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Working Papers

“Guest Worker Permits with Endogenous Return Migration: The Host Country Perspective”

Abstract Laws restricting the flow of labor are sometimes seen as a way to loosen constrictive immigration poli-
cies. One such restriction is a worker permit system which limits the length of stay of foreign workers in the host
country. This paper finds the optimal worker permit contract from the point of view of the host country by using
a two-country dynamic general equilibrium model, calibrated with data from the U.S. and Mexico. In the model,
the decision to migrate and the corresponding decision to return are endogenous and take place within families who
are heterogeneous in terms of human capital. After finding a migrant’s optimal migration duration and the resulting
shrinkage in wage gap and change in interest rates, the paper derives the restriction on migrants’ stay which maxi-
mizes natives’ utility. It also derives the migrant length of stay which would pass a majority vote. When migration
duration is restricted, the fraction of the native population made better off has inverted U-shape when graphed against
the migrants’ length of stay, the peak of which is at 8 years.

“Trade, Firm Structure and Migration of Talent”

Abstract Throughout economic history there have been episodes in which the liberalization of trade has been ac-
companied by a positive flow of migrants. Such phenomena are notable because they contradict the basic Heckscher-
Ohlin conclusion that trade and labor mobility are substitutes. Also notable is the fact that migrants to the U.S. have
been largely skilled rather than unskilled. This paper links these two phenomena by pointing out the simple fact that
increased trade can involve different types of firm structures and different types of goods being traded, which in turn
have different effects on skilled and unskilled labor. The interaction between different frictions that impact labor
movements, specifically the interaction between capital adjustment costs and trade costs, has a significant effect on
the gap between the returns to labor in the South and North. Although the decrease in trade costs and increase
in trade dampens labor movements, the existence of asymmetric capital adjustment costs in the North and South
increases it. To show these results formally, this paper calibrates and solves a two-country, two-sector model of
trade and migration, in which countries differ in skill endowments and capital adjustment costs and sectors differ in
structures and capital intensities. Empirical analysis is then provided, with results supporting the main qualitative
implications of the model.

“Trade Openness and the Informal Sector In Latin America: A Cross Country Look”

Abstract With the advent of many trade policy reforms, studies have focused on the impact of this change on the
informal sector in developing countries. Increased foreign competition could cause workers to be displaced driving
them to informal work or push firms to subcontract to the informal sector where wages are lower and contracts are
easily broken with no additional cost. Trade aside, the rise of a segmented labor market can also be attributed to
several elements of an economy. One element is the failure of employment to keep up with an expanding labor force
because of urbanization and population growth; therefore, many seek work in the informal sector. The other elements
are labor market regulations and trade unions. Estimating the impact of the these elements using a panel of 12 Latin
American countries over 7 years, it is shown that trade and unemployment cause the informal sector to expand, as
expected a priori. Labor market regulations also play a small part in decreasing the size of the informal sector. This
result is in conflict with initial conjectures, however, one might hypothesize that increased labor market regulations
lead to an increase in the value of a formal job, thus increasing the opportunity cost of informal employment.


