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International Migration and the
Integration of Labor Markets

Barry R. Chiswick and Timothy J. Hatton

2.1 Introduction

Globalization in the labor market is qualitatively different from global-
ization of goods or asset markets. With international migration, the factor
of production (labor services) crosses national boundaries embodied in in-
dividuals. As a result, trading in goods and services and capital flows are
fundamentally different from trading in labor services (people). In Adam
Smith’s words, “man is of all sorts of luggage the most difficult to be trans-
ported.” Nevertheless, international migration does respond strongly to
market signals, either legally, when the policy environment allows, or ille-
gally, when there are artificial barriers to mobility. International migration
alters the labor supply and the demographic characteristics of both the
sending and the receiving countries. Moreover, it influences economic
growth, patterns of trade, income distribution, and the distribution of po-
litical power within and between countries.

In this paper we shall illustrate that the globalization of world markets
has been of prime economic importance in the two key eras: the age of mass
migration, which rose to a crescendo between 1850 and 1913, and the era of
“constrained” mass migration of the last fifty years. The focus is on inter-
continental migrations: from Europe to the New World and from parts of
Asia to other areas around the globe in the late nineteenth and early twen-
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tieth centuries, and primarily from the third world to the first world and the
Persian Gulf'in the late twentieth century. We begin (in section 2.2) by map-
ping out the different eras of international migration and labor mobility
over the last four centuries. In the following section (section 2.3) we exam-
ine the underlying forces that drove mass migration in the two eras of glob-
alization. Perhaps even more important are the effects of migration on send-
ing and receiving countries and the impact of these economic effects on
what has been dubbed the “policy backlash” (section 2.4). Although the
fundamentals driving international migration were similar in the two peri-
ods, the nature, direction, and consequences of the flows reflect changes in
the structure and integration of the international economy. The effects of in-
ternational migration are conditioned both by structural changes in the
world economy and by changes in policy regimes. In turn, the policy
regimes have evolved in response to changing economic structures, political
developments, and migration itself (section 2.5). This paper concludes with
an overview of migration flows and policy in the past, and with speculation
about the future (section 2.6).

2.2 International Migration in Different Economic Eras

2.2.1 Contracts and Coercion, 1600—1790

The discovery of the Americas stimulated a steady stream of migrants
(voluntary and involuntary) from Europe and Africa. But these streams
were a mere trickle compared to what came later. At first the conditions
were harsh and the economic returns were too low in relation to the costs to
make mass migration feasible. High transport costs and the risks (both fi-
nancial and to life itself) and uncertainties involved ensured that only the
richest and the most intrepid could bear the cost. Although the migrations
of religious groups and other pioneers gradually increased, their numbers
were dwarfed by those who came under contract or coercion. By the end of
the eighteenth century something like eight million had journeyed to the
New World, but largely as slaves from Africa (about 7 million) and convicts
from Great Britain, or indentured servants from western Europe, whose mi-
gration was financed by others (see Lovejoy 1983, 478, 496). Coercion and
contracts were the chief means through which the New World recruited its
labor force during this period.

It is estimated that about 700,000 Europeans migrated to North America
and the Caribbean between 1650 and 1780, more than half to the mainland
colonies. Of these, between one-half and two-thirds came under contracts
of indentured servitude (Galenson 1981, 17; Engerman 1986, 271). Around
1650 a passage to America would have cost about £6, or about five months’
wages for an agricultural laborer in southern England (Eltis 1983, 258). In-
dentured servitude evolved in response to this overwhelming wealth con-
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straint, a high ratio of costs to income, little accumulated wealth, and weak
capital markets. Under this system servants were given free passage to the
colonies and then, on arrival, sold (at an average price of about £8) to mer-
chants or farmers.! But by the end of the eighteenth century fixed-period
contract servitude for Europeans was in decline, partly because of dimin-
ishing European supply, but more importantly because of the expansion of
another form of recruitment: slavery.

The sharp rise in slave imports from the late seventeenth century, first to
the West Indies and then to the mainland colonies of the Chesapeake and
South Carolina prevented the implicit wages of indentured servants from
rising (i.e., prevented the contract length from falling) and slowed the
growth in numbers (Grubb 1992, 196). The slave trade continued to grow in
the eighteenth century, particularly to the cotton- and tobacco-growing
colonies and states on the mainland of North America and to the sugar-
growing colonies of the Caribbean.

The abolition of the slave trade to the United States in 1807, the emanci-
pation of slaves in the northern United States, and the emancipation in the
British colonies in 1834 ended these forced migrations, although slavery it-
self lasted longer. The decline in the supply of slave labor led to a revival of
contract labor for work on plantations and in mines, this time primarily
from China and India, to Southeast Asia, Africa, the Indian Ocean and Pa-
cific Islands, the Caribbean, and North and South America, which lasted in
some cases until the start of World War I (Engerman 1986). Although the
numbers of these nineteenth-century contract laborers to the New World,
as well as coerced convicts to Australia, were insignificant in comparison
with the movement of free migrants, contract labor migration remained the
dominant form of labor migration from the sending regions in Asia.

2.2.2  The Rise of Pioneer Free Settlers, 1790-1850

The intercontinental flow of free settlers, from northwest Europe to the
New World, which was slow at first, gathered pace in the early nineteenth
century. In the United States the inflows outnumbered slaves by the end of
the eighteenth century, but elsewhere the transition came later. For the
Americas as a whole it was not until the 1830s that the decadal flow of free
migrants exceeded that of African slaves (table 2.1). And according to Eltis
(1983, 255) it was not until the 1880s that the cumulative sum of European
immigration overtook that of coerced labor from Africa. In Australia, too,

1. The sale price covered the shipping cost, and the comparison of this price with the pres-
ent value of the servant’s expected productivity over and above maintenance determined the
length of bound labor—usually between four and seven years—after which the servant was
freed. According to one historian of indentured servitude, “Although the institutional
arrangements of the indenture system were different from those surrounding the immigration
of free Europeans to colonial America, the same is not necessarily true of the servants’ mo-
tives. Though some of the hardships they faced may have been different, the potential rewards
were much the same for servants as for other European immigrants” (Galenson 1981, 113).
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Table 2.1 Free and Coerced Migration, 1790s to 1840s (thousands per annum)
1790s 1800s 1810s 1820s 1830s 1840s
Americas
Slaves — — — 60.25 56.34 44.51
Free migrants — — — 15.38 67.07 178.53
% free — — — 20.2 54.3 80.0
Australia
Convicts 0.49 0.43 1.70 3.23 5.00 3.37
Free settlers 0.02 0.05 0.08 1.03 5.72 14.09
% free 34 10.4 4.5 24.1 53.4 80.7

Sources: Americas: Eltis (1983, 256); Australia: free immigration from Berlin (1994, 22); con-
victs from Shaw (1966, 363-68).

Note: Dashes indicate data are not available.

coerced labor declined as the proportion of free settlers outnumbered the
flow of convicts from the 1830s, although the absolute numbers are tiny
compared with those in North America.

In North and South America, as well as Australia, free settlers began to
arrive in ever larger numbers. Although some fled wars or sought better
democratic rights and religious freedom, the vast majority were attracted
by growing prosperity and by the prospect of becoming landowners or ten-
ant farmers. These migrants traveled in family groups, often with the inten-
tion of starting or joining new communities at the New World’s frontier.
These groups were often led by farmers, craftsmen, and artisans, and they
originated chiefly in northwest Europe. It is estimated that three-quarters of
the English and Welsh, two-thirds of the Dutch, and two-thirds of those
from Osnabriick and Baden who migrated to the United States in the 1830s
were in family groups and one-third of them were children under fifteen (Er-
ickson 1994, 143).

Migrants to Australia needed even greater incentives, and in order to at-
tract free migrants a policy of assisted emigration was begun in 1834. Some
migrants were given free passage, either under the government scheme or
under a bounty system that provided incentives for existing settlers to bring
new settlers to the Australian colonies.’ In South America, too, the longer
journey times and more arduous conditions, which prolonged coerced and

2. Erickson (1994, 19-50) found that English migrants preferred Wisconsin, Illinois, Michi-
gan, and Iowa to Massachusetts or Connecticut and that even those from industrial or urban
backgrounds were attracted to farming and often bought unimproved land.

3. Under the scale issued in 1837 the bounties were £36 for a man and wife, £18 for an un-
married male or female, £10 for a child aged eight to fourteen, and £5 for a child aged one to
seven (Madgwick 1937, 154). For the adults, certain age limits applied. The individual spon-
soring the migrant usually paid travel and settlement costs from the bounty received. Under
the government scheme, emigration agents recruited prospective migrants for free passages. It
is estimated that about 40 percent of all free migrants between 1848 and 1872 were government
assisted.
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Fig. 2.1 Gross intercontinental emigration from Europe, 1846-1939 (annual aver-
ages)

contract labor, delayed the onset of free migration. Incentives in the form of
free passages were used to encourage the flow of free settlers.

2.2.3 The Age of Mass Migration from Europe, 1850-1913

It was not until after the middle of the nineteenth century that mass mi-
gration can really be said to have taken hold. The figures for (gross) inter-
continental emigration from Europe are plotted as five-year averages in fig-
ure 2.1. In the first three decades after 1846 the numbers averaged around
300,000 per annum, doubling in the following two decades and exceeding
one million per annum by the turn of the century. The first wave of the late
1840s was associated with famine and revolution in Europe, and the second
wave with the shift in ocean transport from sail to steam. The nominal cost
of passage on the North Atlantic route remained roughly constant (Keeling
1999), although it declined relative to average wages. Moreover, the transi-
tion from sail to steam cut typical transit times from five weeks in the 1840s
to twelve days by 1913 and to nine days by the late 1960s.*

4. The data for contract prices for government-assisted passages to Australia also suggest
little downward trend in nominal prices between the late 1840s and the early 1880s. But voy-
age times fell by 10 percent, and mortality fell by 80 percent (McDonald and Shlomowitz 1990,
1991).
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In the first half of the nineteenth century the dominant source of mi-
grants was the British Isles. These were joined from the 1840s by a stream
of emigrants from Germany, followed, after 1870, by a rising tide from
Scandinavia and elsewhere in northwestern Europe. Emigration surged
from southern and eastern Europe from the 1880s. It came first from Italy
and parts of the Austro-Hungarian empire, and then from Poland, Russia,
Spain, and Portugal. As figure 2.1 shows, these migrants from southern and
eastern Europe, the so-called “new immigrants,” account for most of the
surge in numbers from the 1880s. About 60 percent of all European emi-
grants went to the United States. However, from the 1870s significant flows
developed—Ilargely from Italy, Spain, and Portugal—to South America,
principally Brazil and Argentina, that is, from Romance language origins to
Romance language destinations.’

The characteristics of the emigrants also changed. It was no longer a
“family” migration. The mass migrants were typically young and single,
and about two-thirds of them were male. More than three-quarters of the
immigrants entering the United States between 1868 and 1913 were aged
sixteen to forty at a time when 42 percent of the U.S. population was in this
age group. Among men emigrating from England and Wales, only one in
nine traveled with other family members, compared with more than half in
the 1830s (Erickson 1994, 143).° The migrants from any one country were
increasingly urban but remained largely unskilled. Nevertheless, European
migrants as a whole remained largely rural in origin as the sources shifted
toward the less developed southern and eastern Europe.

These outflows generated flows of return migrants, small at first (perhaps
10 percent of the outflow), but rising by the turn of the century to about 30
percent of the outflow. The extent of the return migration varied sharply by
country of origin, motive for migrating, whether it was family based, and
economic conditions in the destination and origin. The return migration
rates were very high for some groups, for example, Italian and Greek immi-
grants, and very low for other groups, such as eastern European and Rus-
sian Jews, who viewed themselves as refugees and, more than other groups,
migrated in a family context. In the absence of a social safety net in the des-
tinations, the return flows were greater when the destinations were experi-
encing a recession. The return migrants, those returning often after only a
few years, were a sign of the growing globalization of labor, in part due to

5. The surge of immigrants to Brazil from the 1880s owes much to the combination of the
abolition of slavery and the introduction of free passages (Left 1982, 60). As was often the case
elsewhere, subsidies to immigration were financed by export taxes, in the Brazilian case export
taxes on coffee. This intensified the linkage between immigration and international trade.

6. The change in the demographic characteristics of the migrants may well have reflected the
change in where they were to settle in the destination. With urbanization and the rise of in-
dustrial job opportunities, urban areas replaced farming areas as the primary destination. Al-
though accompanying wives and children may have been an asset for an immigrant intending
to become a farmer, they may have been perceived as a liability among those anticipating ur-
ban industrial work.
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the steamship’s lowering the cost—measured in money, time, and danger—
of oceanic travel. The return migrants often brought back to their home
countries skills, information, and capital acquired in the New World.

Although the discussion of the nineteenth century and pre-World War I
intercontinental migration has focused on the emigration of Europeans to
the New World, large-scale migrations were taking place in other parts of
the world. There were substantial movements within Europe itself, includ-
ing the Irish moving to Great Britain and eastern Europeans moving to
western Europe, sometimes merely sojourning before embarking for the
New World and sometimes remaining permanently. There was migration to
southern Africa from Europe (first by the Dutch, then by the British), South
Asia, and East Africa. Asians, particularly from India, China, and Japan,
were also on the move, most often as contract laborers, to East Africa,
Southeast Asia, the Pacific Islands, the Caribbean region, and the West
Coast of North America.

2.2.4 Asian Emigration, Nineteenth and Early Twentieth Centuries

The increased globalization of the political system through the spread of
European colonization in the nineteenth century to Asia, Africa, and the
Pacific and Indian Ocean islands resulted in increased intercontinental
trade, with sugar, rubber, jute, tin, and other primary products being pro-
duced in the colonies, much of it for export to Europe and North America.
The establishment of colonial plantation agriculture and mining, and the
development of transportation and communication, increased the demand
for low-cost pliant labor. In the absence of slavery, colonial governments
and business enterprises sought fresh sources and instruments to attract the
labor for these activities. The new source became Asia, and in particular In-
dia, China, and Japan. The new instrument was a return to an earlier means
of financing migration—indentured servitude or contract labor.

Asia offered a large supply of low-cost unskilled labor, but even with the
cost of international migration lower in the nineteenth century than in ear-
lier centuries, Asian laborers were too poor to finance the move. Indentured
servitude or contract labor was introduced both to finance the migration
and to provide the information networks to match workers to jobs. The con-
tracts (for Indian workers) were typically of five years” duration. At the ex-
piration of the contract some of the workers had accumulated the resources
to return home. The poverty that drove them to become indentured ser-
vants remained, however, and for India, so too did the repressive caste sys-
tem. Most indentured servants (perhaps three-quarters in many times and
places) remained where they were, acquiring some land, working part time
in the plantations for wages, or migrating to urban areas. As a result, Asian
communities began developing in East Africa and southern Africa, North
America, Latin America, and Oceania, and nonindigenous Asian commu-
nities developed in Southeast Asia.

One of the largest of these intercontinental indentured servant migra-
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tions was from India. Thiara (1995) reports that in the eighty years of the
formal indentured servant system (1830 to 1916) over one million Indians
were transported overseas to further the British goal of empire building
and, indirectly, the globalization of the economy. Over one-half million In-
dian indentured servants went to Mauritius, and another half million went
to the Caribbean (primarily the south Caribbean, Trinidad, British Gui-
ana, and Surinam), with smaller numbers going to Fiji in the Pacific Ocean,
Natal in southern Africa, and East Africa (Thiara 1995; Vertovec 1995).
Another group of Indian international migrants were the Sikhs who were
recruited into the British India Army after the 1857 Punjab Mutiny (Tatla
1995). Sikhs were considered by the British to be a “martial race,” and
many served in the British Army in Sikh units and were posted in various
parts of the Empire, often remaining when their tour of duty ended. Oth-
ers served in British police and military units in various parts of the British
Empire.

China was another major source of Asian labor, with indentured servi-
tude contracts being most prevalent from the 1840s to the 1920s. In addi-
tion to the poverty and demographic pressures prevalent in India, China ex-
perienced far more political turmoil. The indentured servant system was
less formalized in China than in India, and in addition to the indentured
servant contract for a fixed period, a “credit-ticket system” was used in
which the loan of the ticket money was to be repaid. Although the Chinese
government’s official position was to oppose emigration, its political weak-
ness prevented it from enforcing its will (Hui 1995). The Chinese indentured
servants were to be found in many sectors, including Malay tin mines,
Cuban sugar plantations, and railroad construction in the United States.
‘When the contracts ended, some returned to China, while others remained,
forming the nucleus of the emerging Chinese communities (Chinatowns) in
Southeast Asia, the Caribbean, and North and South America.

Japan, too, was a source of emigrant labor, with somewhat fewer than one
million emigrants from the mid-nineteenth century to the early 1930s
(Shimpo 1995). Labor-recruiting agents and the labor contract system were
used. The Japanese workers went to Hawaii and the mainland United
States, as well as to South America, primarily Peru and Brazil, as inden-
tured servants or as recruited free immigrants.

Competition between Asian laborers and white workers, particularly in
California, led to the first restrictions on immigration to the United States
based on country of origin. The Chinese Exclusion Act of 1882, and its sub-
sequent amendments, barred Chinese laborers from entering the United
States. With the annexation of Hawaii by the United States in 1898 and with
the 1908 “gentleman’s agreement” between the governments of Japan and
the United States, the emigration of Japanese workers to the United States
ended. Legislation in 1917 created the “Asiatic Barred Zone,” which effec-
tively prohibited the migration to the United States of persons from Asia
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(including the non-Asian-born descendants of Asians), with the exception
of the Asian Middle East.

In other regions the demand for indentured servants declined as changes
in technology reduced the demand for unskilled labor in plantation agricul-
ture and as small-scale farms owned by freed indentured workers and their
descendants produced the crops. The disruption of the world economy in the
two world wars and the Great Depression further disrupted international
migration from less developed to other less developed regions. Post-World
War II movements for independence among the colonies in Asia, Africa,
and Oceania reduced the political acceptability of low-skilled foreign work-
ers with ethnicities different from those of the indigenous populations.

The colonial-inspired Asian migration to various corners of the globe
had long-term economic and political consequences. The presence of
Asians provided a substitute for, or competitors for, indigenous labor. Ten-
sions between the Asian indentured servants and their descendants on the
one hand, and the indigenous populations on the other hand, persisted
throughout the migration period but were held in check by the colonial
powers. With the transition to independence after WWII came violent con-
flicts among ethnic groups. Conflicts between Indian-origin and African
peoples in East Africa, between the Indian-origin and native Fijians, and
between the Chinese and native Malays and Indonesians, among other con-
flicts, have harmed their economic development and ended this form of
mass migration. Thus, a consequence of the post-WWII independence
movements that resulted in the demise of European overseas empires, in
particular the British Empire, was the decline in international migration
and the globalization of labor markets within the third world.

2.2.5 War, Depression, and Restriction, 191445

Mass migration fell sharply as war and depression halted the globaliza-
tion trend and immigration policies entered a new age of restriction. In the
United States, the quotas enacted in 1921 and 1924 favored the countries of
northwestern Europe and bit deepest into emigration from southern and
eastern Europe (fig. 2.1).” Although the quotas were binding in the 1920s on
new immigrant nationalities, a number of old immigrant nationalities fell
below the quotas. In the Depression of the 1930s, with few exceptions, even
new immigrant nationalities fell below quota (Gemery 1994, 180).® Emi-
gration restrictions, introduced by some countries, such as the Soviet
Union, also limited opportunities for international migration.

7. Although immigrants from the new source countries were four-fifths of U.S. immigrants
in 191014, they were allocated only one-fifth of the quota enacted in 1924 (and implemented
in 1929) (Kirk 1946, 84).

8. This was not always due to a lack of interest in migrating to the United States. Adminis-
trative rules were used by the U.S. authorities in the 1930s to restrict the immigration of Ger-
man Jews.
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Immigration to other destination countries fell less sharply as compared
with the pre-World War I period. The share of the United States in inter-
continental emigration from Europe was 51 percent in 1921-25, and 32 per-
cent (of a much smaller total) in 1931-35, in part because of the U.S. limits
on immigration. Some southern European migrants were diverted to Brazil
and Argentina, the latter receiving 3 million in the 1920s, although as many
as 2 million returned. But emigration from everywhere in Europe fell in the
1920s, with the exception of Poland and other eastern European countries.
And apart from Jewish emigration from Germany, the economic maelstrom
of the 1930s completed the process of deglobalization of the international
labor market. Indeed, in some years during the Depression of the 1930s the
return migration to Europe exceeded immigration, resulting in a negative
net migration rate to the United States.

2.2.6 Constrained Mass Migration, 1946-2000

The post-WWII period has seen a dramatic decline in the costs of travel
as a result of the shift from sea to air travel. It also has seen a decline in the
cost of information and communication that has also lowered the cost of in-
ternational migration. After the population dislocations following the Sec-
ond World War, intercontinental migration resumed, initially on a pattern
similar to before the First World War. The breaking of family ties that often
characterized pre-WWI immigration has become less relevant in the post-
WWII period. Yet the flow of migrants has been partially controlled by im-
migration policies introduced in the major receiving countries earlier in the
century. Immigration policies changed sharply in the 1960s in the United
States, Canada, and Oceania, with a shift away from quotas that favored
immigrants from northwest Europe.

As figure 2.2 shows, total immigration to North America and Oceania
rose gradually to one million per annum in the 1990s. Although the absolute
numbers are similar to those in the age of mass migration about a century
earlier, relative to destination country populations they are much smaller.
Thus the annual immigration rate to the United States fell from 11.6 immi-
grants per thousand population in the first decade of the twentieth century
to 0.4 immigrants per thousand population in the 1940s, rising again to 4.0
immigrants per thousand population in the 1990s. The proportion of for-
eign-born in the population was 15 percent in 1910, falling to a low of 4.7
percent in 1970, then, with the growing postwar immigration, increasing to
8 percent in 1990 and 10 percent in 2000.° Although the immigration rate is
lower than at its peak in the first decade of the twentieth century, its contri-
bution to population and labor force growth is similar because the rate of
natural increase has also declined.

9. The proportion of the foreign-born in the population is influenced not only by immigra-
tion inflows but also by “exits,” whether through remigration or through death.
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Fig. 2.2 Gross immigration to the United States, Canada, Australia, and New
Zealand: 1950-54 to 1995-98 (annual averages)

There were three key structural changes in the pattern of intercontinen-
tal migration. The first was the decline in Europe as a source of emigrants
and the rise of Asia as a source of emigrants. As figure 2.2 shows, European
emigration to North America and Oceania declined from the 400,000 in the
early 1950s to less than 100,000 per annum in the early 1990s. In part this
reflects a resurgence of migration within Europe. Thus, for example, the
share of emigrants from Portugal moving within Europe rose from 1.5 per-
cent in 1950-54 to 57.1 percent in 1970-74 (United Nations [UN] 1979).
Migration within Europe (including Turkey) grew rapidly in the early post-
war years through “guest-worker” systems, particularly in Germany, where,
by 1973 one in nine workers was foreign born. For Western Europe as a
whole, foreign nationals increased from 1.3 percent of the population in
1950 to 4.5 percent in 1990. Including the foreign-born who had become
naturalized would double this figure (Stalker 1994, 189-90).

In more recent decades Western and southern Europe has become a des-
tination for immigrants from Asia, the Middle East, and Africa, and since
the demise of the Soviet Union in the 1990s Western Europe has experi-
enced migration from Eastern Europe and the former Soviet Union. As a
result, net immigration to the European Union (EU) rose from 200,000 per
annum in the 1980s to over a million in 1989-93, falling again to 640,000 per
annum in 1994-98. Thus, in terms of inflows, the EU has now surpassed the
United States, and by more if illegal immigration is included.
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Table 2.2 Region of Origin of Immigrants, by Decade of Immigration, 1921-98 (%)

Decade of Europe or Other Latin Number
Immigration Canada® Mexico America Asia Africa Total (thousands)
1991-98° 17.6 25.5 223 31.0 3.7 100.0 7,582
1981-90¢ 13.1 22.6 24.6 37.3 24 100.0 7,338
1971-80 22.5 14.3 26.1 353 1.8 100.0 4,493
1961-70 47.0 13.7 25.6 12.9 0.9 100.0 3,322
1951-60 68.7 11.9 12.7 6.1 0.6 100.0 2,515
1941-50 78.0 5.9 11.8 3.6 0.7 100.0 1,035
1931-40 86.8 4.2 5.5 3.1 0.3 100.0 528
1921-30 82.7 11.2 32 2.7 0.2 100.0 4,107

Source: Statistical Yearbook of the Immigration and Naturalization Service, 1998, tables 2 and 4.
Note: Detail may not add to total due to rounding.
“Includes Australia, New Zealand, and Oceania.

*Eight years. Includes over 1.3 million former illegal aliens receiving permanent resident alien status in
1991 and over 200,000 in 1992-97 under the Immigration Reform and Control Act of 1986.

‘Includes nearly 1.4 million former illegal aliens receiving permanent resident alien status in 1989 and
1990 under the Immigration Reform and Control Act of 1986.

The second key structural change was the transformation of Latin Amer-
ica from a destination to a source region, the mirror image of Europe’s (and
Japan’s) transformation from a source to a destination. Between 1960
and 1980 the stock of immigrants in Latin America and the Caribbean who
were born outside the region fell from 3.7 million to 3.0 million, while Latin
Americans and Caribbeans residing outside the region increased from 1.9
million to 4.8 million. The changing sources of immigrants to the United
States are particularly instructive (table 2.2). Whereas more than four out
of five immigrants even as late as the early post-WWII years came from Eu-
rope and Canada, in recent years less than one in five come from there.
About half now come from Latin America, nearly equally split between
Mexico and the rest of Latin America and the Caribbean.

The third key structural change for the countries of overseas settlement
during the postwar period was the increase in immigration from Asia, from
negligible numbers to a large flow, and the beginnings of immigration from
Africa (table 2.2). The Asian migrants come from India, Pakistan, China,
Korea, the Philippines, and Vietnam, among other places. The pattern of
Asian immigration was also observed in Europe, with the addition of
African and Middle Eastern immigrants. Among five main European des-
tination countries, immigration from developing countries rose from 97,000
in 1975-79 to 225,000 in 1990-93.!° For Germany alone, between 1975-79
and 1990-93 immigration from northern Africa and western Asia rose from

10. United Nations 1998, 32-33. The five countries are Belgium, Germany, the Netherlands,
Sweden, and the United Kingdom.
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20,000 to 67,000 per annum, while that from sub-Saharan Africa rose from
a mere 1,200 to 22,000 per annum.

2.2.7 Contract Workers in the Persian Gulf, Post-1970

In the post-WWII period a major current of international migration
emerged around the Persian Gulf. The development of oil production and
exports in the countries bordering the Persian Gulf, particularly the thinly
populated Arab countries such as Saudi Arabia, Kuwait, Bahrain, and the
United Arab Emirates, led to a large increase in the demand for foreign
workers in the construction, trade, and low-skilled service industries, as
well as for more highly educated foreign workers, such as teachers, engi-
neers, and doctors. Initially this demand for imported labor was satisfied by
temporary contract workers from nearby parts of the Arab world—Egyp-
tians, Palestinians, and Yemenis, among others.

After the formation of the Organization of Petroleum Exporting Coun-
tries (OPEC), the redistribution of price-setting powers for crude oil from
the Western-owned oil companies to the exporting countries, the continu-
ing increase in world demand for oil, and the 1973-74 oil embargo, crude
oil prices reached unprecedented heights. The revenues from exported oil
from the Arab states that were members of OPEC increased from less than
$200 billion in 1971-75 to over $600 billion in 1976-80 (Abella 1995, 418).

The result was an extraordinary increase in the demand for foreign work-
ers. Although workers from other Arab states continued to move to the Per-
sian Gulf as contract workers, they were soon far outnumbered by millions
of temporary workers from nearly all parts of Asia—south, southeast, and
east Asia—with the sources moving eastward over time.!' The annual flow
of Asian workers to the Middle East increased from less than 100,000 in
1975 to nearly one million in 1991. The share from Pakistan and India de-
creased from 97 percent in 1974 to 36 percent in 1991, and the share from
Southeast and east Asia and from Bangladesh and Sri Lanka increased to
42 percent and 22 percent, respectively, in 1991. By 1990 the stock of Asian
workers had grown to about 400,000 in Kuwait, to nearly one-half million
in the United Arab Emirates, to over 1.5 million in Saudi Arabia, and to
over 3.5 million in the entire Gulf region (Abella 1995).

The Asian workers came under short-term contracts (generally only one
to two years). Private agencies were established in the sending countries, but
some governments (e.g., South Korea and the Philippines) were actively pro-
moting contracts for their construction companies and workers. The sources
also shifted. Contract workers from South Korea reached a peak in 1982 of
nearly 200,000 and then declined sharply, whereas those from the Indian
subcontinent and Indonesia followed a rising trend (UN 2000, 62, 110).

11. For studies of the impact of this labor migration on the sending countries in Asia, see
Amjad (1989).
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The initial shift from Arab to Asian labor arose in part because of their
lower labor costs, but also because the receiving countries wanted foreign
workers that would not settle permanently and who would be less of a de-
mographic, cultural, and political threat to the indigenous population than
other Arabs, who were more difficult to segregate while in the country and
to repatriate. The “eastward” movement in Asia of the sources of migrant
workers was an attempt to diversify their origins to prevent any one group
from dominating. For the sending countries, of course, the arrangement
provided benefits in the form of higher-wage jobs for many of their nation-
als, contracts for their construction firms, and substantial foreign exchange
in the form of remittances and repatriated wages and profits (Amjad 1989).

As a result of the Iraqi invasion of Kuwait in 1990 and the resulting Per-
sian Gulf War (1991), many Arab workers (particularly Palestinians and
Yemenis whose leaders sided with Iraq) left or were expelled from the Arab
Persian Gulf states. Primarily for political reasons, the reliance on Asian as
distinct from Arab workers has since increased even further.

2.3 What Drives Mass Migrations?

2.3.1 Explaining Migration Streams

Mass migrations are driven by economic incentives, and numerous stud-
ies testify to that fact. The era of mass migration before the First World War,
when international migration was relatively unfettered by restrictions, is a
good time to examine the forces that determined patterns of migration. The
bias toward certain emigrant characteristics reflects the economic calculus
underlying their migration (Chiswick 2000). Although the young and single
might be more adventurous and enterprising, and had fewer ties (invest-
ments) specific to their origin and hence a lower cost of migration, they also
had the most to gain from the move. By emigrating as young adults, they
were able to reap the gains over most of their working lives while minimiz-
ing the costs of earnings forgone during passage, job search, and adjust-
ment in the destination. By moving as single adults they were also able to
minimize the direct costs of the move. Unskilled emigrants also had little
technology- or country-specific human capital invested and hence stood
to lose few of the economic returns from such acquired skills. The trans-
oceanic migrations from Europe also sought to minimize the loss of lan-
guage capital, with migrants to South America more likely to come from
Romance language countries, whereas those from the British Isles favored
North America.

What accounts for fluctuations in migration streams? Since the pioneer-
ing study of Jerome (1926), there have been many studies aimed at identify-
ing the economic forces determining the uneven flow of migrants from Old
World origins to New World destinations. The older literature was preoc-
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cupied with measuring the influence of “push” forces in the origin countries
versus “pull” forces in the destination, and with the relative significance of
variables representing job opportunities (as measured by indexes of pro-
duction or employment) versus real wage rates.!> More recent studies have
used an economic decision-making framework in which potential emi-
grants compare expected future streams of income at home and abroad.
Following Todaro (1969), expected income depends on the wage rate and
the probability that the migrant will find a job. Because migrants are risk
averse and because greater uncertainty attaches to the probability of em-
ployment (especially in the destination) than to the wage rate, and because
of greater cyclical fluctuation in employment among new immigrants than
among natives, employment outcomes take a greater weight in the timing of
migration decision.?

Strong empirical support for this approach has been obtained for annual
time series emigration rates for a number of European countries in the late
nineteenth century (Hatton and Williamson 1998, ch. 4). The results indi-
cate that wage rates and employment rates, both at home and in the desti-
nation, all help explain the year-to-year variations in emigration rates. Em-
ployment rates had a powerful effect, particularly those in the destination.
The fact that short-run emigration rates are so volatile, and correspond so
closely to booms and slumps, may seem surprising at first sight. Given that
migration decisions are based on comparing future expected lifetime earn-
ings, one might expect that short-run changes, quickly reversed, would have
little effect on this long-run comparison. The volatility can be explained by
the option value of waiting. Although the net present value of migration to-
day may be positive, it might be higher next year if conditions in the desti-
nation are expected to improve.'* Moreover, when migrants are constrained
by limited wealth, the resources to finance the migration and adjustment
may be very sensitive to short-run factors. Hence, even where the decision
to become a migrant is based on long-run country differences in employ-
ment and wages, the timing of the actual move is closely correlated with
cyclical fluctuations in source and destination countries.

Whereas unemployment rates were a powerful short-run determinant of
emigration, the long-run trends are determined more by changes in the

12. The literature up to the 1970s was critically reviewed by Gould (1979), who pointed to
the lack of consistency in the results of different studies.

13. This model is derived in Hatton (1995). A case can also be made for stronger real wage
effects in the destination than the origin. A dollar increase in the wage in the destination has
income and substitution effects that encourage migration, whereas a dollar decrease in the
wage in the origin has a substitution effect that favors migration but an income effect that dis-
courages it.

14. The option value of waiting is also incorporated in the equation dynamics (Hatton 1995).
Simulations that abstract from cyclical effects and equation dynamics reduce the coefficient of
variation of predicted emigration rates for Sweden, Norway, and Denmark by between one-
half and two-thirds (Hatton and Williamson 1998, 73).
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wage ratio. For emigration from the United Kingdom, a permanent in-
crease of 10 percent in the ratio of foreign to home real wages would in-
crease the gross emigration rate by 1.9 per thousand in the long run and the
net emigration rate by 1.4 per thousand. The overseas real wage was 69 per-
cent higher than the home wage on average over the period, and the present
value of the wage gains far exceeded the costs of passage.'> In part this re-
flects the costs of location-specific human capital including job-related
skills and labor market information. It also reflects the compensating dift-
erential needed to offset the psychic cost of separation from family, friends,
and community.

Consistent with this, the other most important variable explaining emi-
gration rates is the stock of previous emigrants living in the destination. The
migrant stock captures the chain migration effect where friends and rela-
tives who have previously migrated generate new migration by lowering
the costs and uncertainty of migration.'® This proves to be a very powerful
effect, and it explains much of the long-run persistence in emigration
streams. In Italy, for example, cumulative previous emigration helps to ex-
plain why emigrants from the north continued to migrate to South America
despite a substantial wage differential favoring North America. Thus the
shift in the composition of Italian migration to North America occurred
only gradually between the 1870s and 1913 (Hatton and Williamson 1998,
ch. 6).

2.3.2 Long-Run Trends in Migration, 1850-1913

What explains why some countries produced few emigrants and some
produced many? And why did emigration rise for some countries and de-
cline for others? Table 2.3 illustrates the wide range of experience for Euro-
pean countries for decade average gross emigration rates in the age of mass
migration. The highest rates were for Ireland, averaging twelve per thou-
sand between 1850 and 1913. Norway and Sweden had rates approaching
five per thousand from 1870 to 1913, whereas those from Germany and
Belgium were under two per thousand, and that for France was close to
zero. These emigration rates also display different trends. Emigration from

15. This is a weighted average of real unskilled wage rates in the United States, Canada, and
Australia relative to the real unskilled wage rate in the United Kingdom. The estimates imply
that, holding other variables constant, a wage gap of 27 percent would just eliminate net emi-
gration.

16. Consider a destination country D that has no immigrants from the origin country Y. The
first immigrant from Y to D may be indifferent among a set of equally attractive destinations
within country D. If one destination is chosen, say at random, that destination becomes more
attractive than others in D for future arrivals from country Y. The original settler’s presence
provides lower-cost information and ethnic-specific goods and reduces information uncer-
tainty. Future migrants from Y to D are no longer indifferent among the alternative destina-
tions in D. The formation of immigrant enclaves is a nearly universal characteristic of mass im-
migration flows and is not necessarily a sign of “clannishness” but rather a response to
economic incentives and opportunities (Chiswick and Miller 2001).
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Table 2.3 Gross Emigration Rates from European Countries, 1850-1913
(emigrants per 1,000 population per annum, decade averages)

1850-59  1860-69 1870-79 1880-89  1890-99 1900-13

Belgium 1.90 222 2.03 2.18 1.96 2.32
Denmark — — 1.97 3.74 2.60 2.80
France — 0.12 0.16 0.29 0.18 0.15
Germany 1.80 1.61 1.35 291 1.18 0.43
Great Britain 4.83 2.47 3.87 5.71 3.92 7.08
Ireland 18.99 15.16 11.28 16.04 9.70 7.93
Italy — — 4.29 6.09 8.65 17.97
The Netherlands 0.50 1.67 2.66 4.06 4.62 5.36
Norway — — 4.33 10.16 4.56 7.15
Portugal — — 291 3.79 5.04 5.67
Spain — — — 3.91 4.63 6.70
Sweden 0.51 2.52 2.96 8.25 5.32 293

Source: Hatton and Williamson (1998, 33).

Notes: These figures are for gross emigration, drawn largely from Ferenczi and Willcox (1929).
Where possible, the figures include emigration to other countries within Europe. Unfortu-
nately, data on return migration are limited. Dashes indicate data are not available.

Ireland declined from the 1860s, and from Germany and Norway it de-
clined from the 1880s. Almost at the same time, emigration rates from Italy
and Spain began a steep ascent, a trend halted only by the outbreak of war
in Europe.

Various theories have been offered to explain this wide range of experi-
ence. Different studies have stressed the effects of demographic forces, rel-
ative income incentives, structural change, poverty, and backwardness in
agriculture and the spread of information about emigration opportunities,
among other things (Lowell 1987, ch. 2). Recently assembled data for in-
ternationally comparable real wage rates make it possible to include real
wage ratios between source and destination countries to explain the emi-
gration rates displayed in table 2.3. Real wage ratios alone, however, have
only a weak inverse correlation (—0.20) with gross emigration rates. Other
variables must be included that systematically shifted the emigration func-
tion. One of these is the growth in the population in the emigration age
group, as measured by natural increase twenty years earlier. This captures
the hypothesis first put forward by Easterlin (1961) that the demographic
transition in Europe drove emigration. Another variable is the share of the
labor force in agriculture, reflecting structural change—a variable that the
literature suggests could have conflicting effects. One argument has it that
growing population pressure on limited landholdings generated emigra-
tion. Alternatively, it has been argued that rural populations were less in-
ternationally mobile than urban populations, which have often already
been uprooted from their rural origins. Finally, as noted earlier, the effects
of friends and relatives’ providing information, supplying prepaid tickets,
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reducing the costs of job search, and lowering the cost of ethnic goods are
reflected in the emigrant stock (per thousand of the population of the
source country).

These variables have been included in an econometric analysis of the em-
igration rates in table 2.3 (Hatton and Williamson 1998, ch. 3). The result
implies that a 10 percent rise in the destination to source wage ratio gener-
ates a rise in the emigration rate of 1.3 per thousand population in the ori-
gin, when controlling for the lagged dependent variable, among other vari-
ables. In the long run the share of the labor force in agriculture has a weak
negative effect, suggesting that, on balance, agricultural populations were
less mobile internationally than urban populations. By contrast, the lagged
natural increase in the population has a powerful effect, with emigration in-
creasing by about half of all births in excess of the number needed for a
stable population. It should be noted also that this was not the result of a la-
bor force boom pushing down the wage rate, since this effect is already
taken into account through the wage ratio. Rather, it was a direct demo-
graphic spillover into emigration, which prevents an even sharper fall in the
origin wage rate. Finally, controlling for the lagged emigration rate, the mi-
grant stock abroad gives an effect that implies that for each thousand pre-
vious migrants, a further twenty were pulled abroad each year."”

One important fact that theories of emigration must explain is this: Dur-
ing the onset of modern economic growth in Europe, national emigration
rates often rose, gradually at first, reached a peak, and then declined. This
“life cycle” of emigration has been identified for a number of European
countries prior to World War 1. The influences just examined can help ex-
plain this pattern. Figure 2.3 presents a stylized picture of the European em-
igration cycle based on (quadratic) trends in the explanatory variables and
the (long-run) coefficients of the emigration equation.'® Rising incomes that
relaxed the “wealth constraint” provided resources to finance migration.
Demographic growth, a declining share of the labor force in agriculture, and
the consequent growth of the stock of previous emigrants together increased
emigration by about four per thousand in the upswing of the emigration
cycle. But the narrowing wage gap, as real wages in Europe converged on
those of the New World, had a countervailing effect. Eventually the peak
was passed as continuing real wage convergence overcame the weakening
effects of industrialization, demographic boom, and the migrant stock.

These results are confined to western Europe, and they exclude eastern

17. This effect is much smaller than that typically obtained from estimation on annual time
series. When one uses decade average data, a part of the friends and relatives effect will be
picked up by the lagged dependant variable, because recent emigrants are likely to be the most
important.

18. The trends in the explanatory variables were obtained by regressing each of them on a
variable that gives a numerical value to the stage of the emigration cycle for each country (and
its square). For further details, see Hatton and Williamson (1998, 47-49).
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Fig. 2.3 The fundamentals driving emigration, 1850-1913

European latecomers to mass migration. In these least-developed countries
and regions, despite the large incentive to emigrate, those who had the most
to gain were simply too poor to finance the move. Thus, some growth in
wages and income was a precondition for eastern Europe to enter into mass
migration—an effect that has also been used to explain the late surge in em-
igration from Italy (Faini and Venturini 1994). On average, across western
Europe, the poverty constraint was not important because there was no ad-
ditional positive effect for the home real wage. Once a migration flow be-
came established, the help of friends and relatives who had previously emi-
grated served to attenuate the poverty constraint. This would help explain
why emigration could be so high from a country like Ireland and so low (at
least until the end of the nineteenth century) from the south of Italy, an
equally poor region. In the Irish case, the great famine of the 1840s effec-
tively ejected a million Irish migrants, who formed a substantial migrant
stock, particularly in the United States. With the poverty constraint sub-
stantially attenuated, emigration from Ireland was large in the 1850s and
1860s but decreased as real wages in Ireland rose relative to those abroad.
By contrast, in Italy, emigration increased as growing incomes at home and
the growing migrant stock together gradually eased the poverty constraint.

2.3.3 Trends in Migration Since 1950

It seems likely that the same factors that drove mass migration in the late
nineteenth and early twentieth centuries can help explain the changing
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Table 2.4 Growth of Emigration Age Group on Four Continents, 1955-95

1955 1965 1975 1985 1995

Growth in previous five years of population aged 20-29 (%)
Europe 3.1 -3.2 14.0 1.9 -3.7
Latin America plus Caribbean 11.1 12.3 19.9 15.5 8.5
Asia 10.6 4.8 21.4 13.1 9.0
Africa 11.6 104 14.4 17.0 14.3
Population aged 20-29/population aged 20-64 (%)

Europe 28.5 25.6 27.1 26.8 24.1
Latin America plus Caribbean 35.0 349 37.2 37.8 35.6
Asia 344 32.8 353 35.5 34.7
Africa 37.0 36.1 37.4 38.7 38.6

Source: Calculated from United Nations (1999, various tables).

composition of contemporary international migration. The dramatic con-
vergence of income and earnings in Europe, especially southern Europe,
during the so-called golden age from 1950 to 1973 helps explain the sharp
drop in the share of European migrants to the New World (figure 2.2, table
2.2). The rise in immigration from Asia coincides with the beginnings of the
“Asian miracle” of economic growth and the fall after 1975-84 in Asian
growth rates. As table 2.4 shows, the growth of the emigrating age cohorts
in these regions also contributed to the swings in the composition of migra-
tion. In Europe and in Asia, the growth of population aged twenty to
twenty-nine slowed after 1975 (UN 2000, 61). By contrast, in Africa the
population in this age group continued to surge—a fact that clearly influ-
enced inter-African migration (Hatton and Williamson 2001).

Of course, since the Second World War immigration has been heavily
constrained by quotas and other regulations. Thus, migration pressures
cannot be so clearly observed, and trends in the sources of immigration may
largely reflect immigration policy. The end of country quotas for Europe
based on national origin and the end of the virtual ban on Asian immigra-
tion in North America and Oceania in the 1960s broke the preexisting link
between allocated quotas and nineteenth-century European immigration,
and opened the door to immigration from Asia (see further below). Subse-
quent legislation further altered the country composition of the quotas and
altered the rules governing employment-based immigration.

Where these constraints were absent, economic influences clearly shaped
the pattern of immigration. Jasso, Rosenzweig, and Smith (2000) analyzed
those obtaining immigrant visas as husbands of United States citizens by
country of origin, because spouses of U.S. citizens are not subject to nu-
merical restriction. They found that, for the years 1972 to 1990, per capita
income in the origin country had a negative effect on the number admitted,
whereas origin country education had a positive effect (219). For Australia,
Cobb-Clark and Connolly (1997) examined an ex ante measure of immi-
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gration: the applications for skilled immigration visas.!” They too found
that real gross domestic product (GDP) ratios as well as relative unemploy-
ment rates between home and destination countries determined the flow of
applicants.

Economic forces also explain ex post (policy constrained) outcomes. In
their study of postwar immigration into Germany (1964-88), Karras and
Chiswick (1999) demonstrate that immigration was determined by short-
term cyclical phenomena, as measured by unemployment rates, and by
long-term factors as measured by incomes per capita, in both Germany and
the sending countries. The lagged net migration rate, representing chain mi-
gration effects, was also highly statistically significant and important. For
the United States and Canada, Kamemera, Oguledo, and Davis (2000) find
evidence that incomes, unemployment, population and a variety of other
economic variables influenced rates of immigration across source countries
and through time. Other evidence points to the immigrant stock as the most
important single determinant of the country composition of U.S. immigra-
tion (Yang 1995, 119). This reflects the fact that, since 1965, kinship to a
U.S. citizen or resident alien is the single most important channel of entry.

The famines and revolutions that caused spurts of migration in the nine-
teenth century also have postwar parallels. In Africa civil wars typically dis-
placed sixty-four per thousand of the population per year across interna-
tional borders, whereas government crises, coups d’etat, and guerilla
warfare had somewhat smaller effects (Hatton and Williamson 2001, 11).
Some political upheavals have generated large flows to the developed world.
The fall of Saigon in April 1975 produced a large-scale exodus of refugees
from Vietnam, Laos, and Cambodia to the United States, and twenty-years
later the disintegration of Yugoslavia generated large flows to the EU. Yet
the number seeking asylum in developed countries is also influenced by eco-
nomic factors. Applications to Germany for asylum in 1984-95 from sev-
enteen third world countries were influenced by relative incomes and by
the existing migrant stock, as well as by terror and armed conflict (Rotte,
Vogler, and Zimmermann 1997). Interestingly, they also responded to eco-
nomic conditions and asylum policies in France, suggesting that even asy-
lum seekers compared alternative destinations.

Given that the same variables influenced international migration flows
before 1914 and after 1950, how different are the magnitudes of the effects?
There are really two questions here. First, are the unconstrained effects the
same now as then? Second, how much difference does policy make? Net em-
igration from African countries, largely across the porous borders within
Africa, provides one benchmark (Hatton and Williamson 2001). Estimates
on panel data from the 1970s to 1995 indicate that a 10 percent rise in the
ratio of foreign to home wages increased net out-migration by 0.9 per thou-

19. Of course, applications will be influenced by the anticipated outcome and hence by im-
migration policy.
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sand as compared with 1.3 per thousand in late nineteenth-century Europe.
The demographic effects, although not directly comparable, are just as pow-
erful as they were in late nineteenth-century Europe. Thus, one piece of ev-
idence suggests that the relevant elasticities for unconstrained emigration
have not changed much between the two eras.

The effects of immigration policy in attenuating economic effects can be
illustrated by comparing estimates for emigrants from the United Kingdom
since 1975, when they faced immigration controls, with those for 1870-1913
(Hatton 2001; Hatton and Williamson 1998, 65). The “friends and rela-
tives” effect operates even more powerfully now than in the late nineteenth
century because it has been reinforced by family reunification policies.
Each thousand of the migrant stock generates between 50 and 100 percent
more new migrants per year in the postwar period as compared with the pe-
riod before 1914.%° By contrast, the effect of source-country unemployment
is between one-fifth and one-third as large, and relative income between
one-tenth and one-fifth, in the recent period as they were before 1914. Thus
the impact of immigration policy is to act as a filter that enhances immi-
grant stock effects and mutes wage and employment effects on international
migration.

Such orders of magnitude are at best a very rough approximation of the
effect of policy. Nevertheless, they suggest that liberalizing barriers to mi-
gration would dramatically alter the demographic landscape, partly be-
cause of the increase in responsiveness to incentives and partly because of
the magnitude of those incentives. In the late nineteenth century, New
World real wages were double those in western Europe; today real wages in
the first world are five to ten times those in the third world. Conservative es-
timates of the effect of expanding the EU to include the ten central and
Eastern European accession candidate countries (with income levels 40
percent of those in the EU) suggest a westward movement of 3 million
people into the existing fifteen EU countries within fifteen years (Bauer and
Zimmermann 1999). Liberalizing immigration from the third world is likely
to produce much larger effects, both relatively and absolutely, effects that
would cumulate as rising immigrant stocks in the destination and rising real
wages at home relaxed the poverty constraint.

2.3.4 lllegal Immigration

As a result of immigration policy, the demand for visas by potential im-
migrants exceeds the supply made available by the immigrant-receiving
countries. The result has been queues for visas of increasingly length in the
immigrant-receiving countries, such as the United States, that ration, in
part, by queuing, and a growing population of illegal aliens in the developed

20. Because of differences in model specification, the coefficients estimated for the two pe-
riods are not strictly comparable. In particular, the pre-1914 model includes lags whereas the
post-1974 model does not. The range of magnitudes reflects the difference between using
short-run and long-run coefficients from the pre-1914 estimates.
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immigrant-receiving countries.?! The illegal aliens include persons for
whom the cost of obtaining a legal visa is very high, for whom it is not pos-
sible to obtain a visa, or who are jumping ahead in the queue. Whereas some
of the host countries experiencing large illegal immigration are New World
countries of overseas settlement, such as Australia, the United States
and Canada, others are traditional countries of emigration that in recent
decades have been experiencing pressures for in-migration, such as Western
Europe and Japan (Organization for Economic Cooperation and Develop-
ment [OECD] 2000; Weiner and Hanami 1998).

The illegal workers, for various reasons, tend to be very low-skilled
(Chiswick 2001). This arises only in small part from the tilting of legal im-
migration opportunities in favor of highly skilled applicants. More impor-
tant has been the increase in wealth and information that facilitate illegal
migration even among low-skilled workers in the developing countries
of Latin America, Asia, and Africa, and the greater difficulty high-skilled
workers would have relative to those of low-skilled workers in masking their
illegal status and in securing and maintaining employment comparable to
their skill level. Low-skilled jobs are less likely to require licenses, certifica-
tions, and other documentation that might reveal one’s legal status. The is-
sue of the transferability of skills acquired in the origin is far more relevant
for skilled workers than for those with few, if any, skills. Illegal aliens are less
likely to bring dependent family members with them, because this would in-
crease the probability that their illegal status would be detected. As a result,
they are more likely to move back and forth between the origin and desti-
nation. For skilled workers there is a cost to this in the form of location-
specific skills depreciating when they are in the other location, whereas for
workers with perfectly internationally transferable skills or, more likely,
without skills, this depreciation does not occur. If illegal alien workers are
largely confined to low-skilled jobs in the destinations, the wage differential
between the origin and destination is much larger for low-skilled than for
high-skilled potential illegal migrants.

The policy response has been threefold (OECD 2000; Chiswick 2001).
One has been to increase border enforcement. Although this has reduced
what would otherwise be the flow of illegal alien workers, the borders have
been porous. Even island nations, such as the United Kingdom and Japan,
have discovered that liberal democracies cannot seal their borders. A sec-
ond response has been to improve the effectiveness of interior enforcement,
mainly by imposing penalties on the employers of illegal aliens. Although
employer sanctions have been adopted in many countries, including the
United States (in the 1986 Immigration Reform and Control Act), they have
been at most weakly enforced, as have other instruments intended to en-

21. During the earlier era of mass migration, with few restrictions on entry prior to WWI,
illegal immigration was not a significant issue. The first significant illegal aliens in the United
States were of Chinese origin in the 1880s, because they were the first group to be excluded by
law (1882).
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force immigration law away from the borders. The third response has been
to convert illegal workers into legal workers through amnesties. Many of the
countries receiving illegal aliens have regularized their status, often in a se-
ries of amnesties.

The United States had the largest amnesty program. Under the provi-
sions of the two amnesty programs in the 1986 Immigration Reform and
Control Act, nearly three million individuals received legal status, primarily
low-skilled workers from Latin America and their family members
(Chiswick 1988). Although the combination of amnesty and employer sanc-
tions was supposed to “wipe the slate clean” (amnesty) and “keep it clean”
(sanctions), illegal immigration to the United States has continued un-
abated, and it is estimated that there are again about five to seven million il-
legal aliens, primarily low-skilled workers, living in the United States. In the
late 1990s, the very tight labor market, the growing size of the illegal alien
population, and the difficulty that private-sector labor unions have had in
maintaining their membership base have resulted in a call from many quar-
ters in both major political parties for another amnesty. The political pres-
sure for another large amnesty diminished with the slow-down in the econ-
omy in 2001 and the terrorist attack by aliens in September of that year.

High-income liberal democracies are in a quandary. They offer wage op-
portunities that are high by the standards of the sending countries. The in-
crease in wealth in the origin countries, the lower cost of transportation and
communication—and hence the lower cost of information about alterna-
tive destinations and the ease of staying in contact with the origin—and the
emergence of new immigrant enclaves have spurred incentives for low-
skilled migration. Legal barriers are introduced in part to protect low-
skilled native workers from this competition in the labor market, as well as
in the markets for public income transfers and low-cost housing. Yet these
legal barriers, including employer sanctions, are not fully effective. Liberal
democracies will not adopt the draconian measures that would be needed
to prevent illegal migration or discourage its permanence once it occurs.
Because of the negative externalities and social problems associated with a
population living and working at the margins of or outside the law,
amnesties are introduced. However, rather than “wiping the slate clean,”
amnesties do not address the causes of the growth of the illegal alien popu-
lation, but they do encourage others to become illegal migrants, because
amnesties once instituted offer the prospect of future amnesties.

2.4 The Immigrant Impact

2.4.1 Real Wage Convergence in the Age of Mass Migration

One of the most important questions both in the pre-WWI era and in the
post-WWII era is the effect of immigration on the earnings and incomes of
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nonmigrants, in both destination and source countries. International labor
mobility, as well as the mobility of capital and tradable goods, should tend
to bring about a convergence across countries in real wage rates for workers
of a given level of skill in the absence of other factors that generate diver-
gent wages. Purchasing power parity—adjusted unskilled real wage rates for
Old World and New World countries show that real wage rates did indeed
converge. Between 1870 and 1913 the coefficient of variation across seven-
teen countries fell from 0.50 to 0.43: Among the same seventeen countries
it fell from 0.45 in 1950 to 0.33 in 1987.%2 The conjecture that mass migra-
tion played a part is strengthened by the fact that most of the convergence
in the late nineteenth century is accounted for by the erosion of real wage
gaps between the Old and New worlds, rather than among Old World coun-
tries or among New World countries. New World wage rates were higher
than those in the Old World: by 136 percent in 1870, by 100 percent in 1895,
and by 87 percent in 1910. In real wage terms the Old World caught up quite
a bit with the New World.

Convergence was modest between Great Britain and the United States.
Real wages in the United States were higher than those in Britain: by 67 per-
cent in 1870, 50 percent in 1890, and 54 percent in 1913 (O’Rourke,
Williamson, and Hatton 1994, 208). The contribution of international mi-
gration to Anglo-American real wage convergence has been analyzed using
computable general equilibrium (CGE) models for the two economies cali-
brated for 1910. These models contain three output sectors, tradable man-
ufacturing and agriculture and non-tradable services, and three inputs: la-
bor and capital, which are mobile across sectors, and land, which is specific
to agriculture. Under a counterfactual of no immigration to the United
States and no emigration from Great Britain from 1870 to 1910, the real
wage would have been 34 percent higher in the former and 13 percent lower
in the latter. In the absence of the mass migrations the Anglo-American
wage gap would have doubled between 1870 and 1913 rather than falling by
one-fifth; instead of convergence there would have been divergence (Hatton
and Williamson 1998, 213-6).%

The impacts were even greater elsewhere in the Atlantic economy.

22. The countries included are, in the Old World, Belgium, Denmark, France, Germany,
Great Britain, Ireland, Italy, the Netherlands, Norway, Portugal, Spain, and Sweden; and in
the New World, Argentina, Australia, Brazil, Canada, and the United States.

23. This counterfactual assumes that capital stocks in the two countries would have been
those actually observed. As a result of the reallocation of labor, the return on capital would
have been 24 percent lower in the United States and 13 percen