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Abstract

We study the migration and return migration decisions of skilled workers,
along with the impact of migration prospects on human capital formation in
the source country under asymmetric information. In addition, we analyze the
dynamics of migration and return migration as informational asymmetries and
migration costs evolve over time as a result of migration networks. We find that
skilled migration is followed by return migration which involves both positive and
negative selection of skilled migrants. Furthermore, we show that the possibility
of return migration under asymmetric information mitigates the brain draining
effect of initial migration prospect and has a positive impact on human capital
formation in the source country. Finally, we derive the conditions under which
the possibility of migration leads to welfare gain in the source country.
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1 Introduction

International migration of skilled workers has generated substantial amount of research in
the discipline of economics and an equally high number of controversial debates among
policy circles. The conventional view asserts that migration of skilled workers, the so-
called brain drain, is detrimental for the country of origin since in the absence of migration
source country would have had a more skilled workforce, and per capita output and national
welfare would be higher. Accordingly, the brain drain is considered as a negative externality
on the remaining population in the country of origin. Recent studies, however, have been
questioning this view by arguing that migration of skilled workers can be associated with
some positive effects that can compensate the negative effect of loss of skilled workers.

As a case in point, one branch of the literature on migration of skilled workers studies
the effects of migration possibilities on human capital formation in the source country. The
key argument presented in this line of research is the following: When an economy opens
up to migration, workers would have more incentives for skill acquisition since they have
the possibility to migrate to a country where return to skills is higher. As a result, the
skilled fraction of the source country would increase and, provided that only a fraction of
skilled workers would migrate, the average skill level of the population left in this economy
might increase in comparison to autarky. Thus, migration of skilled workers would induce
a positive externality on the remaining populationEI.

Our paper contributes to this existing body of literature in a couple of ways. Firstly,
we introduce the return migration choice into migration decisions of workers to analyze the
effects of the possibility of return migration on initial migration choice. Introduction of a
return decision choice enables us to analyze the effect of foreign work experience premium
on employment and migration choices of domestic workers as well as on human capital

formation in the source country. Secondly, we characterize the workers who engage in

!This is the so called "Brain Gain with Brain Drain" argument.
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migration and return migration under perfect and asymmetric information. Under perfect
information, we show that skill acquisition in the source country is higher when return
migration is a possibility. We observe that as migration costs decrease, skill acquisition
increases and, migration becomes less positively selected while return migration exhibits
more negative selection. Under asymmetric information, we derive the set of conditions
under which average human capital of migrants rise over time. Finally, we run a welfare
analysis, where we derive the conditions where brain drain leads to welfare gain in the source
country.

Positive effects of migration have been emphasized by Stark et al. (1998) who show that
in an economy populated with homogeneous workforce, a positive probability of migration
provides an incentive for higher per worker investment in human capital formation in the
source country and the average level of human capital in the economy might rise. Vidal
(1998) presents a two-period overlapping generations (OLG) model which incorporates in-
tergenerational externality of average human capital for each generation. The model shows
that for a well-defined level of probability of migration, the source country might experience
a higher long-run economic growth. Mountford (1997) develops a three-period OLG model
which considers a heterogeneous labor force in the sense that the individuals in the source
country are endowed with heterogenous latent abilities. It is shown that the migration of
skilled workers might be beneficial in terms of a higher growth rate of the source country if
the probability of migration is sufficiently low along with sufficiently high wage differential
between the source and host countries. Beine et al. (2001) present a two-period dynamic
migration model which concentrates on the human capital formation and economic growth
in the source country. They argue that migration of skilled workers might lead to a higher
steady-state growth rate if the source country’s growth rate is already relatively high along
with intermediate values for migration probability of skilled workers in the source country.

Moreover, Hemmi (2005) extends the model of Beine et al. (2001) by introducing a fixed
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migration cost to the model. In that context, the transitional dynamics is also explored and
it is concluded that although source country might experience a higher steady-state growth
rate, it is also possible to exhibit a relatively low growth performance along the transition
path. Stark (2004) takes a social planner’s perspective and investigates whether there exists
an optimum migration probability which maximizes source country’s welfare by increasing
skill acquisition in the source country. It is argued that migration probability, which yields
social optimum outcome, is strictly positive, hence migration of skilled workers might lead
to an increase in welfare along with a rise in the average level of human capital in the source
country.

All the articles above assume a perfect information setting. Put differently, not only
the employers in the home country, but also the employers in the foreign country perfectly
observe the skill level of workers and offer wage rates accordingly. The simplifying nature
of the perfect information assumption was made clear by Stark et al. (1997) who argue
that foreign employers are less capable of assessing the skill level of migrant workers since
the home country’s information structure differs from the foreign country’s. Relaxing the
homogeneous information structure, Stark et al. (1997) present a two period-static model on
migration decisions of low-skill and high-skill workers. The model assumes that in the first
period the migrants are offered a wage rate depending on the average skill level of migrant
cohort and in the second period migrants are paid according to their skill levels. Under this
framework with exogenously given monitoring capabilities of foreign employers, it is shown
that human capital investments increase with the possibility of migration. Moreover, return
migration of low-skill workers in the second period is figured out as an additional channel
for an increase in the human capital.

Our paper is a contribution to the strand of literature that analyzes dynamics of mi-
gration under asymmetric information. It is closely linked to Chau and Stark (1999) who

assume that foreign employers’ capability of monitoring the skill levels of migrants enhance
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over time as foreign employers become more experienced with employing migrants. In this
setting, they introduce an endogeneous skill acquisition structure and examine how human
capital formation decisions of home country workers vary over time. Besides, by the dynamic
nature of the model, intertemporal variations in the migration and return migration, which
stem from the asymmetric information on the part of foreign employers, are explored. It is
argued that as the experience of employing migrant workers accumulates, relatively low-skill
workers return-migrate and high-skill workers become permanent migrants. Furthermore,
it is shown that when migration is a possibility, average level of human capital in the home
country increases along with a welfare gain in the home country under well-specified condi-
tions.

Even though Chau and Stark (1999) present a novel theoretical framework in order to
analyze the process of migration, the model does not incorporate some aspects of interna-
tional labor migration. First is that the model does not capture the role of migrant network
in labor migration. Noticing that migration entails a cost, which might be physical such
that transportation or initial expenditure for settlement in the foreign country or might
be psychological due to such as leaving one’s own country, the migrant networks lead to a
reduction in the migration cost. The cost-reducing role of migrant networks is theoretically
formulated by Carrington et al. (1996), which try to find a plausible explanation to the fact
that the migratory flow of the Southern Blacks to the North in the U.S gained momentum
while the income differentials diminished. It is concluded that as the migrant network in
the foreign country expands over time, even if the wage differential between the home and
foreign countries narrows, the flow of migrants increases due to low migration costs. The
second feature of labor migration, which Chau and Stark (1999) model does not take into
account, is linked to the return migrants. Barrett and O’Connell (2001) argue that Irish
return migrants earn a 10-15% higher wage than similar workers, who did not migrate, and

Tara (2008) provides evidence for a wage premium for workers who have had work expe-



Hatipoglu and Sadikoglu: No Brain Gain without Brain Drain? 6

rience in Western Europe. In theoretical grounds, Peri and Mayr (2008), Dos-Santos and
Vinay (2003) present models which claim that if there is a productivity premium for return
migrants, -thus a wage premium- since they enhance their human capital by acquiring new
skills and techniques in the foreign country, which is assumed to be technologically superior
to the home country, then return migration would serve as a positive channel which increases
the average level of human capital in the home country.

In this context, we extend the model of Chau and Stark (1999) in two main directions.
First, we relax constant migration cost assumption and define it as a function of number
of migrants in a similar manner by Carrington et al (1996). Second, we construct a three-
period model with return migration which yields a foreign work experience premium for
return migrants. As a slight modification, we model the human capital formation in a
different setting than Chau and Stark’s model.

Our findings are as follows. We characterize the workers who engage in migration and
return migration under perfect information and asymmetric information. Under perfect
information, we show that skill acquisition in the source country is higher when return
migration is a possibility. We observe that as migration costs decrease, skill acquisition
increases and, migration becomes less positively selected while return migration exhibits
more negative selection. Under asymmetric information, we find that average human capital
of migrants rise over time under certain conditions and conducting a welfare analysis, we
derive the conditions to experience a welfare gain in the source country.

This paper is organized as follows. In the next section, we introduce the building blocks
of our model and analyze the dynamics of migration under perfect information. In the third
section, we derive our main results under asymmetric information. In the fourth section,
we analyze the dynamics of return migration, and in the fifth section we provide a welfare

analysis. Section six concludes.
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2 The Model

At each period of time, a single composite good is produced according to the constant returns
to scale production function Y; = AH;, where H; is the labor input which is measured in
efficiency units in the home country h. Thus, A, which is total factor productivity, is also
the marginal and average product of an efficiency unit of labor. It is assumed that both
factor and output markets are perfectly competitive. Hence, the wage paid to a worker is
determined by marginal product of labor and the wage paid for an efficiency unit of work
isw = A.

At each time period ¢, N individuals are born and individuals live for three periods.
Following Chau and Stark (1999), we characterize individuals by their endowments and
preferences. Each individual is endowed with one efficiency unit of labor upon being born
and innate ability € [0,00). Further, individuals are endowed with different levels of
innate ability, which is distributed by a cumulative distribution function F(), over the
home country population. F(#) is continuously differentiable, has a strictly positive density
function f(6) and fooo 0f(0)do is finite. Moreover, it is assumed that all generations have
innate abilities, which are distributed with the same cumulative distribution function F'(6),
and the abilities of younger generations do not depend on the abilities of older generations.
Regarding the individuals’ preferences, all individuals have identical preferences represented
by a utility function w(y¢, yi+1, Yr+2), where y; is the income at time period ¢. For the sake
of simplicity, utility function is defined as: w(ys, Yri1,Yir2) = ¥t + Byis1 + B2ysr2, where
0 < 8 < 1 is the time discount rate.

In the first period of life, individuals have the possibility to spend their time and invest
resources to acquire education, which increases their supply of efficiency units of labor.
Individuals are assumed to incur the fixed cost of e units of output to undertake education
and become skilled workers. Since individuals do not have any resources of their own,

individuals must borrow e from the credit market and repay their debt in the second period
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of their lives. In order to simplify, the interest is assumed to be zero. In this context, the
education and ability level of an individual are related to his/her human capital level by the

following human capital formation function:

ht = (1 + 967), (1)

where v > 0. Considering the human capital formation described above, the uneducated
individual supplies one efficiency unit of labor, which is independent of his innate ability
level and is equal to his endowment upon being born. Furthermore, the efficiency units of
labor supplied by a skilled worker is given by the expression (1 + #e7), which depends on
worker’s innate ability level and the reward to education.

When the economy opens up to migration, skilled workers have a pair of employment
options. They might choose to work in the home country or in the foreign country. Not only
for employment decision but also for education decision, skilled workers need to compare
home country wage with foreign country wage. To define the foreign country wage we
assume that skilled workers supply more efficiency units of labor in the foreign country
than in the home country. The rationale behind this assumption stems from skill-biased
technological progress argument, which provides a framework to understand cross-country
wage differences. As Caselli and Coleman (2006) argue, higher income countries use skilled
labor more efficiently than lower income countries since they adopt technologies which favor
skilled workers by increasing their productivities. Consistent with this argument, human

capital of a skilled worker -born at time period ¢ — 1- of ability # in the foreign country is:

hy = (1 +nbe), (2)

where v > 0, 7 > 1. Upon defining human capital formation in the home country and

foreign country by (1) and (2) respectively, we describe how skilled wages are formed in the
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second and third period of a worker’s lifetime.
In the second period of life, if the skilled worker of ability # does not migrate, he receives
a wage:

wl = w(1+ 0e).

Considering the skilled migrant wages in the foreign country, we assume that the migrant
workers’ education levels can fully be observed by foreign employers while migrant workers’
productivity levels can not. In particular, educational attainments are perfectly observed,
however individual abilities can not. In that sense, foreign employers can distinguish between
uneducated and educated migrant workers. Regarding the skilled migrant workers, (2),
which describes the human capital formation in the foreign country, illustrates that the
productivity levels of skilled migrant workers depend on innate ability levels, which are
not perfectly observable. Thus, there is room for asymmetric information when the wage
payments to skilled workers are considered and we elaborate on the skilled wage formation
by foreign employers.

Following Chau and Stark (1999), let F- be the total number of migrants at time period
7 and denote the cumulative number of migrants in the foreign country until time ¢ — 1 by
My = ZtT_:lo F. Tt is assumed that foreign employers discover the true productivity of a
worker with probability m; = m(M;_1) and the following properties for the probability of

discovery hold:

i) For each time period ¢, m; > 0.
i) my(My—1) > 0.

ZZZ) hth_l—mo m(Mt_l) =m< 1.

In line with migration literature, we assume that there are costs of living abroad to be

incorporated into the model as a migration cost k; which is assumed to decline as the num-
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ber of permanent migrants increases. Let Z; be the flow of permanent migrants working in

the foreign country at time period 7 and assume that the following properties for k; hold:

i) For each time period ¢, k¢ > 0.
i) ky,(Z_1) > 0.

iii) limy, | oo k(Z1) =k > k.

It follows that the foreign Wageﬂ, net of migration cost, of the skilled worker of ability

in the second period of life at time period ¢t when his productivity level is discovered is:
w{ = w(1l 4+ nbe’) — k.

If the true productivity level of a skilled worker of ability 6 is not discovered, foreign
employers offer a wage payment which depends on the average productivity of the skilled
migrant cohort with unknown ability levels at time period ¢ and net wage of the worker is

given by:

o
uft =l él(;;]fejv)(i)(lf)de — ke =w(l+nde?) — ki,
where 6% and 6 define the ability interval for skilled migrants, whose ability levels are not
discovered, 0% is the average ability level of the migrant population with unknown abilities.
Proceeding with the skilled worker wages in the third period of worker’s life, they are
formulated as:

If a skilled worker did not migrate in the second period of life, the wage in the home

country in third period is:

wl ) = w(l+0e7).

2 A foreign wage might be explicitly defined as an additional parameter as well. While only a skilled wage
differential between home and foreign countries needed, one more parameter does not change the essence
but increases algebraic complexities.
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If a skilled worker, who migrated in the second period, decided to stay in the foreign

country in the third period, he would receive w{ +1

wtfJrl =w(l 4+ nle’) — k.

So as to introduce the possibility of return migration of skilled workers in their third
period of life, we assume that human capital of a skilled migrant worker, who has worked in
the foreign country for one period, has been augmented by learning new skills and techniques
thus return-migrant receives foreign experience premium over the home country wage. To
capture this idea, if a skilled worker, who migrated in the second period of his life, decided

to work in the home country in the third period, he would receive wy, ;:

wiyy = w(l+ pbe’),

where 1 < p < 7.

It is also assumed that only skilled workers migrate with the probability of p which reflects
the emigration policies such as quotas, restrictions in the destination countryE] Furthermore,
in all models, we suppose that individuals choose whether to undertake education or not in
their first period of life. Only in the second period, they decide whether to migrate or not.
This restriction is placed in order to make all the models coherent since in the third period,

workers decide to return home country or not, whenever return migration is a possibility.

2.1 An Economy without Migration

In this case, the individual’s optimization problem is to decide whether to acquire education

in the first period or not. To investigate which individuals acquire education, the discounted

3To enhance analytical tractability, we assume that an individual born at time period ¢t — 1, faces the
same migration cost at time period t and ¢ + 1.

4Docquier and Marfouk (2004) document that skilled migration rates are three times higher than un-
skilled migration rates. This is also a common assumption in the skilled migration litarture.
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lifetime utility of acquiring education and becoming a skilled worker should be compared
with the discounted lifetime utility of becoming unskilled worker. The discounted lifetime

utility of becoming a skilled worker for an individual of ability @ is:
y3(0) = B(w(l + 0e7) — e) + f2w(1 + e7).

If the individual does not acquire education and works as an unskilled worker, his dis-

counted lifetime utility is expressed as:
y(0) = w(l + B+ B?).
Hence, the individual optimally decides to acquire education if:
v (0) 2 y'(0) = Blw(l +0e7) —e) + fPw(l +0¢7) > w(l + f+ %)

or if and only if:
S _wtbe 4
Z WA+ B

Thus, the individuals of ability level greater than #* choose to undertake education and

(3)

become skilled workers, while individuals of ability level lower than #* choose to work as
unskilled workers. (3) also highlights that as the cost of education, which comprises of
foregone earning w in the first period and the discounted direct cost fe, increases, the
threshold ability level 6* rises as well. Obviously, the increase in 8* implies that the fraction
of individuals of the young generation, who decides to acquire education, decreases.
Moreover, by defining 6%, it is possible to observe how the population of 3V individuals
in the home country is grouped at each time period ¢. Clearly, the number of unskilled
workers is 3N (F'(0*)) since the number of individuals, who do not acquire education, is
N(F(6%)) per generation. Since a fraction of 1— F(6*) of each generation gets educated,

the number of skilled workers is 2N (1— F(6*)) and the number of individuals pursuing
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education at time period t is N(1— F(6%)).

The equilibrium is characterized in the economy at each period of time once the unique
threshold ability level 6* is identified. Not only the allocation of labor as unskilled and
skilled labor is determined but also the output level and output per capita are figured out.
Since the production in the economy evolves through a simple constant returns to scale
production function, the output by unskilled and skilled workers at time period t are given
respectively by Y;*(0) = 3NwF(0*) and Y;*(0) = 2Nw feio(l +60¢eY) f(0)dl. Here, Y; denotes
the net value of total output in the economy.

For each time period t, the value of total output per capita, y;,net of education expen-
ditures, is computed as:

y(0°) = wF(0%) + %w /* (1+0e7)f(0)do — %e(l — F(6%)) (4)

To examine the relationship between the value of output per capita and the threshold ability

level 0, we differentiate (4) with respect to 6* :

WO (0°) = 24 0%V F0) e (0°) = —1(0%) [~ 21 +0°T) — 3]
(2 wege 1 [0 w2 =5 =5+ Be(l = B)
=—f(0") gm—g(en%v)]— 3 { B+ 0) ]<0- (5)

since 0 < 8 < 1.

By (5), it is inferred that the value of per capita output decreases as 6 increases. Put
differently, since an increase in #* implies a decrease in the fraction of skilled workers per
generation, the economy experiences a decline in the value of per capita output as the

number of skilled workers decreases.
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2.2 Migration under Perfect Information

In this case, the individual’s optimization problem is formulated as follows: In the first
period, individual decides whether to acquire education and become a skilled worker or not,
and in the second period, conditional upon being a skilled worker, the individual optimally
chooses to migrate or not. As in models, which involve sequential decision-making, the
model is solved backwards:

In the second period, a skilled worker has an incentive to migrate if the following condi-
tion holds:

(14 B)[w(l+nbe”) — ki > (1 + B)[w(1 + 6e7)].

From this condition, the threshold ability level ;" "9 for selecting migration is computed:

o> M _gmis
~w(n—1er 7t

In the first period, individuals decide whether to undertake education or not. For 6 < 6;" 9

individuals do not have any incentive to migrate, they acquire education and work in the

home country as skilled workers if the following condition holds:
(B+ 89 w(1+0eM)] = Be > (1+ 5 + f*)w.

From this condition, the threshold ability level 8%~" is computed:

w+6e _ pedu—nh
Supiepe

For 6 > 9;” 9 , individuals have incentive to migrate. Therefore, an individual of ability 6

such that 6 > 6," 9 , acquires education if the following condition holds:

p(B+ B [w(1 +nbe?) — ki + (1 —p)(B + BH)[w(l + 0e")] — e > (1 + B+ fHw.
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From this condition, the threshold ability level Gf du=1 i computed:

w"—pﬁ(l—i_ﬁ)kt_'_Be _ edu—f
T wh(1+B)n+ (1 —pler

Assuming that migration cost kp is sufficiently high, the partitioning of the individuals is

presented by Figure 1.

< 1 | >
Unskifled 6, Skifled [ Skfled
Stay N Migrate

Figure 1: Migration under Perfect Information

Since there exist individuals, who choose to acquire education and work in the home
country, for sufficiently high k1, classical brain gain argument, which states that if individ-
uals have the possibility to migrate, there is a decline in the threshold ability level, which
determines the fraction of skilled individuals in the home country population, is not ob-
served. However, since the flow of permanent migrants increase, i.e a decrease in 6;" 9 , at
each period of time, the migration cost k; decreases over time. Consequently, all educated
individuals have incentive to migrate and the threshold ability level to acquire education
is given by Gtedu_f and brain gain effect is observe. The argument is formalized in the

following proposition:

(wtB)n=1)  pper

Proposition 1: Assume that ki is sufficiently high and denote k™ = B+ 5)

the partitioning of the individuals in the home country is as follows:
i) If k> k*, then individuals of ability level 6 < 6°%~" do not acquire education, of

ability level =" < 9 < szg acquire education and stay in the home country, of ability

5The threshold ability levels depend on migration cost. This observation motivates the reason that I
extend the model of Chau and Stark (1999) by including non-constant migration cost.
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level 0 > H;nig acquire education and migrate with probability p.
i1) If ¥ < k*, then individuals of ability level 6 < Qtedu_f do not acquire education, of
ability level 6 > Qtedu_f acquire education and maigrate with probability p.

Proof See Appendix A.

2.3 Migration and Return Migration under Perfect Information

Taking the previous case one step further, we introduce return migration as a possibility for
skilled migrant workers. In this case, the individual’s optimization problem is formulated
as follows: In the first period, individual decides to acquire education and become a skilled
worker or not, in the second period, conditional upon being a skilled worker, the individual
chooses to migrate or not. In the third period, a skilled migrant worker decides to return-
migrate or not. Similar to the previous case, the model is solved backwards:

In the third period, a skilled migrant worker return-migrates if the following condition
holds:

[w(1 + phe?)] = [w(l +nbe’) — ki.

From this condition, the threshold ability level 0!, which determines return-migrants among

migrant population, is computed:

0 < i

_ eret'
~w—per !

For the second period decision-making, a skilled worker compares the discounted utility of
migrating in the second period and return-migrating in the third period with staying in the

home country for both periods:
p{[w(1 +n0e") — kil + Blw(1 + phe )]} + (1 = p)(1 + B)[w(1 +06Y) = (1 + B)fw(1 + 7)),

From this condition, the threshold ability level ;" 9T for choosing migration in the second
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period is found:

0 ke _ mig—r‘
~wln—1)+Bu—1ler
mig—r

In the first period, individuals decide whether to acquire education or not. For 6 < 6,

Y

individuals do not have any incentive to migrate and they acquire education and work in

the home country as skilled workers if the following condition holds:
(8 + B)[w(l +6e7)] = Be > (1 + 5 + 52w

From this condition, the threshold ability level §°%~" is computed:

w+5e _ pedu—nh
im0

For 6," W< < 67¢, individuals have an incentive to migrate and if he/she migrated in
the second period, he/she would return-migrate in third period. Therefore, an individual of

ability 6 such that 6;" < < 07¢ acquires education if the following condition holds:

p{Bw(L+nbe7) = k) + B2 [w(L+pfe)]} + (1 =p) (B + ) [w(1 +0¢7)] = Be > (1+ B+ %)w.

From this condition, the threshold ability level Qted“_r is computed:

0 > w +pﬁk7t + Be _ eedufr
“wp(Bn+ B)+ (1—p)(B+B2)er  TE T

For § > 67¢ individuals have an incentive to migrate and become permanent migrants.
Therefore, an individual of ability 6 such that § > 0/ acquires education if the following

condition holds:

p(B + B2)[w(1 +n0e”) = ki) + (1= p)(B+ 87)[w(l + 0e7)] — fe > (14 5+ *)w.
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From this condition, the threshold ability level Gf du=1 i computed:

w"—pﬁ(l—i_ﬁ)kt_'_Be _ edu—f
T wh(1+B)n+ (1 —pler

Defining the threshold ability levels and provided that £ is sufficiently high, we determine
the partitioning of the home country individuals as illustrated by Figure 2. Individuals of
ability level 6 < §¢%~h do not acquire education and become unskilled workers, individuals
of ability level fe¢du—h < ¢ < 0" g acquire education and stay in the home country as
skilled workers, individuals of ability level 6;" <) < 07¢ acquire education in the first
period, migrate in the second period with probability p and if they migrated, they would
return-migrate in the third period and individuals of ability level § > ;¢ acquire education

and become permanent migrants with probability p.

< T T f >
Unakilled 0, Skilled i@ Skilled [ Skilled
Stay " Return Migrate

Figure 2: Migration and Return Migration under Perfect Information

Concerning the dynamics of migration when we allow for return migration in the third
period, the behavior of migration cost k; has to be considered. As k; decreases over time,
the partitioning of individuals in the home country changes and for well-defined values of
E, staying in the home country is not optimal for any skilled worker and further, any skilled

worker prefers to return-migrate in the third period. The behavior of k; yields the following

proposition:

(wtBe)[(n—1)+B(u—1)]
B(1+5) ’

k= %, where A = [pB(n+ Bu) + (1 —p)B(1+ B)]. Then the partitioning of the

Proposition 2: Assume that ki is sufficiently high and denote k** =
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individuals in the home country is as follows:

i) If k> k**, then individuals of ability level § < 6" do not acquire education, of
ability level §¢%—1 < 9 < G;nig_r acquire education and stay in the home country, of ability
level leg_r <0 < 07 acquire education and become return migrants with probability p, of
ability level 6 > 01 acquire education and become permanent migrants with probability p.

i) If k** > k> E*** then individuals of ability level 6 < QEd“_T do not acquire educa-
tion, of ability level Q,fd“_r < 0 < 0;° acquire education and become return migrants with
probability p, of ability level 0 > 01°* acquire education and become permanent migrants with
probability p.

i) If A < K*** | then then individuals of ability level 6 < Gteduff do not acquire education,
of ability level 0 > 9: du—f acquire education and become permanent migrants with probability
p.

Proof See Appendix A.

Defining the threshold ability levels for acquiring education in the economy without
migration and in the migration models under perfect information, the comparisons of the

threshold ability levels for acquiring education, yield the following corollary:

Corollary 1: Denote the threshold education level in "migration under perfect informa-
tion" by 0,, and "migration and return migration under perfect information" by 6,. For any
k, gcduv=h >0 >

Proof See Appendix A.
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3 Migration and Return Migration Under Asymmetric

Information

In this section, we first introduce possible scenarios and employment options of skilled
workers under the presence of asymmetric information in the second period in a model with
return migration. Then we study the main model, which includes asymmetric information
along with a possibility of migration in the second period and return migration in the third
period.

In the third period of a skilled worker’s lifetime, there are apparently same employment
options as in the benchmark perfect information case. If the worker migrated in the second
period, he/she would have the possibility to return-migrate or stay in the foreign country.
If he/she did not migrate in the second period, the worker would stay in the home country
in the third period since migration in the third period is restricted by assumption.

In the second period, unlike the benchmark perfect information case, which offers only
two employment options such as staying in the home country or migration, the skilled worker
has more complex employment options due to asymmetric information. At the beginning
of the second period, when whether a skilled worker has the possibility to migrate or not
is not determined, some workers may not have incentive to migrate due to migration cost.
Such a skilled worker of ability level # has the expected income, net the cost of education,
in the second period:

P (0) = wi' —e.

If a skilled worker had an incentive to migrate and managed to migrate, then the worker
would have three more employment options:

1) With probability my, the true ability of the worker of ability 6 is discovered and
the worker return-migrates. With probability 1 — my, the true ability of the worker is not

discovered and he/she stays in the foreign country. For such an employment option, the
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expected second period income, net the cost of education, of the worker is:

fo_,

ytl(ﬁ) = mtwf + (1 —mpw

2)With probability my, the true ability of the worker of ability 6 is discovered and the worker
stays in the foreign country. With probability 1 — my, the true ability of the worker is not
discovered and he/she stays in the foreign country. For such an employment option, the

expected second period income, net the cost of education, of the worker is:
y2(0) = mtw{ + (1 — mt)wfa —e.

3) With probability my, the true ability of the worker of ability @ is discovered and the
worker stays in the foreign country. With probability 1 — m,, the true ability of the worker
is not discovered and he/she return migrates. For such an employment option, the expected

second period income, net the cost of education, of the worker is:
Y3 (0) = mtw{ + (1 —mp)wl —e.

Before proceeding to solution of the optimization problem of the skilled workers, we briefly
discuss the second period employment options. Intuitively, workers, who prefer employment
option 1, would like to benefit from asymmetric information in the foreign country since they
do return-migrate once their true abilities are discovered. Hence, such workers are expected
to be relatively low-skill workers. Moreover, workers choosing employment option 2 seem to
be more skilled than the ones, who choose employment option 1, since they decide to work
in the foreign country regardless of the asymmetric information leading to a wage payment
depending on the average human capital endowment of the migrant cohort. Consequently,
the workers, who prefer employment option 3, are the most-skilled workers in the home

country simply because they return-migrate if their true abilities are not discovered by
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foreign employers.

Turning back to the first period, an individual chooses whether to get educated or not.
If an individual did not acquire education, then he/she would become an unskilled worker
and would not have the possibility to migrate. Therefore, an individual takes migration
possibility into consideration in the first period.

As in sequential-decision making problems, individual’s problem is solved backwards.
In the third period, a skilled migrant worker of ability 6 return-migrates if the following
condition holds.

[w(L + phe?)] > [w(l +n8eY) — Ky

From this condition, the threshold ability level 67 is obtained:

9 < i

:eret
Twlp—per

Conditional upon migrating in the second period, workers of ability level 8 < 07! return-
migrate, while workers of ability 6 > 67 become permanent migrants.

In the second period, skilled workers compare expected incomes from four employment
options, which are defined above. When skilled workers decide on their second period
employment options, they do not solely consider the second period expected incomes since
their decisions affect their possible choices in the third period. For instance, in the second
period, if a worker chooses employment option 3, he/she does not have the opportunity to
return-migrate and earn the foreign experience premium g in the case that his/her ability
is not discovered and he/she works in the home country in the second period. Hence, in

the second period, a skilled worker of ability 6, who has the opportunity to migrate, has to
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compare the following expected incomesﬂ over two periods t and £ + 1 :
M= m(wl + Bl 1— To 4 B ROy + (1= 1R(0))w!, )] —
Ypirr = me(wy + Bwiiy) + (1 —my)w;” + B(1g(0)wiy + ( r(O)wy, )] —e,
where j = 1if 1(8) = 1 and j = 2 if 1(6) = 0.

v = mlw] + B RO + (1 - 1R(0)w],))]

(1= ma) [ + BARO) ] + (1= L(0)w] )] —e.

where j = 1if 15(8) = 1 and if 15(0) = 1, j = 2 if 15(f) = 1 and if 1,(8) = 0, j = 3 if

/

15(0) = 0 and if 1,(8) =1, j = 4 if 15(8) = 0 and if 15(8) = 0.
N = [+ B RO W)y + (1 — 15(0)w] 1- Pt Bull ) —
Yrip1 = mu(wy + B(Le(0)wiy + ( r(O)w )] + (1 —me)(wy + Bwiyy) — e,

where j = 1if 15,(0) = 1 and j = 2 if 1,(0) = 0.

Considering all the employment options defined above, some employment options are not
chosen by any skilled worker. The logic of this result is as follows. In the third period there
is negative selection among skilled migrant workers since the returnee group in the third
period is defined as the individuals of ability levels lower than 67" and the ones, who stay
in the foreign country, are of ability level higher than 67¢. Further, in the second period,
skilled workers, who choose employment option 1, are expected to be relatively low-skilled
while the ones, who select employment option 3, are expected to be the most skilled ones.
Hence, the workers ,who pursue employment option 1 in the second period, are expected to
be in the returnee group in the third period. The workers, who choose employment option
3 in the second period, are expected to stay in the foreign country in the third period. The

following proposition explicitly states the decisions of the skilled workers:

61%(0) and 15() are indicator functions which take value 0 if the worker return-migrates in the third
period and 1 if the worker stays in the foreign country in the third period.
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Proposition 3: Assume that n(0¢ — 0;¢t) > 07¢[(1 — p)(1 + B)] holds. Skilled migrant
workers pursue one of the following employment options:

i) For the second period, if the true ability of the worker is discovered, then the worker
chooses to return-migrate. If the true ability of the worker is not discovered, then the worker
works in the foreign country. For the third period, conditional upon staying in the foreign
country in the second period, the worker chooses to return-migrate. For such a worker, the

expected net income is given by
11 h h
Yt 1(0) = m(wf 4+ Bufyy) + (1= me) (w]® + fufyy) — e.

ii) For the second period, the worker chooses to work in the foreign country regardless of
the discovery of his true ability. For the third period, the worker chooses to return-migrate.

For such a worker, the expected net income is given by:
21 0) — f r 1— fa r i
Yii+1(0) = me(wy + Bwiiq) + (1 —my)(wi™ + Pwiyy) —e.

iit) For the second period, the worker chooses to work in the foreign country regardless of
the discovery of his true ability. For the third period, the worker chooses to work in the

foreign country. For such a worker, the expected net income is given by:
24
Uit (0) = malwf + ) + (U= m)(w/" + Buf,) — e

iv) For the second period, if the true ability of the worker of ability 0 is discovered, then
the worker chooses to work in the foreign country. If the true ability of the worker is not
discovered, then the worker return-maigrates. For the third period, conditional upon staying
in the foreign country in the second period, the worker chooses to work in the foreign country.

For such a worker, the expected net income is given by:

Yi2,1(0) = my(w] + Buwl, ) + (1 —my)(wk + Buly) —e.
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Proof See Appendix A.

After characterizing the decisions of skilled workers who have the opportunity to mi-
grate, we need to consider the possibility of existence of the workers who have incentive
to stay in the home country and do not prefer migration. In the previous section, where
we analyze migration models under perfect information, we show that for sufficiently large
migration costs, there exist skilled workers who do not prefer migration over staying in the
home country. In particular, those who stay in the home country are relatively low-skill
workers in the whole home country population. However, under asymmetric information
all skilled workers have incentive to migrate since low-skilled workers might receive a wage
payment depending on the average human capital if their true abilities are not discovered.

The following corollary formalizes this argument:
Corollary 2: All skilled workers have incentive to migrate.
Proof See the Appendix A
The comparison of #¢%=" and 9§d“ yields the following proposition:

Proposition 4: The threshold ability level Gfd“ is lower than 6" where

Qedu _ w—pB(1—my)(wnbf —ki)+PBe
t wB[(1+8) (I—p+pme)+(1—mys)pBule?

Proof See the Appendix A

The rationale behind this proposition is as follows: Due to the asymmetric information on
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the part of foreign employers, any skilled worker chooses to stay in the home country. Recall
that 6~ is determined by considering the discounted lifetime utilities of working as an
unskilled worker and staying in the home country in both periods. Hence, threshold ability
level required to undertake education declines when the concept of asymmetric information

is introduced to the model.

4 Dynamics of Migration

In this section, we study how the threshold ability levels 5%, 6" ig_r,&{et,étf , which are
derived in the previous section, evolve over time as a result of the changes in the probability
of discovery m; and migration cost k;. Given { My, Zy}, migration and return migration
decisions of workers are characterized by the vector {Gfd“, 0?7’ 9 T et Qif , 9?} which consists
of the solutions to the following system of equations:

eedu _ w — p5<1 - mt)(wnez? — kt) + ﬁe
b wB[(L+ B)(1 = p o+ pmy) + (1= my)pBuler’

mig—r __ kt
b (i y Ty ™
b = W : (8)

§ o wnbfe? — (14 B)k
L w4 B = Bn)ed

of
feetdu 9f(9)d9
t

P~ Fy 1o

Recalling the optimization problem of skilled workers presented in the previous section, the
first four equations (6), (7), (8), (9) show that expected utility maximization of the workers
on the set of employment options determine the extent of education, migration and return
migration in the home country workforce. (10) is the definition of 6§ which is provided in

Section 2.
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4.1 The Effect of Changes in m; and k; on 6{ and 0{

To analyze how 0f and Qtf responds to changes in m; and k¢, one has to consider (9) and
(10) simultaneously since 0{ must satisfy both equations, which include 9{ as an argument,

to be a solution to the system of equations. Considering (9), it can be rewritten as:

_0lw(L + B - Bp)e” + (1 + Bk

0 = (11)

wne’

By simple algebraic manipulations, (11) is equivalent to the following equation:
w(l +n6fe) + fw(l + 10l e?) = (1+ B)[w(l + 6/ e) + ki, (12)

As Chau and Stark (1999) argue, (12) indicates that total wage payment to a permanent
skilled worker, whose true ability is not discovered at time period ¢, must be sufficient to
induce the supply of skilled workers of ability level 6§ < 6{ , who find it optimal to work in
the foreign country at the total wage given on the left-hand side of (12). Therefore, one can
characterize the supply side of the skilled migrant labor market by (11)[].

Turning to the characterization of the demand side of the skilled migrant labor market,

one can consider (10), which yields by rearranging:

f@ie{iu(l +noe?) f(0)do

w(l+nbie’) =w
F(6]) — F(gn)

(13)

To interpret (13), as Chau and Stark (1999) argue, one should observe that 1/w of the wage
offer at time period ¢t must be equal to the average human capital of the migrant workforce,
with unknown abilities at time period t. As a consequence, this equation can be considered
as an equation describing the demand side of the migrant labor market.

Before following a concise and formal treatment for investigating the effects of m; and

k: on threshold ability levels, we provide a graphical analysis to grasp the behavior of

7 Alternatively, one can characterize the supply side of the migrant labor market by (6).
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threshold ability levels over time in a more intuitive manner. Plotting the supply and
demand relationship by (11) and (13), and denoting the corresponding curves by SS; and
DDy, Figure 5 and 6 depict the relationship between 6§ and 9{ . It is confirmed that both

curves representing the equations are upward sloping.

g
M

- fJ' i =L

!|:'i:..|l.| r

F-'lll .I Th r

Figure 3: Migration and Return Migration under Perfect Information

The upward slope of the SS; curve asserts that high values of 0f are associated with
high values of (9{ . As it is captured by (11), higher values for ¢ allow more skilled workers
to migrate and stay in the foreign country by raising ability level 9{ and thus enlarging the
fraction of skilled migrant workers in the population. The slope of the SS; is:

002
06f

wd+B-Pme’ _1+B8-Bn

14
wn p (14)

|55, =

Furthermore, the positively sloped DDy curve seems to be an expected result since an
increase in the upper bound 0{ of the integral should lead to an increase in 0. However,

there is another channel which determines the positive slope of the DDy curve. To gain
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Figure 4: An increase in m; when SS; is steeper

Hll

> &

Figure 5: An increase in m; when DDy is steeper
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Figure 6: A decrease in k; when SS} is steeper

intuition about that channel, consider:

07
00/

(o —op)r08) | (0F — o™ fo5™) 005" 0y

[F(6]) — F(os2)]  [F(0]) — F(og2)) 90 agtf|DDf- (15)

DD, =

(15) states that since 9059 /00% < 0 by (6), which implies that lower bound for migrant
ability distribution responds negatively to an increase in 07, higher values of 6{ should match
with higher values of ¢ so as to offset the negative effect through Hfd“. The slope of the

DD § curve is:
00¢
06f

(05" —07) f (05 ™) 207
[F(6])-F(05%)) 90F

oy L (0] — o) (0]
DDy

- — 0, 16
Y (F(6)) - F(gm)] 10

where U = 1 4+

> 0. Note also that, since the slopes of SSy and DDy
curves depend on the exogenous parameters of the model, 5SSy curve can be steeper or flatter
than DDy curve. Given my; and ky, the equilibrium pairs {9{ , 0{3}, which simultaneously
satisfy (11) and (13), are determined by the intersection points F in Figure 5 and 6.
Suppose that there is an increase in the probability of discovery my;. An increase in

my shifts the DDy curve upward while the SS; curve remains unchanged. This result is
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obtained by differentiating the SSy and DD with respect to m; while keeping 9{ constant.

The differentiation of SSy and DD with respect to m; yields respectively:

003

amt |0{ constant

0.

065 oo pogt oo

om |0ic constant [F(Q{) _ F(@fdu) omy

If DDy is flatter than SSy curve as in Figure 5, the new equilibrium pair of 91{[ and 07 is
denoted by the point E’, which indicates that there is not only an increase in the average
ability of migrants but also a rise in «9{ due to the increase in my. On the other hand,
starting form a point such as F in Figure 6, where SS; is flatter than DD, curve, an
increase in m; implies a reduction in both 6f and Qif , as depicted by point E’. The logic of
this result is explained by the following transmission mechanism. An increase in m; invokes
a negative incentive for low-ability workers to migrate since 80?1“ /Omy > 0. At the same
time, an increase in m; leads to an upward shift of DDy curve, which implies an increase
in 07 for any given 9{ , thus a positive incentive for low-ability workers is spotted. If SS;
curve is steeper than DDy curve, then an increase in 6§ induces a higher 9{ and offsets the
negative effect of low ability workers on 6 and therefore, 07{ and 60 increase as a result of
the increase in my. In contrast, If S5y curve is flatter than DDy curve, then the negative
effect of low-ability workers dominate and the new equilibrium pair {9{ , 9?} is lower.
Suppose that there is a decrease in the migration cost k;, when SSy is steeper than
DDy as in Figure 7. A decrease in k; leads to a downward shift of the SS; and the DDy
curves. This result is obtained by differentiating the SSy and DDy curves with respect to
k; while keeping 9[ constant. The differentiation of SSy and DD with respect to k; yields

respectively:

1
_t Lﬁ>0

t _
Ok ’6‘5 constant wneY
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009

| f _ (9? . Qfdu)f(etedu) 89§du ~0
Ok, '0i constant [ngc) B F((gtedu)] Ok

Concerning the supply side of the skilled migrant market, as k; decreases, for any given level
of 9{ , a decline in 6f takes place. Hence, a downward shift of the SSy curve is observed.
Besides, the effect of a decline in migration cost on the demand side of the migrant labor
market operates in the same direction since a decrease in k; also results in a positive for low-
ability workers. Hence, the magnitude of the shifts of the SSy and DDy curves determine
the new equilibrium pair {Qtf , 91?} . If the magnitude of the former is sufficiently high, then
the new equilibrium at a higher {91{[ , 6?} pair, otherwise the resulting 9{ and 07 are lower.
Moreover, one should note that there is also a possibility that a higher 9{ might match a
lower 6 in the new equilibrium when a decrease in k; is experienced. The following lemma

formalizes the discussion about the effects of changes in m; and k; on 6¢ and 9{ :

Lemma 1: i) 0f(my, k) is increasing in my if and only if

An N BlpB(1 — my)wne?
(1+3—p5n) C

1— > 0,

o] -6 1(6]) _(0F 05T F(O5T) _ _ o
U e [F(Gf)—F(Hfd“)]’C_wﬁ[(HB)(l prpme)+(L=me)pbule’.

ii) 9{ (my, ki) is increasing in my if and only if 0f (my, k¢) is increasing in my.

where A =

iii) If 6 (my, k¢) is increasing in my, then ¢ (my, k) is decreasing in k; if and only if:

A (1+5) L BP5(1 — my)

w(l+ 5 — pn)e? ¢

< 0.

iv) 6’{ (my, k) is decreasing in k; if and only if

145> wne? <8Qt).

Ok

Proof See Appendix B.
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4.2 The Effect of Changes in m; and k; on 0" and 67

mig—r

Since 6, does not depend on 8¢, it is sufficient to consider the impact of changes in m;
and k; solely on 6;" "W without taking the effect on 6¢ into account. Thus, it is enough to

analyze the derivative of Hzn W with respect to m; and k;. Further, we only conduct the
analysis of a change in k; on 6" W ince 0" =" is not a function of my. Similarly, ;¢ also
does not depend on 6{ and m; and only the effect of a change in k; is observed. Formally,

the derivatives of ;""" and 6} are respectively given as:

ooy 1 L

Ok w((n—1)+8(u—1))e = 7
ooyt 1

Ok w(n —p)e?

> 0.

Thus, positive derivatives of 6;" W and 07¢ with respect to k; imply that if there is a decline
in k, 6" 97" and 07¢ decrease as well. The intuition behind this result is very clear in the
sense that a decline in the migration cost lets more workers to migrate in the second period
and less workers to return-migrate in the third period as it is shown by a reduction in the
required ability levels. Hence, the following lemma without proof formalizes this argument.

mig—r . . .
Lemma 2: 0,97 and 0/°" are increasing in k.

4.3 The Effect of Changes in m; and k; on #¢ and 6%

In this section, we study how 6 and Qfd“ adjust to changes in m; and k;. Similar to the
analysis conducted for 67 and 9{ , one can characterize the supply and demand sides of the
migrant labor market. While the latter is again represented by (13), the former is obtained

by rewriting (6) as:
pe w+ pp(1 —my)ky — Gfd“C +e
! pB(1 —my)wn .

(17)

Denoting the corresponding curves to (17) and (13) by SS. and DD, the slope of the SS,

curve is negative since the higher 6¢, the higher the number of low-skill workers benefiting
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from high 6¢. The slope of the S'S, curve is:

262 —C
=—— <. 18
a6 s pB(L —my)wn e

Regarding the slope of the DD, curve, first consider the following:

o0 0/ —o2)r(6!) o0 o0 o, + =6
00 ((F(6]) — F(g5™] O0F 00" T ((F(8]) — F (65

(19)

Observing (19), it is deduced that it is possible to come up with a negatively sloped DD,
curve despite the fact that 67 is strictly increasing in GEd“. Put differently, high values for
0¢ might be associated with low values for Hted“ since 89{ /067 > 0. Formally, the slope of

the DD, curve is:
_ l (0? _ Qfdu>f<9§du)
op; (F(6]) - F(o;™)

(20)

(67" —07) £ (0" 06]
[F(o])-F(o5) 9%

where ¥ = 1 — To perform a similar analysis which is discussed to

explore the effect of the change in m; on 91{ , one needs to consider the response of Qfd“ by
differentiating the SS, and DD, curves with respect to my;. The differentiation of the 5SS,

and DD, yields respectively:

208 _ pBunw + pB(L — my)ky — 079C + e

amt |0§d“ constant — [p,@(l - mt)wn]Q

> 0,

o6¢

amt ‘Oted“ constant — [

(of —60)f6]) o8] _
F(6]) — F(65%)] O

The above expressions illustrate that an upward shift of the SS¢ is observed along with an
unchanged DDy curve as a result of an increase in my. As it is represented by Figure 8,
if the DDy curve is positively sloped, then the new equilibrium pair {Qfd“, 9?} is attained
at a higher value. However, as opposed to the co-movement of 9{ and 0 as response to
a change in m;, Figure 9 and 10 show that 9t€d“ and 6f might move in opposite directions

depending on the slope of the DD} curve.
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Figure 7: An increase in m; when S'S, is positively sloped

Figure 8: An increase in m; when SS, is negatively sloped

35
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Figure 9: An increase in m; when S'S, is negatively sloped

Figure 10: A decrease in k; when SS, is negatively sloped
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Figure 11: A decrease in k; when S5, is negatively sloped

Figure 12: A decrease in k; when SS, is negatively sloped
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Regarding the effect of a decrease in k¢, a downward shift of the SSy curve and an

upward shift of DDy are observed since :

06° 1
8_]%'0?“ constant — w_n >0,

e — eedu ‘gedu agf
e oo oof

%7,
edu .
akt 07" constant [F(@{) _ F(@fdu)] akt

Similar to the previous analysis, the effect of a decrease in k; might lead to different equi-
librium pairs {Qfd“, 9?} depending on the slope of the DD curve. For instance, as it can
be seen by Figure 11 that if the DDy curve has a positive slope, then we end up with a

negative change in Gfd“

along with an ambiguous effect on 6. Similar conclusions can be
drawn upon examining Figure 12 and 13 which graph DDy curve as negatively sloped.
The following lemma formalizes the analysis on the effects of changes in m; and k; on

edu .
pedu .

Lemma 3: i) 0% (my, k;) is increasing in my if and only if

pBlwndfe” — k) — p(1+ 5 — Bryuwti™er] _ ( o0f
pB(1— miJunet om; )

i) 0¢% (my, ky) is increasing in ky if and only if
00¢
1 T =)
> wne < 5 kt)

Upon analyzing the intertemporal variations of the threshold ability levels, we follow

Proof See Appendix B.

with the discussion on whether there exist equilibrium values for m; and k; which govern
the process of migration and return migration over time. Since m; and k; depend on the

cumulative number of migrants and flow of permanent migrants respectively, m;1 and keyq
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are defined as follows.
mir1 = me[m L my) + Fy], if my < mim, otherwise, (21)
where m~1(my) = My is given.
kiy1 = ke(Zy), if ke > Tk otherwise, (22)

where k=1 (k1) = Z is given.

Denote the equilibrium values for (21) and (22) by m* and k* such that m; = my = m*
and k; = ki1 = k*. The equilibrium values of 95 are denoted by é\{, for j = edu,mig —
r,ret, f,a. Once m* and k* are evaluated, one can easily compute the equilibrium values of
é\g by (6), (7), (8), (9) and (10). Further, denote the effect of m; on 6§ by ¥, and the effect
of k; on 0f by Xy.

Proposition 5: If %,,dm; + Sidk; > 0 and mq and ki are such that n(0$ — 67°) >
07 (1 — w)(1 + B)] holds, then the only equilibrium values for my and ki are m and %.

Proof See Appendix B.

This proposition states that even if the decline in k; reduces 07, it is still possible to
observe an increase in 6§ if the effect of increasing m; offsets the negative effect by k;tﬁ
Also, if the condition X,,dm; + Xrdk; > 0 is satisfied, then 9{ rises as well. This result
indicates that return migration in the upper tail of the ability distribution becomes more
positively selected over time. Moreover, since there is no restriction on the behavior of Qtedu,
the fraction of skilled workers in the home country population might rise during the process

of migration. Finally, since ;" 9" and 07¢ show a downward trend, return migration both

8Note that I rule out the possibilities that if ¥y > 0, k; reaches ¥ after m; reaches m and if X, < 0, m;
reaches m after k; reaches k.
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in the second period and third period demonstrates more negative selection over time.

5 Welfare Analysis

In this three-period setting,at any time period ¢, the 3N individuals are distributed as fol-

lows: From each generation ¢, t—1 and t—2, there are N (F'(6¢9) unskilled workers. From the

generation ¢, N (1 — F(f¢d)) individuals pursue education. From the generation ¢ — 1, p(1 —
RN [F(§mig—r) — F(gedu)] 4+ pN[F(67) — F(6mis—)] + pmN[(1— F(67)] = M_, workers stay
in the foreign country. From the generation ¢ —2, pN[F(O/’"Et) —F(W’)] +pmN|[(1 —F(é’/})]
workers work in the foreign country while p(1 — fﬁ)N[F(W) - F(Q/“E)] —i—pN[F(H/T;t) -

F(6™i9—7)] workers return-migrated along with an augmentation in their human capital by

L.

The equilibrium value of per-period national output, net of education expenditures, is:

o ©.9]
Yi(#) = 3N(F(fc)yw + N(1 — p) //\ (w(l+60e") —e)f(0)do (23)
gedu
00 gmig—r
+N(1—p) //\ w(1+ 0e7) f(0)d0 + Npm //\ (w(l+60e”) —e)f(0)do
edu edu
0 - 0
+Np(1 —m) /A (w(l1+46e7) —e)f(0)do
6f
__pomis et
+Np(1l —m) //\ w(l + pbe?) f(00)d0 + Np //\ w(l + pbe?) f(0)do.
pedu pgmig—r
Rewriting (23) yields the following;:
00 M_,

(w1 40e7) —e)f(0)dd — (w(l+60_1e7) — ) ~

edu

Y(0) = 3N(F(6dw)w + N { /
0

+N l/ej w(l+0e7)f(0)do — (w(l + 9267>%‘| +

edu
grei

gmig—r
N [p(1 - ) /GA (ol = 0010000+ N |t~ 10)1(0)00 |

edu gmig—r
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N I GEQ\*T 5? o)
where §_; = 2 |(1—m) /A 0f(6)do + /A 0f(6)do +m/A 0f(0)do|
M*l gedu gmig—r of
[ of %
N AN
6, — 22 / 0. (6)do —|—m/A 9f(0)d0]
M_o | Jgrat oF

Defining the equilibrium per capita output N = y¢(0), the comparison of y;(0)
and y;(0*) yields the following result.
Denote the gain from return migration in the third period by ﬂﬂ Then, yt(@\) > 1 (0%)

if and only if:

—

( gg‘gl@(l +067) — e) — wlf(0)d6 |
1 + [ l(w(L+667) — w) f(0)do

> 0.
SN —-—M_1—-M_9 (

FE (8 = (w(1 4 0-167) — ©)

| 2R we(0%) — (w1 + 0_2¢7)] + T

/

By the above expression, the first two strictly positive terms in the integral represent the gain
from reduction in the threshold ability level for acquiring education due to the possibility of
migration. The third and fourth terms refer to the possible change in output per capita due
to loss of skilled workforce. Hence, if the positive incentive effect reflected by the first two
terms and gain by return migration represented by II offset the human capital depletion as
a result of migration, then the home country experiences a welfare gain by opening up to

migration.

6 Conclusion

In this paper, we constructed a dynamic migration model which embodies endogenous skill

acquisition, return migration and non-constant migration cost. Allowing heterogeneous abil-

M = Np(1— ) fom w(p— 1)0e) F(0)d0 + Np [orey_, w(p — 1)0e7) £(6)d6
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ity levels for individuals, we analyzed the model under different settings and information
structures. We first characterized the extent of skill acquisition in the source country and
determined the level of output in a closed economy. Then, migration and employment
opportunity in the destination country have been introduced to the model and individual
behavior concerning skill acquisition and migration decisions under perfect information have
been explored. We have shown that when an economy opens up to migration, skill acqui-
sition in the source country increases as migration cost decreases over time. We further
incorporated return migration into the model under perfect information and we have found
that skill acquisition in the source country is higher compared to the model that does not
involve return migration. This result indicates that return migration might increase further
the average level of human capital in the source country. Then, we studied the model under
asymmetric information on the part of employers and found that regardless of the level of
migration cost, skill acquisition in this setting is higher than closed economy setting. Finally,
we examined the process of migration over time and conducted a welfare analysis, which
concluded that if skill acquisition effect due to migration possibility and human capital gain
from return migration were sufficiently high, then the source country would experience a
welfare gain.

The analysis above demonstrates that migration of skilled workers might lead to a rise
in the average level of human capital. Moreover, return migration along with human capital
augmentation increases the probability of an increase in the average level of human capital
and welfare in the source country. Hence, our model model supports the Brain Gain with
Brain Drain argument.

Since the model takes a source-country perspective by focusing on the effects of mi-
gration on the skill acquisition and welfare of the source country, migration probability of
unskilled workers is assumed to be zero whereas the migration probability of skilled workers

is strictly positive and exogenously given. This simplifying assumption contradict with some
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stylized facts and causes a counterfactual migration pattern in the sense that the migration
of unskilled workers can not be observed by the model. However, the literature on labor
migration stresses that the illegal migration shows an upward trend and mostly involves
unskilled labor. Hence, the model does not account for unskilled labor migration induced
by illegal migration. Furthermore, migration probability of skilled workers might be endo-
geneized and it might negatively depend on the number of migrants since the natives lose
their jobs and unemployment among natives might increase with migration. Consequently,
natives might put pressure on the immigration authorities for stricter immigration policies.

Our model can be extended in two directions. Firstly, if an appropriate functional
form for the probability of discovery and migration cost can be found, then simulation
with data can be conducted to explore how the welfare of the source country changes as
migration probability varies. Secondly, intergenerational externality of human capital might
be introduced, and growth effects of migration and return migration can be studied under

various informational structures
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APPENDIX A

Proof of Proposition 1: For kq, there exist skilled workers, who have an incentive to

migrate and the threshold ability level for migration is given by 9?”9 = W Since the

workers of ability level 6 > Qimg migrate with probability p at time period ¢ = 1 and the

number of permanent migrants increases, ko < kj.

. . o ;nig o 1 mig . . . .
In particular, since o = wi—De 0, 6,7 is an increasing function of k;. As k;

declines over time, 9;” 9 decreases until it reaches its lower bound k.

If 6," 9 < gedu=" then all educated individuals find migration more optimal than staying

in the home country. To find the migration cost level such that 6" 9 = gedu=h

k‘t . w + 66
wln —1er wh(l+ fer

Solving for k; yields k* :

(w+ Be)(n —1)
B(1+8)

k* =
Hence, if k> k*, then there are unskilled workers, skilled workers staying in the home
country and permanent skilled migrants, and the corresponding threshold ability levels are
gedu—h, 0" 9 1tk < k¥, then the home country population consists of two groups. One group
is composed of unskilled workers and the other is composed of the skilled workers, who have
an incentive to migrate, and the corresponding ability level is 6} du=f,

007 _ 1

k
t 5 > 0 and ak]t — w(n_u)ery 3

—t there exist
w(n—p)e

Proof of Proposition 2: Since 6’{“ =

permanent migrants for all ¢ and k; decreases over time until it reaches its lower bound %.



Hatipoglu and Sadikoglu: No Brain Gain without Brain Drain? 47

If k¢ has a lower bound such that 9;” g < g¢du=h then all individuals prefer migration

to staying in the home country. To find the migration cost level such that ;" W = gedu=h

]{ft . w—l—ﬂe
wl(n=1)+B(p—1)]  wp1+ B)e

Solving for k; yields k** :

B(1+p) '

If k; has a lower bound such that 67¢ < QEd“_T, then all skilled migrants choose to become

permanent migrants. To find the migration cost level such that 67¢ = Htedufr :

k¢ w + pky + Be

w(n—p)e?  wpB(n+ Bu) + (1 —p)B(L+ B)le

Solving for k; yields k*** :

(w + Be)(n — )

K = A= =)’

where A = [pB((n+ Bp) + (1 —p)B(1+ B)].

Hence, similar to the previous proposition, if k> kE**, then the corresponding threshold
ability levels are §edu—" 6" 9 TOre I B < 76\ < k**, then the corresponding ability levels
are Hfdu_r, oret. If k< k*** then the corresponding threshold ability level is 6} du=f,

Proof of Corollary 1: Clearly, for k& > k*, 6¢%=h = ¢, and for k < k*, gedu—h >
0; du=f _ 0,,. Hence, the first inequality is established.

In order to establish the second inequality, we consider separate intervals of k; :

For k > k**, g°du=h — 9, — 6, and for k < k**, 0, = 6, = 677"~/
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For k** > /]; > k}*, em _ eedu—h > efdufr _ 071.

o~ . eedu—'r eedu—f _ _ . .
For k* > k > kK™*, 0,, > 0, since 9 b < 9 5 and Qfd“ T,Qfdu T are linear in ky.

Therefore, the result follows.

Proof of Proposition 3: To prove this proposition, we search for pairs of employment
options and consider the choices by workers between two employment options, and show
that for some employment options, there does not exist any interval (Gi,Hj ) , 1 # j such
that individuals of ability level in the interval (Oi, Hj) choose those employment options.

For any ky, consider the ability level which equates yg% 4+1(0) and ytl% 1(0)

me(wl + Bl )+ (1 —me) (w]* + Buw], ) —e = my(wl + Buly) + (1 —my) (w]® + By y) —e.

f T ret ki
= S w(l+nle”) —k =w(l+ pbe’) = 0, = ———.
Wi Wi41 U)( +noe ) t U)( + pbe ) t W(n—#)e’y
Hence, y;,,(6) > ytl% L 1(0) for 6 < 07" and workers of ability level § < ;! choose em-
ployment option 1.1. Further, ytli (0) > yH +1(0) for 0 > 07" and workers of ability level

0> 0 ¢t choose employment option 1.2.

For any ki, consider the ability level which equates yg% 4+1(0) and ytzftl 1(0)

mt(wf—l—ﬁwfﬂ)+(1—mt)(w{a+5w{+1) —e = mt(wtjr+ﬁwf+1)+(1—mt)(w{a+ﬁw{+1) —e.
' k
h h t
wp + Bul = w! —|—ﬁw{+1 S w(l+0e) =wl+nle’) —k = 6" = - Do

Hence, ytli (0) > yf% L1(0) for 0 < 6" "9 and workers of ability level 6 < 6;" "9 choose

employment option 1.2. Further, y?1,,(0) > y;7,,(0) for 6 > 6;" "9 and workers of ability
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level 6 > 9? "9 choose employment option 2.4.

Noting that 6;" 9 < 07¢', when employment options 1.1,1.2 and 2.4 are compared on
the ability interval, y;4+1(0) = max[ytl}fﬂ(@), ytl,%+1(9)7yt2é+1(9)] = max[ytl}H(é’), y%H(Q)],
therefore any worker chooses employment option 1.2.

For any k¢, consider the ability level which equates yf% 4+1(0) and yf% 1(0)

ma(w! +Buwl, )+ (1 —me) !+ puwl, ) —e = my(w! + Buwf, )+ (1—me) (w!® + Buf, ) —e.

f T ret ki
= S w(l+nle”) —k =w(l+ pbe?) = 0] = ———.
wig = wipy < w(l+nbe’) — ky = w(l + pbe’) = 0; Wi — e
Hence, yf% 1(0) > y% 11(0) for 6 < 07" and workers of ability level § < ;" choose em-
ployment option 2.2. Further, yf% 1(0) > yf% 11(0) for 6 > 0f ¢ and workers of ability level

0 > 07° choose employment option 2.4.

For any k¢, consider the ability level which equates y2} 4+1(0) and yt%% 1(0)

mi(w] + Bwf 1)+ (1 —me)(w]® + Buwl 1) —e = my(w] + Bul, 1)+ (1 —me) (w!* + pul, ) —e.

L
w(n —p)er’

Wiy = w[H e w(l 4 phe?) = w(l +nhe?) — ky = 67 =
Hence, y% 1(0) > yf% L1(0) for 6 < 07" and workers of ability level 6§ < 67 choose
employment option 2.1. Further, ytzf 1(0) > yf% +1(0) for 6 > 67" and workers of ability
level 6 > 07! choose employment option 2.2.
When employment options 2.1,2.2 and 2.4 are compared on the ability interval,

Yri+1(0) = max[yi%Jrl(Q), yﬁ%H(Q), yf"fﬂ(@)] = max[y%Jrl(G), yg‘fﬂ(ﬁ)], therefore there does

not exist any interval (Hi, 67 ) , @ # j such that individuals of ability level in the interval
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(Qi, 67 ) choose employment option 2.2.

For any ki, consider the ability level which equates yf% 4+1(0) and yf% 1(0)

me(w] + Bwl, )+ (1—me) (W] + Bwl, ) —e = me(w] + pwl, )+ (1—me) (w]* + Bufy) —e.

f r ret kt

= s w(l+nbe’) — ki =w(l+ pbe’) = 0, = ————.

why =y € w14 007) — by = (1 4 p07) = 6 = —

Hence, yfi’ 1(0) > yf% 11(0) for 0 < 67°" and workers of ability level § < 67" choose em-
ployment option 2.3. Further, yf% () > Y23 11(0) for 6 > 0f °t and workers of ability level

0 > 07¢ choose employment option 2.4.

For any ky, consider the ability level which equates ytzi;’ +1(0) and yf% 11(0):

mi(w] + Bw], )+ (1 —me) (w]® + Buwl 1) —e = my(w] + Bul )+ (1 —me) (w]* + Buf,,) —e.

ke
w(n — p)er’

wl, ) = wly & w(l+n8e’) — k= w(l + phe?) = 67 =
Hence, yi% (0) > yfi’ L 1(0) for 6 < 07" and workers of ability level § < 67" choose em-
ployment option 2.1. Further, yfi’ 1(0) > yf% 41(0) for 6 > 6F ¢t and workers of ability level
0> 0] ¢t choose employment option 2.3.
When employment options 2.1,2.3 and 2.4 are compared on the ability interval,
Yri+1(0) = max[yt%%ﬂ(@), yzgﬂ(ﬁ), y%‘+1(0)] = max[yﬁﬂ(@), yi‘fﬂ(@)], therefore there does

not exist any interval ((91, 67 ) , © # j such that individuals of ability level in the interval

(Gi, Hj) choose employment option 2.3.
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For any k¢, consider the ability level which equates yg’% +1(0) and ¥, () :

mt(wg +5wg+l) +(1 —mt)(w? +5wf+1) —e= mt(w,{r + Bwyi )+ (1 —mt)(w? +6wf+1) —e.

f r ret ky
= S w(l+nbe?) — ki =w(l+ pbe’) = 0,4 = ———.
Wiiq Wi U)( +noe ) t U)( + pbe ) t w(n—u)eW
Hence, yf’% (0) > yf% 41(0) for 6 < 07¢" and workers of ability level § < 67" choose em-
ployment option 3.1. Further, yf% 1(0) > yf% +1(0) for 6 > 07" and workers of ability level

0 > 0/t choose employment option 3.2.

For any ki, consider the ability level which equates yf% 4+1(0) and Y3 1(0):

my(w] 4 B, ) + (1 —me)(w]® + Bwl,,) — e = my(w] + Buf,y) + (1—mg) (W] + Buwl ;) —e.

w,{a + fwi, = wf + 5wth+1 & [w(l+nbie?) — k| + pw(l + pbe?)
— wnbie’ — ki
= (1 1+ 0e” 0; = .
(L4 B)w(l + be”) = 0, w(l + 8= Bu)e

Hence, ytz}f (0) > yg’}f +1(0) for § < ; and workers of ability level § < 6 choose employment
option 2.1. Further, yg”%ﬂ(@) > yzhl(@) for § > 6; and workers of ability level § > ; choose
employment option 3.1.

Thus, it remains to be shown that 6; > o; et .

7 gret wnbie’ — ki B ky
' w(l+p—Bu)er  w(n—p)e?
Uf779?€7 kt kt

w(l+ B8 —pBple’  wl+pB—pBu)er  wn—pe?
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oot ke =)+ A48 =B bt =)+ (1 + 05— B
L+8—Bp we? (I+8-Buw)n—p)  1+5-Bu " (1+ 65— Bp)
1

T I+3— B

[(n6% — no7et) — 07 (1 — p) (1 + B)] > 0.

Noting that 6; > 0y ¢t when employment options 2.1, 3.1 and 3.2 are compared on the ability
interval, y;41(0) = max[yi%H(G),yziﬂ(@),yzgﬂ(@] = max[y%Jrl(H),yg%Jrl(H)], therefore
there does not exist any interval (Qi, 97 ) , 1 # 7 such that individuals of ability level in the

interval (Qi, 67 ) choose employment option 3.1.

Proof of Corollary 2: For any k¢, consider the ability level which equates ygt 1(0)

and ygﬁﬂ(@) :

my(wf + Bufy) + (1 —m) (wf + Bufsy) — e = mu(w] + Bwf,y) + (1= me) (w) + fufyy) —e.

ki
w(n—1)ev

w) + Bul, ;= wl + Bwi:_l S w(l40e7) = w(l +nhe?) — ky = 09 =
Hence, ygt 1(0) > yf% L1(0) for 0 < 6" "9 and workers of ability level § < 7€ choose
employment option 0. Further, yi% 1(0) > yg 141(0) for 6 > 0" "9 and workers of ability level

6> 0" "9 choose employment option 3.2.

For any k;, consider the ability level which equates yg% +1(0) and ygt 1(0):

my (Wl + Bl 1)+ (1—me) (w]® + Bl 1) —e = my(wl + Bl 1) + (1 —my) (wf + Bul,y) —e.
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wl®+ pwi = w4 Bul = [w(l +nbteY) — ki] + Bw(l + phe?)

wndfe” — ki

(1+ 3 —Bu)er

= (1+B)w(1+967):>9_t:w

Hence, ytl% 1(0) > y?’t +1(0) for § < 6, and workers of ability level § < 6 choose employment
option 1.1. Further, y?,t 1(0) > ytlé 41(0) for 6 > 0; and workers of ability level 6 > 6; choose
employment option 0.

Since ;" 9 < gyt < 0;, when employment options 0, 1.1 and 3.1 are compared on the abil-

ity interval, y+1(0) = maX[y?,tH(@),y%}H(@),@/?}H(@)] = max[ytl,%ﬂ(@)ayf,%ﬂ(@)], there-

fore all skilled workers have incentive to migrate.

Proof of Proposition 4: Since there does not exist any skilled worker who chooses to
stay in the home country, only employment options (4), (i¢), (i7i) and (iv) are left and the
threshold values for the remaining employment strategies (i), (i), (i77) and (iv) are defined
below:

In particular, the ability of a skilled worker, who is indifferent between (i) and (ii), can

be found by:
vii1(0) =y 1(0),
h h fa r _ f r fa T
mi(wy + Bwi ) + (1 —me)(w; ™ + Bwiq) —e = me(wy + Pwyyq) + (1 —me)(wi™ + Pwiy) —e.

Rearranging the above expression and substituting the explicit forms for the corresponding
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wages, it is obtained that:

emig—r _ Kt '
t wl(n = 1)+ Bu = 1)]e7

Proceeding with the identification of the ability of a skilled worker, who is indifferent between

(#7) and (i74), it can be found by:

yt%%—kl(e) = ytZé—Fl(e)v

mi(w] + Bl )+ (1—my) (W] + By, 1) —e. = my(w] + Buwl, )+ (1 —my) (w]+ Bul, ) —e.

Rearranging the above expression and substituting the explicit forms for the corresponding

wages, it is obtained that:

Ky

0 = ————.
w(n — p)e

Finally, the ability of a skilled worker, who is indifferent between (iii) and (iv) can be found
by:

y?,%-kl (0) = y2%+1 (0),

mt(w[—i—ﬁwlfﬂ) +(1 —mt)(w{a—l—ﬂw;ﬁfﬂ) —e= mt(w{+ﬁw{+!) +(1 —mt)(wf—kﬁwfﬂ) —e.

Rearranging the above expression and substituting the explicit forms for the corresponding

wages, it is obtained that:

5 wnbfe’ — (14 B)k
w1+ B —Bn)er

Hence, referring to the employment options stated in Proposition 3, the partitioning of home
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country individuals is as follow individuals of ability level 6 such that 6 < 6," 9" choose
employment option (i), of ability level ;" W g < 07¢ choose employment option (i), of
ability level 07 < § < Qf choose employment option (iii), of ability level 6 > 9{ choose
employment option (iv).

To obtain the threshold ability level, which determines educated individuals, one needs to
consider the lifetime utility of the unskilled and skilled workers. More specifically, individuals
in the home country compare the discounted lifetime utility of being an unskilled worker
with choosing employment option (¢) defined in the previous propositionE. Assuming that
the threshold ability level acquiring education is lower than the ability level of individuals,
who choose employment option (i), if (1 + 3+ 8%)w > pﬁytléﬂ(@) +(1 —p)ﬁygtﬂ(@) for an
individual of ability #, then the individual decides to become an unskilled worker. Hence,

the threshold ability level for acquiring education is defined as:

w — pB(L —my)(wnbf — ki) + Pe
wB[(1+ B)(L —p+pme) + (1 — my)pBule””

0 > o7 =

By Corollary 2, ytléﬂ(ﬁ) > y?,tﬂ(e) for @ < 6, hence ytléﬂ(ﬁted“) > ygtH(@fd“). Rewriting

107t should be ensured that §"9~" < 67°* < 6/, The first part of the inequality has already been
established. For the second part it suffices to show that 6/ > 8, which holds by n(6% — 67°%) > ret[(1 —
w1+ B)] . }

"U'We implicitly assume that 659 < §;"*9~".This assumption is made in order to keep all employment
options. For instance, one can assume that 6¢9% < 07t in that case there are no skilled workers choosing
employment option 1.1.
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yg’%ﬂ(@ted“) > ygtH(Hfd“) explicitly and subtracting (1 + B)w(1 + 6*¢”) from both sides:

(14 B)w(l + 657y — (14 Bw(1 + %)
< plme(1+ B)w(l + 057e7) + (1 — my) (w(l + ndfe) — k) + Blw(l + pdfte)]

+(1=p)(1+ Blw(l +6;7e) — (1+ Bw(l + %)
Substituting the definition of Hfd“ and simplifying, we get:

(1+ B)w(1+ ;%) — (1+5)w(1+9*67)<%—|—e—(1+ﬁ)w0*e”=0

Therefore, 9¢% < 6%,

APPENDIX B

Derivation of the slope of the SSy curve:

00¢ w(l+ B —pne?’  1+8—pn
ss — = >0
f

Derivation of the slope of the DD curve

Following Stark and Chau (1999), one can find the slope of DD curve by differentiating

(10) :
- 0] 1(0]) — 0% (054 25" 251 (0] — F(05)
—ie!DDf = 7 y (24)
o0, (F(8]) — F (652

af 9Hstu 007
Joga 01 O)A0CFOF) = 05 £07) T 025

[F(6]) — F(o5))2
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[0 07(0)d0
F(o]) - F(o5™)

Vi G I U3V i ik
(F(0)) = F@og) - (Fo]) - Fog) 90 o6]

16l o))
VIR@O]) - F(o5™))

Since 9{ > 0, if ¥ > 0, then it is confirmed that DD} is upward sloping.

(6% — 07) f(B5%) D
[F(6]) — F(65)) 00F

=1+

(0F — ;™) £ (O7™) p(1 —my)

=R Eh - Fiest) ol T B0 — p+ pme) + (L= mo)pBule”

>0

Proof of Lemma 1: To determine the relationships between Qg = a, f, and the variables

k; and m; which are implicit in the equations. By totally differentiating (10):

0110])  or  BE™)

dea d&edu
YR - Fgty (o)) - Fogty
f;&iu Qf(e)de Qf dgf gedu dQedu
—[F@)_F(efw[fu) /— F(om)deg )
of (o)) G

_ d@@du _ e f Qf d@f _ f Qedu dQedu
F(etf) . F(@fdu) t t t[ ( t) t ( t ) t ]

O] =0 f0f) ¢ (O — 0 FOEM)

- t de 26
(6D = P (P - P 20

F(0]) — F(ogv)

Since 6{ —0¢ >0 and 0f — Hfd“ > 0, 0¢ is strictly increasing in 6{ and Hfd“.



Hatipoglu and Sadikoglu: No Brain Gain without Brain Drain? 58

By totally differentiating (9), d@{ is obtained:

18 ™ "Wt B pme 27)

Hence, all else remaining constant 9{ is increasing in 6f and decreasing in k;.

To determine df§%", one needs to take the differential of (6) :

a,y _ . edu 7y
C C
pBL—my) . pB( —my)wne?
+ c dky c

dos

where C' = wp[(1 + B8)(1 — p + pmu) + (1 — m¢)pBule”
To examine the relationship between 67 and m; keeping all else constant, substitute (27)

and (28) into (26) :

(6] — 7)1 (6]) n
[F(6]) — F(petw)] (1 + B — Bn)

aor = do?

[pﬁ(wnfige”—kt) _ p(lw—ﬂg)wefd“e’ th}

| (82— 6 (05

[F(6]) — F(05™) pB(=meune” 1o
C t

1 (08 — 054 f(GgM) lpﬁ(wn&a(ﬁ — k) p(l+ B — Bu)woiie
C C

T A (F(e]) — (o) ) ] e = e (29

An BlpB(1 — my)wne?] 0 —09)£(6])
where A = 1-— A=
! A+8-pn) C C RO — Feedwy)
(07 — 0™ f(05™)

[F(6]) — F(6gw)]

Therefore, by (29), the necessary and sufficient condition for 6§ to be increasing in my is
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A >0
To analyze the relationship between 6§ and k; keeping all else constant, substitute (27)

and (28) into (26):

. 0l —ere) ( 0 . (1P )
= D - P \TFB =8 " w5 e
(08 — 6cm) £ (95 [pﬁu—mt)  pB(1 = my)uwne? 1
P —Feem | o c
B O A Y I ) N 0V G VL C Rk
AL [FO]) - Pogtny w8 Bne T [Fof) - Fon)  C t

_ Ly (1+5) pB(1 —my)
_A{ Aw(1+5—6n)eW+B C

] dky = Sydky (30)

Hence, by (30) 6f is decreasing in k; if and only if —Aw(lfﬁtﬁ ,B)n)e’Y +BY (15 my) 0, provided

that A > 0.

To analyze the relationship between 9,{ and my, one needs to consider (27) which yields:

f _ n (99? 1
d@t 1 —i—ﬁ — 577 8mtdmt (3 )

Thus, by (31), it is clear that if ¢ /0m; > 0, then (9{ is increasing in my. From (29), it is
determined that 6f is increasing in m; if and only if A > 0. Thus, 6’{ is increasing in my
provided that A > 0.

To determine the relationship between 0{ and k¢, from equation (27), all else remaining

constant it is obtained that:

F U 00 3 (1+5)
Y =155 (akt) = T B = g
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1 06y (1+0)
_ — dk 32
L+ 8- By {”(akt) wer | (32)
Hence, we have that 0{ decreasing in k; if and only if 7 (%) < (1;;5)

Proof of Lemma 3: To determine the relationship between Qted“ and my, from (28), it

is obtained that:

a,y _ . o edu 7y o 0% a
dggn — pB(wnbe’ — k) — p(1+ 8 — Bu)wd;™e dmy — pB(1 —my)wneY [ 06¢ iy
C C 8mt

Thus, we have that Gfd“ is increasing in m; if and only if;

pBwnbeY — ki) — p(1+ B — Bu)whsiie - pB(1 — my)wne? [ 00
C C omy

or if and only if

pB(wnbe’ — ky) — p(1 + B — Bu)wl;™e’ o (9%
pB(1 — my)wneY omy

Turning to the relationship between Hfd“ and ky, that all else remaining constant, from (28) :

edu __ pﬁ(l - mt) . pﬁ(l - Tnt)wneV 89?
o™ = — 0 dky o T dky

We have that Gted“ is increasing in k; if and only if,

pB(1 —my) - pB(1 —my)wne? [ 06F
C C Ok
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or if and only if

o0¢
1 7=
> wne ( kt)

Proof of Proposition 5: Since n(07 —67°) > 67¢[(1—p) (14 3)], there exist individuals

who migrate at ¢ = 1. Thus, mg = m(M;) > m(My) = my and ka = k(Z1) < k(Zy) =

k1.Since M; > My and Z; > Zy by ag;z:t > 0, Ypdmy + Xgdky > 0, it is ensured that 0§ > 07
and hence, (¢ — ;") > 67[(1 — p)(1 + )] holds V¢ = 2,3, ... Moreover, the condition
Smdmg + Spdk; > 0 imposes that V¢, 8/ > 6/ by (31) and (32). Since 9% < 679" we
have Qfdu < Q;nig_r < Q;et < 91{ and My ; > My, Zyy > Zy,i = 1,2, ... Therefore, m* = m

and k* = k. q.e.d
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