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1. INTRODUCTION

The current debate on the growth of the global economy has mainly dealt with the increased
trade flows in the 1980s and 1990s induced by global reductions of trade barriers, the rapid
transmission of technology across countries, and highly mobile capital. An increasing
literature analyzes various aspects of the effects of integrated economies, i.e. the effects of
globalization on welfare, labor market, and inequality." The question of increased mobility of
labor, however, has been widely neglected in the debate on integration in the world
economies, even though it is an essential part of globalization.

Comparable to the increased world trade flows, OECD countries experienced rising
immigration flows in the 1980s and the beginning of the 1990s. Figure 1 elucidates this
development for selected OECD countries. In all countries immigration increased strongly in
the late 1980s up to about 1993. Then the growth in immigration stopped and almost all
countries exhibit a negative trend in the immigration flows. Given these numbers and the
growing discussion about the economic effects of globalization several questions arise. Is
there a link between the increased international mobility of goods, technology, and capital,
and the development in international migration? Are there similarities in the economic effects
of globalization and labor migration? Can we trace recent changes in immigration policy to
the economic effects of globalization?

In the following section we discuss theoretical and empirical investigations of the link
between the growth of the global economy and the mobility of labor. Furthermore, we will
provide a theoretical and empirical comparison of the labor market effects of globalization
and the immigration of labor. In Section 3 we analyze the German immigration policy in the
last decade with a special emphasis on the different sentiments of the German population

towards trade and immigration and the current policy concepts of the most relevant German

! See for example the 1995 symposium on ,Income Inequality and Trade™ and the 1998 symposium on

,(Globalization in Perspective in the Journal of Economic Perspectives.



parties. In Section 4 we discuss an immigration policy that seems crucial to deal with the

economic effects of a globalized economy. Section 5 concludes.

2. GLOBALIZATION AND THE MIGRATION OF LABOR

2.1. Trade and migration

The development of increasingly integrated economies is largely characterized by the
reduction of global trade barriers resulting in increased trade of commodities and capital
mobility, the transmission of technology across countries, and the development of
multinational firms that can produce and hire labor almost all over the world. In the following,
we discuss the theoretical links between these developments and labor migration and survey
the existing empirical evidence on the relationship between trade and migration.

According to the standard economic model, trade is a substitute for international
migration. According to the Heckscher-Ohlin model of factor price equalization, the removal
of trade barriers leads to the countries’ specialization in production of the goods for which
they have relatively abundant supply of input factors and thus have a comparative cost
advantage. Consider two countries, a developed country with many skilled workers compared
to unskilled workers, and a developing country with many unskilled workers relative to
skilled workers. Assume further that there are two goods, one that is produced by skilled and
one that is produced by unskilled workers. Producers in both countries have the same
technology. In this setting trade is determined by the factor endowments of the two countries:
the developed (developing) country will import the good which is produced by unskilled
(skilled) workers and specialize in the production of the good produced by skilled (unskilled)
workers. Trade between these two countries will decrease the wages of unskilled workers in
the developed country and increase the wages of skilled workers, and vice versa for the

developing country. In the long-run and under specific assumptions®, the factor prices for

See Bhagwati and Dehejia (1994) and Martin and Taylor (1996) for a discussion of these assumptions.
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skilled and unskilled workers across the two countries are equalized. In general, this basic
model states that trade or the mobility of production factors between countries will result in
equalized factor prices. However, if factor prices are equalized, the incentive to migrate
disappears. Hence, trade can be seen as a substitute for international migration.

The empirical evidence on factor price equalization and the substitutional relationship
between labor migration and trade is not as clear as it appears in the theoretical model.’
Several empirical studies found that trade and migration are complements instead of
substitutes, at least in the short and medium run.* Two lines of arguments have been brought
forward to explain these empirical results. First, our understanding of the determinants of
international migration is far from being complete.” Existing empirical evidence shows that
expected wage differentials have a significant effect whenever we observe large migration
flows between two countries. However, the reverse conclusion is not obvious, since we
cannot observe large migration flows whenever huge wage differentials are present.
Furthermore, theoretical models of the migration decision suggest that the desire to overcome
capital constraints and income risks in less developed countries could lead to international
migration flows even in the absence of expected wage differentials (Stark, 1991).

Second, the assumptions underlying the factor prize equalization theorem are
questioned frequently and empirical studies on the effect of increased trade on factor prices
provide no clear picture on whether trade leads to an equalization of factor prices.’ One of the
most restrictive assumptions is that developed and less developed countries have access to the
same production technology. Political stability, infrastructure, technological advantages, or
scale economies can offset the comparative advantage of developing countries in the

production of labor-intensive commodities. Political instability and market imperfections in

See Schiff (1996) for a discussion of the standard trade model and the question whether there is a
substitutional or complementary relationship between trade and migration.

Rotte and Vogler (1998) provide a recent review.

See Bauer and Zimmermann (1998) for a recent survey of theoretical and empirical analyses of
migration.



developing countries can hinder factor price equalization and provide additional migration
incentives. As predicted by the basic model, trade liberalization creates new employment and
higher earnings in the developing countries, giving individuals and families the means to
finance migration that they could not afford in the past. Furthermore, there is increasing
evidence that, once individuals migrated from a particular sending to a particular receiving
country, migration becomes a self-perpetuating process, because the costs and risks of
migration are lowered by social and informational networks (Bauer and Zimmermann, 1998;
Massey, 1990). Finally, there are forces in the globalization process, which could diminish the
substitutional relationship between trade and migration. New informational technologies and
trade itself provides potential migrants with more and better information concerning the cost
and potential benefits of migration. The availability of better information reduces the risks

and costs of migration and therefore fosters migration.

2.2. Comparing the economic effects of trade and labor migration
In the last two decades the development of the labor markets in advanced countries where
marked by a decreasing demand for low-skilled worker. In the United States this development
showed up in falling real wages of low-skilled workers and an increased income inequality.
Due to relatively inflexible labor markets, this development resulted in increased
unemployment of low-skilled workers in Europe. In the public debate, globalization of the
world economy and immigration pressure has been identified as two of the main sources of
the decreasing demand for low-skilled workers.

Within the globalization debate, the Heckscher-Ohlin model has been used to explain
the unfavorable development of the unskilled labor market. If developed countries import
commodities from developing countries produced by unskilled labor and export commodities

produced by skilled labor to these countries, the factor price equalization theorem predicts

A recent survey is provided by Freeman (1995).
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decreasing wages of unskilled and rising wages of skilled workers in the developed countries.
In the case of downward rigid wages, as in the European context, trade will lead to rising
unemployment of unskilled workers and a shortage of skilled workers. However, both
explanations of the reduced demand for unskilled labor relative to skilled labor are
qualitatively similar to the effects of a skill-biased technological change, and, as we will see
below, to the effects of the immigration of unskilled labor.

Empirical analyses of the effects of trade on the labor market essentially follow two
different approaches.” One approach is to use data on the factor content of import and export
industries to estimate the change in factor endowments that is due to trade. The empirical
evidence of these kinds of studies is mixed (Borjas, Freeman and Katz, 1992; Sachs and
Shatz, 1992; and Wood, 1994, 1995). The second approach is to use price data to explore
whether increased imports from less-developed countries reduce the price of goods produced
by low-skilled workers in the developed countries. If this is the case, the demand for unskilled
labor in the developed countries will fall and decrease their wages or increase their
unemployment. The empirical results using this approach suggest that trade has only a minor
impact on the wages and employment of unskilled workers (Freemann, 1995).

The effects of trade on the German labor market have been investigated by Liicke
(1996), Haisken-DeNew and Zimmermann (1997), and Winter-Ebmer and Zimmermann
(1998). Liicke (1996) cannot identify relevant effects of the relative price of unskilled-labor
intensive goods on wages. Haisken-DeNew and Zimmermann (1997) study wage and
mobility effects of trade and migration. They find that wages are negatively affected by a
relative increase of imports (relative to exports). Winter-Ebmer and Zimmermann (1998) find
that trade does not affect wages at all, and hardly affects employment.

Complicated economic processes determine whether one can expect gains from

immigration and which groups will receive them. Assuming homogeneous labor, the standard



competitive framework predicts that immigration will shift out the supply of labor. This shift
can readily increase total welfare, but also tends to drive down the wage rate. Under the
assumption that labor is heterogeneous, the key issue for the evaluation of the wage and
employment effects of immigration on natives is whether foreign workers are substitutes or
complements to native workers. In general, one might expect that the higher the
substitutability of foreign for domestic workers, the more likely an increase in immigration
would cause a decline in the domestic labor force’s wages.

More sophisticated theoretical models analyze the labor market effects of immigration
with imperfect labor markets in the receiving countries (Brecher and Choudhri, 1987,
Schmidt, Stilz, and Zimmermann, 1994; Bauer and Zimmermann, 1997). In the case of
minimum wages, which already caused unemployment in the receiving country, increased
immigration may just widen the gap between the minimum wage and what would have been
the market wage, leading to higher unemployment. Of particular importance in the German
context is the case where wages may not be downward flexible due to the behavior of unions.
In the theoretical model developed by Schmidt, Stilz, and Zimmermann (1994), which
considers heterogeneous labor and downward rigid wages due to the behavior of unions, the
labor market effects of immigration depend on the reaction of the union and the degree to
which skilled and unskilled labor are complements. In this model, immigration of unskilled
labor produces gains for skilled natives, but unskilled natives receive lower wages and face
higher unemployment. To what extent natives in total benefit from unskilled immigration
depends on the concrete situation, i.e. the reaction of the union and the degree of
complementarity between unskilled and skilled labor. In the case of immigration of skilled
labor, both wages and unemployment of natives will decline, and total income of natives will

increase.

See Freeman (1995) for a detailed description of these approaches and a discussion of their advantages
and problems.



The existing empirical literature on the labor market effects of immigration can be
differentiated into studies using simulation methods and those using an econometric
approach.® Calibrating the model of Schmidt, Stilz, and Zimmermann (1994) using German
data for 1993, Bauer and Zimmermann (1997) showed that in the case of unskilled
immigration of 10% of the German labor force in 1993, income losses of natives could reach
up to 5% of national income. In the case of skilled immigration there could be substantial
gains due to the improvement of the employment possibilities of unskilled natives (up to 4%
of national income at the unemployment rates of 1993). Furthermore, they showed that the
distributional effects of immigration could be quite dramatic. It appears that capital always
benefits from immigration and that these benefits increase with the share of skilled
immigrants. Both types of labor could loose very much from immigration depending on the
share of immigrants that substitute them. For instance, if 10% of the native work force
immigrates and all immigrants are skilled, skilled native workers win 5.4% of their initial
income. The loss of unskilled native workers is calculated to reach DM 62 billion or 21% of
their initial income in the case of unskilled immigration.

An increasing literature analyzes the wage and employment effects of immigration
using econometric techniques. Most of these studies find that immigration hardly affects the
wages and employment prospects of natives, at least not negatively (Bauer et. al., 1998). It
should be noted that similar studies in the U.S. mostly were unable to find remarkably

negative effects of immigration on the labor market situation of natives (Friedberg and Hunt,

1995).

3. GERMAN MIGRATION POLICY
There is an increasing literature provided by economic historians arguing that the

convergence of living standards across countries in the period between 1850 and 1914 have

8 See Bauer (1998), Bauer et.al. (1998), and Zimmermann (1994, 1995, 1997) for various surveys.
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been the result of a globalization process similar to the process we observe since the 1980s
(Williamson, 1998). This literature also shows that the economic effects of the globalization
process in the second half of the nineteen's century were similar to those we have observed in
the 1980s and 1990s, namely a significantly increasing inequality. Williamson (1998) argues
that this development caused a more restrictive immigration and trade policy prior to World
War 1. In this section we give a short description of past and current issues in the German
migration policy with a special emphasis on the different policy approaches of the main

German parties and the sentiments of the German population towards trade and migration.

3.1. German migration policy in the last decade

From 1988 to 1992 Germany experienced a sharp increase in immigration flows (see Figure
1). Figure 2 shows the structure of the immigration flow to Germany since 1988 by
immigration status. It appears that immigration between 1988 and 1996 has been dominated
by east-west migration and by a heavy inflow of asylum seekers and refugees. A large part of
the east-west migrants were ethnic Germans, who moved directly to Germany. Since 1989
Germany also receives so called “New Labor Migrants” which consists of temporary migrants
(Werkvertragsarbeiter, Seasonal Workers, and Gastarbeitnehmer) who immigrate through
special bilateral agreements Germany signed with several East European countries.’

Since 1992, immigration to Germany decreased again due to a more restrictive
immigration policy of the German government, consisting of a coalition between the
CDU/CSU and the FDP. Figure 2 shows that this decrease could be mainly traced back to a
decreased number of asylum seekers and Aussiedler, which is the result of changes in the
immigration policy directed towards these group of migrants. In 1993, the government

changed the asylum law to establish the possibility to send back asylum seekers immigrating

See Bauer and Zimmermann (1997) for a detailed discussion of this type of temporary immigration.



from member states of the European Union or from other safe countries defined in the new
law. As safe countries surround Germany, asylum seekers theoretically could enter Germany
only by air or sea. The decrease in the immigration of Aussiedler is due to administrative
barriers set up by the German government since 1990. Since July 1990, ethnic Germans have
to apply for immigration in the countries of origin. In 1993, a new law has been passed, which
sets a quota of 225,000 Aussiedler per year. Finally, in 1996 a German language test has been
introduced for potential ethnic German immigrants from the former USSR. Since the
introduction of the language test, the acceptance as ethnic German and the issuing of
immigration permission is conditioned on the proof of a significant command of the German
language (Dietz, 1998). In the case of the New Labor Migrants the quota of immigration
permissions under the bilateral agreements have been reduced steadily since 1992. Finally, the
end of the civil war in the former Yugoslavia can explain the decreased number of refugees.
To summarize, after the heavy inflows of migrants in the early 1990's the German

government steadily and successfully increased immigration restrictions.

3.2. Migration policy in the European context

Particularly the German asylum policy must be interpreted within the joint migration policy of
the European Union. The migration policy of the EU since 1988 is marked by two different
developments. First, since the original Treaty of Rome of 1957, internal migration within the
EU has been liberalized steadily, finding its conclusion in Article 8a of the Single European
Act. This Act requires the achievement of free movement of people, capital, goods and
services since January 1, 1993, which implies the abolishment of controls at the interior
borders of the EU. Second, with respect to immigration from outside the EU there has been
increasing efforts to establish a collective and more restrictive policy.'” The necessity of a

common EU migration policy was coupled with the plan of a common European market, as



the abolition of interior borders results in a dependency of each member state on the
immigration policy of the other states. The development towards a joint EU migration policy
started with the Schengen Accords of June 1985 (Schengen I) and June 19, 1990 (Schengen
II) and the accord of Dublin from June 15, 1990, and has been continued with the Maastricht
Treaty of 1992.

The main objectives of these initiatives have been the elimination of internal and
consistent and tighter external border controls, a unified visa policy, and the coordination of
different national asylum policies. For the time being, the final step could be seen in the
Treaties from Amsterdam from 1997. Concerning migration policy, Article 63 of the treaty
suggests
e a closer co-operation to prevent illegal immigration,

e the elaboration of joint norms regarding the acceptance of asylum seekers, the
prerequisites for the immigration and residence of persons from countries outside the EU,

e the alignment of the rights and conditions under with immigrants of one EU member
country can reside in another member country.

The Amsterdam Treaty explicitly states, however, that there is no specific time schedule for

the resolutions regarding the above stated measures on a joint migration policy.

An upcoming discussion on the migration policy of the EU centers on the planned
enlargement towards the Central and Eastern Europe. The EU opened negotiations with
several Central and Eastern European countries seeking membership. In principle, all current
EU members favor the idea of extending the EU. However, some current members fear that
they will lose from this expansion. Countries with direct borders to the potential new EU
members, such as Austria and Germany, have expressed the concern of potentially large-scale

immigration of job seekers from entering countries into the current EU-member countries.

See Zimmermann (1994, 1995) for a comprehensive discussion of the immigration policies of the EU
and its single members.



Evaluations of the potential East-West migration flow after an EU-enlargement
conclude that East-West migration will reach about 350,000 East-West migrants to the current
EU within the first years after enlargement of which about 220,000 will go to Germany
(Bauer and Zimmermann, 2000). These flows will decrease over time as the economies of the
new member countries converge to those of the current EU-members. Given the German
migration experience in the early 1990s, these numbers seem not to be dramatic. Based on the
empirical evidence on the labor market effects of immigration, which have been discussed in
section 2.2, the wage and employment effects of the predicted inflow are likely to be
negligible.

In the short-run, the current EU members have policy options to regulate the potential
East-West migration after an enlargement. Similar to the enlargement of the EU towards the
south European countries Spain, Portugal and Greece, migration restrictions could be
implemented for an adjustment period. At the current stage it seems that such restrictions on
labor mobility will be indeed implemented when the Central and Eastern European will join
the EU. The main open question is on the duration of these restrictions, which could lie
between 5 and 10 years. Because of Article 8a of the single European Act, however, a system

of free labor mobility is unavoidable in the long run.

3.3. Migration policy and the German parties

It is interesting to examine the migration concepts of the German parties. Until 1998, the
CDU/CSU (the conservatives) had governed Germany together with the FDP (some market-
oriented liberals), while the SPD (the social-democratic party) and Biindnis 90/Die Griinen
(the Greens) where forming the major opposition parties. In 1996, FDP and Biindnis 90/Die
Griinen proposed a new immigration law. Both concepts called for an immigration quota and
a selection of the immigrants following the Canadian and Australian point system

(Frankfurter Allgemeine Zeitung, 1996; Siiddeutsche Zeitung, 1995, 1996). This point system

10



was supposed to consider humanitarian and economic interests, the demographic
development, as well as the situation on the German labor and housing markets. Differences
in the proposals of the two parties can be found only in the weighting of the allocation of the
points. The Biindnis 90/Die Griinen has given humanitarian reasons and family reunification
priority over economic interests. In contrast, the proposal of the FDP has allocated more focus
on social and economic aspects.

The SPD has no clear proposal for an immigration policy. Instead, there are two groups
within the SPD, which follow different concepts. One group is in favor of an immigration law
similar to the point system proposed by FDP and Biindnis 90/Die Griinen. Regarding the
allocation of points among different groups of immigrants, the position of this group within
the SPD is somewhere in between the positions of the FDP and the Biindnis 90/Die Griinen.
The position of the other group within the SPD is more similar to the CDU/CSU, arguing that
there is neither a necessity for a new immigration law nor a necessity for additional
immigrants. According to their view the existing immigration regulations guarantee a
sufficient control of the immigration flows. Furthermore, an immigration law would imply the
acceptance of additional migrants. In the face of the high unemployment rates in Germany,
immigration in addition to the immigration guaranteed by the existing laws (the immigration
of ethnic Germans, war refugees, asylum seekers, and individuals immigrating through the
family reunification program), however, could not be justified (see also Kanther, 1996;
Hailbronner, 1996). After the SPD won the elections in 1998, the new minister of the interior,
Otto Schily, announced that the new government would not prepare a new immigration law in
the near future using the argumentation outlined above.

The debate on an immigration law for Germany started again fueled by a speech of the
German chancellor Gerhard Schroder in February 2000. In this speech, he promised the
German IT-industry to introduce a “green card” for Non-EU IT specialist to meet the excess

demand for IT-specialists in Germany and to ensure the development and the competitiveness
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of the German information sector. In May 2000, the German government decided that up to
20.000 Non-EU IT specialists could come to Germany for a period of up to 5 years. In order
to immigrate, an applicant must either have a university degree or earn an annual salary of
more than DM 100,000 in Germany. The families of the migrants are also allowed to move to
Germany. The government has promised that a decision would be reached within a period of
one week to meet the competition with other states like the UK or the US. Note that the
German green card is more similar to the US H-1B-visa rather than to the US green card,
which allows permanent residence.

In early June 2000, 1.400 foreign IT-specialists expressed their interest to come
Germany.'" It should be noted that soon after the speech of Gerhard Schréder other industries
than the information technology sector claimed that they also have an excess demand for
skilled workers and that the green card should be extended to satisfy their demands.

Around the discussion on the necessity of a green card for IT-specialists the FDP and the
Biindnis 90/Die Griinen again called for the installation of a German immigration law, which
follows the Canadian and Australian example. Within the CDU/CSU the positions became
rather mixed. Whereas the CDU-politician Jiirgen Riittgers strongly opposed the green card
regulation within his campaign for the elections in North Rhine-Westphalia, the CDU-
politician Friedrich Merz and the leader of the federal German state Bavarian, Edmund
Stoiber from the CSU, asked for an immigration law, which follows more the demands of the
German economy. Both of them, however, claimed that the overall immigration should not be
increased through such an immigration law. Rather the immigration of asylum seekers and the
immigration within the family reunification program should be reduced in favor of high-
skilled immigrants. The positions within the SPD again turned out to be diverse. Whereas
some SPD-politicians are in favor of a general immigration law, chancellor Schrdder stated in

May 2000 that the green card regulation is an exception to meet the strong demands in the
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German computer industry and that there will be no immigration law, at least not in the

current parliamentary term.

3.4. German's sentiments towards trade and migration

The tendency of the main German parties towards a more restrictive immigration policy leads
to the question whether the recent globalization process and the huge immigration flows in the
early 1990s resulted in rising tensions of the German population against additional
immigration and whether these tensions could partly explain the changes in the German
migration policy. Table 1 exhibits the share of Germans asking for a total stop of immigration
for different immigration groups for the period from 1990 to 1996. It is of particular interest
that the development of the tensions against additional immigrants is different between West
and East Germany. Whereas the share of West Germans opting for a total stop of immigration
is constant or decreasing between 1990 and 1996, the share of East Germans opting for a total
stop is sharply increasing for all groups of immigrants. Since the East Germans experienced a
sharp increase of unemployment and inequality since the re-unification, the latter result seems
to support the arguments of Williamson (1998). Empirical studies of attitudes towards
foreigners show that negative sentiments towards foreigners are decreasing with education
and occupational status and increasing with age. However, the results regarding the effect of
being unemployed are mixed. '*

Bauer, Lofstrom and Zimmermann (2000) analyze the interaction between
immigration policy and natives' sentiments towards immigrants in 12 OECD-countries. In
general, it is difficult to disentangle to what extent the sentiments of the population are in line
with policy or policy is in line with sentiments. They think, however, that there are indications

that immigration policies affect natives' sentiments of immigrants. Analyzing individual data

" 202 of these specialists come from Bulgaria, 121 from India, 81 from Ecuador, 75 from Hungary, 71

from Russia and 70 from Algeria.
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from 12 OECD countries, Bauer, Lofstrom and Zimmermann (2000) find that natives in
countries selecting immigrants on their skills, such as Canada, Australia and New Zealand,
are more likely to think that immigrants are generally good for the economy than in countries
that receive mainly asylum seekers and refugees. Natives in Canada and New Zealand,
however, are more concerned that immigration negatively affects their own labor market
situation, whereas in countries that receive mainly non-economic migrants, natives are mostly
concerned about increasing crime rates.

Policy-makers are typically concerned about re-election, and hence must be interested
in the emotions of voters caused by immigration. There are two important channels by which
re-election might be affected: First, there are social tensions caused by ethnic rivalry and other
negative social externalities such as crime. Second, immigration can improve the economic
conditions in a country. Since the popularity of a government depends largely on its economic
success, a well-chosen migration policy can be effective.

The question arises, if the fears of individuals are also revealed by their voting
behavior. Tables 2 and 3 explore the voting behavior of individuals and their sentiments
towards immigration and imports for Germany and the US. The data comes from the
International Social Survey Programme (ISSP), which is a continuing annual program of
cross-national collaboration on surveys covering a variety of topics deemed important for
social science research. In 1995, ISSP compiled representative cross-national data on national
identity, which included questions about the perception of immigrants, immigration and
imports.

A clear result from Tables 2 and 3 is that the majority of individuals in Germany and
the US think that immigration should be reduced. About 76% of the individuals in West

Germany and 80% of the individuals in East Germany think that immigration should be

Bauer, Lofstrom and Zimmermann (2000) analyze the sentiments towards immigrants in 12 OECD-
countries. See Gang and Rivera-Batiz (1994) for further evidence on Germany and Dustmann and
Preston (1998) for the UK.
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reduced. The corresponding number for the US is somewhat lower; only 64% of individuals
in the US think that immigration should be more restrictive. In the US, however, significantly
more individuals agree that imports of foreign products should be limited in order to protect
the national economy than in Germany. Whereas 69% of individuals in the US think that
imports should be limited, only 41% of West Germans and 58% of East Germans opt for a
limitation of imports. Overall, Tables 2 and 3 are in line with the arguments of Williamson
(1998), since the majority of the population in Germany and the US seems to opt for both, a

more restrictive immigration and trade policy.

4. INTERNATIONAL COMPETITION FOR HIGH-SKILLED WORKERS AND THE NEED FOR A
CHANGE IN MIGRATION POLICIES

So far, the discussion has shown that the globalization process will most likely result in
increased immigration flows to the developed countries, at least in the short and medium run,
and that trade and immigration could potentially lead to increased income inequality or to a
rise in the unemployment of unskilled workers, even though the empirical evidence regarding
the latter is mixed. Most countries facing this development have reacted with increasing
restrictions on immigration. However, we must ask whether this restrictive policy is the right
way to deal with the effects of globalization. A total restriction of free labor mobility will not
solve the problems of unskilled workers resulting from liberalized trade, since it does not alter
the effects of liberalized trade. Furthermore, such a policy would lead to an increased
immigration pressure resulting in high costs for the respective countries to protect their
borders. In addition, a restrictive immigration policy might lead to the effect that the
production of low-skilled intensive goods will be transferred to developing countries.

One alternative policy would be, to allow free global mobility of labor across countries
instead of restricting migration. In the short and medium run this will most likely lead to an

increased immigration of unskilled workers resulting in increased inequality and/or higher
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unemployment of unskilled workers in the developed countries. In the long run, factor prices
across countries will tend to equalize and the incentives for migration will disappear.
However, it is doubtful, whether the increasing social tensions arising from such a
development will allow the respective governments to sustain such a policy long enough for
factor prices to equalize. Again, this policy is not able to solve the problems of increasing
inequality or increasing unemployment of unskilled workers.

A second alternative policy option would be a selective immigration policy by
restricting the immigration of unskilled workers and promoting the immigration of skilled
workers. This policy will lead to an increased supply of skilled workers in the developed
countries, which lowers wages for this type of workers and decrease the current excess
demand for skilled workers. Such a policy could foster the specialization of the countries in
their production, i.e. developed countries will specialize more in the production and
development of skilled intensive goods such as IT-technology or biological technology and
less developed countries will specialize more in the production of unskilled-intensive goods.

Such a selective migration policy towards high skilled migrants is reflected in the
immigration debate in most important receiving countries. As already described above, the
German government wants to introduce a green card for foreign IT-specialist to meet the
excess demand for IT-workers in Germany. Similarly, U.S. senators Orin Hatch and Spencer
Abraham recently introduced a bill that would increase the number of H-1B visas, six-year
temporary visas granted to foreigners with college degrees, from 115,000 to 195,000 for the
next three years. Australia, Canada and New Zealand use a point system to select migrants,
which are of particular need in their labor markets. It seems that the international competition
of the developed countries for high skilled workers is becoming more severe. Especially in
labor markets and economies where the necessities of different types of human capital change

frequently, it seems to be essential to attract foreign workers with the human capital in
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demand, since national educational systems are unable to react fast enough to the changing
human capital requirements.

The lesson for policy-makers is quite simple: A government would be more popular if
it chooses migrants more according to the labor market needs, because this moderates social
tensions and increases the economic performance of the country. The current outcry in
Germany to provide green cards to non-EU IT specialists to save the development of the
German information sector is just a simple example of this.

Two main questions remain for the case of a selective immigration policy. First, how
should such a selective migration policy be organized? In general, there are two possibilities.
(See Bauer (1998) and Bauer and Zimmermann (1999) for a detailed discussion.) The first is
to adopt a point system, similar to those in Canada, Australia, and, more recently, in
Switzerland. The main deficiencies of this policy are (i) that the existing management
techniques of a point system are not able to address unexpected events, like recessions; (ii)
that due to the time lag between collecting and analyzing labor market data on occupational
shortages, and the actual landing of immigrants could lead to the selection of the wrong
migrants; and (iii) that there are no reliable empirical techniques to identify shortages in
particular occupations.

The second possibility is to auction the right to immigrate to potential migrants or to
domestic firms. The concept to auction the right to immigrate or the right to select a migrant
is quite appealing to economists, because an auction selects migrants or firms according to
their abilities or needs and their willingness to pay. This selection mechanism will efficiently
identify those migrants or firms with the largest potential for the economy. A point system
also discriminates among migrants by their economic value, but an auction will in addition
self-select those persons who have the best chance to achieve economic success. In general,
this holds irrespective whether the immigration visas are auctioned to potential migrants or to

native firms. A main drawback, however, is the costs, which are imposed on the migrants. If
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several countries compete for a high-skilled migrant, this migrant will move to the country
where he/she could expect the highest income gains. Since an auction increases the costs of
migrating, this migrant has a higher probability to migrate to a country, which does not
allocate immigration visas using an auction. Auctions among firms have the advantage that
firms know probably better what types of jobs are really at demand in a country. However,
this knowledge is probably only of value in the short run. Hence, it might be best after all to
auction only among firms in the context of a temporary immigration regime. For permanent
immigration, it might be better to apply a point system to avoid a negative self-selection of
migrants that seek welfare benefits.

The second main question is, whether the receiving country should allow permanent or
only temporary migration. Permanent migration normally implies that selected high-skilled
workers will immigrate together with their family. However, empirical evidence suggests that
the family members could end up as unskilled workers that would result in similar problems
as under an unregulated immigration regime. This problem could be avoided by allowing only
temporary migration, since a government could then restrict the immigration of family

members more easily.

S. CONCLUSION

Globalization (especially trade and its labor content) and migration are two sides of the same
coin that will be used to shape the future of the western economies. The most crucial threat of
globalization is virtual migration through the Internet. While the immediate pressure is
currently on the labor market of the low-skilled, virtual migration will also affect the skilled
labor markets. Hence, there is no way to ignore the pressure. We have argued that the best
response is to open up the economies as far as possible to speed up the adjustment processes
in the countries and to enable new market forces to develop new products and employ both

skilled and low-skilled workers. Selective immigration policies are a first step in this direction
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that allow to test the respective strategies and to convince voters that integrated national

economies are in the best interest of the countries.
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Table 1: Share of Germans, Asking for a Total Stop of Immigration*

1990 1991 1992 1996

Aussiedler from East Europe

West Germany 20.4 10.1 10.1 11.5

East Germany - 11.9 10.9 17.7
Asylum Seekers

West Germany 30.4 21.6 23.8 21.7

East Germany - 15.2 18.1 21.1
Labor Immigrants from the EU

West Germany 13.3 9.8 9.0 12.1

East Germany - 25.5 24.0 37.7
Labor Immigrants from outside the EU

West Germany 34.1 28.4 28.1 313

East Germany - 393 36.1 493

Source: ALLBUS, own calculations.
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Table 2: Sentiments towards Immigration in Germany and the U.S. and Voting Behavior (in%)*

Voting Behavior
Immigration should be CDU/CSU FDP SPD Biindnis90/Griine PDS Other Parties Total
West Germany
Increased a lot/Increased Little 0.48 1.47 3.76 12.65 0.00 0.00 3.53
Remain the Same 16.75 23.53 22.58 31.33 0.00 6.25 20.93
Reduced little/Reduced lot 82.78 75.00 73.66 56.02 100.00 93.75 75.53
Observations 418 68 372 166 3 48 1075
(in % of Total) (38.88) (6.33) (34.60) (15.44) (0.28) (4.47) (100.00)
East Germany
Increased a lot/Increased Little 0.70 0.00 0.56 6.15 2.53 0.00 1.58
Remain the Same 11.19 20.69 16.85 30.77 25.32 9.09 18.42
Reduced little/Reduced lot 88.11 79.31 82.58 63.08 72.15 90.91 80.00
Observations 143 29 178 65 79 11 505
(in % of Total) (28.32) (5.74) (35.25) (12.87) (15.64) (2.18) (100.00)
USA
Strong Not very strong Independent Not very strong Strong Other Parties Total
republican republican democrat democrat

Increased a lot/Increased Little 6.67 6.15 11.41 6.99 8.97 4.55 8.60
Remain the Same 20.00 24.62 28.29 30.13 30.77 18.18 27.19
Reduced little/Reduced lot 73.33 69.23 60.30 62.88 60.26 77.27 64.21
Observations 135 195 403 229 156 22 1140
(in % of Total) (11.84) (17.11) (35.35) (20.09) (13.68) (1.93) (100.00)

Source: ISSP 1995, own calculations. Numbers refer to the percentage of individuals answering the questions: "Do you think the number of immigrants to nowadays should be..."
and "If there is a general election next Sunday, which party would you elect with your second vote?" in the case of Germany and "Generally speaking, do you usually think of
yourself as a Republican, Democrat, Independent or what? (If Republican or Democrat) Would you call yourself a strong or not a very strong Republican or Democrat?" in the

case of the US.
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Table 3: Sentiments towards Imports in Germany and the U.S. and Voting Behavior (in%)*

Voting Behavior
Imports should be limited CDU/CSU FDP SPD Biindnis90/Griine PDS Other Parties Total
West Germany
Disagree/Disagree strongly 34.04 41.79 41.40 51.35 0.00 20.83 39.31
Neither nor 17.49 25.37 21.95 22.70 33.33 10.42 20.14
Agree/Agree strongly 48.46 32.84 36.66 25.95 66.67 68.75 40.55
Observations 423 67 401 185 3 48 1127
(in % of Total) (37.53) (5.94) (35.58) (16.42) (0.27) (4.26) (100.00)
East Germany
Disagree/Disagree strongly 22.15 20.00 22.10 30.43 26.37 9.09 23.54
Neither nor 15.44 10.00 12.71 31.88 25.27 36.36 18.46
Agree/Agree strongly 62.42 70.00 65.19 37.68 48.35 54.55 58.00
Observations 149 30 181 69 91 11 531
(in % of Total) (28.06) (5.65) (34.09) (12.99) (17.14) (2.07) (100.00)
USA
Strong Not very strong Independent Not very strong Strong Other Parties Total
republican republican democrat democrat

Disagree/Disagree strongly 12.59 17.12 15.57 10.73 12.14 20.00 14.14
Neither nor 18.18 20.72 16.23 18.39 13.29 8.00 17.11
Agree/Agree strongly 69.23 62.16 68.20 70.88 75.57 72.00 68.75
Observations 143 222 456 261 173 25 1280
(in % of Total) (11.17) (17.34) (35.63) (20.39) (13.52) (1.95) (100.00)

Source: ISSP 1995, own calculations. Numbers refer to the percentage of individuals answering the question: "The country should limit the import of foreign products in order to
protect its national economy..." and "If there is a general election next Sunday, which party would you elect with your second vote?" in the case of Germany and "Generally
speaking, do you usually think of yourself as a Republican, Democrat, Independent or what? (If Republican or Democrat) Would you call yourself a strong or not a very strong
Republican or Democrat?" in the case of the US.
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Figure 1: Immigration of Foreigners in Selected OECD Countries
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Figure 2: Immigration to Germany by Immigration Status (1980-1996)
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