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I Introduction

The world has been increasingly interconnected both economicaly and politically ever snce the end of
the World War I1. In addition to the increase in the movement of goods (international trade) and the
movement of money (foreign investiment), we have observed increased amount of movement of Iabor
(internationa migration) in various parts of the world. For example, European countries, notably
Germany and France, have accepted alarge number of migrant workers from neighboring countries for
many years. In the United States, huge number of migrant workers, both legd and illegal, have been
flowing from various countriesin Latin America and the Caribbean. While Japan had been afarly
closed country to foreigners for many years, the influx of migrant workers emerged in the mid-1980s
when an economic boom brought about serious labor shortage created an economic boom. Initidly,
mogt of these foreign workers are illegd migrant workers from neighboring Asan countries. However,
snce the revision of the Japanese immigration law in 1990, there has been adramatic influx of the Latin
American of Jgpanese origin (Nikkei) because these people are now alowed to do whatever activities
in Japan, including an unskilled work that is prohibited to foreignersin principle. The number of these
Latin American migrantsis estimated to be around 150,000 to 200,000.

Faced with such an increasing number of foreign workers, there have been lively (politica) debatesin
Japan on the possible impact of migration on Japan as well as on sending developing countries. Some
are genegdly in favor of migration, and argue that the movement of workers from labor- abundant
countries (developing countries) to |labor-scarce countries (advanced countries) would enhance the
economic wefare in both countries by redizing more efficient alocation of |abor, and that, faced with
the aging population in Japan, the admisson of foreign workersisthe only aternative to cope with
expected labor shortage in the near future. Others are strongly againgt the admission of (unskilled)
migrant workers, arguing that it would give a dampening effect on wages of the Japanese workers and
that the large-scde admission of foreigners would create socia problems such astheincrease in crimes.
However, arguments of both sides often goes emotiona and are based on anecdota evidences arising
from their persona experiences. Therefore, objective studies of the socia and economic effects of
international migration are keenly needed for policy makers aswdl as ordinary citizens in both receiving
and sending counties of migrant workers. In addition to Jgpan, internationad migration is often one of the



most important politica issuesin other part of the world, such asthe United States and countriesin Latin

America

In view of the above, the purpose of this paper isto andyze, both theoreticaly and empiricaly, the
economic and socid impact of international migration both on receiving countries and sending countries,
taking the workers coming from Asaand Latin Americato Japan as an example. This paper focuses
on temporary guest workers that come to work in Japan for afew years and remit most of their
incomes to their home countries, because it is this type of migrant worker that has been rapidly
increasing in Japan. Further, the emphasis of the discussion is placed on the Stuation from mid-1980s
to mid-1990s, because there were very few guest workers in Japan before mid-1980s and because the

increasing trend of guest workers are temporarily suspended by the recent severe economic Situation in

Japan.

In section |1, sdient features of migrant workers in Japan will be examined firg, in order to give some
background facts of theissue. Aswill be discussed in detail below, there are two groups of migrant
workers, who have dramaticaly increased snce the mid-1980s. (i) illega unskilled workers from
neighboring Asian countries and (ii) legd unskilled workers from Latin American countries. After the
overview of the basic data, the reasons of the sharp increase of migrant workersin Japan during this
period will be discussed.

In Section 111, theoreticd discussions of international migration will be presented. While the orthodox
economic theory is generdly in favor of migration because, according to their theory, internationa
migration implies the movement of workers from labor-abundant (capital-scarce) countries to labor-
scarce (capital-abundant) countries, the new theory, which incorporates various redity such asthe
existence of trade barriers and non-traded goods, provides ambiguous picture of the impact of
internationa migration, because it gives both postive effects and negative effects, aswill be discussed in
gredter detail in Section I11.  In addition to the economic impact, socia impact of migration isaso
examined. Unlike internationd trade (movement of goods) and internationa investment (movement of

money), migration means the international movement of human being as awhole, who performs various



socid activities aswdl as economic activities, and therefore, the examination of socid effects of
migration is aso very important.

In Section 1V, some estimates of the magnitude of economic and socid effects of migration will be
provided. Contrary to the argument of the orthodox economic theory, the two estimates given in
Section |V suggest that internationa migration might give adverse effects, both economicaly and
socidly.

Section V summarizes the mgor findings of the paper.

. Major characteristics of Migrant Workersin Japan
Three Categories of Migrant Workers
Legal Silled Workers

Table 1 summarizes the number of migrant workers by visa categoriesin Japan. The number of lega
and skilled workersis very smal a 67,983, or about 0.1 percent of tota labor force in Japan. Even
when unskilled workers, mostly from Latin America, and working students are included, the number of
legd migrant workersis 267,269, or just 0.41 percent of total labor force. Thisis partly dueto the
srict Japanese immigration law, which severely redtricts jobs that foreign workers can take in Japan.
Therefore, most lega foreign workers, except for the Latin Americans of Japanese origin caled Nikkei
(see below for the detailed discussions of Nikkei), are professiona workers, such as professors,

researchers, lawyers, accountants etc.

The share of legd foreign workersin tota [abor force in Japan isfar smaller than those in European
countries. Figure 1 shows the share of migrant workersin the total |abor force in Japan and severd
European countries. While the share of foreign workersin tota |abor force is around seven percent in
France and Germany (and as high as seventeen percent in Switzerland), the corresponding figure for

Japan is less than one percent.



Table 1. Foreign Workersin Japan (1991)

Legd foreign workers 267,269
Skilled workers (67,983)
Latin American of Japanese origin (148,700)
Working students (50,586)
lllegd foreign workers 216,399
Total 483,668
65,050,000

Tota Labor Force In Japan

Source: Japanese Ministry of Labor.

Whileillegd migrant workers has been rgpidly increasing since mid-1980s (see below), there are dmost
no increasing trend of the number of legal and skilled foreign workers. Figure 2 shows the number of
foreign entrants with working visas snce 1976. At the firgt glance, we may have an impression that the
number of new entrants of lega foreign workers shows quadruple increase from 30 thousand in 1980 to
114 thousand in 1991. However, careful examination reveds that only "entertainers' have increased
and there are no increasing trends in other skilled workers, a least asfar as the Situations before the
revison of immigration law in 1990 are concerned. The number of entrants of "other skilled workers' is
11 thousand in 1989, which is about the same as the number in 1976. Although "entertainers' visas are
supposed to beissued to red entertainers such as actors, actresses, singers etc., it is often pointed out
that many (or most?) of the "entertainers’ are disguised unskilled workers, who come to Japan to work

in notorious sectors.



FIGURE 1

THE SHARE OF MIGRANT WORKERS
IN TOTAL LABOR FORCE
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FIGURE 2

NEW ENTRY OF FOREIGN WORKERS
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While the number of red skilled and professond migrant workers in Jgpan is smdl and there are no
conspicuoudy increasing trend in recent years, there are two groups of migrant workers that show a
dramatic increasing trend: (i) illegal unskilled workers from neighboring Asian countries and (ii) legd
Latin American workers of Japanese origin, who are often called Nikkei (or Nikkeijin) workers. In

what follows, these two groups of migrant workerswill be discussed in detail.

Illegal Unskilled Workers

Although the number of migrant workers (both legd and illegd) in Japan isless than haf amillion, or less
than one percent of her labor force (see Table 1), the rate of increase in the number of illegd foreign
workers has been dramatic since the mid-1980s. As Figure 3 shows, the number of illegd foreign
workers apprehended by the authorities has sharply increased from 2,339 in 1983 to 64,341 in 1993.
Although the number declined alittle after that due to the severe recession of the Japanese economy, the
number of illegad migrant workers are far greeter than the level before mid-1980s. Needless to say,
these numbers represent only asmall part of the totd illegd foreign workersin Japan. According to the
Ministry of Judtice, the tota number of illega foreign workersin Japan is estimated a 200, 000 - 300,
000.

Just as mogt illegd diensin the United States come from Mexico and other neighboring countriesin
Latin America and the Caribbean, most illegd foreign workersin Japan come from neighboring Asan
countries (See Table 2). Since the wage rate in their home countriesis extremely low, even a

discriminatory low wage by the Japanese sandard means a lot to these workers.

The recent influx of Asan workersis markedly different from earlier migrations. Until the middle of the
1980s, most of theillega foreign workers were women who worked as bar hostesses (so-cdled
"Japayuki San (Miss Japargoing)™). In 1983-84, for example, more than 90 percent of theillega
foreign workers were femae. But, the number of mae workers dramatically increased to about 70-80
percent of the totd illega immigrants by 1990. (See Figure 3)



Asseenin Table 3, in 1994, about 40 percent of theillegal mae workers were construction workers,
and alittle over a quarter were factory workers. Mogt of theillegd mae aiens are doing work for which
there is a high demand due to the boom in the Japanese economy, but work that few Japanese want to
do because of unfavorable working conditions. It should be noted that about two-thirds of theillega
migrants are working in the nontraded goods

sector, such as congtruction and service industries.

Table2. Illegal Foreign Workersby Country of Origin (1994)

Number Share (%)

Tota Mde Femde Total Mde Femde
Total 59,352 40,029 19,323 100.00 100.00 100.00
Korea 10,730 6,694 4,036 18.08 16.72 20.89
Thailand 10,654 4,600 6,054 17.95 11.49 31.33
Mdaysa 8,576 6,308 2,268 14.45 15.76 11.74
China 8,000 6,025 1,975 13.48 15.05 10.22
Iran 5,628 5,530 98 9.48 13.81 0.51
Philippines 5,260 2,414 2,846 8.86 6.03 14.73
Peru 2,623 1,798 825 442 4.49 4.27
Pakistan 1,531 1,526 5 2.58 3.81 0.03
Bangladesh 918 908 10 1.55 2.27 0.05
Myanmar 899 688 211 151 1.72 1.09
Other 4,533 3,538 995 7.64 8.84 5.15

Note: * Including Taiwan and Hong Kong.

Source: Japanese Ministry of Justice.



FIGURE 3

ILLEGAL FOREIGN WORKERS APPREHENDED
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Table 3. Illegal Foreign Workers by Activities (1994)

Number Share(%)
Mde Total 40,029 100.0
Construction worker” 15,691 39.2
Factory worker 10,654 26.6
Unskilled help 3,656 9.1
Bartender” 1,865 4.7
Cook” 1,787 45
Dish washer” 1,407 3.5
Other service 1,051 2.6
Mover” 480 1.2
Other 3,438 8.6
(Nontraded)* 25,938 64.8
Femde Total 19,323 100.0
Bar hostess 7,413 38.4
Factory worker 3,139 16.2
Waitress' 2,242 11.6
Dish washer” 1,530 7.9
Prostitute’ 1,176 6.1
Unskilled hep” 800 4.1
Other service 687 3.6
Cook” 626 3.2
Other 1,710 8.8
(Nontraded)* 14,474 74.9

Note: * summation of items with an asterisk.
Source:  The Japanese Ministry of Justice.

Legal Unskilled Workers -- Latin American of Japanese Origin (Nikkei)

The impact of the revision of the Japanese immigration law in 1990

In addition to the illegd foreign workers discussed above, there has been adramatic increase in the
number of Latin American workers of Japanese origin (Nikkei) since late 1980s. Theinflux of these
workersis mainly due to the revised immigration law in Jgpan, which was enacted in 1989 and was put
into effect in June 1990. While the Japanese immigration law does not alow foreignersto take an
unskilled job in principle, the revised law made it possible for "aforeign citizen whose parent or
grandparent was a Japanese citizen" to do whatever activities (including unskilled work) in Japan.
Further, these people are dlowed to stay in Japan for three years (instead of three months for visitors).
Therevison of the immigration law resulted in the dramétic increase of workers from Latin American

countries such as Brazil, Argenting, Peru, and Bolivia, to which many Japanese citizens had emigrated



long time ago. Since the wage rate in Japan is much higher (and Japanese society is much safer) than
that in Latin America, ahogt of Latin American people of the Japanese origin (Nikkel) were attracted to
Japan. According to the newspaper reports, some people fell into huge debt to pay for their travel codt,
and other people without Japanese origin were arrested for forgery of their birth certificate or using
other person'sidentification. Figure 4 shows the number of these Nikkel workers coming from Latin
Americato Japan snce 1988. While the number of Nikkei workersin Japan was only eight thousand
at the end of 1988, the year before the revised immigration law was enacted, after that the number of
Nikkei workers doubled every year to become around 150,000 in June 1991. As Table 4 shows,
about 80 percent of these peoples are from Brazil, and remainders are from Peru, Argentina, Bolivia,
and Paraguay, to which countries many Japanese emigrated long time ago.

Table4. Guest Workersfrom Latin America

People with Japanese

. -
Country Workersin Japan arigin Ratio %
Brazl 120,000 1,280,000 9.4
Peru 18,000 80,000 22.5
Argentina 8,500 30,000 28.3
Bdlivia 1,500 6,000 25.0
Paraguay 700 7,000 10.0
Tota 148,700 1,403,000 10.6

Source: The Japanese Minisiry of Labor.

Sngle malein car parts factory.

Then, what are sdient features of these Nikkei workers coming from Latin Americato Japan? The
Minigtry of Labor in Japan published aresult of the survey on Nikkei workersin Japan, and the

following discusson is mainly based on this survey result.

According to the survey, most of them are young mae: About two thirds of them are male, and the
mgority of them are under thirty yearsold. About two thirds are coming to Japan by himsalf, and only
thirteen percent of them bring their entire family to Japan.



Almogt al (more than ninety percent) of these maes are working as production workersin
manufacturing sector. About one third of them are employed in trangport equipment production sector
(most of them are car partsfactory). This condtitutes a striking contrast with illega unskilled workers

from Asia, who are employed mainly in the nontraded good sectors such as construction and services.

Conditions of Nikkei workersin Japan

What are the working conditions of these Nikkel workersin Jgpan? When we compare hourly wage
of the Nikkei workerswith that of the Japanese counterpart, there are no big difference between the
two. Sincethey are legaly employed, employers tend to pay them by regular hourly wages. However,
the annud income of these Nikkei workersis much smaler than that of Japanese workers, because
most of the Nikkei workers are employed on daily basis and paid by hourly wage. Note that, in terms
of wage dructure, blue-collar production workers in Japan are smilar to white-collar workersin the
United States. Mogt of the blue-collar production workers in Japan receive monthly salary (instead of
hourly wages). Further, these sdlaried workers in Japan receive bonus payments twice a year, and
enjoy various fringe benefits. The bonus payment in Japan congtitutes a substantia part of their annud
income, and the amount of average bonusis equd to five months sdlary. Therefore, even though hourly
wage rate of Nikkei workersis amilar to that of the Japanese counterpart, their annual incomeis much
gmaller than Japanese workers because most of Nikkei workers do not receive bonus payment and
fringe benefit.



FIGURE 4

MIGRANT WORKERS OF JAPANESE ORIGIN
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Further, the Nikkel workers are often exploited by brokers or mediators. According to the survey
result, lessthan hdf of Nikkei workers are directly employed by the firm where they actualy work.
Morethan haf of Nikkel workers are employed by mediator agencies and are sent by them to the
factories. Hence, the amount of income of Nikkei workersisusudly smaller than what the factories are
paying for their work. In some cases, exploitation by gangsters was aso reported. For example, in
October 1989, a president of a mediator agency was arrested for illegd exploitation. According to the
newspaper report, he employed 2,000 Brazilians and sent them to severd factories. He pocketed
about 30-40 percent of their wages and was benefited by three billion yen (or about 30 million dollars).

Further, the above survey revedstha most of the Nikkei workers are working without medical
insurance and unemployment insurance. In Japan, dmost hundred percent of workers (and their family)
are covered by very generous government sponsored medicd insurance program. Workers contribute
to the medica insurance program according to their income. And, the deductibles are nomind. No
matter how high the actua medical cogt is, the payment out of the patient pocket does not exceed about
five hundred dollars a month and the balanceis paid by the insurance program. Very poor people can
enjoy the same benefit as the others without contributing anything.

However, according to the above survey, only twenty-three percent of the Nikkei workers are covered
by the generous medical insurance program, probably because both employers and Nikkei workers
themsalves do not want to pay their contribution to the program. But, in case of illness or accident,

these Nikkel workers have to pay 100 percent of their medica expenses from their pocket.

Thus, conditions of these Nikkei workers are generaly lower than those of the Japanese workers,

athough the income of these Nikkei workersin Jgpan is probably higher than what they would get in



their home country.1

Impact on the home country in Latin America

What isthe impact of emigration of these Nikkel workers on families left out in their home country and
on the society of home country as awhole? Needlessto say, the mgor purpose of these Nikkel
workers to come to Japan is to make money and remit their income to the home country. According to
the survey, more than ninety percent of the Nikkei workers say that the mgjor purpose of coming to
Japan is to make money and go back to their home country within afew years. For that purpose, they
have to pay (alarge amount) of travel cost to come to Japan, because only one percent of the firmsin
Japan say that they pay travel cost for the Nikkei workers. It is reported that the entire families of these
Nikkei workersincur huge debt to pay for the travel and settling-in cost. Then, do they succeed in
pursuing theinitial objective, i.e,, to send abig money to their home country? The answer to this
guestion isambiguous. While twenty eight percent of Nikkei workers remit more than fifty percent of
their income to their home country, twenty two percent of them say that they do not remit at all.

In addition, the impact of their emigration on the Nikkei society in the home country is enormous,
because the share of the number of Nikkei workers who emigrated to Japan in the total number of
Nikkei population in their home countriesisvery high. Table 4 showsthe number of Nikkei workers
emigrated to Japan and the number of people with Japanese origin in their home countries (Brazil, Peru,
Argenting, Bolivia, and Paraguay). The emigration ratio (the share of emigrated Nikkei workersin tota
Nikkei population) is more than ten percent for five countries as awhole, and the ratio exceeds a

quarter for Argentina and Balivia (in other words, in these two countries, onein every four Nikkei goes
to Japan to work!).

1 It should be also noted that in order to come to work in Japan, the Nikkei workers have to bear (huge) costs of
transportation and relocation.



Moreover, the adverse impact of their emigration on their home country is al the more serious because
highly educated people tend to emigrate for higher wage in Japan. As Table 5 shows, more than forty
percent of them are college graduate or above, and more than ninety percent of them are high school
graduate or above. Although the Nikkei workers arein most cases employed as unskilled workersin
Japan, highly educated people emigrate to Japan because the wage rate of unskilled workersin Japan is
higher than that of skilled workersin their home country. However, such emigration of highly educated
people causes a serious shortage of skilled and professiona workers, such as doctors and teachers, in

their home country.

Table5. Education Level of Latin American Migrants of Japanese Origin (%)

College or above 42.1
Professond school 21.5
High school 29.4
Elementary school 7.1

Source: Kaigal Nikkeijin Kyokai.

Reasonsfor the Sharp Increase -- Push and Pull

Why did many unskilled foreign workers suddenly come to Japan after the middle of the 1980s? While
it is clear that the most important reason for the increase in the Nikkei workers from Latin Americais
the revison of the Japanese immigration law in 19902, the reasons for the influx of illegd foreign

workers from neighboring ASan countries are not so obvious.

One of the most important reasonsiis that a push-force in neighboring Asan countries coincided with a

2 Asdiscussed above, after the revision of theimmigration law, these Nikkei workers can legally take unskilled
work, while such unskilled work is still prohibited to other foreign workers.



pul-force in the Japanese economy in the 1980s, as discussed in detall below. Theinflow of Adan
migrant workers is often attributed to the huge wage gap between Japan and neighboring Asan
countries. Indeed, thereis a huge income gap between Japan and Asian sending countries. It is often the
case that the per capitaincome in Jgpan is 50 to 100 times higher than those in sending Asian countries.
It should be noted, however, that the huge income differentid had existed for many years. Although the
sharp appreciation of the Japanese yen after September 1985 amplified the gap to some extent, the
wage level of Japan had been high enough to congtitute a potentid incentive for Asian workersto
migrate to Japan for many years. Therefore, the huge wage differential cannot explain the surge inthe

flow of Adan workers since the mid-1980s.

Probably, one of the most important reasons on the supply side for the sharp increase is that the
destination of Asan migrant workers has shifted from the Middle East to Japan. In the 1970s, an
increasing number of Asans had been recruited to work at congtruction sitesin the il producing Middle
Eagtern countries. When the price of crude oil quadrupled after the Firgt Oil Crisisin 1973, a
construction boom occurred in the ail-rich countries because their oil revenue dramatically increased.
But the population Sze of these countriesin the Middle East isrdatively smdl. Therefore, theserich
countries recruited alarge number of temporary immigrants mostly from southern Europe and Asia. As
aresult, the number of migrant workers from eight Asian countries (Bangladesh, India, Indonesia,
Pakistan, Sri Lanka, the Philippines, Thailand, and South Koreg) to the Middle East grew from alittle
more than 100 thousand in 1976 to more than 1.2 million in 1982. But, as the price of crude oil went
down in the 1980s, the congtruction boom in the Middle East subsided, and some 400 thousand Asian

migrant workers logt their jobs and had to return to their home countries.

The return of these workers was a serious blow to the Asian sending countries, because remittance from
them was an important source of foreign exchange receipt. In Pakistan and Bangladesh, for example,
remittance from migrant workers was amogt as large asthe tota value of their exports. Moreover, the
dependence of the migrant workers from these Asian countries on the Middle East for their destination
was extremely heavy. Therefore, the decline in labor demand in the Middle East crested alarge pool of

Asian workerswho lost jobsin the Middle East and were eager to find new jobs in some other



countries. Probably, to these unemployed workers, one of their rich neighbors, Japan, must have looked
like anew land of opportunity.

Theincreasein the supply pressure coincided with the increased demand of Japanese businesses for the
migrant workers. Due to the strong performance of the Japanese economy, the labor market in Japan
became very tight since the mid-1980s. The labor shortage was especidly keen in the construction and
service industries. Moreover, an important source of the domestic supply of margind workers (i.e,, a
group of seasona workers called "dekasegi") has shrunk, and therefore, the demand for migrant
workersto fill the gap in this margind labor market increased.

The performance of the Japanese economy after the middle of the 1980s was dramatic: the annua
growth rates of the real GNP in 1988, 1989, and 1990 were 6.2%, 4.7%, and 5.6%, respectively;
those of industrial production in 1988, 1989, and 1990 were 9.5%, 6.1%, and 4.6%, respectively.
Consequently, the labor market became very tight, and the job- opening/job-seeker ratio (one of the
most commonly used indicators of the labor market condition in Japan) sharply increased. While the
ratio nose-dived in 1975 (the First Oil Recession) and stayed at around 0.6 (i.e., only six jobs were
available for every 10 job seekers), it began to increase after 1987. 1n 1988, the ratio exceeded one
for the first time since 1974, and it went as high as 1.40 in 19903.

3 The job-opening/job-seeker ratio in 1998 is mere 0.53.



A typicd practice of Japanese firmsin boom years has been to increase the number of margina
workers, such as seasona and temporary workers, because firms had at least a mora obligation to
keep their regular employees on the payroll even in arecesson However, the congtruction industry is
losing an important source of its supply of domestic nonregular workers. Until the end of the 1970s, the
labor shortage in the congtruction industry in boom years had been largely filled by seasond workers,
dekasegi, who were mostly farmersin the northern part of Japan who came to metropolitan aress like
Tokyo and Osaka to take temporary jobs in an attempt to supplement their farm incomesin the farmers
dack season. In the early 1970s, the number of dekasegi amounted to about 600,000. But, because of
increased job opportunitiesin their home towns, that number has been steedily diminishing: only
142,200 dekasegi were reported in 1993. The decline in the supply of dekasegi, dong with the recent
construction boom, created a serious labor shortage in the congtruction industry. The strong demand for
margind workersin the Japanese congtruction industry aitracted an increasing number of foreign
workers whose supply pressure had been increased by the decreasing demand in the Middle East.

Faced with the strong push-force and pull-force, illegal mediators between Japanese employers and
Adan migrants (like the "coyote"’ figure for Mexican illegd diensin the United States) have become
prevaent. Although the details of therr illegd activities are unknown, involvement of gangsters was often
reported. According to an estimate by the Japanese Ministry of Justice, in 1990 about 70 percent of
illegd migrant workers entered Japan with the help of such illegd mediators.

[Il.  Thelmpact of Migration — Some Theor etical Consideration
The Economic Effect of Migration on the Host Country
Conventional Wisdom — What Does the Textbook Economics Say?

Economic theorists usudly consder that the overdl effect of internationd migration is favorable to both
home and host countries, because it involves the movement of [abor from alabor abundant (and capita
scarce) country to alabor scarce (and capital abundant) country, and therefore, it will increase
productivity (and economic welfare) in both countries. For example, when some workers move from

Mexico (alabor abundant country) to the United States (alabor scarce country), the U.S. employers



who have been suffering from unfilled vacancy can gain from hiring these workers and the Mexican
workers can usualy earn more than what they could earn in Mexico. If these workers remit some part
of their income earned in the U.S. to their home country, people left behind in Mexico are dso benefited
from the migration of their fellow Mexicasindirectly. Of course, there could be some conflict of
interests among various economic agents in each country. For example, an inflow of Mexican workers
may give dampening effect on U.S. wages, and thereby the income of American workers could
decrease while income of employersin the U.S. increases even more. But, overall effect isusudly
positive in both countries. Thus, the movement of workers (or unemployed persons) from the home

country to the host country would increase nationa incomes (and economic welfare) in both countries.

The economic reasoning for their argument of  the economic gain can be summarized in Figure 5. Inthe
figure, the horizonta axis plots the amount of labor supply, where the amounts of labor supply in country
1 (home country) and that in country 2 (host country) are measured from O, and O,, respectively.
Verticd axis plots margina productivity of labor (MPL), which is equa to wage rate in the competitive
equilibrium. MPL of [abor in country 1 (country 2) is expressed by line NE (by line AT).

Suppose that a theinitial stage before migration the labor endowment in country 1 (home country) is
O;H and that in country 2 (host country) is O.H, and therefore labor supply in the two countries as a
wholeis O,0,. At this stage, the vaue of totd production (i.e., nationa income) of the sending home
country is the area of trgpezoid NGHO,, and the vaue of the nationd income of the recaiving host
country isthe area of trgpezoid AFHO,. In this pre-migration Stuation, the wage rate in the host
country is BO,, which is higher than that in the home country (SO;). Such wage gap between the two

countries condtitutes an incentive for the workersin country 1 to migrate to country 2.

Now, suppose that some workers in country 1 (the number of workers expressed by HK) migrate to
country 2 in order to seek higher wage there. In this post-migration Situation, the amount of |abor that
can be mohilized for the production in country 2 isincreased to O,K, and that in country 1 is decreased
to O:K, because the labor HK moves from country 1 to country 2. Now, the value of goods produced
in country 2 (Gross Domestic Product, GDP) increases to the area of trapezoid AIKO,. But, the area



of rectangular DIKH is paid as wage to the workers from country 1, and the net gain of income of host
country’ s citizen is equd to the area of triangle FDI. While the GDPin country 1 is decreased to the
area of trapezoid NJKO,, the national income of the citizen of country 1 (the Gross Nationa Product,
GNP), which includes the income earned by the workers who are migrating to country 2, isincreased to
the area NJIDHO,.4 S0, the net gain to Country 1 isequa to the area of tragpezoid DIJG. Needlessto
say, the nationa incomes in both countries keep increasing until the number of workers expressed by
HM migrate to country 2.

Therefore, according to the traditional economic theory, internationa migration increases the nationd
income (and economic welfare) of both sending and receiving countries. As shown in Figure 5, when
HK of workers move from Country 1 to Country 2, the economic welfare of country 1 isincreased by
the area of triangle FDI and that of country 2 isincreased by the area of trgpezoid DIJG.5 Based on
such reasoning, traditiona economigts often argue that internationd migration gives economic gansto

both countries, dthough both countries may incur some socid costs as discussed in Section |11 below.

4 Note the difference between the gross domestic product (GDP) and the gross national product (GNP). GDP of Country 1
is defined as the total value of the product produced in Country 1, which does not include the value of the product
produced by the migrant workers from Country 1 to Country 2 even if they are till the citizens of Country 1. Onthe other
hand, GNP includes the income of these migrant workers as long as they remain the citizens of Country 1.

5 Note that this argument is based on the full-employment assumption. If the emigrant workerswere totally unemployed
before migration, total income of these migrant workersisanet gain to Country 1.
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Economic Effects under the New Framework

However, if we incorporate other redities such as the existence of trade restrictions and non-traded
goods in the economy, the above Smple argument collapses. The effect of immigration isnot so Smple
as the above argument implies. Using a rigorous mathematical mode, which incorporates additiona
redlities, Goto (1998)6 shows that the economic effect of immigration can be divided into afew sub-

effects asfollows:

(Effect of Immigration) = (Cheaper Foreign Labor Effect)
+ (TradeBarrier Effect)
+ (Nontradable-Good Effect)

Although the formd proof is alittle complicated, underlying logic behind the above sub-effectsis
graightforward.7

Cheaper foreign labor effect

It is often the case that the wage rate in the host country becomes lower as more and more foreign
workers are admitted. 1n other word, as the number of admitted migrant workers increases, the
incrementa cost of hiring them becomes cheaper and cheaper because the increase in the number of
foreign workers tends to give a dampening effect on the level of prevailing wage in the host country. So,
the host country as awhole can be benefited from cheaper foreign labor. Needless to say, there would
be conflict of interests between employers and workersin the host country, because workers, including

native workers, would incur loss from the decline in wage rate.

6 See Appendix 1 for the specification of this model.
7 For those who are interested in more rigorous argument and proofs, see Junichi Goto (1998), “ The Impact of Migrant
Workers on the Japanese Economy: Trickle vs. Flood,” Japan and the World Economy, val. 10, pp. 63-83.



Figure 6 demondtrates an intuitive reasoning for this effect. In the figure, ABEG shows the margind
vaue product of labor (MVPL) curve. Since wage rate is equated with the MVPL in equilibrium, the
equilibrium before the admission of foreign labor is B, where tota domestic |abor (OD) is employed with
the wage rate of WP. In this case, total labor income is WPODB and total capital incomeis AW'B. If
theforeign labor of DF is admitted to the country, the new equilibrium point movesto E, and the wage
rate decreases to WA, In this case, capital income increases to AWAE, and total Iabor income accrued to
the native workers and the income accrued to migrant workers become W-ODC and CDFE,
respectively. Thus, total income of domestic factors (capital and labor) isincreased by the hatched area
BCE. Note that the magnitude of the (positive) cheagper foreign labor effect increases, ceteris paribus,

asthe scale of the admission of migrant workers becomes larger.

Trade Barrier Effect

This effect is pointed out by Brecher and Diaz-Algandro (1977) in the context of internationd capita
movement, but Smilar reasoning holds for internationa movement of [abor. Although the mechanism of
this effect isalittle complicated, intuitive discusson goes asfollow. Suppose that Country 2 isimposing
tariffs on labor-intengve importable goods, such astextiles and clothing. In this Stuation, the domestic
price of the labor-intensive goodsiis higher than that of the goods in the international market due to the
tariff, and therefore, the price of factor intensively used for the production of the labor-intensive goods
(i.e, wagerate) isinflated and higher than that under the free trade. When the admitted migrant
workers are paid by this inflated wage rate, they are in some sense overpad, and therefore the host

country would incur economic loss. Figure 7 summarizes the mechanism of this effect.8

8 Note that the argument here assumes that both native and migrant workers are paid according to their |abor
productivity, and therefore, there are no genuine wage discriminations. In reality, however, it is often reported that
migrant workers are paid less than native workers. In the event that such wage discrimination exists, the magnitude of the
negative trade barrier becomes smaller (If the wage discrimination is severe, the effect can be positive to the host country.
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In the red world, the share of nontraded goods such as construction and servicesin the total production
is very high, athough less attention has been paid to these goods by traditiona economigts. For
example, the share of non-traded goodsin total consumption in Japan is about 54 percent. When we
take into the account the existence of nontraded goods sector, additiond insghtsinto economic effects
of immigration can be obtained. In fact, two-thirds of the unskilled immigrant are employed in the
nontraded goods sector in Japan, and the number of immigrants working in such sector in the United
States and Europe isdso large. Due to the employment of immigrants, the price of nontraded goodsis
generdly lower than otherwise. In other words, thanks to immigrant workers, native consumer can
enjoy less expendve nontraded goods, e.g., chegper maid service or Street cleaning (positive
consumption effect). On the other hand, the income of native workers in the nontradable goods sector
would be lowered by hiring chegper immigrants in that sector (negative income effect).

Overall Economic Effect under the New Framework

Since some sub-effects are positive and others are negative, the next important question is whether the
net effect of the above sub-effectsis pogtive or negative. As shown in Goto (1998), the net economic
effect of migration has systematic rdationship to the level of admitted migrant workers (L) and the
magnitude of trade barriers (t). After some tedious agebra, it can be shown that the following two
propositions hold:

The wdfare declines by theinitid inflow of migrant workers, but after a certain number of foreign

workers are admitted the economic welfare turns to increase;

The smaller the degree of trade barrier (t), the smdler the vaue of the threshold number L', at
which the wdlfare level turns to be increased by the further admission of foreign workers.  In other
words, the less severe the trade barriers are, the more likely it isthat the admission of acertain

number of migrant workers can be welfare-improving.

Figure 8 summarizes the above two propogtions. In the figure, the welfare levd of host country (U) is



plotted on the verticd axis, while the number of admitted foreign workersis plotted on the horizontal
axis. Curve | plot the welfare leve as afunction of admitted migrant workers when the magnitude of
trade barriersist; (higher t). The admisson of migrant workers decreases the welfare level of the host
country first, but when the number of admitted foreign workers reaches L', the welfare level begins to
increase, and exceeds the initial level when the number of admitted foreign workers exceeds L', In
other words, the admission of asmdl number (or trickle) of migrant workers produces a negative effect
on the host country while alarge number (or flood) produces a positive impact on the host country. This
finding implies that when migrant workers are admitted, the admisson quota should be large if itisto
produce a positive welfare impact in the host country. Curve Il plots the welfare level when the
magnitude of trade barriers decreasesto t, dueto, for example, a successful implementation of the
Uruguay Round agreement. The curve shifts upward and leftward, and therefore the trough of the curve
aso shiftsleftward and upward. In other words, a smaller number of migrant workers can be welfare-

improving.

Although proofs of the above propositions require a cumbersome manipulation of the equilibrium
conditions of the model, arough argument is that when the leve of the admisson of migrant workers are
relatively smal the negative “trade barrier effect” dominates, while the positive “ chegper foreign labor
effect” becomes dominant as the number of migrant workers increases, and that the magnitude of the
negative trade barrier effect is larger when trade barrier is stronger.9

The above andyds has the following policy implication for Japan: (1) while smal scae admisson of
foreign workers has a negative economic impact on the Japanese economy, alarge-scde admisson is
bendficid; (2) the liberdization of trade barriersincreases Japan's chance to benefit from the admission
of foreign labor, and therefore the admission should be accompanied by trade liberdization.

The Social Effect of Migration on the Host Country

Diversification and Internationalization

9 For more rigorous argument, see Goto (1998).



Since internationd migration involves the international movement of human beings as awhole, it brings
about various socid effects in addition to the economic effects discussed above. For example, suppose
that a Japanese univergity in Tokyo hires a Brazilian mathematica professor. Although the job
description of the Brazilian professor is probably to teach and make research into mathematics, his
contribution to the univeraty, and perhaps to the Japanese society, is much more than that. His
colleagues in the university in Japan can learn from him the economic and socid Stuation in Latin
Americaaswell as mathematics, and listening to the Brazilian fellow professor will widen their
perspective. These interactions between Japanese and Brazilian would enhance mutua understanding
between the two countries. In economic jargon, such an effect is caled (postive) externdity.

Possible Burden on the Fiscal Expenditure in the Host Country

Since migrant workers pay taxes and receive various socid services from the government of the host
country, they give various effects on public finance in the host country. On the one hand, the existence of
these migrant workers increases the revenue of the government, because they pay income taxes,
consumption tax, and property taxes etc, and if they are enrolled in the socid security system in the host
country, they contribute to the social security system, too.  On the other hand, it increases the
expenditure of the government, because they receive various socid services from the government of the

host country, e.g., education for their children, medica services, and pension if they are enrolled in.

Recently, the Japanese government published an estimate of fiscal cost and benefit to the host
government (both central and local government) for three different stages of admisson of migrant
workers. While the host government is benefited from migrant workersin Stage | (only singleyouth is
admitted) because their tax payment exceeds social servicesthey receive, in Stage 11 (with spouse) and
Stage 11 (with spouse and two children), the fiscal cost for the socia expenditure far exceeds tax
revenues. When haf amillion migrant workers are admitted, the net cost to the government in Stage 111
exceeds one trillion yen (or about 8 hillion dollars). More detailed discussion of thisestimateis
provided in Section IV.

Possible Increasein Crime



It is sometimes argued that the admission of migrant workers may increase crimesin the host country.
Since Jgpan is arelatively homogeneous society and enjoys very low crime rate, some Japanese often
argue that the migrant workers may bring about crimesinto the safe country. Their logic behind such
fear is very amplistic and goes something like the following: most large U.S. citieslike Los Angels and
New Y ork arefilled with migrant workers and crime stuation there is extremely serious, and therefore,
there must be some correlation (and causdlity) between migration and crime. Therefore, the increasein

migrant workersin Japan would make Jgpan more dangerous country.

However, in my view, such daim is not substantiated a al. Thereis no scientific evidence that connects
high crime rate with migrant workers. On the contrary, some studies suggest that, as far asthe first
generdion is concerned, migrant workers commit fewer crimes than natives in the host country. Thet is
probably because newly migrated workers have higher motivation toward success in the new country,
and because the effective pendty for committing a crime is far severer to migrant workers than to the
native workers (i.e., only migrant workers face possible deportation from rich host country to poor
home country!)

Continuation of “ 3-D” jobs

In many cases, migrant workers are employed in the job whose working conditions are less favorable
than other jobs. In Japan, such jobs are often referred to as “ 3-D job”, i.e., “dangerous’, “dirty”, and
“demanding” jobs. Since nobody prefers such 3-D jobsto other jobs, employers of 3-D jobs are often
experiencing unfilled vacancies. The existence of such unfilled vacancies would encourage employersto
make working conditions there more favorable (e.g., better wage, safer workplace etc.) However, if
such 3-D vacancies are easily filled by migrant workers, the incentive for employers to achieve better
working conditions would disgppear. In other words, due to the hiring of migrant workers, who are
willing to take jobs under the 3-D working condition because even the 3-D jobs there are better than
regular jobs in their home country, the 3-D jobsin the host country may persst even in the long run.



Therefore, except for an unlikely arrangement between the receiving country and sending country that
immigrant workers take unfavorable 3-D jobs forever, the continuation of the 3-D jobs may be
counted as a negative impact on the receiving country.

The Effect of Emigration on the Sending Country

What isthe impact of emigration on the sending country? In what follows, the benefits and costs of
emigration will be briefly discussed to supplement the above analysis. | will concentrate on four effects
of emigration: (a) remittance and income cregtion; (b) dleviation of domestic unemployment; (c) trandfer

of knowledge and skills; and (d) brain drain.

Remittance and Income Creation

Needless to say, most migrant workers emigrate in an attempt to make more money in foreign countries
than they can make in their home countries. It is often argued that such higher income benefits not only
individua migrant workers but aso their sending countries as awhole. Since poor sending countries are
often suffering from prolonged baance of payment problems, the remittance from emigrant workersis
an important source of foreign exchange receipt to these countries. In fact, the sizes of remittances for
some of Asian developing countries are remarkable. Table 6 shows the ratio of remittancesto tota
exportsin selected Asan sending countries in mid-1980s, when many workers from these countries
destined to the Middle East. For example, in 1983, when the number of Asan emigrationsto the
Middle East was the highest, the ratio of remittances to total export earnings of Bangladesh and

Pakistan were as high as 73 percent and 94 percent, respectively. While the ratio has declined after
that due to the return of emigrant workers from the Middle Eadt, the remittance was il avery
important source of foreign exchange earnings in these countries. But, as OECD (1987) pointed out, the
flow of remittancesis often ungtable. When the host country isin recession, migrant workers are often
thefirg to befired, and therefore, in recesson years, when sending countries particularly need foreign
exchange receipts, the remittances tend to decrease. Further, it is often the case that, as more and more

migrant workers decide to stay in the host country longer than initialy expected and decide to invite



families to join them, the remittances begin to decline. Moreover, the remittance may not necessarily
help sending countries improve their balance of payment. As Stahl (1982) reported, the margind
propensity to consumption (especialy consumption of imported luxury goods) out of remittance income
isvery high.

Table6. TheRatio of Remittancesto Exports Earnings (%)

1980 1983 1986 1988
Bangladesh 26.6 73.0 61.4 57.1
India 36.3 27.2 25.0 214
Pakistan 67.5 94.3 79.7 44.6
Philippines 3.6 3.6 34 55
Si Lanka 14.6 27.9 28.0 24.1
Thaland 59 13.4 12.2 n.a

Source: The World Bank and the United Nations Statistics.

Alleviation of Domestic Unemployment

Can emigration of labor dleviate serious unemployment problems in sending countries? In many Asan
sending countries, there exists enormous unemployment (and underemployment) problem in rurd
agricultura sector and urban informal sector. Some argues that Japan should admit migrant workers
from Asan LDCsin order to relieve unemployment problems in these countries. But, it seems rather
questionable whether emigration to Japan relieves unemployment problemsin Asan LDCsto a greater
extent. AsTodaro (1986) rigoroudy showed using his three sector mode, while labor emigration may
contribute to the relief of overall domestic unemployment, this favorable effect may be offset by a costly
risein urban unemployment caused by increased rural-urban migration. In other words, urban
unemployment gets worse because more and more rura population move to an urban sector in the hope
of further immigrating to Japan. Furthermore, the number of unemployment in Asan sending countriesis
too large to be rdieved by the emigration to Japan. Probably, for ardlief of unemployment, a cregtion
of employment opportunities in these sending countries through foreign direct investment and/or increase



of exports would be more important than emigration.10

10 Thisisespecialy pertinent for Japan where, unlike Australia, Canada, and the U.S., the geographical size of the
country is small and the country is already over-populated.



Transfer of Knowledge and ills

Aswell known, technology transfer has been one of the most important issues in economic
development. Insmilar vein, it is often argued that emigration contributes to economic devel opment
and modernization of sending LDCs through the introduction of new knowledge and skills brought back
by returned migrant workers. But, asurvey by the Philippine Government (see Table 7) suggests that
this aleged benefit is questionable. According to the survey, two-thirds of the migrant workers, which
include both skilled and unskilled, said that they acquired no skills. Mere 13.6 per cent of migrants said
that they acquired skills through employment in the host country. In view of this, it seems unlikely that
unskilled migrant workers in Japan acquire skills through their employment. Provably, aformd training
program would be much more useful than migration, in order to introduce new skills and knowledge to

developing countries.

Brain Drain

Economists have long pointed out that emigration causes "brain drain” from sending LDCs. Since good
skilled labor emigrates in the hope of receiving higher pay in the developed country, sending LDCs often
suffer from the lack of essentid professond workers, such as doctors and nurses. 1t should be noted
that even unskilled migrant workersin Japan often have very high leve of education. Since the wage
rate for an unskilled worker like a congtruction worker in Jgpan is often much higher than the wage rate
for askilled worker like doctor or nursein LDCs, people of higher education also come to Japan to
take an unskilled job. As shown in Table 5 above, more than 90 percent of these migrants workers
have high school education (42 percent have college education), dthough amog al of them are taking
unskilled jobsin Jgpan. In other words, the persons who would work as an skilled workers like
teachers and doctors in their home country come to work in Japan as unskilled workers, smply because
the wage rate of unskilled workersin Japan is generdly higher than that of skilled workers in their home
country. Although it may economicaly benefit the migrant workers themsdlves, it isdearly a
misalocation of [abor, ant gives a substantial 1oss to the persons left behind in the sending country in

Latin America



Table 7. Acquisition of Skills by Emigrant Workers (%)

Acquired through employment in the host country 13.6
Acquired through official training 13.3
No skill acquired 67.8
Acquired through books 4.4
Other 1.0
Total 100.0

Source: The Government of the Philippines.

V.  Effect of Legalization of Unskilled Migrant Workers-- Some Estimates

So far, | have presented atheoretica discussions of the impact of migrant workers in Japan after
examining the sdlient features of the migrant workersin Jgpan and the possible reasons for the sharp
increase after mid-1980s. Faced with the sharp increase of unskilled workers who wereillegd in
principle, there emerged heated debate in Japan whether Japan should amend the immigration law to
legaly accept unskilled workers. At the end of the paper, let us briefly review the empirical studies of
possible effects of legdization of unskilled workers in Japan.

Economic Effect

Using arigorous mathematica model, which incorporate additiond redlities such as the existence of
trade barriers and nontraded goods sector, Goto (1998) estimated the economic impact of legdization
of unskilled migrant workers on Japan.

Table 8 summarizes the result of the smulaion for selected endogenous variables. Thefirst column
("before") shows predicted values of selected endogenous variables in the base year (i.e., with no
admitted unskilled foreign workers). The second column ("after") shows predicted vaues of the same



endogenous variables under the hypotheticd stuation in which 650,000 (about one percent of the
Japanese labor force) of foreign unskilled workers were legdly admitted to the nontradable sector.

While main interest here is an estimate for the effect of 650,000 foreign workers (about one percent of
the Japanese labor force) because it is the number often used when the future policy toward migrant
workersis discussed in Japan, | report two additional cases for the purpose of a sengtivity analyss of
my Smulation. The sengitivity andysisis reported in Table 9. In addition to the case of 650,000 migrant
workers, | did smulation for additiond two cases: (i) the low case where the number of admitted
migrantsis 325,000 (or one-hdf of 650,000); and (ii) the high case where it is 1,300,000 (or double of
650,000). As Table 9 shows, the essence of the following argument is quite insengtive to the number of
admitted migrant workers within these ranges. In fact, in Table 9 the magnitude of the impact of the
admission seems to be dmost proportiona to the number of admitted migrant workers. In what follows,
| will discuss the case of 650,000 migrants (or one percent of the Japanese |abor force), smply because
"one percent of the labor force" is the number that is often proposed by proponents for the legdization
of unskilled migrant workersin Japan.

Table 8. Economic Impact of Foreign Workers (650,000 Workers)

Before After Difference
Social utility* 31,508 31,408 -100
National income? (¥ bil.) 275,122 272,970 -2,152
Capital income (¥ bil.) 82,078 82,756 678
Labor income® (¥ bil.) 189,295 186,578 -2,712
Labor income per capita (¥ thous.) 4,855 4,786 -69
Labor share’ (%) 69.75 69.27 -0.48

Note:  *ordinal utility.

% Tariff revenue isincluded.

% The income of foreign workersis excluded.

* = |abor income/ (capital income + labor income).
Source: Goto (1998).

Table 9. Economic Impact of Foreign Workers (A Sensitivity Analysis)
Number of Migrants Workers (Thousand)

325 1300
(650)2) 650 (650*2)
Socid utility* -62 -100 -153
National income? (¥ billion) -1,084 -2,152 -4,160

Capital income (¥ billion) 335 678 1,357




Labor income® (¥ billion) -1,362 -2,717 -5,296
Labor income per capita (¥ thous.) -35 -70 -136
Labor share® (%) -0.24 -0.48 -0.95

Note:  ‘ordinal utility.

*Tariff revenueisincluded.

% Theincome of foreign workersis excluded.

* = |abor income/ (capital income + labor income).
Source: Goto (1998).

Adver se effect on workers due to the decline in wage rate

The Japanese workers would be adversdly affected by the admission of foreign unskilled workers.
When the foreign workers are admitted, labor becomes more abundant relative to capital than before,
and therefore, the wage rate is decreased. Since the number of the Japanese workers is assumed to be
fixed in the modd, the [abor income of the Japanese workers is dso reduced after the admission of

foreign unskilled workers.

According to our cdibration, shown in Table 8, the annua income of each Japanese worker would be
reduced by 69,000 yen (about $575) to become 4,786,000 yen (about $39,880) if 650,000 foreign
unskilled workers were legaly admitted to Japan. The losses to the Japanese workers as awhole
amount to 2.7 trillion yen (more than $23 hillion) every year. The amount of thelossis about 1.5
percent of the labor income.

Note that, even when foreign workers were admitted to the nontradable sector aone, the Japanese
workersin dl sectors would incur aloss through the reduction of their own wages. Of course, in the
very short run, workers in the nontradable sector alone would suffer. But, as time goes by, the impact
would spread to the rest of the economy through the sectorad movement of labor. Hence, the Japanese
workers in the traded goods sector, as well as the nontraded good sector may well be against the
admission of foreign unskilled workers, because their income would decline &fter the admisson.

Favorable effect on capital holders (or employers)

In contrast to the workers, the Japanese employers, who are considered to be representing the interest



of capital holders, would gain because their income increases after the admission of foreign workers.
According to our estimate, the capital income would increase by 678 hillion yen (or about $5.7 hillion)
when 650,000 foreign unskilled workers were legdly admitted to Japan.

Note that the above gain to the Japanese capitd holder exists even if the migrant worker receives the
wage equivaent to that of the Japanese worker. In redlity, however, it is often reported thet foreign
workers receive substantialy lower wage than the Japanese counterpart. If such wage discrimination

were alowed, gains to the Japanese employers would be larger than the figurein Table 8.

The employer in the Japanese industry is very eager to push the government to legdize foreign unskilled
workers, because capita income would be increased by the admission. However, note that the
meagnitude of the gain to capita holders (678 hillion yen) is much smdler than thet of thelossto the

workers (2.7 trillion yen).

Adver se Effect on Consumers

Contrary to the popular belief often held by the Japanese economist, our Smulation suggests that the
Japanese consumers would lose if foreign unskilled workers were legaly admitted to Japan. As Table 8
shows, since the socid utility declines after the admission of foreign unskilled workers, Japanese
consumers are worse off. But, the magnitude of the loss cannot be intuitively understood by looking at
the change in the vaue of the sodid utility in Table 8, because the utility is ordind (rather than cardinal)
number. In view of this, | will compare the vaues of nationa income, which condtitutes the budget

condraint to the utility maximization problem of consumers, in the two Stuations.

According to our estimate, the Japanese nationa income (in 1986 prices) would be reduced by 2.2
trillion yen (or about 18 billion dollars) to become 273.0 trillion yen (or about 2.3 trillion dollars) if
650,000 foreign unskilled workers were legdly admitted. The magnitude of the decline (2.2 trillion yen)
is equivaent to 0.8 percent of the Japanese national income. Of course, the declinein real GNP s
smaller than 0.8 percent because the price of nontraded goods also declines after migrant workers are



admitted. In other words, while the income of the Japanese consumer declines, he can purchase
cheaper houses or services. But, it should be noted that the Japanese GNP declines even in real terms
if migrant workers are admitted, asis indicated in Table 8 from the fact thet utility isaso dedlined.

Incidentdly, note thet the decline in the nationd income (2.2 trillion yen) islarger than the declinein
labor income less the increase in capita income (2.0 trillion yen), because the change in the nationa
income indudes the third factor (i.e., the change in the tariff revenue digtributed to consumersin the lump

sum fashion).

Thus, contrary to the widely accepted verba folklore that the admission of foreign workers would give a
positive economic impact (athough it may give negative socia impact), our estimate suggests that Japan
would suffer a subgtantiad economic loss, if foreign unskilled workers were legdly admitted, aslong as
the scde of admisson isrdatively smdl (eg., around one percent of the Japanese |abor force)11.

11 Note that here | estimate the impact of legal admission of foreign workers, where there are no wage discrimination against
them. If migrant workers are paid less than native workers, the economic loss to the receiving country can be smaller than the
simulation result shows.



Overall Welfare Effect -- Trickle vs. Flood

However, the admission of guest workers can give afavorable economic impact on the host country, if
the scale of admissonislarge. Inview of this, the next question to ask is how much foreign workers
must be admitted if Japan isto derive afavorable economic impact from the admisson of migrant
workers. In order to answer the question, the smulation is repeated for different number of admitted
foreign workers, usng the model and parameter vaues discussed above.  Figure 8 is aso the result of
the numerous smulations. In the figure, the value of welfare (U) is plotted for various vaues of admitted
migrant workers (Ly). According to the smulations, Japanese welfare continues to decline until L
reaches 1.66 million (or about three percent of the Japanese labor force), and it is not until Ls reaches
3.43 million (or about five percent of the Japanese labor force) that the welfare recoversto theinitid
level without migrant workers (See Curve |l in thefigure). As discussed above, when the legdization of
unskilled foreign labor is discussed in Japan, the proposed number is about one percent of the labor
force (about 650,000). But, such asmdl scde admission is very likely to have a negative impact on the

Japanese economy.

Table 10 shows that, if Japan adopts more liberd trade policy, a smdl scae admission of foreign
workers can be welfare-improving. While the base calibration reported in Table 8 uses t=0.1329, the
smulaion is repeated for the reduced vaues of t in order to incorporate the impact of trade
liberdization which would be brought about, for example, by a successful implementation of the
Uruguay Round agreement. As Table 10 shows, if Jgpan succeeds in reducing trade barriers by haf
(i.e., t=0.066), Japanese wefare turns to increase when 0.79 million foreign workers, which is alittle
more than one percent of the Japanese |abor force, are admitted. When 1.61 million foreign workers
(about three percent of the Japanese [abor force) are admitted, the Japanese welfare leve is even higher

than in the case of no admisson of foreign workers.
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Table 10. Trade Barriers and Welfare Effect of Migrant Workers

T Lt LA
(percer11t) (thousand) (thousand)
13.3 1,660 3,430
10.0 1,220 2,500
6.6° 790 1,610
4.4 520 1,050

Note: ' Baseestimate.
2 One-half of the base value.
% One-third of the base value.
Source: Goto (1998).

Social Effect

In addition to the economic effects discussed above, migrant workers give various social and fiscd
effects, such as diversfication and internationalization, possible increase in crime, continuation of
unfavorable jobs, and burden on the fisca expenditurel2.

Recently, the Japanese government published an estimate of fiscal cost and benefit to the host
government. Since migrant workers pay taxes and receive various socid services from the government
of the host country, they give various effects on public finance in the host country. Needless to say, ther
work increases the revenue of the government, because they pay income taxes, property taxes, and
sdestaxes etc, and if they are enrolled in the socia security system in the host country, they contribute
to the socid security system, too.  On the other hand, they receive various socid services from the
government of the host country, e.g., education of their children, medica services, and pension if they

areealedin.

12 For theoretical discussion of each social effect, see my Class Note 1 "The Impact of Migration-- A Theoretical
Framework".



Table 11 is the summary of the esimate by the Japanese government of fiscal cost and benefit to the
host government (both central and local government) for three different stages of admission of migrant
workers. While the host government is benefited from migrant workersin Stage | (only sngleyouth is
admitted) because their tax payment exceeds socid servicesthey receive, in Stage Il (with spouse) and
Stage 111 (with spouse and two children), the fiscal cost for the socid expenditure far exceeds tax
revenues. When haf amillion migrant workers are admitted, the net cost to the government in stage 3
exceeds onetrillion yen (or about 8 hillion dollars).

Table 11. Social Cost of Migrant Workers (billion yen)

Stage 1 Stage 2 Stage 3
Receipt
Central government 181.1 93.1 77.5
Local government 0.0 38.3 28.2
Social security Total 145.5 180.2 193.2
326.6 311.6 298.9
Expenditure
Central government 12.8 77.8 353.8
Loca government 155 486.1 901.5
Social security Total 52.3 89.1 158.1
80.6 653.0 1,413.4
Net
Central government 168.3 15.3 -276.3
Local government -15.5 -447.8 -873.3
Social security 93.2 91.1 35.1
Total 246.0 -341.4 -1,114.5
Note:
Stagel1: Single.

Stage 2 : Married.
Stage 3: Married, two children.
Source: Japanese Ministry of Labor.

V. Concluding Remarks

In this paper, | discussed the impact, both economic and socid, of migration on host country aswell as
sending home country. At the end of the paper, let us summarize the main points discussed in the paper.

Asdiscussed usng Figure 5, traditional economigts are generdly in favor of internationa migration



because it involves the movement of |abor from labor-abundant country to |abor-scarce country.
However, the new analysis incorporating various redlities such as trade barriers and nontraded goods
revedsthat the international migration gives much more complex effects to the host country. The
complex effect can be divided into some sub-effect asfollows

cheaper foreign labor effect (pogtive)

trade barrier effect (negative)

nontradable good effect (positive consumption effect and negative income effect).

Moreover, we found that the overdl effect has a systematic relationship with the scdle of admissons and
the magnitude of trade barriers. If the host country isto be benefited from the admission of foreign
workers, the scale of admission should be large and, more importantly, the admission should be
accompanied by the trade liberalization.

In addition to the economic effect, the admission of migration workers gives various socid effects as
follows.

divergfication and interndization (pogtive)

burden on the fiscal expenditure (negetive)

possible increase in crime (dlegedly negative)

continuation of unfavorable "3-D" jobs (negative)

Obvioudy, internationd migration has impact on sending countries as well as host countries. The
fallowing four effects of emigration on sending countries are often pointed out.

income cregtion through remittance (postive, with reservetion)
relief to domestic unemployment (positive, with reservation)
transfer of knowledge and skills (positive, with reservation)
brain drain (negative)

After presenting atheoretical framework for the analysis of the impact of migration, | presented



summaries of empirical estimates of the magnitude of such impact, both economic and socid, on Japan.

In this paper, | presented a framework for the better understanding of the impact of international
migration on sending counties as well as on host countries. While | have discussed various effects of
migration, | tried to avoid any judgement on whether migration is good or bad. Neither | did say which
of the above sub-effects are more important than others, because it differs from country to country.
More (empirical) studies are needed to make a vaue judgement of the impact of international migration

on a particular country.
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APPENDIX 1
SPECIFICATION OF THE MODEL

The theoreticd andysisin Section 111- (1) and Estimation in Section IV- (1) are based on the
fallowing modd developed in Goto (1998)

In the model, consumers are characterized by the following Cobb-Douglas socid utility function.

U=CPCE Gy, a+R+?=1 (1)
where C,, C,, and C; are the amount of consumption of exportables (good 1), importables (good 2),
and non-tradable (good 3), respectively, and U issocid utility. Consumers maximize the socid utility
function (1) subject to the budget congtraint (2).

P.Ci+ (1+t) Co+ P3Cs=Y 2
where P; and P; are the prices of exportables and non-tradables, respectively, and Y isthe nationd
income. The world price of importables, which is considered to be the numeraire goods here, is set to
unity. And t isthe rate of domestic price markup of importables due to trade barriers. In order to avoid
further complication, it is assumed that the world prices of tradables are given to the economy (i.e, the
"gmal country” assumption). From the above utility maximization problem, the following three demand

functions are obtained.

Ci=aY/P, 3
Co=RBY/(1+t) (4)
Cs=?Y/P; (5)
The producers in the three sectors are characterized by the following Cobb- Douglas production
function.
Q= KP4 IH (6)
Q= KL (7)
Q= Ks' 5™ )

wheea>b>c

Q, li and K| are, respectively, production, labor input and capita input in the production sector of thei-



th good (i =1,2,3).13 Note that capitd is assumed to be fixed to each sector in the equilibrium after
foreign workers are admitted, athough it was mobile before the initia long run equilibrium was reached.
Producers maximize the following profit function:
pi= P Q- (r K + wl)) 9)
where p; and r; are, respectively, the profit and rental rate of the i-th production sector, and w is wage
rate. Solving the profit maximization problem, the following equilibrium conditions are obtained.

aK# 2P =1y (10)
(1-a)K2 1,2 Py = w (11)
bK 1,7P(1+1t) = 1, (12)
(1-b)KL° 1,°(1+1) = w (13)
cK 3Py =13 (14)
(10K Ps= w (15)

Note that equations (10) to (15) show that factor prices are equd to their margina value product in
equilibrium.

Domedtic labor supply is assumed to be given, i.e, thereis no wage leisure trade-off. Therefore,
the sum of labor input in the three sectorsis equa to the sum of the domestic labor supply (L) plusthe
number of admitted foreign workers (Ly).

L+ L+ 3= L+ L (16)

The domestic supply of nontradables must be equa to their domestic demand because, by
definition, no internationa trade is dlowed for them. Therefore, equation (17) holds in equilibrium.

Cs= Qs (17)

Since the tariff revenue accrued to the government is assumed to be distributed to domestic
consumers in alump-sum fashion, and since there is no profit in equilibrium, the nationa income (GNP
rather than GDP), which does not include the income accrued to migrant workers, consists of factor
payments and tariff revenue.

riKy+ roKo+ ks + wh + t(C-Qo) = Y (18)

By substitution, equation (18) can be expressed by (19).

13 | am assuming here that labor is homogeneous in order to avoid too much complication of the model. Inthereal
world, many different kinds of workers, i.e., some are skilled and others are unskilled, etc.



P1Qi+ (1+1) Q2 + PsQs- WL + 1(C2- Q) = Y (19)
The system of above sixteen independent equations ((1), (3), (4), (5), (6), (7), (8), (10), (11), (12),
(13), (14), (15), (16), (17), (19)) determines the equilibrium vaues of sixteen endogenous variables
(Cq, Cy, Cs, Qu, Qo Qs 1y, Iy, 13, g, 1o, 13, W, Y, Ps, U). Inorder to evauate the impact of
admitted foreign workers, the values of endogenous variablesin two equilibria, i.e,, an equilibrium when

L¢ iszero (before admission of foreign workers) and an equilibrium when Ly has some positive vaue

(after admission), are compared.



APPENDIX 2
PARAMETER VALUESUSED IN THE SMULATION

The impeact of the legal admission of foreign unskilled workers on the Japanese economy is
cdibrated using the forma modd developed above. Parameter vaues(a 3, ?, a, b, ¢, t, K1, Ky, K3, L,
P,) for the smulation are identified as follows:

Firdt, capital stock in the three industries (K;) and domestic labor supply (L) must be identified.
Fortunately, the actual data exist for these parameters. Second, a, b, and ¢ in the production function
(6)-(8) must be determined. Since it is very difficult to directly estimate these vaues, an indirect method
istaken. Namely, the actua Situation in the base year (in 1986) is assumed to be in the long run
equilibrium generated by the modd, and the values of a, b, and ¢ are caculated using actud (observed)
vaues of endogenous variables (r;, w, and I;). Further, note that, since production functions are of
Cobb-Douglas functiond form, a, b, and ¢ turn out to be the same as the capitd sharein each sector. In
order to determine the values of r; and w, the datain the Nationa Product Account in 1986 were used.
Note that, as explained in the above, the economy in the base year is assumed to be in the long-run
equilibrium, where capitd, aswell aslabor, completed the necessary adjustment among the three
sectors. In other words, the rental ratesin the three sectors are equated with each other through sectora
movement of capita when the long-run equilibrium is achieved. Therefore, in order to smplify the
notation, | denote here the rental rate in each sector in the base year as"'r* without subscript i, and sum
of the capital stock in the three sectors as "K.@The income accrued to capitd holders (rK) isthe same
as the nationd income (excluding tariff revenue) subtracted by the income accrued to workers (wL ).
The value of r was obtained by dividing capital income (rK) by the amount of capital stock (K), which
had been dready determined. Similarly, the value of w was obtained by dividing labor income (wL) by
the amount of labor supply (L). From such calculations, r=0.1938 and w=4,690 were obtained. From
thevalues of r, w, K;, and |;, | obtained 8=0.4242, b=0.3785, and c=0.2234. Third, the values of P,
and t must be determined. By using equations (6) and observed values of Qq, Ky, I;, r1, and w, and
noting that there is no profit in equilibrium, | obtained P, = 2.40. In order to obtain the value of t, data
on the average tariff rate and the tariff equivaency of the NTBs are needed. The tariff rate of 0.03595 is
obtained by using the Nationa Income Account published by the Japanese Government. For the tariff-



equivaency of nontariff barriersin Japan (0.0936), an estimate by Laid and Y eates (1990) was used
after adjusting for the Tokyo Round trade liberalization. From these, t=0.1329 was obtained. Forth, the
vauesof g, 3, and ?in socid utility function (1) must be identified. Since the utility function is Cobb-
Douglas, aisequa to the expenditure share of exportables, and smilar arguments can be made for 13
and ?. From this relationship, a=0.2077, [3=0.2529, and ?=0.5394 were obtained. In other words,
more than hdf of the income is spent on nontradables. In view of the large expenditure share of
nontradables in tota consumption, theincluson of the third sector in the modd seemsto be dl the more

important.



