THE NEW ECONOMICS OF MIGRATION

key concept #1:  people act collectively not only to maximize expected income, but also to minimize risks and to loosen constraints associated with market failures.  How? through migration

advantages in developed countries:

1. risks to household income are generally minimized through private insurance markets or governmental programs

2. credit and other markets relatively well-developed

areas of market failure in poorer countries: in absence of a way of mitigating risk, rural families “self insure” by sending a worker abroad

1. crop insurance -

2. future market prices-

3. unemployment insurance-

4. capital markets-in poor countries, funds may be difficult to borrow because there is a scarcity of lending capital, or because the banking system provides incomplete coverage, serving mostly the affluent

key concept #2:  households send workers abroad not only to improve income in absolute terms, but also to increase income relative to other households, reducing their relative deprivation compared with some reference group.  The likelihood of migration thus grows because of the changes in other household’s incomes

policy prescriptions of new economics theory:

1. a wage differential is not a necessary condition for international migration to occur; households may have strong incentives to diversify risks through transnational movement

2. an increase in the returns to local economic activities may heighten the attractiveness of migration as a means of overcoming capital and risk constraints on investing in those activities.  Accordingly, economic development and increases in income in sending regions need not reduce the pressures for international migration.

3. government insurance programs, particularly unemployment ins., can affect incentives for international movement

4. gov’t policies that change income distribution can change the relative deprivation of some households and thus alter their incentives to migrate (migration may become more or less likely)

