewards. This
process may convey a positive externality onto a specific community - the
migrant’s extended family or his fellow villagers — and could therefore be
sustained by that community.

Note that rural-to-urban migrants may choose to remain unemployed for
yet another reason. Their acceptance of a low-paying low-skill informal
sector job could be construed as a signal, albeit an imperfect one, by the
formal sector, reflecting their (apparently) inferior labor force qualifica-
tions and personal traits. Thus a revealed low supply price, suggestive of a
low level of human capital and general skills, could consequently reduce
the expected urban income stream by more than immediate acceptance of
informal sector employment would increase it.

6 Migration and the Politics of Economics

A widely held view is that rural-to-urban migration raises food prices and
increases urban revolutionary potential; underemployed, unemployed,
and low-income urban laborers whose absolute or relative deprivation and
frustration might be converted into political action threaten the stable
political order that is so crucial for smooth production and continued
profit-taking. Governments are impatient, and researchers are often called
upon to produce virtually unanimous prescriptions designed to contain the
“drift of rural migrants into the large urban centers,” for action-prone
governments to act upon (United Nations, 1979).
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However, an equally powerful argument can be ad\fanced 10 show why
governments do not really want to stem the “mgie of njlg‘ranFs to the cities
(Stark, 1980a). It will draw upon the pr0f1t~m§x1m12atlor} motive of
profit-seekers who participate in government, influence its decision-
making, or provide it with crucial, tacit,‘or e{cpllc':lt support. B)i éamperﬁmg
urban wages, or mitigating their rise, migration mncreases profits and thus,
statically and dynamically, serves the'fundamental 1pterests of t t::se
profit-earners. In a similar vein, migration serves the interests of urban
landlords in raising or putting an upward pressure on urban rents.

In recent years increasing emphasis ha§ bec?n placed on the ?rgt'tme;]lt
that a great deal of rural-to-urban migration 18 fiu; to urban bias in t e
allocation of national resources, especially public investment and pub}nc
expenditure. Political priorities manifested‘thro'ugh economic strategles
are the root cause; rural-to-urban migration I8 thg ot?served malady
(Lipton, 1977; Newland, 1980). But ruraltto-u.trban migration may also ge
the healing agent. The political economic biases are more likely to he
toppled by relatively new urbanites who grad.ually acquire access to t Z
decision-making apparatus without abandogn'ng (hexr familial ties an
property rights in the rural sector. The cqm!xbratmg beauty of rural-to-
urban migration may be manifested once again.

7 Migration and Policy Measures

Another widely held view is that, since expecteq utility maximization
under substantial intersectoral income differentials mduges rural-to-urban
migration, policy measures designed to dampen urban incomes (a fljeeze
on urban real wages) or to increase rural income§ (farm price supports) are
essential (Todaro, 1980b). Development strategies must be restructured to
redress past unbalanced growth and urban bla.ses, and to take proper
account of agricultural and rural development (Llpton, 1977). At t}?e same
time, leading international development agencies freqqently andhm(i*reas%
ingly adopt accommodationist policu.asq that “aspire to improve the ot o
migrants” (Laquian, 1979). Such pohqes (for example, sites and services
projects, reception centers for new migrants) run cpunter to.the perceg-
tions mentioned earlier, since, virtually by definition, they increase the
attractiveness of the urban destination, often not so mucp by increasing
expected income as by decreasing uncertainty glpcome vgnance). But this
does not really matter, since in a utility-maximizing exercise both expecta-
tions and variance count. Accommodationist policies are thus conducive to

Research on Rural-to-Urban Migration 17

rural-to-urban migration rather than being an added constraint on it. It is
worth expanding this point a little.

It can be shown (Stark and Levhari, 1982) that risk avoidance, not risk
seeking, is a major explanatory variable in rural-to-urban migration
decisions. This is so not only when the migration decision-making entity is
the family (as already mentioned, migration implies a risk-reducing
portfolio diversification of income sources) but also when it is the
individual. If he were to pursue agricultural production he would have to
endure some level of risk per period emanating from the low immunity,
especially of traditional agriculture, to stochastic variability in rainfall and
weather conditions, plant disease, attacks by pests, etc., all of which affect
both grown and stored crops. This low immunity is especially hazardous as
it is usually coupled with an absence of institutional insurance arrange-
ments. If an individual migrates from the rural to the urban sector, he is
not subjected to similar periodic risks. At first, risks are very high. Entry
attempts into high-paying sectors may fail. Entry into low-paying sectors,
which may be relatively easy, entails a high probability of discontinuity of
employment because of high sensitivity and hence vulnerability of these
sectors to market fluctuations. But risks associated with urban employment
diminish with time and may be relatively low - that is, lower than the
typical risk associated with agricultural production - after some initial
high-risk period. An individual who engages in rural-to-urban migration
under such circumstances is obviously one who attaches a premium to an
early resolution of (much of) his lifelong income-associated risks. He
trades in “medium-level” risks for immediate higher, but thereafter lower,
risks.

This hypothesis, if substantiated, opens up a new range of policy
measures. If institutional intervention aimed at reducing migration is
deemed desirable, it will be efficient to shift away from exclusive (so far
largely futile) attempts to narrow the intersectoral wage differential toward
transformation of rural income-earning activity into a less risky proposi-
tion, for example through the creation and/or perfection of rural insurance
markets, direct provision of technological insurance to small farmers, etc.

Similarly, optimal techniques in urban industry must be relatively capital
intensive (rather than labor intensive) so as to avoid inducing extra
migration through “excessive” job creation (Todaro, 1980b). However,
migrants’ saving behavior may enhance, not impede, investment and
growth, and thus the optimal choice could favor labor intensity after ali,
compatible with national resource endowments and scarcities (Stark,
1981b). A new urban job may attract so many productive rural laborers
that the shadow wage pertaining to an urban marginal new project could be
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et ruling wage (Todaro, 1980b). Yet, aggam,
ower
migrants’ saving behavior could be shown to genergte a Shadowﬁ@ifion i
thagn the market wage relationship as the negative net _C(:')n 11 o
changed consumption to the shadow wage outpaces the positive pr

i 1981aj}.
0pﬁorggmgsgos;(g?ta(;ﬁi’tiggg;r whzf “disequilibriu-m” 'in thﬁ llzzibt()};
market — manifested by a continuous rural-to-urban mlgra{ﬁ{(éni; ns; Cc;t; o
addressed by intervention in that marlf:et: In a.gingral ecilltilé) ;i Jm " anmhe;
disequilibrium in one market must coincide with disequl! ot

are causally related. As made clear in section %, ts ¢
o ltl:g Lv:l(o)an migration can be found outside the labor plarket,f}bat is, glf
il‘i;aill-functioning capital market. Improving the operatlor‘;:irl efnlifflz)(gn of
financial markets (where ralor PRI EE ) could bing about

i d transaction costs which crea i ou
ttlt?en ZZsired impact in the labor market. (A gé)od ;x:?ziiolsarinil:i (s}
Farmers et R SChte:iet’h:}:;}?)io gg{r)rs:)w up to twice the
P ?W 1g<teer§:itt ::t: ri?dfsr? Irlate of interest in the event of crop failure
OuthStatn 11‘;!’?8) ’};hus a reason for migration —~ aversiqn to 1pcreased prqdpc-
Ei}inatri:sks wh;ch cannot be effectively hedged against given the existing

structure of the insurance market — is, at least partially, removed.)

pushed high above the mark

8 Conclusions

i i i he
This list could be extended further, but 1t _sufflces to 1llui;]rat(ejisz1 —
con\ﬂicting views, biases, confusion, and fallacies, and hence the p

i i search effort,
1 on of enormous cumulative re
ity dire state of the art probably rests on the

< 3 13 ”
w zone (undercrowding in the “real

pointing di
Responsibility for the present
i ' 0
rowding of researchers in a nart . o
(f)":jg): whichgis rapidly decreasing the usefulness of their \}rork.czu;t) -
lore’ more often than not it has impha?d repeated. referen o o
r:nwa;rran’ced expansion of conventional notions emax:tmgatrzza 1aof core:
ter. A greal

i et often staunchly defended) cen .

toaly wee o through sheer inertia, and very little from fresh

s been produced a : m fresh
gi;a?turesp Presuppositions necessary to facilitate analysis and impr

he understanding of migration have stiffened into doctrines ra&he; 1222?1
:ae?n revised, let alone superseded, in light of tpe advgnces tl;gt Ezivshould
madi itis tir;le to pause for a major re-evaluation which could an

prove a turning point in academic work and institutional thought.
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Perhaps the most crucial element in opening up the field should be the
reformulation of the policy-related presumptions on which recent research
has been based. Rather than trying to reach a better understanding of the
decision-making process generating rural-to-urban migration and its sec-
toral and overall social implications so as to devise more effective measures
to contain/reverse it, the starting point should be an effort to manipulate
the phenomenon effectively so as to turn it into a vehicle of national
development and personal betterment. The formidable, but amply reward-
ing, challenge is to exploit skillfully, not to tame coercively. Rural-to-
urban migration carries with it a large array of potentially desirable
repercussions, often realized and manifested. Good policies should employ
effective means to minimize or eliminate the few (if any) undesirable
consequences of migration, but not eliminate migration itself.

A general argument often gains force by an excellent example. Such is
provided by the issue of urban-to-rural transfer of remittances. By now
there is sufficient reason to believe, and evidence to suggest, that rural-to-
urban migration and urban-to-rural remittances have actually been used to
transform agricultural modes of production (Stark, 1978, 1980b). What a
new constructive approach should focus on is the analysis of why, in some
cases but not in others, urban-to-rural remittances have had very little
impact on agricultural development. Remittances can be turned into a
vehicle of rural prosperity even if in the past they were not always
conducive to agricultural development. This may require some -
minimal — institutional intervention to induce migrants to remit more and
their rural families to utilize what they receive more productively. (Special
remittance bank accounts and matching grants or loans to be extended on
the disbursement of receipts of remittances toward the introduction of new
technologies may serve such a system.)

Consider, as yet another example, one of the most often repeated
statements in the field, that by historical yardsticks the urbanization
process in present-day LDCs is second to none (which may not be true at
all) and that the phenomenon far exceeds “the absorptive capacity” of
cities in present LDCs (Todaro, 1979). A fresh approach may very well
demolish even this “conventional wisdom.” By now, the advance of social
science and technological knowhow has outpaced that of urbanization
rates. There is no a priori reason why modern knowledge and tools should
be unable to provide excellent means to handle the “excessive” growth;
migrants’ skills and time can be combined to expand this so-called
“constrained absorptive capacity” and if we do not yet know exactly how to
manipulate them, assuming that such manipulation is warranted, that is
exactly what new research efforts should be about.®
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In the evolution of science and technology, breakthroughs were often
autonomous and incidental — an apple happened to fall when Newton was
in a contemplative mood. In recent times, however, trail-blazing advances
have become increasingly induced. It is time to initiate a coordinated
endeavor of the best minds in a concerted effort to redefine the research
agenda, to inject a new sense of direction, and to infuse a new vitality and
sense of purpose into rural-to-urban migration research.

.
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1 There are some strong empirical and theoretical reasons for this assumption.
See, inter alia, Stark (1978, 1982a, b).

2 Significant urban-to-rural transfer of remittances is one of the most important
observed regularities of rural-to-urban migration in LDCs (Stark, 1978, ch. I1l,
1980b).

3 For formal and fuller treatments see, respectively, Stark (1978, appendix II)
and Stark and Levhari (1982).

4 1nalifetime utility-maximization exercise, where discounted streams of benefits
and costs associated with bearing and rearing children are considered, a lower
net price (cost minus benefit) of children implies that more of them will be
desired (through the positive impacts of both the substitution and the income
effects, assuming that children are a normal good).

5 For some empirical evidence see Stark (1978, ch. 11I).

& For given studies containing conflicting views see Lipton {1976) and Findley
(1977).

7 Credit markets are imperfect, not fully formed, and highly fragmented, the
quantity of marketable assets possessed by the small farmer as collateral for
credit is very limited, and so forth.

8 In comparing the urbanization rate in present-day LDCs with that experienced
in the past by present developed countries (DCs), proper account should be
given to “the impression that in current LDCs, urban mortality is not signifi-
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cantly greater than rural, and perhaps may be lower — whereas the excess of
mortality in the cities in the earlier decades in the now DCs was substantial until
the beginning of the twentieth century” (Simon Kuznets, personal communica-
tion).
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The New Economics of Labor
Migration

Research on the economics of labor migration has undergone an exciting
and significant transformation during the past few years. At a theoretical
level, migration research has expanded the domain of variables that seem
to impinge upon and are affected by spatial labor supply decisions, it has
highlighted the role of wider social entities and interactions within them in
conditioning migration behavior, it has identified new linkages between
migration as a distinct labor market phenomenon and other labor market
and nonlabor market phenomena, and it has contributed to our un-
derstanding of the processes of economic betterment and development. At
an empirical level, recent work on the economics of labor migration has
confirmed the usefulness of old and well-established models of labor
migration. It has also provided better estimates of key behavioral para-
meters, many of which are important ingredients in ongoing debates over
public policies relating to migration. With such an impressive score, it is a
wonder that more of the profession has not shifted into migration research.
Perhaps this has to do with lack of information.

Our goal here is to summarize the actively evolving ideas, findings, and
difficulties in the economics of labor migration. We do this mainly by
illustrating selected theoretical and empirical developments which we
believe to be on the frontier of research in this area. We also identify
several new research topics that comprise part of the next research
frontier. Prior to proceeding with these tasks, we wish to point out that
much of the more interesting recent research is associated with migration
within and from developing economies. This situation might be partly
explained by the fact that the impact of wage differentials on migration
tends to be offset by unemployment compensation programs and other
fiscal policies in the developed economies. The scene in the less developed
countries (LDCs) thus constitutes a good migration research laboratory for
studying migration in general.
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1 Theoretical Issues

Whereas owners of production inputs or commodities, suf:h as bricl’<s or
bottles of wine, can ordinarily ship them away (so as to maximize profits or
utility) while themselves staying put, owners of labor must usually move
along with their labor. Furthermore, owners of labor have 'both- feelings
and independent will. Indeed, most aspects of hut:nara behavior, mclf.ldmg
migratory behavior, are both a response to fef:llngs ar{d an exercise of
independent will. These simple observations divorce migration research
from traditional trade theory as the former cannot be construed from the
latter merely by effecting a change of labels. _ ’ ‘
People engage quite regularly in interpersonal income comparisons
within their reference group. These comparisons generate psycho!ogncal
costs or benefits, feelings of relative deprivation or relative satlsf'actlon.. A
person may migrate from one location to another to ghange his relative
position in the same reference group, or to cbange h{s reference group.
Membership in a reference group with low relatwef degrlvatlon may wel} be
preferred to membership in a reference group with high relative depriva-
tion even if in the former a person’s absolute income is lower. In general, a
person who is more relatively deprived can be expected to _have a stronger
incentive to migrate than a person who is less relatwely dcpr%vcc.l.
Moreover, a reference group characterized by more income 1neqt{a}1ty is
likely to generate more relative deprivatiqn.and higper propensities to
migrate. Note also that, as particular individuals migrate, the relat;ve
deprivation perceived by nonmigrants may change, thgreby creating
second-round inducements to migrate. For example, if relative deprivation
is gauged through a comparison with a reference. group gtatistic sugh as
average income, migration by low-income (that is, relgtwely dgprlvgd)
individuals will cause this statistic to increase and thereby induce migration
by other individuals who become incrcasingl‘yirelatively deprived. ,
Not only can the migration behavior of individuals be exgected to differ
in accordance with their perceived relative deprivation, it can also be
expected to differ according to their skill levels.'This outcome results 'When
the assumption of heterogeneous workers is paired with the assumption of
imperfect skill information on the part of erpployers. To obtain some
strong illustrative results, consider the following polar case. In a given
profession, workers with skill S rcceiv; wages Wp(S).and WP‘(S.) erm
employers at P and R. Assume that skill follows a uniform distribution
along a unit interval, that the functions Wp(S) and Wg(S) are nondecreas-
ing and linear, and that § is known by P and R employers. Assume further
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that for low levels of §, say S < §*, Wp(S) > Wg(S). whereas for § = §*
the reverse inequality holds. Clearly, the lowest-skilled workers will not
wish to migrate from P to R. Assume now that R employers cannot
observe the true skill level of individual P workers (that is, that skill
information is asymmetric), but that they know the distribution of S and
will pay migrants from P a wage that is equal to the average productivity of
the migrant group. The interior solution $* now vanishes and is replaced
by one of two corner solutions: either there is no migration at all, or there
is migration by all. This result follows essentially because the highly skilled
workers who migrate under perfect information may not do so if the
pooled wage is too low. But if they do not, the pooled wage is lowered so
that the next highly skilled group also does not find it advantageous to
migrate and so on.

Just as it is clear that neither a brick nor a bottle of wine can decide to
move between markets, so should it be equally clear that a migrant is not
necessarily the decision-making entity accountable for his or her migration.
Migration decisions are often made jointly by the migrant and by some
group of nonmigrants. Costs and returns are shared, with the rule
governing the distribution of both spelled out in an implicit contractual
arrangement between the two parties. For example, one important compo-
nent of the direct returns to the nonmigrating family from the migration of
a family member are his or her remittances. Theory suggests the view, that
empirical evidence seems to support, that patterns of remittances are
better explained as an intertemporal contractual arrangement between the
migrant and the family than as the result of purely altruistic considerations.

Theory also offers reasons for the migrant and the family to enter
voluntarily into a mutually beneficial contractual arrangement with each
other - rather than with a third party — and identifies conditions under
which the contract is self-enforcing. Since the chosen contractual arrange-
ment reflects the relative bargaining powers of the parties, this approach
can also be used to generate empirically falsifiable predictions about
remittance patterns, that is, that variables that enhance the bargaining
power of the family and the importance of its support (such as a
high-unemployment urban labor market) will positively influence the
magnitude of migrant-to-family remittances. Note that this approach
demonstrates the efficiency, flexibility, and what we might call the dynamic
comparative advantage of the family. In other words, it does not view the
family as an entity that is split apart as its independence-seeking younger
members move away in an attempt to dissociate themselves from familial
and traditional bondage, regardless of the negative externalities thereby
imposed upon their families. Moreover, this approach shifts the focus of
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migration theory from individual indepeqder}ce (op'tirrzlzatiaozl ni%;i;r;;t
i dence (optimization against on .
nature) to mutual interdepen 2 .
that is) it views migration as a “calculated strategy and not as an act of
ati timism. _
desperation or boundless op ‘ o . . i
Pl\)isk handling provides another 1llum1nat1ng.e?<am{31e in \\t/lhnch &:;11;
1 ity i i onsible for individual migration. ,
social entity is collectively resp et ! o e
ily 1 within which to pool TiSKs.
the family is & very small group POl ek, e eale
] be made up by an ability.
disadvantages of small scale may be. Ly e e
nomies i hesive group. Such scale ec
economies and yet remain a co 4 L o tor
i igrati f one or more family members 1
achieved by the migration O mi m nio a secte!
i i clated, statistically indepen ,
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highly positively correlated wi ‘ T e
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The nature of intra-group interaction could also belp to exglam fteau;tr:;sl :
of the economic performance of migrants. To begin with, migrants o \

i ivi ore on
outperform the native born in the receiving economy. (We say m

his in section 2.) In addition, liar : ’ .
tcapital" is another prominent charactenstic of migrant behavior patterns

heavy reliance upon “pnetwork and kinship -

The latter may explain the former quite readily in the context of an .
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economy with a large number of agents whose transactions are governe

a . -
ltc)goperate in his trade with anyone in the first game, whereas thereafter the

choice in each game is
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by migrants are '
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to the determination of wages and employment. Through collusion, the
farmers can increase their profits. However, labor migration can constitute
a credible counter-strategy to this possibility, provided that, from time to
time, some undertake it. Note that, once again, migration confers benefits
upon those who stay behind, in addition to those associated with a leftward
shift in the supply curve of labor. Second, consider the case of employers
who, in static and dynamic contexts alike, are better off with a larger labor
pool than with a smaller labor pool. Since a large labor pool can be
developed by cultivating an image of worker success, it might be worth-
while for employers to create high-paying jobs in order to attract more
migrants. As long as a large number of workers believe that high-paying
employment can be obtained, or that it is worth waiting for, a migratory
response will be produced. High “institutionally determined” wages in
urban labor markets in LDCs are thus not necessarily externally imposed
upon reluctant employers by government legislation and trade unions.
Instead, they may result from endogenously determined strategies de-
signed to maximize profits in dynamic settings. Also, generating a few very
high-paying jobs and heavily advertising, so to speak, the rewards asso-
ciated with them may help to maintain a large labor pool in the presence of
high levels of unemployment. This strategy will tend to confuse migrant
calculations, which may suggest that expected urban income is less than
rural income. Thus high-paying jobs might also be created in response to
high levels of unemployment rather than preceding them and bringing
them about.

Since the endowments and preferences of economic agents are always
heterogeneous in practice, selectivity, as such, in response to a given set of
prices and opportunities and changes in it, by way of migration or
otherwise, is quite obvious. In many cases, whether migration selectivity
prevails is not as interesting as the extent to which the migration response
diffuses. Indeed, migration can be looked upon as a process of innovation,
adoption, and diffusion. As time goes by, what proportion of a given group
of potential migrants have migrated? To illustrate, assume that there are a
number of migration destinations and that there is some prior belief that
one particular destination is better than the others. In this setting, the
experience of actual migrants provides valuable information that presu-
mably reduces future uncertainty of the remaining pool of potential
migrants. Under these circumstances, the most interesting research issues
relate to the determination of the speed of adoption of migration as an
innovation and the characteristics associated with the delay in the adoption
of the innovation (rather than whether it takes place). That is, why are
some individuals quicker to migrate than others? For the case of rural-to-
urban migration in LDCs where, if history were to repeat itself, most rural
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people will end up as migrants, such an approach seems particularly
appropriate. Note that, ‘as with a demonstration effect in the case of
innovation adoption, a stock of past migrants at a given destination
(particularly a large stock) represents evidence that might lead to an
upward revision of beliefs that migration is a worthy investment. More-
over, the impact of migration upon the society from which it takes place
is now stage specific. Thus the divergence of views concerning the
consequences of migration (for example, its impact upon the distribution
of intome by size) can partly be attributed to the simple fact that the
underlying observations are made at distinct stages of the diffusion
process.

2 Empirical Considerations

Recent empirical research on the economics of labor migration has
benefited a great deal more from the development of new econometric
techniques than from new theoretical ideas. The techniques that have
substantially improved our ability to use micro data sets in the estimation
of relatively standard models of labor migration include techniques for the
analysis of qualitative dependent variables, techniques that correct for
sample selection bias, and techniques for the analysis of longitudinal and
pseudolongitudinal data. At the micro level, most empirical studies have
attempted to test simple microeconomic models of migration according to
which individuals (or families) make locational decisions primarily by
comparing their income opportunities at alternative locations. The key
feature of recent studies of this type is their focus on the estimation of
structural, as opposed to reduced-form, models of the migration decision.
In the past, a major problem that made the estimation of such models
difficult was the absence of data on the wages that particular individuals
would receive at two or more locations at the same point(s) in time. In
other words, survey data sets typically provide researchers with informa-
tion on the wages received by individuals at their residential location at the
time of the survey, their migrant or nonmigrant status at that location, and
selected individual characteristics (for example, age, education, and
marital status). To the extent that particular unobserved characteristics of
individuals are rewarded differently at different locations, the average
wage of individuals (conditional on their observed characteristics) at
location A, who migrated there from location B, will provide a biased
estimate of the wage that individuals who remained at location B would
receive if they moved to location A.
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Largely as a result of advances in the statistical analysis of selected
samples, however, we now have fairly simple methods that we can use to
test and correct for the bias associated with this unobserved wage problem.
To date, estimates of these structural models of labor migration uniformly
support the hypothesis that individuals respond to income incentives in
making decisions to migrate. However, further application of these models
is desirable, using different data sets and more carefully formulated and
tested empirical specifications. It would be interesting to examine whether
the strength of the migration response to wage differentials decreases over
time, while the response to variables such as relative deprivation increases.
We should also like to point out that longitudinal data may prove
particularly useful in analyzing the determinants of migration, insofar as
they permit a distinctly different approach to the problem of sample
selection (that is, longitudinal data permit researchers to control more
directly for unobserved variables that affect wages and that are correlated
with the migration decision).

Furthermore, much empirical research has been conducted on the labor
market progress of migrants, with special attention paid to the behavior of
international migrants. To date, most studies of this topic have involved
the estimation of cross-sectional wage equations in which “years since
migration” is entered as an independent variable and its coefficient is
interpreted as a measure of migrant progress. Typically, thesc studies find
that migrant workers earn less than native-born workers with similar
characteristics during the first few years after migration but more there-
after. It has been suggested, however, that this longitudinal conclusion,
based on analyses of cross-sectional data, may be an artifact of either the
declining quality of migrant labor over time (that is, a vintage effect) or the
outmigration of the least successful migrants. In view of the contradictory
nature of extant empirical conclusions, and given the academic and policy
importance of this issue, additional research on the pace of migrants’ labor
market progress is clearly needed. Further analysis of longitudinal data on
migrant earnings would also be helpful.

In addition to the two focal points for empirical work discussed above,
there are four other areas that empirical economists have touched upon
and which we think should receive further attention. The first of these
areas involves estimation of the macroeconomic effects of migration.
There is a surprising lack of empirical work on the effects of labor
migration on wages and employment in net sending and net receiving
locations, especially for different types of labor (for example, skilled and
unskilled labor). Further work on this topic would be of interest, perhaps
involving estimation of the wage and employment effects of migration in
the context of well-defined structural models of equilibrium and disequili-
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brium labor markets. Analysis of the distributional impacts of migration
and the degree of substitutability between international and internal
migration in the process of labor market adjustment would also be helpful,

Second, the microeconomic and macroeconomic relationships between
aging and labor migration are topics which have received only scant and
indirect empirical attention (for example, age is usually a right-hand side
variable in microeconomic studies of migration decision-making). Indeed,
empirical evidence strongly suggests that older workers are less mobile
than younger workers. This finding is quite plausible for a variety of
reasons relating to the differential preferences and opportunities of older
and younger workers. It therefore seems likely that workforces in many
low-fertility countries will show a declining propensity to respond to
exogenous economic change by migration as they age over the next two
decades. Thus, to the extent that mobility is one of the key requirements
for economic efficiency, it would be useful to know more about the extent
to which the aggregate migration behavior of a population is influenced by
its age distribution and the underlying bases for this relationship. Such
information could be very helpful in debates over public policies that
provide incentives to migrate.

The third topic that deserves further empirical attention is the migration
behavior of dual-earner families. In its most general form, this issue relates
to the broader one of the appropriate unit of analysis for studying
migration behavior to which we alluded in section 1, that is, the individual
or the family. In this connection we can consider the extent to which the
labor market activities of one family member are conducive to the
migration of another family member, especially in the context of LDCs, or,
alternatively, the extent to which the labor market activities of one family
member impose a constraint on the migration behavior of another family
member, especially in the context of developed countries (DCs). In view of
the dramatic rise in the labor force participation rates of females in many
DCs, such constraints may have noticeable effects on aggregate migration
rates. It would be fruitful to conduct further empirical work on this
problem, developed in the context of a structural model of constrained
consumer choice and focusing on occupational characteristics as well as
earnings. :

Finally, at this point in time, we still await the empirical implementation
of many of the new theoretical ideas relating to labor migration. Part of the
lag stems from the fact that much of the inspiration for recent theoretical
work on labor migration is provided by the experience of developing
economies in which data on migration are either nonexistent or of poor
quality. Nevertheless, given the contribution that careful econometric
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aqalysils of fhe new ideas can make to the fullness of our understanding of
migration, it seems clear that such efforts cannot be very far off.

Notes

Co-z.iuthored with David E. Bloom. Reprinted from The American Economic
Revzgw 75., 1985. Comments by participants in the Harvard-MIT Research Seminar
on Migration and Development are gratefully acknowledged. Bloom’s research was
supported by NIH Grant HD18844-02.

1 The insurgnce attribute of migration also applies to the individualistic case. For
qxample, Just as general human capital provides self-insurance, so does migra-
tion in conjunction with specific human capital. Thus, in easing risk bearing
associated with investment in specific human capital, migration facilitates such
investment, thereby conferring efficiency gains.
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Third, even though the absolute size of a migrant group within a given
labor market is often large, in comparison with the absorbing population
(for example, the native born) migrants do not constitute large groups.
Fourth, recent migrants are assisted by established migrants; there is heavy
reliance upon and usage by the new migrants of “network and kinship
capital.” Fifth, virtually by definition, migrants have several traits dis-
tinguishing them from the population they join. Some characteristics are
(costlessly) observable. The differentiation by traits often results in a
statistical discrimination, that is, migrants as a group are treated differen-
tially by the nonmigrants compared with the way that nonmigrants are
treated by the nonmigrants. For example, migrants are paid less, on
average, than equally skilled nonmigrants. Sixth, in many circumstances,
migrants outperform the native born. Usually this result is obtained after a
time lag from the migrants’ arrival. It tends to hold even after allowance is
made for the standard controls.

Although each of these stylized facts can be explained separately with
greater or lesser ease, no explanation which causally links all of them
appears to exist. It might be useful to attempt to sketch the outline of a
possible explanation. We begin by explaining the clustering of migrants
through an application of a random walk rule in conjunction with scale
economies to trade. Suppose that, at the start, migrants choose the labor
markets that -they join randomly. Successive migrants arrive and each
chooses a labor market, taking into consideration several factors one of
which may be the presence of migrants who have arrived in the preceding
period(s). Even if each new migrant were to choose randomly among the
labor markets, after several waves of migration, say at time ¢, a specific
market will probably have more migrants than others. When each of
several players repeatedly tosses a die, at some point one player will have
scored more odd numbers than the other players even though after many
rounds all would score odd numbers exactly the same number of times.

Suppose that the concentration of migrants is subject to scale economies
which are quite sensitive to changes in the number of migrants when this
number is small. The scale economies (and diseconomies) arise from trade
considerations, as explained below. Consequently, from some point in
time ¢, a particular market will become more attractive to all subsequent
migrants and clustering will occur. Now suppose that, in contrast, the
native population, which is much larger, is subject to decreasing returns to
scale. Then, from some point in time, the migrants may obtain an edge and
outperform the natives. To the extent that migrants of an early vintage are
aware of the sensitivity of the onslaught of scale economies to the overall
number of migrants in their particular location they may well undertake
steps to support and induce new migrants to join them. Consequently, the
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choice of destination by the new migrants is less likely to be random. This
process will not continue if increasing returns at a specific location no
longer prevail while they do in another location. The intensity of the pull
exerted by that other location will then transform it into the more
attractive destination and hence the pattern of several clusters will
develop. As long as migrants constitute a distinct group from the natives in
the sense that there is no cross-over between “their” increasing returns and
“the natives’ ” decreasing returns, the explanation as outlined above can
account for all six stylized facts.

Scale economies leading to differences in the returns to trade (exchange
gctwities) may arise from differences in the structure of interactions, that
is, in ‘the manner in which trades are being conducted. This mannf;r in
turn, is largely determined by the likelihood of trades being repeated. 'I:his
likelihood affects the incentive to invest in reputation and the choice
w}}ether to execute trade cooperatively or not. When the number of
migrants is very small the likelihood of repeated trades with fellow
migrants is low since, by necessity, many trades will be conducted with
members of the host community. When the number of migrants becomes
very large, the need for a repeated trade with any given agent or subset of
agents dwindles, and even among migrants trades are conducted in an
environment of anonymity. With a negligible likelihood of trades being
repeated, tomorrow’s reaction by a partner to today’s trade will not matter
and henc§ there will be no inducement to undertake steps either to build
and sustain reputation or to protect against retaliation. If, however, the
number of migrants is neither too small nor too large and the likelihood of
repeated tra@es amongst them is reasonably high, short-term gains from
qoncooy)eratxon will be more than offset by losses from adverse reputa-
tional effects and a pattern of cooperative trades could ensue. Somewhat
paradoxécglly, variables tending to raise the likelihood of a repeat meeting
among migrants, for example, barriers of various types to trades with
outsiders, may be to the migrants’ advantage in inducing a pattern of
cooiperatiw,: trade amongst them which accounts for, or contributes to
thexr superior performance. Whereas for a relatively small migrant popula:
tion being distinct from the absorbing population is cost free (recall the
migrants’ possession of visible distinguishing traits such as color, language
accent, pattern of behavior, etc.), forming a distinct group might be quité
costly for a subgroup of agents of the absorbing population who recognize
the advantages associated with cooperative trades. This is so especially
because there is an incentive for members of the compleméntary portion of
the absorbing population to “raid” the subgroup with noncooperative
trades, hoping not to be recognized for what they are.
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This line of reasoning, rudimentary as it is, leads to several interesting
predictions and policies. These differ from predictions offered and policies
mandated by existing models or theories. New migrants may not neces-
sarily receive the greatest degree of help from an established community of
migrants when such a community is large since the advantage accruing to
the latter from a marginal increase in its size might be much smaller than
the advantage accruing to a smaller community from a similar increase.
Efforts to disperse migrants across a large number of receiving markets or
communities may fail inasmuch as migrants recognize the advantage
associated with regrouping and the formation of optimal size clusters.
Likewise, efforts to direct new migrants to existing concentrations of
migrants guided, for example, by a reasoning that the established migrants
could provide social (welfare) services, thereby substituting for public
outlays, will fail if clusters are already at their optimal size; large
concentrations will tend to disgorge rather than absorb the new arrivals.
Since clustering rewards “distinguishable migrants” but not others, it
would be reasonable to expect the former to be much more concentrated
than the latter. If, for example, the US distribution of migrants were to be
compared with that of native-born persons of the same ethnic origin, the
native ethnic groups should be expected to be more dispersed throughout
the United States than the migrants. In addition, given the pace and the
extent of the assimilation of migrants into a host population, markets
characterized by quicker and fuller absorption will be more “able” to
accommodate additional migrants than will markets characterized by
slower and partial assimilation. Markets of the former type will find it
possible to absorb migrants continuously without reaching the optimal
capacity constraint. Finally, by undermining the returns from, and thereby
the incentive for, cooperative trades, efforts to hasten the integration of
migrants into the host economy and render the integration more complete
(a process assisted by acculturation and socialization efforts) may not be in
the migrants’ best interest.



