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1. Introduction

The issue of trade and migration has been at the top of policy-makers’ agenda in most countries all
over the world during the last fifteen years. In this period many more-developed countries signed
free trade agreements with their less-developed neighbouring countries in an attempt to boost trade
and alleviate migratory pressure. This has led to an upsurge of studies aimed at evaluating the

impact of these agreements on the flow of immigrants.

This paper analyses the interrelationship between trade and legal and illegal immigration. This is a
rather ambitious goal as, to the best of our knowledge, this issue has not been covered by previous
works. Despite the fact that the relationship between trade and migration and the distinctive
characteristics of legal and illegal immigration have been separately the subjects of a large number

of studies in the economic literature, none of the existing works has brought these issues together.

The remainder of the study comprises two sections. In the first one we review studies on both the
trade and migration linkage and the different features of legal and illegal immigration. Attention is
paid to theoretical developments as well as to empirical findings. In the second section we bring
together the main findings arising from the first one and tentatively advance some ideas about the
relationship between trade and illegal migration, on the one hand, and the relationship between
trade and legal migration, on the other hand. Some policy recommendations are also included in this

section.



2. Trade and Migration: are they complements or substitutes?

A large number of theoretical and empirical studies have investigated whether, and to what extent,

trade and migration are substitutes or complements.

A) Substitution type relationship between trade and migration
Theoretical Perspectives

Under a set of fairly stringent assumptions', application of the Heckscher-Ohlin model led to the
strong inference that international trade and international migration are substitutes. Specifically, to
the extent that migration is primarily driven by economic incentives, differences in real wages will
generate incentives to migrate. But since international trade operates to equalise returns to factors of
productions on a global basis, increased international trade should lead to reduced international

migration, other things being equal.

EU and US policy-makers seem to have a rather strong belief in the substitution type relationship
between trade and migration”. Trade integration is thought to be a particularly desirable strategy to
alleviate migration pressure on the ground of two reasons. First, if one assumes that trading goods
represents a way to exchange the service of the factors embodied in those goods, then the
elimination of trade barriers is likely to reduce the incentive for factors to move to the extent that
increased trade facilitates the exchange of factor services. Second and more important, deeper trade
integration may lead to faster convergence among countries with different income levels’. Hence
free trade agreements among developed and developing countries are designed not only to
encourage greater regional economic integration but also to reduce uncontrolled migration. More
specifically, trade liberalization is thought to reduce migratory pressures by having an impact in
both receiving and sending countries. In the latter higher rates of economic growth should decrease
the outflow of individuals, especially among the unskilled ones as labour-intensive industries are

likely to be the main beneficiaries of economic integration. In receiving countries, trade

' The hypotheses are: 1) perfect competition in good and factor markets, 2) constant return to scale in production, 3)
identical production technologies, 4) factor homogeneity, 5) full employment, 6) complete markets, 7) instantaneous
adjustment

? There is, however, a difference between the US and the EU approach to migration and economic integration. The
approach underlying the NAFTA agreement is to free up trade and investment while increasing the efforts to prevent
illegal migration. The EU approach is slightly different as it rests on providing aid first, and later freeing up trade and
migration in the expectation that the convergence that has occurred will ensure minimal migration (Martin, 2002).

? The experience of the EU, where poorer regions have been rapidly catching up with relatively better off regions, is
often quoted as evidence supporting this view.



liberalisation should reduce the demand for unskilled, thereby reducing the demand-pull effect on

migrants.

Empirical evidence

Straubhaar (1988) finds no evidence supporting the view of a positive relationship between trade
and migration in Europe. He compares changes in intra-EC-6" region migration flows relative to in-
migration from outside the EC-region into that region between 1960 and 1984. The rationale being
that if economic integration mattered, then within-region migration should have exceeded
immigration from outside the region. As this hypothesis was rejected on the basis of the available

data, Straubhaar concludes that trade and migration were substitutes.

Using data on the US Abowd and Freeman (1991) show that, across sectors, the share of immigrant
labour is negatively correlated with the export/output ratio and positively correlated with the inporrt

penetration ratio.

In the same vein Zimmermann (1992) and Faini and Venturini (1993) find that the share of foreign
workers in total employment is negatively correlated with the measure of revealed comparative

advantage’ in Germany, France and Spain.

B) Complementarity type relationship between trade and migration
Theoretical Perspectives

The substitution type relationship between trade and migration, resulting from the application of the

Heckscher-Ohlin theorem, may be criticised on the basis of three different reasons.

First, several studies based on developments of the Heckscher-Ohlin theorem conclude that if some

assumptions underlying the model do not hold, trade and migration can be complements.

e Markusen (1983) shows that complementarity between migration and trade can be achieved

if one imposes identical technology in both countries but relaxes one of the following

* The EC-6 refers to the six original member countries of the European Community.
> The measure of revealed comparative advantage is defined as the sectoral trade balance divided by either total trade or
production.



assumptions of the Heckscher-Ohlin model such as constant return to scale, or perfect

competition.

Martin (2002) argues that if the basis for trade is differences in technology6, trade and
migration may be complements. He uses the Mexican corn example to illustrate this. Using
intensive-labour production methods corn farmers in Mexico are significantly less
productive than their counterparts in the US that employ herbicides and other capital inputs.
Thus the US may export corn to Mexico and undercut the Mexican farmers. The migration
of Mexican farmers to the US is likely to strengthen the specialisation of the US in corn

production and this, in turn, may lead to more trade.

It is possible to demonstrate that rising economies of scale leads to a complementary type
relationship between trade and migration. If costs of production fall as output expand,
especially within industries employing migrant workers, economic integration may increase

output, thereby augmenting the demand-pull for migrants.

If the adjustment process following economic integration is not instantaneous, then more
trade may be accompanied by more migration. With economic integration, many workers
are likely to be displaced and it may take some time for them to find a new job.
Additionally, it is quite possible that new jobs created by economic integration require
different skills than the one possessed by the workers that were displaced. Thus, if the
displaced workers have good network connection abroad (e.g. relatives, friends), then there

may be more migration with trade.

One may also conclude that in imperfect capital markets trade and migration can be
complements. Suppose some migrants are financially constrained and thereby unable to
migrate to the desired destination. Trade liberalisation may relax the financial constraint on
potential migrants as it tends to raise wages in the labour-abundant sending country.

Therefore, economic integration may lead to more migration.

Second, two models have called the results of the Heckscher-Ohlin theorem into question as they

support the view that free trade is unlikely to yield wage convergence at least in the short-medium

run. Suppose that less-skilled-labour-intensive goods are produced in the south while more-skilled-

® Faini et al. (1999) refer to this situation as ‘Ricardian models’.
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labour-intensive goods are produced in the north. According to the first model, which is due to
Feenstra and Hanson (1995) and involves a continuum of goods ranked by their intensity in skilled
labour, the effect of trade and investment liberalization is to move to the south production of goods
that are skilled-labour intensive from the south point of view, but unskilled-labour intensive from
the north’s point of view. Therefore, the result would be an increase in the relative demand for
skilled labour in both the south and the north. The second model is put forward by Markusen and
Venables (1995) and it comes to the same conclusion of the first one. The argument is, however,
different as they identify the ‘unbundling’ of activities permitted by investment and trade
liberalisation as the main cause for the increase in the relative demand for skilled in the north and in

the south.

Third, migration may be primarily influenced by non-economic considerations, such as the desire to
reunite with family members or to escape political persecution (Lam, 2002; Gani and Ward, 1995).
This implies that the international equilibration of factors return might have little or no impact on
incentives to migrate, although at the margin, economic considerations might predispose an

essentially non-economic immigrant to choose one country rather than another.

Two different strands of literature find that there could be a complementarity relationship between

trade and migration.

Trade can lead to migration. Empirical models of foreign direct investment (FDI) highlight the
complementarity between foreign direct investment flows and intangible assets such as technical
and marketing know-how, managerial expertise and knowledge about the parent’s company
corporate culture. The transfer of such assets between affiliates of multinational companies usually
involves transferring skilled employees and managers for a shorter and a longer period of time.
Hence, to the extent that lowering tariff and non-tariff barriers lead to increased net foreign direct
investment (Svennson, 1996), trade liberalisation may cause increased short-run and (possibly)

long-run migration of labour across countries.

On the other hand, immigration can also increase trade in a complementary fashion. Specific human
capital embodied in immigrants may be exploited to reduce transactional costs associated with
international trade. This is likely to occur when immigrants take advantage of their knowledge
about both potential exporting and importing opportunities in their home country and uncodified
and idiosyncratic political and social obligations required to do business in their home countries, as
well as language skills. Two effects can be distinguished. First, immigration may boost imports as
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migrant workers create a demand for travel, food products and other trade links to their countries of
origin. Second, immigration may increase exports as immigrants connections to their home country
are crucial to identify potential markets and to obtain access to distribution channels in an

unfamiliar environment.

The search for efficient infrastructure may also lead to the possibility that migration can
complement trade. An example is given by the relocation of the Mexican shoe industry to Los
Angeles in the 1980s. The underlying reason for this strategy being that Mexican workers found
themselves more productive in the US relative to Mexico as a result of better private and public
infrastructure. The paradoxical result is that shoes produced by Mexican workers in Los Angeles

were exported to Mexico.

Empirical evidence

Head and Ries (1999) find that immigration has a significant positive relationship with Canada
bilateral trade. They estimate that a ten per cent increase in immigrants leads to 1 per cent increase
in export and 3 per cent increase in imports. The results that immigrants import substantially more

than export suggest preferences for home country play a role.

Investigating the impact of nonresident workers on the Swiss economy, Kohli (2002) concludes that
an increase in the number of immigrants would lead to a rise in demand for imports. On the other
hand, as nonresident workers are mainly employed in production of goods and services intended for
domestic sales (partly due to fact they are unskilled), the presence of immigrants is likely to have a

negative effect on exports.

Collins et al. (1999) argue that trade and capital flows were rarely substitutes and often
complements. This conclusion is supported by two main empirical findings. First, using numerous
datasets on various countries over a long period of time (i.e. 1870-1939) they observe that
complementarity is far more common than substitutability. Second, using time-series data and panel
data on the Atlantic economy between 1870 and 1940, they find virtually no support for the
substitutability hypothesis and little support for complementarity between trade and migration.
Additionally, based on the immigration policy in the New World in the aforementioned period, they

conclude that policy-markers never acted as if they views trade and migration as substitutes.



Helliwell (1997) shows that the effect of migration on trade is larger between Canadian provinces
and US states than among Canadian provinces. This finding supports the view that trade densities
are higher within countries relative to between countries as result of common national institutions
and norms. Thus, if such institutions are mainly national-specific rather than province specific, then
interprovincial migration would not be influenced by trade patterns, while international migration

might.

C) Trade-migration linkage: more factors to be considered

Recent theoretical and empirical evidence demonstrates that the outcome of the relationship
between trade and migration is likely to depend on the characteristics of the economies that are

integrating.

* Income gaps

Faini and De Melo (1999) show that the magnitude of income gaps between the economies being
integrated by freer trade can have an impact on the effect of trade on migration. Free trade
agreements among high-income countries and middle-income countries are likely to promote
convergence and reduce migration pressure. On the other hand, integration between countries with
significantly different income levels could yield the opposite outcome: the reduction in trade cost
could lead to more polarisation of production’ and thereby more migration. An explanation for
these findings is that the propensity to migrate as a function of income may follow an inverse-U
pattern (Faini and Venturini, 1993). If there is a significant income gap between the economies
being integrated by freer trade, then trade liberalization may lead to more migration as it may relax
the financial constraints which were impeding out-migration. On the other hand, if the difference in
terms of development levels, as measured by GDP per capita, is not too marked, then income
growth in the poorer country may alleviate migration pressure. The reason being that not migrating

is a normal good and hence the consumption of such good will increase with income.

’ Trade integration may lead to regional concentration of industrial activities as a result of economies of scale. Krugman
(1991) argues that the production of several industrial sectors is much more regionally concentrated in the US relative
to the EU because the US market is more highly integrated relative to the EU market.

7



In the same vein Martin and Straubhaar (2002) argue that the size and the duration of the migration
flow is likely to be very large if the economies being integrated have income gaps of five or more,

that is, average per capita income in one country is five times higher than the other.

* Type of provisions included in trade liberalisation agreements

Nassar and Ghoneim (2002) argue that there might be another reason why trade agreements
between high-income countries and low-income countries may not lead to the substitution type
relationship between trade and migration. They observe that a large number of trade agreements
comprise special clauses that allow the former group of countries to restrict access to their markets
for many goods (including labour-intensive products, fruits and vegetables, garment and footwear)
for which the latter have a comparative advantage. This is particularly evident in the Euro-
Mediterranean Partnership where bilateral trade liberalization of agricultural and textile products is
gradual and limited (Gomez y Paloma and Zappacosta, 2000). Freeing up trade in such labour
intensive commodities is likely to have two important effects that may reduce migration pressure.
First, it would increase the demand of labour in migrants’ area of origin. Second, it would reduce

the demand for labour in immigration destinations.

The policy message is therefore clear. The migration hump can be relatively small and short-lived if
immigration and emigration countries cooperate to accelerate the pace of job creation in emigration

countries.

Furthermore, one may note that the protectionist policy adopted by high-income countries towards
the products for which low-income countries enjoy a comparative advantage may destroy the
mechanism of factor price equalisation — through decreasing the wedge of wage differentials. This,

in turn, may again call the substitution type relationship between trade and migration into question.

* Short-term and long-term effects

It is important to distinguish between short-term and long-term effects. Following the enter into
force of a free trade agreement between two countries that have not significantly different income
levels, the substitution type relationship between trade and migration is likely to materialise only in
the long-term (Martin, 2002). The presumption being that only long-run economic growth in the
poorer country will generate sufficient job growth to keep rising proportions of immigrants at home.

In the short run capital and human resources reallocation and consequent enterprises closure will
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affect the poorer country’s job market leading to higher unemployment rates. Inefficient state-
owned enterprises are likely to be the hardest hit. Thus transitional unemployment is expected to
lead to more migration. The migration hump reflects that economic restructuring often displaces
workers and may promote rural-urban migration but some migrants may also spill over the
country’s borders if there is already an established migration pattern. Martin and Straubhaar (2002)
argue that one of the reasons for the increased flow of migration from Mexico to the US observed in
the 1990s lies in the strengthening of the Mexico-US migration network. This, in turn, is due to the
introduction of US immigration regularisation programs in the 1980s and to the evolution of
migrant smuggling infrastructure. A network of friends and relatives lowers the barriers of

migrating.

Several studies examine the effect of NAFTA on the flow of migration from Mexico to the US. The
signing of NAFTA forced small Mexican business to compete with larger multinational
corporations who have a competitive advantage due to their size and their access to capital. As local
producer go out of business, both owners and employees lose their livelihood and are forced to
migrate in search of employment. This impact has been particularly relevant in the agricultural
sector. Because of its liberalisation of regulations governing trade in agricultural products,
Seyemour (2001) estimates that the NAFTA has led to the displacement of over a million of small
and medium enterprises who were unable to compete with US imports. Martin (2002) argues that in
Mexico during the 1990s economic integration generated new jobs especially for new labour force
entrants, not for those displaced by trade. At the same time, a boom in the US economy provided an

incentive for Mexican workers with US contacts to cross the border.

The above-mentioned considerations have some policy implications. Trade liberalization and
migration controls are not alternative strategy controls as suggested by a straightforward application
of the factor endowment trade theory. They work with different effectiveness over different time-
horizon. Migration controls are likely to be successful in the short run while trade liberalization may

reduce migration pressure in the long term via their impact on economic growth.

Although reducing emigration pressure depends on policies adopted in emigration and immigration
countries, the most important actor is likely to the former. Its policies largely determine how fast the
country grows, and thus how quickly economic and job growth reduce migration pressures. Trade
and investment promotion policies (e.g. FDI attraction) are likely to play a critical role in this

context.



* Inter-industry trade and intra-industry trade

Determinants of the relationship between foreign direct investment and trade may have indirectly an
impact on the relationship between trade and migration. This is because, as noted above, the
complementarity that might arise between trade and migration heavily depends on the

complementarity between FDI and trade.

Several studies (see, for instance, Di Mauro, 2002) find that there is a significant correlation
between intra-industry trade and FDI. Hoekman and Djankov (1996) find that inflows of FDI in
Eastern European countries correlate highly with levels of intra-industry trade with the EU. These
findings suggest that inter-industry and intra-industry trades can be used to predict whether trade
and migration are likely to be substitutes or complements. For instance, if trade between two
countries is to a large degree inter-industry trade, this reduces the possibility of any
complementarity that might take place between trade and migration. On the other hand, the
existence of intra-industry trade between two countries may indicate that there might be a

complementarity type relationship between trade and migration.

Since intra-industry trade is likely to occur between countries with similar factor endowment, one
may interpret the result outlined above as supporting the view that trade integration between
countries with similar income level may make it possible for trade and migration to become

complements.

* Degree of openness to trade

Characteristics of the different economies can have a role in determining the type of relationship
between trade and migration. Rodrik (1997) states that in more open economies trade and migration
tend be substitutes rather than complements. He argues that trade, by increasing the elasticity of the
demand for goods, will also increase the elasticity of the demand for labour, as the latter is a derived
demand which varies proportionately with the elasticity of demand for goods. This may reflect the
fact that employers may substitute foreign workers for domestic workers more easily. Nevertheless,
this proposition is not supported by Greenway et al. (1999) who find scarce empirical evidence of

an increase in the elasticity of demand for labour in the UK.
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*» The over-supply of workers

As mentioned above, application of the Heckscher-Ohlin model yields the conclusion that
international trade and international migration are substitutes. Economically motivated migration
should decrease in a free trade world because of factor price equalisation, the tendency of wage to
equalize as workers move from poorer to riche countries. Nevertheless, there is evidence that in
many developing countries the wage of workers employed in labour-intensive sectors have not
risen, even though trade has significantly increased (2002 study by Werner International®). For
instance, in the 1990s in Pakistan the wage of textile workers remained steady at $0.24 an hour,
which means workers’ wage declined in inflation-adjusted terms. Real wage also declined for
apparel workers in Turkey, the Philippines and Egypt. A possible explanation for it lies in the over-
supply of workers. The supply of unskilled workers made available to global business in many
developing countries has outgrown the demand for labour-intensive products and, this, in turn, has
put downward pressure on wages. One solution could be opening even more industrial country

markets to the exports of developing nations.

3. Legal versus Illegal

In this section we review the main findings of those studies comparing the socio-economic
characteristics of illegal immigrants with those of legal ones. Before doing so we briefly describe

the data used by previous works on illegal immigration.

The main challenge that studies on illegal migration have to face regards data collection. It is
particularly troublesome to perform research on the socio-economic characteristics of a group of
people that has an incentive to avoid being detected, not only by the enforcement authorities but
also by survey researchers. A large number of empirical works on illegal migration have focused
their attention on the US. These studies can be broadly divided into two groups according to the

type of empirical analysis carried out.

The first group includes studies that perform an empirical analysis using aggregate data on illegal
migration. Table 1 summaries these studies providing information on the year of data collection, the

proxy used for illegal immigrants and the data source. From Table 1 it emerges that basically two

8 This study is quoted in Migration News, Volume 9, Number 11, November 2002, University of California, Davis.
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different types of proxies have been used for illegal immigrants. The first one is the number of
individuals apprehended by the US Border Patrol while attempting to cross the US borders illegally.
The other proxy is the number of amnesty applications resulting from the Immigration Reform

Control Act of 1986.

The second group comprises works that examine the individual characteristics of illegal aliens. In
Table 2 some features of several microeconomic empirical studies on illegal migration are depicted.
One may observe that recent studies use data from the Legalized Population Survey (LPS) while
less up-to-date works are often based on ad hoc constructed sample characterised by a relatively

small number of observations.

Insert Tables 1 and 2 near here

A) Migration costs

Migrant costs may play a more important role for illegal than for legal migration. Migration costs
borne by illegal aliens can be quite high as several attempts may be needed to penetrate the border
successfully and there is also the possibility of being apprehended and deported once established in
the country of destination. Additionally, the risk of detention is positively correlated with the

number of family members who join the illegal immigrant.

Chiswick (1988a) observes that the low US-Mexico border enforcement has contributed to surges in
illegal immigration in the US. In the first half of the 1980s it was relatively inexpensive for
Mexican illegal immigrants to cross the border with the US and if apprehended, they could even try
the next day. Furthermore, he argues that it was far more difficult for the immigration authorities to

apprehend illegal aliens already in the US relative to those seeking to penetrate the border.

Bratsberg (1995) finds empirical evidence supporting the proposition that illegal migration is more
responsive to change in migration costs relative to legal migration. This relationship is tested using
a cross-section sample of immigrants to the US from a number of foreign countries. He concludes
that illegal migration flows are more elastic with respect to the distance between the source country
and the US (here used as a proxy for migration costs) than is the legal migration flow. More

precisely, according to his estimates one percent increase in the distance reduces legal migration by

12



1.47 percent, and illegal migration by approximately 2.08 per cent. The specification for the volume
of migration adopted by Bratsberg includes also distance square among the explanatory factors. The
coefficient on this variable is found positive implying that distance reduces migration flow at a

decreasing rate.

B) Economic conditions

The volume of immigration is likely to be influenced by differences in economic conditions
between countries. There could be, however, important differences in the sensitivity of legal and

legal migration to changes in economic conditions.

* Per capita GNP gap

Increases in the economic gap between countries tend to be positively correlated with the size of
immigration flow. Nevertheless, the sensibility to changes in economic conditions may vary
between legal and illegal migration. Bratsberg (1995) finds that legal migration is rather insensitive
to changes in source country per capita GNP. Evaluated at sample mean, a one per cent increase in
source country per capita GNP reduces legal migration by approximately one-twentieth of a
percent. On the other hand, illegal migration is found to be very responsive to changes in source
country per capita GNP as one percent increase in the latter is likely to reduce the former by

between 0.60° percent and 1.02'° percent.

* Wage gap

The difference between the expected wage in the “receiving” country and the one in the “sending”
country is found to be a crucial determinant of the immigration flow. According to the neoclassical
model, if the difference between incomes expected in one country relative to another one exceeds
the cost of movement between them, people will emigrate to reap higher lifetime earnings. Fogel

(1980) shows that illegal migration is positively correlated to the earnings gap.

% This result comes from a model where the total number of amnesty applications is used as a proxy for illegal aliens.
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Borjas and Fisher (2001) examine how Mexican emigration to the US responds to changes in
bilateral economic conditions. They observe that illegal migration is more responsive to changes in
the wage gap relative to legal migration. More specifically, they find that a reduction in the
Mexican real wage will lead to a large increase in the volume of illegal migration (here proxied by
the number of apprehensions) while the link between the flow of legal immigrants and the Mexican
real wage rate is little. As regards the impact of the changes in US real earnings on migration to
Mexico, the empirical findings show that, as expected, an increase in the US real wage is likely to
yield an increase in number of apprehensions. Perhaps surprisingly the results suggest that there is
an inverse relationship between legal Mexican immigration and the US wage. This implies that
fewer Mexican immigrants come to the US legally when the US wage is high. Borjas and Fisher
suggest that an important explanation why legal immigration to the US does not seem to respond to
changes in economic conditions is because it could be largely determined by the rigidities related to

the immigration policy.

» Exchange rate regime

Borjas and Fisher (2001) find that the exchange rate regime adopted by the Mexican monetary
authorities has had a significant impact on the illegal immigration flow to the US. According to
their empirical results, under a fixed exchange rate a decline in the Mexican real wage yields a
larger flow of illegal migration, relative to under a flexible exchange rate. In particular, a 20 per
cent in real wages generates a 10 per cent increase in apprehensions when Mexico adopts a flexible
rate, and 20 per cent increase when Mexico adopts a fixed rate. An explanation for this result is that
the adoption of a fixed exchange rate may create a higher correlation between real wages and
shocks to domestic income. As a consequence a downturn in the Mexican economy is likely to
cause a greater outflow of illegal migration when Mexico adopts a fixed rate vis-a-vis a flexible

rate.

Some policy lessons can be drawn from the US-Mexico experience about the impact of the
exchange rate regime on migration. If adopting a fixed exchange rate does not yield a very rapid
convergence between two countries (through the attraction of foreign capital and the stabilization of
the economy in the poorer country), then there is the possibility that it may lead to more volatility in

the flow of illegal immigrants.

' This result stems from a regression model based on agricultural seasonal workers only.
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* Informal sector

Tapinos (1999) observers that countries with a relatively large underground economy tend to attract
a large number of illegal immigrants. Not only the existence of an underground economy increases
the opportunity for employment of unauthorised migrants, but it also helps immigrants to skip
institutional rigidities in the formal sector, such as heavy taxes and work hours restrictions. Garson
(1999) argues that illegal immigrants are very much involved in the service sector where their

presence has coincided with a rise in employment.

Available statistics show that the size of the underground economy is quite significant in Italy.
More precisely, irregular work occurrence is far higher in Italy than in EU on average. Data from
the IMF (Schneider and Enste, 2000) indicate that irregular economy made up 27 per cent of the
Italian GDP in 1997, compared with a EU average of 15 per cent. Additionally, the shadow labour

force is estimated to rage from 30 to 48 per cent of the total Italian labour force.

C) Skill levels

Several studies (see, for instance, Massey 1987) show that illegal immigrants have a lower level of
education, fewer skills acquired on-the-job, and a lower occupational status than have legal
immigrants from the same country. Individuals with occupational characteristics that would reveal
their illegal status, such as the need to acquire a license or to show other credentials, are less likely
to migrate illegally. Sometimes the skill difference between legal and illegal immigrants is so large
that one can say that the former tend to be at the top of the skill spectrum while the latter are at the

bottom of it.

Not only the there is a strong difference in skills levels between legal and illegal immigrants as they
arrive in the host country, but this gap is likely to increase over time. Illegal aliens have lower
incentives to acquire firm-specific and country-specific skills in the host country relative to legal
immigrants as family separation makes their situation to be often temporary. By immigrating
illegally, a large proportion of skilled immigrants do not have the opportunity to practice the skills
they have acquired in the country of origin as they tend to occupy unskilled jobs. Illegal immigrants
working in the informal sector also do not improve their skills. Nevertheless, a recent study (Diaz-
Emparanza and Espinosa, 2002) reports that overall in Spain legal immigrants do not acquire

additional skills. This holds also for well-educated immigrants who, not only work in jobs for which
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a low education is required, but they have no options to improve their skills as short duration

permits prevent them from attending a school or undertaking on-the-job training.

Another reason why legal and illegal immigrants have different levels of skills may lie in the
immigration policy set out by the governments of host countries. Some developed countries accept
only those skilled workers whose abilities they need. For the less qualified and unskilled workers,
the possibility of legal entry appears to be more limited''. The rationale behind this policy is to
minimize the negative externalities (e.g. reduction in the wage of low-skilled workers) associated
with a large inflow of immigrants. Led by Canada and Australia, many government are redesigning

their migration policy not just to admit, but to attract highly skilled workers (The Economist. 2002)

Chiswick (1988) argues that differences in skill levels may also explain why the wage gap is a
greater incentive to migrate to the US among Mexican illegal aliens relative to legal aliens. As the
wage gap between the US and Mexico is larger for those workers with lower level of skills, this

may generate a greater outflow of illegal immigrants relative to the legal ones.

D) Attitude toward risk

Kondoh (2000) argues that while it is reasonable to assume legal immigrants to be risk-neutral,
illegal immigrants are not always risk-adverse. Individuals who are unhappy in their impoverished
home country, who are keen to escape, may sometimes to emigrate even in a high-risk situation, if

there is the possibility of an income gain.

E) Legal and Illegal immigrants

Krikorian (1997) suggests that there might be a relatively strong link between legal and illegal
immigration in the US. The volume of legal migration has risen together with illegal migration.
Legal migration increased from 3.3 million in the 1960s to 7.3 million in the 1980s. At the same
time, apprehensions of illegal immigrants by the Border Patrol increased from 1.6 millions in the
1960s to 11.9 million in the 1980s. The community of legal immigrants formed since the mid-60s
simulated and facilitated the migration of illegal aliens. Legal immigrants had a crucial role in

developing strategies for assisting illegal immigrants in the process of adjustment, providing a place

' Canada and Australia admit a few thousand immigrants each year on the basis of the points awarded for a variety of
characteristics. These reward skills, education, language and youth.
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where newcomers can find support, helping them to find a job. A strong immigrant community and

institution reduce the cost of immigration.

4. Conclusions and policy recommendations

Free trade agreements between neighbouring countries with significantly different income levels are

likely to lead to more illegal migration at least in the short run.

This statement is the result of three different sets of considerations.

First, since cost is a stronger barrier to migration amongst illegal immigrants relative to legal
immigrants, a relatively short distance between the source country and the receiving country is
likely to especially foster illegal migration. This geographical proximity acts as a strong incentive
for individuals to emigrate illegally as it would not imply serious consequence on their budget if
they are apprehended or deported once established in the country of destination.

Second, a significant economic gap between the countries being integrated by free trade is likely to
yield more illegal migration relative to legal migration as the former is found to be more responsive
to changes in economic conditions relative to the latter.

Third, in the short-term trade liberalization is likely to increase unemployment rate in the poorer
country especially among unskilled workers who may decide to immigrate. The spell of
unemployment for these individuals can be quite long as there is evidence that economic integration
tends to create new jobs particularly for highly skilled workers or new labour force entrants. The
unskilled workers are more likely to immigrate illegally than legally as for them a lot of job

opportunities are in the informal sector.

In order to reduce the flow of illegal immigrants several policy measures can be taken by the source
country as well as by the receiving country. A regards the latter, the following provisions could be

adopted.
A) The receiving country should agree to not include in the free trade agreement special clauses that

restrict access to its market for those goods for which the source country has a comparative

advantage.
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B) The receiving country should provide aid to the source country. Aid can enable emigration
countries to undertake economic and investment reforms that would otherwise be unattainable. In
turn, these reforms may play a crucial role in enabling the source country to achieve sufficient job

growth to keep rising proportions of immigrants at home.

C) The receiving country should strengthen migration controls as these can be rather effective in

reducing unwanted emigration especially in the short term.

D) The receiving country should take several measures to reduce the size of the informal sector as
job opportunities in the shadow economy may attract a large number of illegal workers. For

instance, firms who are caught employing an illegal worker should pay a considerably high fine.

On the other hand, the source country may adopt the following provisions in order to alleviate the

migration pressure.

A) The source country should implement policies aimed at attracting FDI. These comprise prudent
macroeconomic policies (e.g. brining down interest rates) and technology diffusion policies (e.g.
strengthening intellectual property protection). FDI can provide the funds, technology and

management expertise to increase the number of jobs in emigration countries.

B) Sound capital and human resources allocation polices may play a crucial role in cushioning the
effects of trade liberalization measures in the source country. In particular, programmes aimed at
facilitating vocational training and retraining may prevent many unskilled individuals, who have

lost their job due to the entry into force of the free trade agreement, to emigrate illegally.

Free trade agreements are likely to have positive impact on the export performance of the more
developed /receiving country. This effect, however, in the medium-long run may be partially offset
by the inflow of illegal migrants. Two sets of reasons suggest that illegal immigrants are likely to
yield a decrease in exports. First, illegal immigrants tend to be employed in the informal sector,
which, in turn seems to be bias towards the production of non-traded goods (Djajic, 1997). Second,
illegal aliens have a low level of educational attainment and skills and hence they are likely to be

employed in the production of goods and services intended for domestic sales.
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Free trade agreements between countries with similar income levels are likely to lead to more legal

migration relative to illegal migration.

This statement is the result of two different sets of considerations.

First, trade between countries with similar income levels may promote legal migration. One may
come up with this conclusion by linking together three different empirical findings. First, trade
between countries with similar income levels tends to be to a large extent intra-industry trade.
Second, several studies suggest that there is a strong complementarity between intra-industry trade
and FDI. Third, FDI are likely to yield legal migration as the transfer of technical and marketing
know how as well as managerial expertise between affiliates of multinational firms usually involve
transferring skilled workers for a shorter or longer period of time.

Second, previous work shows that the size of illegal migration is relatively small between countries
if their income gap (often measured in terms of GDP per capita) is quite narrow. Additionally, legal
migration is found to be less sensible to changes in economic conditions relative to illegal

migration.

If the countries with similar income levels that are being integrated are both high-income countries,
then there might be another reason why free trade may lead to less illegal migration. The argument
is that economic integration between high-income countries is unlikely to lead to a significant
polarisation of economic activities and hence it may reduce migratory pressure. This is because
economies of scales matter less within the service sector (which makes up a significant proportion
of the GDP in high-income countries) relative to the industrial one. Additionally, one may note that
regional concentration of industrial activities (e.g. the automobile industry in Michigan in the Us')
would have led to the creation of new jobs especially for relatively unskilled people. This, in turn,

would have particularly attracted illegal immigrants.

2 This example is quoted in De Grauwe (2000)
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Table 1: Empirical macro-studies on illegal migration

Study Years Area Proxy for illegal immigrants | Data source
covered by | covered by
the study the study
Hanson and 1968-1996 | US-Mexico | Illegal immigrants were US Immigration
Spilimbergo proxied by the number of and Naturalization
(1999) individuals apprehended by | Service (INS)
the US Border Patrol while
attempting to cross the US
borders illegally
Hanson, 1980-1996 | US-Mexico | Illegal immigrants were US Immigration
Robertson and proxied by the number of and Naturalization
Spilimbergo individuals apprehended by | Service (INS)
(2002) the US Border Patrol while
attempting to cross the US
borders illegally
Bratsberg (1995) | -1986-1989 | US-several | Amnesty applications US Immigration
foreign resulting from the and Naturalization
countries Immigration Reform Service (INS)
Control Act of 1986 are
used as measures of illegal
migration flow to the US
Borjas and Fisher | 1968-1996 | US-Mexico | Illegal immigrants were US Immigration

(2001)

proxied by the number of
individuals apprehended by
the US Border Patrol while
attempting to cross the US
borders illegally

and Naturalization
Service (INS)
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Table 2: Empirical micro-studies on illegal migration

Study Years Area Data on illegal immigrants | Data source
covered covered by
by the the study
study
Rivera-Batiz 1989-1992 | US-Mexico | National sample of illegal Legalized
(1999) immigrants granted amnesty | Population Survey
under the 1986 Immigration | (LPS). This study
Reform and Control Act exploits the
(n=6,193). longitudinal
component of this
data set
North and 1975 US-several | Sample of illegal US Immigration and
Houston (1976) foreign immigrants apprehended by | Naturalization
countries the INS (n=793) Service (INS)
Massey (1987) 1987 US-Mexico | Sample of illegal Massey’s own data
immigrants interviewed in set
their region of origin in
Mexico (n=232).
Chiswick (1988b) | 1975 US-several | Sample of illegal
foreign immigrants (n=292)
countries
Chiswick and 1989 US-Mexico | National sample of illegal Legalized
Miller (1999) immigrants granted amnesty | Population Survey

under the 1986 Immigration
Reform and Control Act
(n=6,193).

(LPS).
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