Worker Mobility: Migration, Immigration (, and Turnover)

· Society relies on the free movement of workers among employers to allocate labor in a way that achieves maximum satisfaction for both workers and consumers. 

· The flow of workers from lower-paying to higher-paying jobs, for example, is what forces firms that are paying below equilibrium wages to increase their wage offers.

· Mobility, however, is costly. Workers have to seek information on wage offers and conditions of work elsewhere. Even if a job is found there are monetary and psychic costs to moving to a new environment. All this effort expects an enhancement of utility in the future. Again, the model of human capital investment allows us to analyze this phenomenon.

The determinants of worker mobility

· If the present value of the benefits associated with mobility exceeds the costs, both monetary and psychic, we assume that people will decide to change jobs or move, or both. If the discounted stream of benefits is not as large as the costs, then people will decide against such a change.
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Bjt is the utility derived from the new job (j) in year t.

Bot is the utility derived from the old job (o) in year t.

T is the length of time expected to work in the new job.

The rate of discount is r.

C is the utility lost in the move itself, direct and psychic costs are included.

The summation adds up over the years to obtain a final present value.

· The present value will be large the larger the utility in the new job, the less happy one is in the old job, the lower the immediate costs from the change, and the longer one expects to be in the new job or area.

GEOGRAPHIC MOBILITY

· For the world’s larger economies immigrants typically constitute between 5% and 20% of their labor force.

· Two out of three individuals that migrated between 1975 and 1980 went to the U.S., Canada or Australia. In the U.S. around 3 million people move every year between states, and almost half of those move to a different region. Economic reasons seem to predominate and many change employers.

The Direction of Migratory Flows

· Human capital theory predicts that migration will flow from areas of relatively poor earnings possibilities to places where opportunities are better. Studies support this idea, but they also show that the pull is stronger than the push (they do not necessarily come from the poorest regions). 

· People move to the places where the real earnings of full-time workers are highest, but no consistent relationship with unemployment has been found. The characteristics of the place of origin do not always matter; those with more incentives to move are not always willing to move. It is better to do the analysis in terms of who moves not from where.

Personal Characteristics of Movers

· Not all individuals are equally likely to move, mobility is much higher among the young and the educated.

· Age: is the single most important factor in determining who migrates. 12% of those 20-24 migrates across county or state lines each year. By age 32 is only 8% and by age 47 only 4%.

·  The first reason for this is related to the number of periods remaining to recuperate the investment made. Second a large part of the costs are psychic, and they are much lower for young individuals. Also, single individuals are more likely to migrate, and married without children also are.

· Education: It is the best predictor of who will move within a group. More education does make someone more likely to migrate. More educated individuals have a broader labor market, and it is less costly to fund out about job opportunities in other areas.

The Role of Distance

· As migration costs increase, the flow of migrants will fall. Distance is important because of the cost of acquiring information about the new jobs. Also, the money cost of transportation and the trips back also increase. Statistics tell us that most people that move do it in the same county, to the same state, or to the same region. 

· Also, people tend to migrate to areas where friends or relatives have previously migrated. Education seems to be a bigger deterrent to long distance migration than age. Suggesting that information costs are more important than psychic costs in the role of distance in affecting migration flows.

Skills, the Earnings Distribution and International Migration

· All the factors we have analyzed so far are also relevant for international migration. But international migration is much more regulated.

· One important aspect to explain the relative distribution of skills among international migrants is the distribution of earnings in the sending as compared with the receiving country.

· Countries with a more compressed (equal) earnings distribution than the USA will see that skilled workers are more likely to migrate than unskilled workers, because they are after obtaining more out of their human capital (positive selection). In countries with a less equal distribution, the less skilled are the ones more likely to migrate (negatively selected).

The Individual Returns to International and Domestic Migration

· Another way to test our human capital theory of migration is to check if those that migrate have access to higher earnings than if they would have stayed in their home areas. 

· One way to proceed is to compare the earnings of migrants with the earnings of stayers of similar education and age. Evidence from the early 1970s seems to indicate that the gains in the 4 years after the move are substantially higher among the movers.

· Interestingly, if the analysis is done at the family level it can be observed that wives in general saw their earnings deteriorate while the husbands improve substantially. This is likely to mean that the move was decided based on the earnings possibilities of the husbands. This is likely to have changed if we were to analyze this with more current data.

· International comparisons are more complicated given that we have little information about the control group. The alternative is to compare the earnings of migrants with those of the native-born of similar characteristics. Table 10.3 gives us an interesting picture:

1. Immigrants initially earn substantially less than natives.

2. Earnings of immigrants rise relatively quickly, reflecting the high rates of investment in human capital after arrival.

3. Immigrants in recent years have been increasingly less skilled than their predecessors.

· Current Immigrants are much less likely to achieve wage parity than previous groups of immigrants, but they can still be much better off than in their home countries.

· Return Migration: 20% of the moves are to an area in which the person had previously lived. Some individuals come back after they have accomplished what they set themselves to do. Others realize that the costs are much larger than anticipated. It looks like those that return are much more likely to have been at the margin to start with.

POLICY APPLICATION: RESTRICTING MIGRATION

· During the first 140 years of its history the USA had basically no restrictions on immigration. In table 10.4 we can see the rates of immigration by decade and some recent years. In 1921 quotas where imposed in terms of national origin, clearly benefiting central and northern Europeans.

· In 1990 the system was changed. Now there is a limit of immigrants every year and they are divided between family reunification purposes, skilled workers and diversity immigrants.

· Illegal immigration has increased substantially. It is calculated that around 5 million illegal immigrants live in the US.

Naïve views of Immigration

· Some have argued that immigrants take American jobs on a one to one basis. Others have argued that immigrants do the jobs that no American wants. Both groups have a view that is too narrow. A simple characterization of the problem like the one in Figure 10.1 shows that the problem is more complex.

· Reducing immigrant workers to zero in a given occupation is likely to increase employment for Americans but not in a one to one basis. Except under the special circumstances of Figure 10.2.

· We focus on comparisons that do not take into account that under some conditions American companies are willing to relocate and move their operations to countries where they can pay much lower wages.

An Analysis of Gainers and Losers

· Most of the people that defend immigration restrictions base their analysis in a single-market. If we only look at a given sector or industry and we concentrate on the Americans that are displaced by the larger supply of workers this is reasonable. 

· But we have to understand that the cheap labor benefits consumers. Employers are also better off. They make more profits and this induces more capital investment and more entrepreneurial investments.

· Immigrants also consume. They demand goods from other sectors. This can increase employment in other sectors. There are, however, substitution and scale effects present.

· These issues have led many researchers to try to find the effects of immigration on local labor markets. Empirically the effects seem to be small. It might be that immigrants choose areas where jobs are expanding anyway, and it might also be that local counteract the effects of the immigration.

Do the Overall Gains from Immigration Exceed the Losses?

· We have reached some conclusions on the effects of immigration on different groups of natives, including consumers, employers, and both skilled and unskilled workers. But what about the overall effect on the host country?

· Does a post-immigration situation represent a Pareto improvement for the country? We can think that the answer will be yes if the natives see their disposable income increased.

· Most immigrants are producers and consumers in the host country. We can think of calculating how much value they add, and compare it with how much they consume.

· If those that come do not work, the effect for the natives is likely to be negative. Most of them, however, are workers. For them we know they are not likely to be paid more than their marginal product. Therefore, based on this they will not reduce the income of natives.

· However, we have to discount their usage of government programs, supported by taxation. The most comprehensive study of the fiscal effects of immigration shows that the effects for the US are very positive. However, there are substantial differences by education level. Those without a high-school education average a negative effect.

· What about illegal immigration? Curiously, they might be more likely to increase the income of natives even more than legal immigrants. They are usually paid much below their productivity, they do not have access to most of the government programs, and they are likely to pay taxes.

· If illegal immigration is Pareto improving is likely to continue in the future.
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