IMMIGRATION POLICY AND IMMIGRANT QUALITY!

Are Immigrants Favorably Self-Selected?

By BARRY R. CHiswickE

One of the standard propositions in the mi-
gration literature is that migrants tend to be
favorably ‘‘self-selected’’ for labor-market
success. That is, economic migrants are de-
scribed as tending on average to be more able,
ambitious, aggressive, entrepreneurial, or
otherwise more favorably selected than similar
individuals who choose to remain in their
place of origin. Economic migrants are those
who move from one place of work and resi-
dence to another, either within a country or
across international boundaries, primarily be-
cause of their own economic opportunities.
The favorable selectivity for labor-market suc-
cess of migrants would be less intense among
those for whom other motives are important,
such astied movers, refugees, and ideol ogical
migrants.

In recent years there have been challenges
to the general proposition of the favorable se-
lectivity of migrants. In addressing this issue,
this paper considers aternative specifications
of the migration model that are relevant for the
issue of migrant selectivity.

I. The Human-Capital Migration M odel

Consider a simple human-capital model of
investment in migration (Larry A. Sjaastad,
1962; Gary S. Becker, 1964). Assume that
wages in the origin and destination do not
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vary with the level of labor-market experi-
ence. That is, for simplicity of exposition, it
is assumed there is no on-the-job training
and that there are no post-migration human-
capital investments after the investment pe-
riod. Also assume that there is a very long
(infinite) work life and that the costs of mi-
gration occur in the first period. These mi-
gration costs include forgone earnings (C;)
and direct or out-of-pocket costs (C,). Mi-
gration costs are defined broadly to include
not merely the airfare or bus ticket and time
in transit, but the full costs of relocating and
adjusting both consumption and labor-
market activities from the origin to the des-
tination. The rate of return from migration
can then be written (approximately) as

W, — W,

D = C 1 G,

r
where W, represents earnings in the desti-
nation and W, represents earnings in the or-
igin. Migration occursif therate of returnin
the investment in migration (r) is greater
than or equal to the interest cost of funds for
investment in human capital (i). The interest
costs of funds is lower the greater the per-
son’s wealth and access to the capital
market.

Assume first that there are two types of
workers, low-ability and high-ability work-
ers, and that these ability levels are known
without cost to the workers and potential em-
ployers. The more able may have moreinnate
ability or merely more schooling. Ability may
have many dimensions including ambition,
entrepreneurial skills, aggressiveness, tenac-
ity, and so on. Let r, betherate of returnfrom
migration to alow-ability person and let r, be
the rate of return to a high-ability person. If
the low- and high-ability individuals have the
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same interest cost of funds, the person with
the higher rate of return from migration will
have the greater propensity to migrate. As a
first step, assume that in the origin and desti-
nation wages are 100k percent higher for the
more able; that is, the ratio of wages in the
destination to wages in the origin is indepen-
dent of level of ability. Then,

(2) Wb,h = (1 + k)Wb'(

Wa,h = (1 + k)Wa,f-

It is assumed that direct costs do not vary with
ability, Cy, = Cq,. Also assume that greater
ability has no effect on efficiency in migration,
but it does raise the value of forgone earnings.
Then G, = (1 + K)C; . The rate of return to
the high-ability person can be written as

(1 + KW — (1 + KWL,
- (1 + KCr + Cq

©) I

Wb,{f B Wa,(’,
Cy
1+K

Ciet

Thus, ry, is greater than r, as long as earn-
ings increase with ability (k > 0) and there
are positive out-of -pocket costs of migration
(Cq > 0).

If there were no out-of-pocket costs asso-
ciated with migration (Cy = 0), then r, = ry,
and there would be no selectivity in migration
on the basis of ability. Alternatively, if there
were no labor-market premium for a higher
level of ability or a particular dimension of
ability (i.e, if k = 0), then ry, = r,, and there
is no selectivity in migration on the basis of
this dimension of ability. The smaller are the
direct costs of migration (Cy) relative to the
wage premium for higher levels of ability
(1 + K), the smaller is C/(1 + k), and hence
the smaller is the differential in the rate of re-
turn to those of higher ability relative to those
of lesser ability.

Now add another assumption: the more
able are also more efficient in migration. Just
as higher ability enhances productivity inthe
labor market, these same characteristics may
enhance efficiency in investment in human
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capital. The same investment in migration
may require fewer units of time or fewer
units of out-of-pocket costs for the more
able.

Since the opportunity cost of migration
(Cy) isthe product of time units (t) involved
in migration multiplied by the value of time
in the origin (W,), opportunity costs can be
written as C; = tW,. Efficiency can be ex-
pressed as the more able needing fewer time
units to accomplish the task (t, < t;). Then,
Cie = tW, e and Gy = taWan = th(1 + KW,
wheret, < t,. Note that, even if there are no
out-of-pocket costs (C4 = 0), if themore able
are more efficient in using time, there is fa-
vorable selectivity in migration. That is, if
Cq =0, and t, < t,, using equation (3), when
nyg = t(Wa’( and Cf,h = th(l + k)Wayg, then |t
follows that r,, > r,.

The more able may also be more efficient
in utilizing out-of-pocket expenditures (Cy, <
Cq,e) incurred in migration. If direct costs exist
and they are smaller for the more able (Cyp, <
Cq,), the difference in the rate of return from
migration is even greater than if there were no
ability differencesin migration. If Cyqp, = (1 +
N)Cq¢ Where \ is a direct cost-efficiency pa-
rameter, and N < 0, then

Wb,f - Wa,(?

Carll+ N
Cut 111w

and ry, is larger relative to r, the greater the
efficiency in handling direct costs (the larger
is \ in absolute value).

It isreasonable to assume, however, that mi-
grants will differ in the combination of own
time (forgone earnings) and purchased inputs
(direct costs) in the migration and readjust-
ment process. The greater the value of forgone
earnings (wages) and the greater aperson’ s ef-
ficiency in using purchased inputs relative to
own time, the greater will be the relative use
of purchased inputs over own time. Thus,
high-ability migrants will appear to spend
more on the migration process (out-of-pocket
expenditures) and to use less time than those
of lesser ability.

The model can be extended to consider sit-
uationsin which therelativewage differentials
are not the same across countries. Assume that

(4) M =
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there are no direct costs of migration (Cy = 0)
and that ability (human capital) does not affect
efficiency in time use in migration (t, = t,).
Then,

Wb€ - Wa( 1 Wb(
5 _ = @ % _ | == _ l
) r tW, ¢ t (Wa,{ >
Won — Warn 1 /W,
6) rn=——-—"-"-=—(—""-1]/.
© tW, ), t <wa,h )

Thus, the ratios of wages in the destination
relative to the origin determine migration in-
centives. If the ratios of wages are the same
for low- and high-ability individuals, the rates
of return are the same, and there is no skill
selectivity in migration. If the ratio of wages
across regions is greater for the high ability,
that is, if W, /W, isgreater for high-ability than
for low-ability individuals, then those with
high ability have a greater incentive to mi-
grate. If on the other hand, the ratio of wages
across regions is greater for low-ability indi-
viduals, they would have a greater propensity
to migrate, other things being the same.

Several implications follow from this
human-capital model regarding the favorable
selectivity of economic migrants, that is, of
those basing their migration decision on the
conventionally measured rate of return from
migration. The larger are the out-of-pocket
costs of migration, the lower is the propensity
to migrate, but also the lower is the return mi-
gration rate and the greater the propensity for
favorable selectivity in migration. This pro-
pensity for favorable selectivity is intensified
if those who are more able in the labor market
are also more efficient in the migration and
adjustment process (Theodore W. Schultz,
1975).

The favorable selectivity of migrantsiseven
greater if the wage differential between the
destination and origin (the ratio of wages in
the destination to those in the origin) is greater
for the high-ability workers. The favorable se-
lectivity islessintense if the ratio of wagesin
the destination to those in the origin is smaller
for the high-ability workers. Only if thislatter
effect is sufficiently large to offset the favor-
able selectivity effects of out-of-pocket costs
and greater efficiency in the migration process
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will there be no selectivity in migration. Inthis
framework, for there to be negative selectivity
in migration even more compressed wage dif-
ferentials across regions are required for the
high-ability relativeto the low-ability workers.

Il. Alternative Models

Severa alternatives to the simple human-
capital model presented in Section | have ap-
peared in the literature to address the issue,
either directly or indirectly, of the favorable
selectivity of migrants. These include models
based on asymmetric information, temporary
migration, the Roy model, and noneconomic
determinants of migration.

Eliakim Katz and Oded Stark (1987) present
amodel of asymmetric information. Suppose
that potential migrants know their true pro-
ductivity and that employers in the origin
have, over time, learned each worker’s true
productivity. Employers in the destination,
however, cannot differentiate among high-
ability and low-ability migrants. Employersin
the origin pay workers wages in accordance
with each worker’s true productivity, while
those in the destination pay workers according
to the expected (average) productivity of mi-
grants. High-ability workers will experience a
smaller wage differential and higher forgone
earnings than low-ability workers, and they
will therefore have a smaller incentive to mi-
grate. If employers can never detect true abil-
ity differences among migrant workers there
would be adverse selection. The increase in
low-ability migration relative to high-ability
migration would drive down the expected
wage of migrants in the destination, further
discouraging high-ability migration.

Employers in the destination would, of
course, have an incentive to develop tests or
techniquesfor distinguishing high-ability from
low-ability workers. The lower the cost and
the shorter the time interval for identifying
ability, the lower the adverse selection from
asymmetric information. Asymmetric infor-
mation would appear to be most compelling
for low-skilled jobs with a short duration that
do not involve repeat occurrences. High-wage
jobs would warrant investment in information
about ability, if only through a trial invest-
ment/working period. This might take the
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form of hiring immigrant workers at low
wages until true ability levels are revealed.
Employers would then be able to discern the
ability level of workers for jobs that have a
long tenure or that involve repeat occurrences.

The model developed in Section | assumed,
for smplicity, that workersremained in the des-
tination for a long period of time, and it im-
plicitly assumed away |ocation-specific human
capital. Suppose, however, that there is a short
expected duration in the destination because of
high expectations of voluntary return migration
(guest worker or sojourner migration) or in-
voluntary return migration (deportations)
(Chiswick 1980, 1986). Then, migrants who
made investments in destination-specific hu-
man capital would experience a capital loss
when they leave the destination, and their
origin-specific human capital would have de-
preciated during their sojourn. Therefore,
sojourner migrants or illegal aiens who are
concerned about apprehensions and deporta
tions would tend to avoid country-specific
human-capital investments and would tend to
invest in internationally transferable human
capital or very little human capital. Thiswould
result in less positive self-selectivity among
short-term migrants (sojourners, guest workers,
and illegal aiens) compared to permanent lega
migrants.

In a series of studies on selectivity in mi-
gration George J. Borjas (1987, 1991) presents
the Roy model (A. D. Roy, 1951) as an alter-
native specification of the human-capital
model. It isimplicitly assumed that all migra-
tion costs are a constant proportion of forgone
earnings, there are no fixed (out-of-pocket)
costs, and ability has no effect on efficiency in
migration. Asaresult, migrationincentivesare
a function of the ratio of wages in the desti-
nation to the origin, as shown above in equa-
tions (5) and (6).

This application of the Roy model is a spe-
cial case of the human-capital model (see Sec-
tion | above). For a given wage structure
(relative skill differentials) in the destination,
alarger relative skill differential in the lower-
income origin impliesasmaller destination-to-
origin wage differential for higher-skilled
workers, and hence a smaller incentive to mi-
grate compared to lower-skilled workers. The
reverse follows if there is a smaller relative
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skill differential in the origin. As shown
above, a larger skill differential in the origin
than in the destination does not necessarily im-
ply negative selectivity, but rather only less
favorable selectivity.

In an empirical test of this model, Borjas
(1987) regresses initial immigrant earnings
and the improvement in immigrant earnings,
as well as the emigration rate from the origin,
on a measure of relative skill differentials in
the origin. This actually does not test for the
effect of income inequality on positive or neg-
ative selectivity in international migration, but
only for whether inequality in income is as-
sociated with a greater or lesser degree of se-
lectivity, after controlling for other variables
that reflect the effects of positive selectivity on
earnings in the United States. The measure of
relative skill differentials is the **Ratio of
household income of the top 10 percent of the
households to the income of the bottom 20
percent of the households’ (Borjas, 1987 p.
545). This measure of household income in-
equality may be poorly related to relative skill
differentials. Controlling for other variables,
the coefficient on the inequality variableisnot
stetistically significant in analyses of immi-
grant earnings in the United States, and in half
of the specifications it has a positive rather
than the expected negative sign. The test does
not offer support for the hypothesis that im-
migrants from countries with greater inequal-
ity constitute the least able members of the
origin labor force.

Conventionally defined economic variables
are not the only determinants of migration.
People also move for ‘‘noneconomic’’ rea
sons, including the desireto accompany or join
family members (‘‘tied movers'’), escape
from real or perceived threats to their freedom
or safety because of their class, religion, race,
or other characteristics (‘‘refugees’’), and
ideological (including religious) reasons. The
favorable self-selectivity for labor-market suc-
cess would be expected to be less intense
among those for whom migration is based pri-
marily on factors other than their own labor-
market success. Studies of tied movers and
refugees in comparison to economic migrants
indicate that the former have higher un-
employment rates and lower earnings than sta-
tistically comparable economic migrants
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(Chiswick, 1978, 1979; Jacob Mincer, 1978).
The earnings disadvantages of tied moversand
refugees are greater initially and diminish with
duration of residence, but generally they do
not disappear.

[11. Summary and Conclusions

This paper has explored the conceptud is-
sues regarding the selectivity of migrants. The
anaysis indicates a tendency toward the favor-
able self-selection (supply) of migrants for
labor-market success on the basis of a higher
level of ability, broadly defined. The favorable
selectivity is more intense the greater the out-
of-pocket (direct) costs of migration and return
migration, the greater the effect of ability on
lowering the costs of migration, and the smaller
the relative skill differentialsin the lower-wage
origin relative to the higher-wage destination.
Favorable selectivity for labor-market success
can be expected to be less intense for nonecon-
omic migrants, such as refugees, tied movers,
and ideological migrants, and for sojourners
(short-term migrants) and illegal aiens.

The analysisin this paper appliesonly to the
supply of immigrants and not to observed out-
comes. The determinants of the demand for
immigrants are also relevant for internationa
migration, as al nation states have selection
criteriafor whom they will admit. The overall
favorable selectivity of immigrants therefore
depends on the favorable selectivity of the
supply of immigrants and the criteria used to
ration admissions.
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