Welfare Effects of International Labor Migration (Salvatore, International Economics, 9" edition)

The welfare effects of international labor migration on the nations of emigration and immigration can be
analyzed with the same diagrammatic technique used to analyze the welfare effects of international capital
movements. In figure 12.2, the supply of labor is OA4 in Nation 1 and O'4 in Nation 2. The VMPL:and
VMPL: give the value of the marginal revenue product of labor in Nation 1 and Nation 2, respectively.
Under competitive conditions, VMPL represents the real wages of labor.

Before migration, the wage rate is OC and total product is OFGA in Nation 1. In Nation 2, the wage rate
is O'H and total product is O'JMA. Now let us assume free international labor migration. Since wages
are higher in Nation 2(O'H) than in Nation 1(OC), AB of labor migrates from Nation 1 to Nation 2 so as to
equalize wages in the two nations at BE(=ON=0'T). Thus, wages rise in Nation 1 and fall in Nation 2
(and for that reason immigration is generally opposed by organized labor). On the other hand, total
product falls from OFGA to OFEB in Nation 1 and rises from O'JMA to O'JEB in Nation 2, for a net gain
in world output of EGM (the shaded area in the figure). Note that there is redistribution of national income
toward labor in Nation 1 (the nation of emigration) and toward nonlabor resources in Nation 2. Nation 1
may also receive some remittances from its migrant workers. Note also that if 4B of labor had been
unemployed in Nation 1 before migration, the wage rate would have been ON and the total product OFEB

in Nation 1 with and without migration, and the net increase in world output with migration would have

been ABEM (all accruing to Nation 2).
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