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Abstract: Supplying work in the home country or abroad must be seen as the result of the same 
decisional process. If that is true, the same set of variables should be used to explain the participa- 
tion in the labor market and the emigration rates. 

Based upon empirical results, we discuss some of the traditional conclusions of the economic 
literature. Our empirical results, for example, show that: 1) there is a strong support for considering 
home wages and the wages in the country of destination asymmetrically, 2) imperfections in the 
capital markets seem to play an important role when workers must pay for their moving expenses 
and 3) there is a differential in coefficients between the period before 1974 and after that date, as 1974 
is the year most of the Central European countries changed their immigration policies. 

The results also point to the existence of a large stock of potential emigrants in Portugal. The 
actual emigration will depend to a great extent on expectations regarding the evolution of real 
wages in Portugal and in the EC partners. If workers do not expect a rapid growth at home, we will 
see a large outflow due to the differential of wage levels. 

JEL Classification System-Numbers: J61, F22 

Introduction 

Dur ing  the second half of the 1960s and  first half of the 70s there were large 

flows of emigra t ion  to the EC countr ies  (more than  100,000 people per year). 

After 1974 emigrat ion came to a vir tual  halt  due to the emigrat ion policies of the 

des t inat ion countries and  the Portuguese 25th of April revolut ion (Revolut ion 

of the Carnations).  Nevertheless, the stock of Por tuguese  emigrants  in EC coun-  
tries current ly stands at more than  one mill ion persons z, representing close to 

10% of the current  Por tuguese  popula t ion.  

In  this paper  we study the Portuguese emigrat ion (particularly to France)  and 
labor  supply, po in t ing  to the s t ructural  break which occured in 1974. Based on 
the empirical results we discuss some of the t radi t ional  results of the economic 

I am grateful ~o Joop Hartog, Carmo Seabra, participants of the Conference "Mass Migration 
in Europe - Implications in East and West" (Vienna, 1992) and two anonymous reviewers for their 
valuable suggestions and comments. The responsibility for the opinions expressed is mine. 
2 1,071,000 according to estimates of the State Department for Portuguese Communities. 
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literature. We test and reject the hypothesis that wages in the home and destina- 
tion countries should be treated symmetrically. The wage used as the explana- 
tory variable is that of the expected real wage, meaning that it should take the 
possibility of unemployment into considerationl 

In the case where workers have to pay for their moving expenses, as has been 
the case in Portugal since 1974, the wages at home constitute not oniy an 
opportunity cost for the migrants but also a means of financing the moving 
costs, as shall be seen in the results below. The situaton regarding the dimen- 
sion of Portuguese emigration, had there been no structural break in 1974, is 
addressed as well. 

The paper is organized in the following way. First, some conceptual issues are 
discussed. Second, the data and the empirical models are presented. Third, the 
results are examined. The paper ends with a brief conclusion. 

I Conceptual Issues 3 

According to the neoclassical theory, the decision to migrate depends on: It the 
value of wages in the home and the destination country and 2) the cost of 
moving, as the worker is making a decision that will change his/her life cycle 
budget constraint. The welfare attained depends upon the degree to which living 
in a foreign country affects it. 

The decision to participate in the labor market or not, and whether and when 
to migrate or not, are made simultaneously by the worker who as usual is 
maximizing his life cycle utility (Berninghaus and Seifert-Vogt 1988). This is not 
a simple decisional process and because of this, most of the theoretical models 
in the literature deal with only parts of the problem. 

The above theory concludes that the emigration rate should be a function of 
the wages at home and at the destination countries and the cost of migrating. 

Faced with the aggregate data we have, it seems important to see how our 
data can answer some of the questions posed by the theory. The empirical issues 
addressed in this paper are the following: 

i) should we treat the home wages and the host wages symmetrically in the 
emtgration equation? 

ii) should we consider real wages (in local purchasing power) over time or 
nominal wages? 

iii) how to consider future wages? How to consider the possibility of unemploy- 
ment? 

3 In this part we do not present an exhaustive survey of the literature, but refer only to some 
papers which have contributed to the discussion. 
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Some authors (Geary and 6 Gr/lda 1989, Erikson 1989) following a long 
tradition, treat home and host wages symmetrically. Others (such as Vander- 
kamp 1971) point to the dual role of the wage in the home country as an income 
foregone (in the case of migration) and as a source of financing the cost of 
migration. This latter aspect is going to be very important when workers are not 
asked by the employers of the host country to move (paying part of the migra- 
tion costs), but are bearing the full cost of migration themselves. 

To test the first issue we use the wages in the home country and in the host 
country independently, as explanatory variables in the emigration equation. 

Most articles in the literature use real wages as the explanatory variable, but 
Djajic (1989) suggests that the guest worker's decision to migrate depends on the 
real and nominal difference of wages. If there is a large difference in the price 
levels between home and host country, the worker can migrate from the low 
wage/low price country even if real wages are the same, as the worker may save 
in the host country and consume in the home country. 

We explored several specifications of the emigration equation where the nom- 
inal wages and the price levels were considered independently. The regressions 
did not improve when compared with the ones where we used the real wages; so, 
even if there is a theoretical support for not considering real wages, our data did 
not support it 4. 

The latter issue (see Harris and Todaro 1970) has been answered by most 
authors by considering the unemployment rates in the home and host countries 
as explanatory variables (some of them treating them symmetrically, therefore 
using their difference). Our results showed that there was no improvement in the 
regressions if we considered the unemployment rates independently when com- 
pared with the ones we obtained considering the expected wages (that is, the 
ones where the explanatory variable was that of the wages multiplied by the 
probability of being employed). 

Concerning the expectations formation, there are various possibilities. We 
decided to consider a three-year expectation formation (due to the quality and 
quantity of data available) and tried adaptative and rational expectations. The 
results from the estimations with rational expectations were better, so the ex- 
pected wage is a weighted average of the wages of the coming three future 
periods. 

As workers can finance their movement costs out of their wealth and not only 
their wages, we considered the real wealth as an explanatory variable. 

Finally (as pointed out by Lundborg 1991) one of the costs of migration is the 
cost of trips to see friends and relatives back home. This need to travel and be 
back in contact with one's own culture decreases with the dimension of the 
number of emigrants already in the host country and their family ties. An addi- 
tional reason for considering the stock of emigrants has to do with search costs 

4 As explained by Djajic 1989, the greater the concavity of the utility function, the less freedom 
the worker has in choosing his country of consumption. 
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and information (Vishwanath 1991). People from the same country can heIp 
each other and spread information. 

With regard to the estimation procedure, we used three stages least squares, 
as the wage in Portugal is an endogenous variable to the model (Mathur and 
Stein 1991). We used as instruments all of the above-mentioned variables with 
the exception of the wage in Portugal, plus time and time squared. To assure the 
independence of the instruments and the residuals, we used the stock of emi- 
grants in time t - 1 in the explanation of time t emigration flow. 

II Data and Estimation Procedure 

Most of the data we have used in this paper is taken from publications of the 
INE (National Institute of Statistics), Banco de Portugal, IMF,  ILO and the 
State Department  for Emigration. The period under study is 1958 to t9855 . 
Variables: 
wh - real home wages - Portuguese nominal wages divided by the price index 
and multiplied by the probability of employment. 
ewh - expected home wages - This variable is constructed as a weighted average 
of wages over the coming three periods; weights are estimated. 

ewh(t) = blwh(t + 1) + bzwh(t + 2) + b3wh(t + 3) 

where 

bl § b2 § b3 = 1 

The coefficient for wh(t + 3) can be considered as representing the whole 
future. 

wd - wages in the destination countries - We have used real wages in France 
multiplied by the probability of employment for the emigration towards that 
country (wdf) and the real per-capita income in the industrialized countries as 
a proxy for this variable in the case of total emigration (wd), as industrialized 
countries were the main destination of the emigrants during this period: 

ewd - expected wages in the destination countries - See above for ewh. 
a - families' financial wealth at constant prices - Calculated by Cartaxo and 

Santos (1984). 
em- emigration rate - We calculated this as the number  of emigrants divided 

by total population, as only estimates exist for Portuguese population aged 
15-65 from 1981 on 6. 

5 We used data from the period between 1958 and 1985 because data for 1986 and Iater is not 
directly comparable with the data up to 1985. Moreover, in 1986 Portugal became a member of the 
EC, therefore another structural break had to be considered and we have insufficient data to be able 
to treat it statistically. 
6 As suggested by one of the reviewers, we should consider the population at risk, mainly aged 
15 to 65. 
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e m f -  emigration rate towards France - We calculated this as the number of 
emigrants to France divided by total population. 

act - participation in the labor market rate - This was calculated as the active 
population divided by the total population. 

se - stock of all emigrants (previous period) - as there were no good data 
concerning France, we use this value in that case, as well. 

As there is a strong presumption of a structural break in 1974 (due to the 
above-mentioned changes in emigration policies of the main European coun- 
tries), we have estimated the equations allowing for the possibility of changes in 
the coefficients in 1974. This means that we have created variables having the 
value zero up until 1973 and 1 thereafter (d is the corresponding dummy vari- 
able). The variable x_d is zero until 1973 and x thereafter. A letter "l" preceding 
a variable name indicates that it is a logarithm. 

We use log-linear forms to make it easier to interpret the results, as these 
forms show constant elasticities. 

We end up estimating the following model: 

Iact = fli + f12 lwh + fl31ewh + fl41wd + flslewd + fl61se + flTla + fl~d + 
fl'2Iwh_d + fl'31ewh_d + fl'Jwd_d + fl'slewd_d + fl'61se_d + fl'Tla_d + e 

lem = Yi + 72 lwh + 73 lewh + 74 lwd + ~5 lewd + 76 lse + 77 la + y]d + 
7'21wh-d + y'alewh_d + ~",lwd_d + y'slewd_d + ~'61se_d + 7'Tla_d + 

temf = ql + ~2 lwh + rl31ewh + q J w d f  + qslewdf + q61se + ~17la + ~l'~d + 
q'2lwh_d + q'31ewh_d + q'Jwdf_d + ~fslewdf_d + rf61se_d + ~l'vIa-d + 

where d is a dummy variable with the value of zero until 1973 and 1 thereafter. 
The three equations above were estimated simultaneously by three stages 

least squares and the significance of all the parameters was tested. All those 
which appeared to be not significantly different from zero in any equation (10% 
level) were deleted from the equations, with the exception of the real home wage, 
which was retained, as its expectation was significantly different from zero. These 
were simplified to 

lact = b i + b2!wh + b3lewh + bJwd + bslewd + b61se + bTla + b~lwh_d + 
b'31ewh_d + b'slewd_d + b'61se_d + b'vla_d + 

lem = gi + 92 lwh + g3 lewh + g4 lwd + 95 lewd + 96 lse + 97 la + 9'21wh_d + 
g'31ewh_d + 9'slewd_d + g'61se_d + g'Tla_d + e 

lemf = n i + n21wh + n31ewh + n41wd f + nslewdf + n61se + nvla + 
n'21wh_d + n'alewh_d + n'slewdf_d + n'61se-d + n'Tla_d + 

The following variables were used as instruments: 

lwd, lewd, lewd_d, lwdf, lewdf, lewdf_d, d, la, Ise, la_d, Ise_d, t, t 2 

where t is time and se is the stock of emigrants in the previous period. 
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III Empirical Results 

P.T. Pereira 

V ~ The  resul ts  f rom the  n o n - l i n e a r  e s t i m a t i o n  p rocedu re  are (abso lu te  t ames  
wi th in  paren theses)  

lact lem lemf 

constant -.042" 971" 3.102" 
(2.2) t2.8) ~8.9~ 

lwh .085 .404 - .461 
(1.3) (.48) (.27/ 

lwh_d -.083 2.140" 3.O31 
(1.3) ~2.3t (1.6) 

lwd .181 [ 1.486" 
(1.4) (5.1) 

Iwdf 9.680* 
[4.9) 

lewh .247* 9.163" 19.264" 
(2.7) (6.1) (7.5) 

lewh_d .069 9.670* ~ 1.577" 
(.87) (8.6) ~5.6) 

lewd -.054 1..830" 
(.59) (1.0) 

lewd_d .209* - 12.436" 
(2.5) (11.) 

lewdf 5.7t4 
(1.8) 

lewdf_d - 15.714" 
(6.7) 

la -.065" 1.838" 4.316" 
(2.3) (4.1) (6.7) 

la_d .129" -.768 -.843 
(3.6) (1.5) (.71) 

Ise(- 1.) .107" -.325 3.187' 
(3.3) (.66) (6.5) 

Ise(- 1)_d .015" .097 -.393* 
(2.4) (1.1) (2.1) 

--2 
R .997 .993 .992 

* shows that t values are greater than 2 

Because  of the  way  in  which  we def ined o u r  var iables ,  we have to add  the 
coefficients of  va r iab le  x to va r iab le  x_d  to k n o w  the  inf luence  of the  va r i ab le  
after 1974. The  resul ts  of  the s u m m a t i o n  a p p e a r  in  the  table  below. 
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lact lem lemf 

constant - .042* .971" 3.102' 
(2.2) (2.8) (8.9) 

lwh + Iwh_d .092 1.737" 2.540 
(.03) (2.3) (1.8) 

twd .181 11.486" 
(1.4) (5.2) 

lwdf 9.680* 
(4.9) 

lewh + lewh_d .!78' .505 -7.687* 
(3.3) (.56) (4.9) 

lewd + tewd_d -.155 - 14.267" 
(1.7) (6.5) 

lewdf + Iewdf_d - 21.428 * 
(5.6) 

Ia + la_d .065 1.070 3.473* 
(1.0) (1.6) (1.8) 

Ise(- 1) + lse(- 1)_d -.092" -.228 2.794* 
(2.7) (.48) (6.1) 

* shows that the t ratios are greater than two 

T h e  we igh t s  in  the  e x p e c t a t i o n  f o r m a t i o n  were  

Period (+ 1) (+2) (+3) 

home wages 
before 1973 

a~er 1973 

destination wages 
before1973 

after 1973 

-.006 .457* .549* 
(.07) (5.4) (7.3) 
.257* .276* .467* 

(3.6) (4.2) ~.9) 

- 2 5 2  1.113" .139 
(.63) (2.2) (.44) 
.305* .319 + .376* 

(5.9) (6.2) (5.3) 

* shows that the t ratios are greater than two 

The  resu l t s  of  the  e s t i m a t i o n  p r o c e d u r e  show:  

1) T h e  inf luence  of  the  wages  in  the  d e s t i n a t i o n  c o u n t r i e s  r e m a i n s  the  s ame  
t h r o u g h o u t  the  w h o l e  pe r iod ,  as  the  v a r i a b l e s  lwd_d  a n d  lwdf_d  ( d u m m y  var i -  
ab les  for  the  wages  in the  d e s t i n a t i o n  coun t r i e s )  were  d r o p p e d  f r o m  the e q u a -  
t ions .  

2) I n c o m e  in the  d e s t i n a t i o n  c o u n t r y  a n d  e m i g r a t i o n  r a t e  a re  pos i t i ve ly  re-  
l a t ed  wi th  an  e las t i c i ty  of  11.5. The  e m i g r a t i o n  r a t e  to  F r a n c e  is pos i t i ve ly  
r e l a t e d  to  wages  wi th  an  e las t i c i ty  of  9.7. 
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3) Expected future income abroad and the emigration rate are negatively re- 
lated. As people are deciding not only whether or not to migrate but also when 
to migrate, one of the possible explanations for this result is that people post- 
pone emigration if they expect wages to increase within the future in the destina- 
tion countries. This effect is significant following 1974, as the host countries 
were not inviting more foreigners in and the Portuguese workers were consider- 
ing the date of their emigration. 
4) The emigration rate and the wages in the home country are positively related 
following 1974 (up until 1973 the relationship was negative but not significantly 
different from zero at a 10Yo level). This can show the importance of home 
income in paying the moving expenses during the period when the ~Jnployers 
were not subsidizing a portion of those costs. 
5) Expected future wages at home and the emigration rate are negatively re- 
lated. As workers expect their situation in the home country to improve, they 
will tend to stay in their home country instead of emigrating. The relevant 
elasticity was estimated to be very high prior to 1974 with a value of 9.2 for total 
emigration and 19.3 for the emigration to France. Following 1974 the effect 
within total emigration disappears almost altogether, while to France it remains 
negative. 
6) Wealth has a negative influence on the participation in the labor market rate 
(leisure is a normal good) and a positive influence on the emigration rate; again 
a result which supports the idea of the existence of imperfect labor markets, 
in the sense that the worker cannot use future wages to pay for the cost of 
moving. 
7) The stock of emigrants in the previous period negatively influences the par- 
ticipation in the labor market rate and positively influences the emigration 
rate to France. The positive influence in the emigration rate has been explained 
above. An explanation of the negative influence on the participation rate may 
be found in the influence of the migration on the age and sex composition of the 
population. This must be investigated with additional disaggregated data. 
8) As mentioned above, expectations should encompass the entire future, but 
due to the sample size, we have restricted the mechanism to be estimated to only 
three coefficients. In this case, the third coefficient was restricted and should be 
understood to be the sum of all the coefficients referring to time >_ t + 3. Of 
course, in this way, meaningful information about longer-term dynamics may be 
lost if other coefficients for time > t + 3 are significant. This might explain why 
in most cases the third weight is seen to be greater than the others. 

Negative weights were never significantly different from zero at a 10yo 
level. 
9) The emigration rate shows a much higher elasticity in relation to future 
wages than the participation rate. This indicates that the way in which people 
perceive the future is very important when studying the evolution of the emigra- 
tion, 

With the results above, we construct Graphs I and !I below 
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In these graphs we represent the evolution of the emigration rate (emigration 
rate in 1958 equal to one), the fitted value and the evolution it would have taken 
had there been no structural break. From the graphs we see that the emigration 
would have achieved very large values if there had been no structural break. It 
was not sustainable, in the sense that the structure of the Portuguese population 
would have changed rapidly in number and composition. 

The graphs call our attention to the following question: If the emigration 
should have gone up and failed to for external reasons, what happened to those 
potential emigrants? One possible answer is that a number of these people are 
still preparing to migrate when the external barrier falls, meaning that in 1985, 
there was a strong pressure to migrate. 

IV Conclusions 

The empirical results show that the rate of participation in the labor market is 
significantly influenced by the stock of emigrants, Which may in turn support the 
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notion that emigration and labor force participation, as economic decisions, 
belong to a single process. 

We confirm that wages in the home country and the destination country 
should not be treated symmetrically, as the emigration rate increases with the 
increase in Portuguese wages following 1974. This may be explained by imper- 
fections in the capital markets and the need of the workers to finance their 
moving expenses with their incomes. 

We also confirm the existence of a large stock of potential emigrants in 1985. 
The actual emigration 7 will depend to a great extent on expectations about the 
evolution of real wages in Portugal and the EC partners. If workers do not 
expect to see a rapid growth at home, we will see a large outflow due to the 
differential of wage levels. 

In fact, the results forecast that if the immigration policies of the Northern 
European EC countries change (as a consequence of the Single Act, for in- 
stance), a substantial emigration towards these countries will occur. There has 

7 There is a large real wage differential between Portugal and the EC partners, which leads ~ to 
believe that what was true in 1985 is still true today. 
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been a substantial increase in the negative effect of expected wages in the host  
count ry  on emigrat ion rate. This may  be the result of  Portuguese workers post-  
poning their decision to migrate, creating a large stock of  potential emigrants. 
S t raubhaar  (1984) and Pereira and Seabra (1991), using different assumptions, 
arrive at the same conclusions. 

In the long run, Por tuguese  emigrat ion will depend on perceptions of  the 
evolution of wages and living conditions both at home and abroad.  If  wages in 
Por tugal  are expected to increase quickly or  living conditions abroad  to de- 
crease (due to racism, for example) this may  counter  the "level effect" which 
constitutes the emigrat ion movement  resulting from current wage differences. If, 
on the other  hand, wages are expected to catch up only gradually in Portugal ,  
there may  be impor tan t  labor  flows across the EC, to France in particular. As 
wages will increase in Por tugal  it m a y  happen that  emigrat ion increase in a first 
phase, as workers have the possibility of  financing their moving  costs. This has 
been verified in other  empirical work (Vanderkamp,  1971), as well. 
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