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Abstract We study the effects of more open borders on return migration and show
that migrants are more likely to return to the origin country when migration rules
are softened, because this implies that they could more easily re-migrate if return
migration is unsuccessful. As a result, softening migration rules leads to lower net
inflows than is generally acknowledged. We show that if government follows rules
to shape the optimal migration policy, it will choose more open “borders” than were
its behaviour to be discretionary. However, this requires an appropriate commitment
technology. We show that electoral accountability may be a solution to the com-
mitment problem. As a matter of fact, observed softer immigration rules in western
countries suggest the effectiveness of such a mechanism.
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1 Introduction

Immigration is one of the critical emergencies of our time, particularly in Western
Europe but also, albeit in different ways, in the United States and other high-income
countries, and it seems to make a clear divide between those who prefer the term “put
a brake on it” and those who emphasize the duty to “receive”. In Europe, especially,
the Schengen Treaty has led to an unprecedented circulatory flow, and in particular
it has permitted a massive exodus of citizens from the countries of Eastern Europe
towards the economically more prosperous states (Lundborg and Segerstrom 2002;
Docquier et al. 2014). War and conflicts in Africa and Asia, in recent years, have
boosted migration to levels never registered before. For these reasons, most of the literature
is concerned with the phenomenon of migration inflows into the destination countries.

In this paper, we study the effects of more open borders also on migration out-
flows and possible re-instatements in the destination country: migrants who consider
returning home but are reluctant to give up their current status in the host country are
more likely to return to their origin country if afterwards they think it is still possible
to re-migrate to the former. As a result, softening migration rules leads to lower net
inflows than is generally acknowledged.

Throughout this paper, we assume that the government’s goal is to minimize the
stock of migrants settled in the country, taking into account the cost of border control.
This reflects a postulated feeling of hostility toward migration among the natives.
Were we considering also the benefits coming from a moderate migration flow, our
result would consist in an even softer optimal immigration policy. This is the rea-
son why we focus on the extreme case of a complete hostility towards immigration.
For example, Card et al. (2012) emphasize how European opinions about migrants
reflect cultural points of view more than mere cost-benefit perceptions, and Belot and
Ederveen (2011) show that cultural factors explain migration flows between devel-
oped countries much more than do economic aggregates such as the GDP per capita
and the unemployment rates. Angelucci (2012) studies empirically the effect of US
border enforcement on the stock of illegal migrants coming from Mexico, taking into
account at the same time the entry flows and the exit flows. She finds that a stronger
US border control is beneficial for the country since it decreases the overall stock
of Mexican migrants. Bazillier and Magris (2016a) analyse empirically the impact
of the Schengen Treaty on the migration outflows inside Europe: they find that by
opening the borders one has increased such human mobility.

In our paper, we assume that there is a “home bias” for consumption in the source
country, and that therefore migrants take into account the possibility of moving back
to it in order to enjoy the larger utility. The origin country, however, is subject to
some productivity shock and, were the negative shock to come about, the migrants
are likely to try to re-migrate back to the destination country: it follows that the prob-
ability of the reinstatement of the condition of migrant in case of an unsuccessful
return migration represents, in some sense, an insurance coverage against the typi-
cal instability of the source countries. Thus a more permissive migration policy will
ensure a greater exit flow from the country which will counterbalance, at least in part,
the greater entry flow.
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Nevertheless, in this framework, the problem of dynamic incoherence is easily set
out (Kydland and Prescott 1977; Barro and Gordon 1983): a government aiming at
minimizing the total number of migrants settled in its territory may in fact face the
incentive, once a relatively permissive policy is announced (which will incline many
immigrants to go back home), in later putting into effect a far more restrictive one
and drastically rationing the number of the re-immigrants.

In the absence of a commitment technology, our model predicts an equilibrium
outcome corresponding to rather restrictive migration policies which turn out to be
inefficient for both the natives and the migrants. This seems to be at odds with
observed migration flows which, in view of their importance, emphasize that the
majority of the countries implement relatively soft policies. This suggests the exis-
tence of some commitment technology allowing the restoration of the first best
equilibrium. Since in our case the mechanism based upon reputation is difficult to
implement, given the non-stationary nature of the game, we propose a solution for the
time inconsistency problem based upon electoral accountability: if politicians value
office enough, under the threat of not being re-elected, they will resist the temptation
to deviate from the announced policy.

In our model, we assume that migrants are not granted political rights: actually,
some of the migrants settled initially in the destination country might be considered
illegal and therefore do not vote. As regards the legal migrants, slightly more than
half of the European (58%) and American (59%) share the view that political partici-
pation rights should be granted to them just like the natives. However, such countries
do not extend (even to the legal migrants) the right to vote in the national political
elections . The matter is an issue of heated debate in the United States. But to the best
of our knowledge few countries (Uruguay, New Zealand, Chile) give national vot-
ing rights to immigrants whereas the giving of the voting rights in local elections is
more widespread around the world (Belgium, Spain, Sweden among others). There-
fore we consider that granting immigrants the right to vote in a national election is
the exception rather than the rule. As a consequence, when we introduce the polit-
ical equilibrium, we do soon the hypothesis that only natives can participate in the
democratic mechanism.

This mechanism can in part explain some empirical evidence according to which
migration policies are rather soft. Migration policies implemented by the destination
countries (and sometimes by the origin countries) are essential for understanding the
migration flows. Unfortunately, how the migration policies evolve over time and how
they change across countries are severely hampered by data availability. One attempt
to measure the migration policies is the periodic survey carried out by the United
Nations Department of Economics and Social Affairs over 1976-2007. The survey
reports the views and responses to migration of the governments of 195 countries.
Based on this survey, Facchini and Mayda (2009) note that most governments adopt
policies that maintain or lower the level of migration. Next, these authors propose a
median voter theoretical analysis to examine whether migration policies implemented
by the political authorities in different countries correspond to migration attitudes
expressed by the voters. They find that if migration policies implemented by govern-
ments do not fit the voter’s migration attitudes, then they tend to be less restrictive.
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While several reasons can explain this scenario, we argue that the success or the
failure of the electoral accountability mechanism accounts for much.

Our paper is very close in its message to Zimmermann (2014) who argues (but in
an informal way) that countries whose goal is to reduce immigration flows by impos-
ing restrictive immigration policies are mistaken: the consequence of such policies
is to transform circular migration into permanent. Germany illustrates the point well
that less restrictive migration policies encourage return migration or at least render it
circular. As Zimmermann (2014) reports it, if we compare migrants from EU coun-
tries with those from non-EU countries, the former leave Germany more often than
the latter. Because Turkey and former Yugoslavia migrants have not the same ease
as Greek, Italian or Spanish to re-enter Germany, they return less frequently to their
country of origin.

The remainder of the paper is organized as follows. After offering a brief review
of the literature on return migration, we study the choice of migrants whether or
not to return home. Then we analyze the outcome of the migration policies imple-
mented a) under commitment and b) under discretion and compare them. In a later
section we evaluate the (stochastic) migration dynamics while, in the last section,
we propose the electoral accountability mechanism as a solution to the commitment
problem.

2 Return migration: literature review

Return migration is a real phenomenon which both developed and developing coun-
tries often experience. For example, Sun (2013) reports that during the 1978-2010
period, 632,200 of the 1,905,400 individuals leaving China to study abroad (approxi-
mately one migrant out of three) returned home. Piracha and Vadean (2010) estimated
that one Albanian out of three returned home between 1990 and 2005. Another coun-
try experiencing a great return migration is Egypt where the temporary nature of
emigration is often emphasized (Vatn 2008). Obviously, the size of return migration
varies from one country to the next: some countries have a high rate of return migra-
tion while others record lower rates. This heterogeneity is pointed out by Gundel and
Peters (2008) in their study of the determinants of return migration among immi-
grants settled in Germany, showing that migrants from countries which have a free
labor agreement with Germany are more likely to return home. Accordingly, they
also find that a lower propensity to return home is observed among migrants from
non-EU countries. Note also that the returnees are different in terms of such charac-
teristics as their age, sex or skills. There are several studies focusing on the return
migration of immigrants who are skilled or belong to a specific profession (Cohen
and Haberfeld 2001; Nekby 2006; Rooth and Saarela 2007). To illustrate, Gibson and
McKenzie (2011) observe that 25-30% of the highly skilled migrants from Tonga,
Papua New Guinea and New Zealand return to their countries of origin.

Return migration also involves the impact migrants have on their country of ori-
gin. Two channels are identified in the literature through which return migration
may affect the sending countries. Firstly, emigrants bring financial resources to
their domestic economy as they accumulate savings while abroad. Upon returning

@ Springer



Migration outflows and optimal migration policy: rules versus... 91

home, returnees (immigrants) are engaged in business or entrepreneurial activities
(McCormick and Wahba 2001; Mesnard 2004; Wahba 2015). Secondly, as emigrants
also gain new skills and increase their human capital from their foreign experience
(Mayr and Peri 2009; Dustmann et al. 2011), one implication is that migrants have
a wage premium once they move back to their country of origin. Bilateral migra-
tion and FDI represent two credible ways through which migrants are deemed to
benefit the economy of the country of origin. For example, migrants could promote
the domestic market overseas by making it attractive for FDI, or reduce the transac-
tion costs between their country of origin and the destination country. Not only do
migrants promote trade, they are also good entrepreneurs who can start new firms
thanks to their financial capital accumulated abroad, and ensure their survival as
regards to their human capital. For example, Rauch and Trindade (2002) find that net-
works from various ethnic populations in China increase bilateral trade and Javorcik
et al. (2011) show a positive relationship between US FDI with a given country and
the migrants from this country living in the US. Return migration effect on the source
country labor market was also analyzed. In the context of Albania, de Coulon and
Piracha (2005) observe that return migrants hardly move the wage distribution to the
right while a significant rightward shift will be observed should returnees present the
same characteristics as stayers.

Several reasons for return migration were extensively studied in the literature.
Firstly, negative shocks in the destination country, whether economic or political, can
explain the migrants’ choice to leave it. For example, Mesnard (2004) reports that
the major economic downturn of 1973-1974, together with political tension between
Libya and Tunisia, partly explains why Tunisian migrants moved back home. Passel
et al. (2012) point out that the return of Mexican immigrants from the US had to
do with the deterioration of the U.S. job market. Bazillier et al. (2016b) analyze
how the economic fluctuations of a short period produce, in terms of exit flows, the
same effects as restrictive policies in recessionary periods. Secondly, return migra-
tion can also occur as the socio-economic and political situation improves in the
country of origin. This explains the over 70% of return migration that Albania expe-
rienced after 2001 (European Training Foundation 2007). Thirdly, the immigration
policy implemented by the destination country is also a determinant in explaining
return migration. For example, Mayr and Peri (2009) develop a model in which
return migration is an optimal decision for migrants, as is the choice to migrate or
invest in schooling, and show that these choices can be affected by the restrictive-
ness of immigration policies in receiving countries. Fourthly, migrants’ decisions to
leave their destination country do not necessarily result from economic and polit-
ical shocks, or immigration policy, or any other change that might have occurred
either in their destination country or their country of origin. Borjas and Bratsberg
(1996) show that the return migration of immigrants settled in the United States
over a period of time is in line with the “optimal life-cycle residential location”
that migrants initially define. Alternatively, the return migration occurs because the
reality faced by migrants once they arrive in the destination country is different
from what they expected in terms of opportunities. Disappointed, they choose to
leave their destination country. Supporting this view, De Haas et al. (2015) inter-
pret return migration as the sign of the migrants’ success or failure in the hosting
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country. However, should market opportunities existing in the destination countries
meet migrants’ expectations, it is difficult to imagine some migrants deciding to
return home since this would involve moving away from the income opportunities in
the destination countries. Actually, other motivations seem to outweigh the income
opportunities existing in their host country (Such as the domestic environment). The
preference of migrants for the environment in their country of origin is empirically
shown by Gibson and McKenzie (2011). Looking at the determinants of the signifi-
cant return migration among the highly skilled migrants from three Pacific countries,
these authors find that the desire to live closer to family and the way of life in the
home countries are the most important reasons.

3 The model

In this Section we introduce the model and present the main results. We first describe
the migrants’ behaviour and the choices they are faced with, paying particular regard
to the possibility of a return to the origin country. Since we assume that there is home
bias in consumption, limiting the return migration option back to the country of ori-
gin is reasonable. However, onward migration is a standard practice: as a matter of
fact, not all immigrants would return to their country of origin. Borjas and Bratsberg
(1996), for example, show that immigrants who leave the United States choose the
rich countries nearby. One can assume, therefore, that migrants leaving the destina-
tion country may decide to move not necessarily to their country of origin but to a
third country.

However, throughout this paper our hypothesis is that a migrant who decides to
leave the destination country will first try to re-migrate to country of origin since there
the home bias of consumption is strongest. However, should a bad shock occur there,
he will face different choices in terms of which country to re-migrate to; indeed, the
possibility of re-migrating to the initial destination country is not the only one. Of
course, there will be different migration policies implemented by each of these coun-
tries. However, we can assume that each of these countries is subject to an exogenous
stochastic shock. If the bad shock occurs in the country the migrant succeeds in mov-
ing to, he will try to move to another country and so on. Since in the destination
country the state of nature is already known, it follows that if in all the other countries
the economic environment turns out to be negative, or if the migrants do not suc-
ceed in migrating anywhere else, in the end they will try to move back to the initial
destination country.

We assume that the state-dependent migration policy defined by a given desti-
nation country depends on the nationality of the migrant, who will face the same
probability of entering the destination country no matter what his country of prove-
nance. In view of the above considerations, the possibility for the migrants of moving
to other countries makes it less risky to return home; nevertheless, the migration pol-
icy implemented by the destination country still matters. As a matter of fact, the
more flexible policies can still be viewed as insurance against the impossibility, for
a migrant having returned home and there faced with a negative shock, of moving
to some other country or of experiencing also there some negative shock. This case
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is analyzed in Bazillier et al. (2016b) where the choice of return migration depends
upon the possibility for the migrants, in the case of a bad shock at home, of returning
to the destination country, or of moving to a third country. This is the case, for exam-
ple, of the countries that adhered to the Schengen Treaty: the circular migration flow
has indeed increased given that migrants, once they decide to leave a given country,
have the choice of a large number of countries to finally settle in. In this paper, we do
not consider the possibility for a migrant of moving to a third country with respect
to the destination country and the country of origin; however, this does not entail
any loss of generality since the probability of re-migrating to the destination country
will in any case increase the incentive for the migrants to return home. If we were
to account for the possibility of moving to a third country, the only thing that would
change would be the critical home bias above which migrants would choose to return
home; such critical home bias, under these circumstances, would be indeed lower.

After having described the choice of migrants in terms of migration return, we
present the government goal, which is to minimize the total stock of migrants settled
in the destination country at the end of period, taking into account the implementa-
tion costs of the migration policies. Under such hypotheses, we derive the optimal
migration policies a) when the government follows rules and b) when its behaviour
is discretionary. Finally, we compare the outcome in these two cases and we appraise
the stochastic dynamics of the number of migrants settled in the destination country
over time.

3.1 Migrants

We consider a one-period, two-country economy composed of a destination country
D and of an origin country O. At the beginning of the period there is a stock M
of migrants settled in the destination country D and a stock N of potential migrants
settled in country O. Each migrant located initially in O must decide whether to
migrate to the destination country D and each migrant settled at the beginning of the
period in D faces the choice whether or not to move back to O. In both countries,
each migrant has access to a linear production function in labour and whose supply,
to keep things as simple as possible, is assumed to be inelastic and normalized to one.
However, the two countries differ in terms of labour productivity. In country D, the
corresponding productivity is kp, and therefore the single consumption good can be
produced according to the technological relationship

cp =kp.

The utility function is assumed to be linear in consumption, which means that
individuals are risk-neutral’

u (CD) =Cp = kD.

I'We assume risk neutrality for sake of simplicity. By assuming more general utility functions, results
would not change from a qualitative point of view. Only, it would become impossible to derive explicitly
the critical parameters of the model.
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On the other hand, if a migrant decides to remain in O (either because he was settled
there at the beginning of the period and does not want, or is not able, to migrate to
D, or because he is settled in D and, after having decided to move back to O, he
does not want or is unable to re-migrate to D), he or she will face a stochastic labour
productivity which will take the value of kg with the probability g € [0, 1] and the
value of klé with the probability 1 —¢g (where H and L stand, respectively, for “high”
and “low”), with

K > kL. (1)

The parameter g captures the relative instability of country O to D. A g very close
to one reflects a rather stable origin country in which productivity is very likely to be
high, whereas a g close enough to zero denotes an origin country where the labour
productivity is very likely to be low. In country O, there is a preference for domestic
consumption reflected by the parameter « > 0 measuring the marginal utility of con-
sumption. As a matter of fact, the utility function in O of a migrant with a preference
for domestic consumption « is

u(co) =aco =aki0,i =H, L.

If « is larger than one, an individual prefers to consume in O a given amount of the
consumption good; if, on the other hand, ¢ < 1, consumption in D yields more util-
ity relatively to O. Let us observe at this stage that one difference made between
migrants and non-migrants in the literature is their attitude towards risk. Investigating
internal migration in Germany, Jaeger et al. (2010) show that those who migrate show
greater preference for risk compared to non-migrants. Gibson and McKenzie (2011)
look at the determinants of emigration and return migration among the highly skilled
emigrants from Tonga, Papua New Guinea and New Zealand. They find that those
who have migration experience have risk appetite, supporting the finding of Jaeger
et al. (2010). In our paper, however, we assume the same degree of risk aversion
for migrants and non-migrants; actually, we assume that all of them are risk-neutral.
Were we to try to introduce some asymmetries with respect to the individual degree
of risk aversion, the main features of the model would nevertheless not change dra-
matically. Indeed, only the migrants exhibiting a large enough home bias would be
willing to return home. In the case of risk-averse individuals, of course, the required
level for the home bias would be higher, since the expected utility, ceteris paribus,
associated with the return home would be lower. Actually, in this paper the only
degree of heterogeneity across migrants concerns their individual home bias, accord-
ing to which they are consequently distributed. Eventually, by assuming risk-neutral
migrants, we can explicitly derive the critical home bias above which migrants will
decide to return home. At the beginning of the period, a migrant settled in O experi-
ences the shock and then decides whether or not to migrate to D. We assume that if
the good state of the nature is realized, he will choose to remain in O, i.e. we make
the hypothesis that akg > kp, implying

a > kp/kl = amin. )

@ Springer



Migration outflows and optimal migration policy: rules versus... 95

On the other hand, if the adverse shock occurs, we assume that the migrant will
immediately try to migrate to D. This means ocklé < kp,1i.e.

o< kD/klé = Omax- (3)

Notice that the assumed home bias for domestic consumption means that, at least for
some kind of migrants, a given amount of the same physical good (here we assume
that there is a single consumption good, to be found in both countries) is more valued
at home. This is the consequence of some postulated complementariness between
the environment prevailing in the country of origin and the consumption taking place
there. Such complementariness is actually effective only if the consumption takes
when the migrant is settled in his country of origin: indeed, even had the good being
consumed in the destination country been imported from the country of origin, such
complementariness would nevertheless no longer be effective since the political,
social, and economic environment, from the point of view of the migrant, would still
be foreign. The preference of migrants for the environment in the country of origin is
empirically shown by Gibson and McKenzie (2011). Looking at the determinants of
the important return migration among the highly skilled migrants from three Pacific
countries, they find that the desire to live closer to the family and the way of life in
the home countries are the most important reasons. This clearly shows that the home
bias in consumption is not limited to the country of origin’s food/goods: migrants
value their physical presence in their country of origin. Accordingly, home bias in
consumption may lead to return migration.

If there is evidence in the literature that migrants promote bilateral trade and for-
eign direct investment (Rauch and Trindade 2002; Javorcik et al. 2011), Gibson and
McKenzie (2012) pointed out that this finding cannot be generalized as it is specific
to countries such as India, Taiwan and China where information technology is impor-
tant. Therefore, little is known about the frequency of such experiences around the
world and in countries with small domestic markets. Focusing on five massive emi-
gration countries, Gibson and McKenzie (2012) find that highly skilled immigrants
do not play any role in bilateral trade. However, these authors noticed the consump-
tion of goods from their home country by highly skilled migrants, reporting that a
very significant proportion of those migrants purchase their domestic country’s foods
in their destination country.

Finally, we assume that the stock M of migrants settled in D and the total number
N of the candidate migrants settled at the beginning of the period in O are dis-
tributed according, respectively, to the density functions f () and g (o) with M =

Q'max Omax
[ f@daand N = [ g(a)da.
®min Omin

3.2 Return migration

Suppose that migrants settled in D must decide whether or not to move back to O at
the beginning of the period. They must however take a decision before they know the
realization of the shock, since the state of nature in O can be observed only when an
individual is already settled there. It is clear that they can acquire some information
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about the state of nature there (for example from the internet, communications with
the extended family, or from return visits as a tourist). However, we assume that in
both D and O countries, production takes a given length of time. Thus, some shocks
may occur after the migration return choice has been effectuated and therefore they
could not have been anticipated. In any case, we make the hypothesis that the prob-
ability regulating the occurrence of the shock in the country of origin is subjective
(although commonly shared) and that it depends upon all the information available
to the migrants settled in D at the moment when they must choose whether or not to
return home.

Under such an hypothesis it follows that once the migrants have decided which
country to settle in (this occurs at the beginning of the period, perhaps after migrants
have moved back to O and perhaps re-migrated to D), they undertake production.
However, for this purpose, they are bound to remain in the country until the end of
the period, when production is completed and consumption takes place. This hypoth-
esis prevents migrants from undertaking production (and from consuming) in both
countries, by taking advantage of the assumed costless mobility across countries. If
migrants decide to return to O, once they reach it, they wait for the realization of the
shock. However, before choosing whether or not to move back to O, they face a state
dependent probability vector ( S pi) announced by the government, and which
corresponds to the probabilities a candidate migrant faces to succeed in re-migrating
to D as a function of the realization of each state of the nature.

One may wonder, at this stage, why migrants do not simply return home for visits
as tourists. To answer such a question, we assume throughout this paper that migrants
have no freedom to come and go unhindered between O and D. This is either due
to the fact that they are illegal (and so when they leave the country, they face only a
given probability of returning) or because they have only a temporary permit that will
expire, should they leave the country, after a given length of time. Under such cir-
cumstances, they are the same as the illegals from the point of view of the destination
country. Since in our case consumption in the country of origin takes time and thus
requires sufficient time spent in it, we can without any loss of generality assume that
the temporary permit for a migrant expires after the decision to return home becomes
effective: should the migrant decide to move back to D, his entry requirements would
be the same as for any other would-be migrant. In view of the above-mentioned nature
of the home bias, it follows that even if there is a migrant-induced trade, the incen-
tives to stay abroad or to come back to the country of origin are not modified. This
can have some important consequences for the trade balance of the respective coun-
tries but not for the choices of return migration. Notice that we assume that the home
bias for domestic consumption is not the same for all migrants: as a matter of fact, it
can be greater for some of them and lesser or even non-existent for others. This is the
reason why we consider that migrants initially settled in the destination country are
heterogeneous and distributed according to their respective home bias.

The state dependent migration policy can be viewed as an entry requirement
contingent upon some specific requisite, as is the case when granting the status
of political refugee is conditional on some specific characteristic of the country of
provenance. We define a migration policy as a vector (pg, pr) representing the
effective probabilities of migrating to D as a function of the realization of each state
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of nature, given the announced policy ( Py pz) The expected utility ¢ for an indi-
vidual with a preference for domestic consumption « , however, depends upon the
announced migration policy ( P pi) and is given by

u® =gkl + pS (1 —q)kp +a (1 —q) (1 — p§) k. @)

Equation 4 has the following meaning. If a migrant settled in D moves to O, with a
probability ¢ he faces a labor productivity kg (which yields an utility o&ké’ ) and, in
view of (2), remains in O. Conversely, with a probability (1 — g), he faces a labour
productivity ké (which yields a utility aky) and, in view of Eq. 3, he tries to re-
migrate to D. If he succeeds (with an expected probability p?), he will enjoy the
productivity kp; if not (with an expected probability 1 — p?) the productivity will
be ké entailing a utility aky . It follows that the migrant will decide to return to O at
the beginning of the period if and only if the associated expected utility (4) is larger
than the utility guaranteed by remaining in D, namely if and only if u¢ > kp. From
Eq. 4, under condition (2), it is immediately verifiable that for p; = 1, the individual
settled in D will always choose to move from D to O since, in such a case, Eq. 4
boils down to otqu + (1 — g) kp which, under inequality (2), is larger than kp for
all g. Such a feature is in particular true when the government of D grants nationality
to the migrant. Since u€ is increasing in «, by solving for « the indifference condition
u® = kp, one obtains the critical preference oy for domestic consumption such that
for « > oy individuals settled in D will decide to move back to O. As a matter of
fact, this will be true when « satisfies

[1—(—q) ps]kp
gk + (1 —q) (1= pp) kg

It is immediately verifiable that o) is decreasing in g since it moves from oy« (When
q = 0) to amin (When g = 1): indeed, the higher the probability g of the occurrence
of the good state of nature, the lesser the preference for consumption in O needed
to provide the incentive to agents to return to O. It is also immediately verifiable
that the larger the labour productivity kp in D, the larger o must be in order to push
migrants to leave D. Thirdly, the larger the labour productiveness kg and ké in O,
the lower the critical preference for the domestic consumption o s needed to make a
return to O profitable in expected terms. Finally, ay, is decreasing in p§, since the
expected probability of a successful re-migration to O can be viewed as a kind of
insurance against the realization of an adverse shock. As a matter of fact, we have
the following useful expression

day g —q)kp (ki —kb)

oa>0ody =

(&)

dpy ~ [gkH + (1 —q) (1 — p) kLT <0. 6)
with
d’ay _ -2 [qu +(0-q9) - p)ké] (1 —q)kéq (1—q)kp (kg —ké) o
arf’ [ak2 + (1 —q) (1— ps) k5] o
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Fig. 1 Ceritical preference for domestic consumption and Exit flows

In order to test the responsiveness of the migration outflows with regard to the imple-
mentation of softer policy rules, we provide a numerical example. As a matter of fact,
we want to assess how the critical level oy of the home bias defined in Eq. 5 reacts
when the policy migration pj is set larger and larger. This, as a consequence, will
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Fig. 2 Critical preference for domestic consumption and Exit flows
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allow us to appreciate the migration outflows for a given distribution of the migrants.
To this end, let us set kp = 10, ki =10, ki =2 and g = 1/4. In addi-
tion, we assume that the migrants settled in country D are uniformly distributed in
the interval [oi, = 1, @max = 5] In such a way we obtain oy and the migration
outflows as functions of p{, depicted in Fig. 1.

Next, we want to assess how the critical level o3 of the home bias reacts when
the parameter g (the relative instability of country O to D) is set larger and larger.
We maintain the same calibration for kp, k(l)q , k(l)“ and set p; = 1/2. We carry
out the same graphical exercise as above. In Fig. 2, we depict «); and the migration
outflows as functions of g.

3.3 Optimal policy with return migration

We assume that the unique role for the government is to regulate both the exit and
entry migratory flows and to try to minimize the total number of migrants settled in
D at the end of the period.? This is done in view of a postulated aversion toward
immigration characterizing natives’ preferences that the benevolent government is
willing to satisfy (for example, in order to ensure its re-election in the future). It is
obvious that migrant-receiving countries benefit from immigration. But one cannot
ignore that migration is seen as a problem in the eyes of several natives in the host
countries. To be convinced of this, the Transatlantic Trends survey conducted in 2014
reports that more than half of Europeans (58%), when asked if emigration is a prob-
lem, agreed that it was. The percentage of agreement is very high in countries such
as Italy (84%), Spain (87%), Portugal (93%) or Greece (95%). Moreover, in the UK
the Conservative Party had aimed at reducing net immigration to below 100,000 by
the general elections in May 2015. The Brexit option is the fruit of an aversion, on
the part of the majority of UK citizens, to immigration.

In this context, we want to consider the extreme case in which there is a complete
aversion to immigrants. Our argument is that if we show that even in extreme cases
of hostility against migrants, there are good reasons to implement a less restrictive
migration policy; our conclusion will so be applicable to more realistic perceptions of
immigration. For example, we could assume some concave benefit function related to
positive immigration flows as the sustainability of the pay-as-you-go pension system
or the filling of the chronic shortage in some occupational sectors. In other words,
populations with insufficient fertility rates (as is the case in much of Europe) need
migration if they want to survive as a country. By taking into account also the bene-
fits associated with immigration, our model would predict an even more permissive
optimal migration policy.

Nevertheless, the logic applied would still be the same, since the ex-post migra-
tion policy chosen by the government would be less restrictive than the ex-ante one.

2Notice that we assume that government is interested only in minimizing the total number of the migrants
in the period under study and therefore ignores the impact of its choice on the stock of migrants settled in
D in all future periods.
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The time consistent problem would thus be still at work. For all these reasons, we
focus on the extreme case in which there are no immigration benefits and migrants
represent only a burden from the natives’ point of view. As a matter of fact, the
government must choose the optimal degree of frontier openness consisting in a
vector (pg, pr) € ([0, 1] [0, 1]) representing the migration policies effectively
implemented in correspondence to each state of the nature, taking into account the
announced state contingent policy ( Py pz) € ([0, 1T = [0, 1]). However, the imple-
mentation of such a policy is costly: i.e. the more permissive the migration policy,
the less expensive its implementation; in particular, a complete closure of the frontier
entails an infinite cost. A reliable shape for the cost function is the following:

Cp)=p ' —pii=H,L. (8)

It is immediately verifiable that C (0) = +o0, C (1) =0, C’' (p;) = —pi_2 —1<0
with C’' (0) = —oo and C’ (1) = —2. At the beginning of the period the government
announces a state dependent migration policy ( Py pz) establishing the probability
candidate migrants face of moving successfully from O to D in each state of the
nature. In response to the announced policy, migrants settled in D decide whether or
not to return to O, before they know the realization of the shock. On the other hand,
migrants settled in O observe the shock and react consequently either by trying to
migrate to D, (should the adverse shock realize) or by deciding to remain in O (if the
good shock occurs). When shaping the optimal migration policy, the government can
either follow rules or adopt a discretionary behaviour. For a given anticipated policy
( 1278 pi) and an implemented policy (py, pr) the expected loss function is

am (py)
q / f (o) da
an(py) O'max
+(—q) | pLN + / f(e)da+ pr / f (o) de
Cmin am(py)
+q (g = pu) + (=) (p7" = p1). ©

Actually, Eq. 9 has the following interpretation. First, recall to mind that migrants
settled in D at the beginning of the period will decide whether or not to move to O
on the basis of the expected announced policy ( Py pi) If the good state of nature is
realized (with a probability g), all migrants settled in D at the beginning of the period
and who decided to move back to O will remain there and, at the same time, no
migrant initially settled in O will leave the country. On the other hand, if the adverse
shock is realized (with a probability 1 —g), all migrants settled in D and who decided
to move back to O will attempt to re-migrate to D; nevertheless, only a share py of
them will succeed. At the same time, all the migrants settled initially in O will try to
migrate to D but only a share py of them will reach such a goal. Setting F(«) the
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repartition function of f () and after straightforward rearrangements, expression (9)
can be rewritten as

F oy (p§))[1 =1 —q)pL] — F (ctmin)
+ (1 - ('I) (N + F (Olmax)) PL

+q (pa' = pu)+ (=) (' = pr). (10)

Notice that the loss function (10), provided p; < py (we will see in the sequel that
such an inequality is satisfied), is decreasing in the probability ¢ of the realization
of the good shock as one can easily verify by a direct inspection of Eq. 10. This
suggests that a more stable source country is beneficial for everybody: for the natives
of country D in view of the reduced expected loss and for the immigrants because of
the higher expected labour productivity in the origin country.

In the sequel, we will study equilibria emerging under two hypotheses. Accord-
ing to the first one, the government, when implementing the immigration policy,
must follow “rules”; alternatively, we will focus on the case where its behavior is
discretionary. Introducing the “rules” and “discretion” contrast seems at first sight
too simple. One can have migration rules that vary with circumstance but which
do not necessarily provide with discretion to politicians. We think here of countries
like Australia, Canada, and New Zealand that run “points schemes” for settlement
migrants. These schemes are the rules and the politicians do not alter them, but the
particular level of points needed (e.g., from having a job offer, or from having a grad-
uate degree, or from being in a certain age range) may sometimes be insufficient to
meet a flexible target level of points which may vary with supply and demand con-
ditions. However, for the sake of analytic tractability, in our paper we focus on the
extreme regimes for the management of the migration policy where the government
either is bound to follow rules or its behavior is completely discretionary. Of course,
if we were to assume some intermediate regime, the results would be close to those
obtained in the two extreme cases according to the relative proximity of the actual
conduct of the government to one of the two benchmarks.

3.4 Optimal policy under rules

If government is constrained to follow rules, the policy implemented must be equal
to the announced one, i.e. (py. pr) = (p%. p$). To this end, notice that Eq. 10 is
decreasing in py and therefore its optimal value is py = 1. In addition, Eq. 10 is
positive for all p; € [0, 1]; namely, it is +0o0 when p; = 0 and reaches a positive
and finite value when p; = 1. It follows that it possesses a minimum, which may be
either interior to the interval [0, 1] or may correspond to the corner solution p; = 1.
To characterize such a minimum, let us write the derivative of Eq. 10 with respect to
pL equalized to zero which, after straightforward rearrangements, can be written as

(1= ) (N + F @) = F () + F' @) @y [1 = (1 = 9) pe]
= -9 (r>+1) (an
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Notice that the left-hand side of Eq. 11 is continuous in p;, € [0, 1] and that it will
be positive as well as negative, according to the magnitude of «},. If the latter is
close enough to zero, the derivative is positive and the solution for py will very likely
belong to (0, 1): this is particularly true when N + F (emax) — F (apy) > 2. If, on
the other hand, |o/),| is large enough, the left-hand side of Eq. 11 will be negative; it
follows that the number of migrants settled in D at the end of the period will decrease
in response to an increase of p; and the solution may be p; = 1. The intuition is
straightforward: if the number of the migrants settled in D and deciding to move back
to O increases sharply in response to an increase of py, the total number of migrants
who will try to re-migrate to D in reaction to an adverse shock will be large, and
therefore a more restrictive migration policy would be needed to lesser the number
of the entries. The opposite feature is observed when o, is close enough to zero; the
number of migrants who moved back to O and who try to go back to D will be lower
and therefore the migration policy need not be very restrictive.

One may wonder, at this point, what the effect is of an increase of the probability
q of the realization of the good shock on the optimal choice for p; . Here the answer
is ambiguous since it depends again upon the behavior of F” (arp7) and of o). If these
functions are relatively stable, the left-hand side of Eq. 11 will undergo, in reaction
to an increase of ¢, an upward shift (since F («yy) is decreasing in ¢) and therefore
will cross the function pz2 + 1 in correspondence to a lower py and the optimal
policy will then be more restrictive. On the other hand, when F’ (ap) and o), are
rather elastic (and maybe F ! (ap) < 0), the optimal policy can turn out to be more
permissive. In any case, the total stock of migrants settled in the destination country
at the end of the period, will be lower since immigrants will face a stronger incentive
to move back to O and it will be very likely that they will remain there.

3.5 Optimal policy under discretion

Suppose now that the government adopts discretionary behaviour and agents expect
a migration policy ( P4 peL) When the good state of nature is realized, no migrant
settled initially in O will try to migrate and all those who left D and moved back
to O will remain there. Should the adverse shock be realized, all those individuals
who were initially in O, together with those who moved back to O from D, will try
to migrate (or re-migrate) to D. However, once the migrants have taken a decision
concerning which country to settle in, the government re-minimizes the loss function
(10) with respect to py and pyr. It is immediately verifiable that the optimal devi-
ation, should the good state of the nature be realized, is pg = 1 which represents
also the time consistent equilibrium, since in such a case no migrant in O will try
to migrate to D. On the other hand, when the adverse shock occurs, the government
ri-minimizes its loss function (10) with respect to py, setting py equal to one. It is
immediately verifiable that in such a case (10) is infinite for p; = 0 and finite and
positive for p; = 1. Therefore its derivative vanishes almost once in [0, 1], and the
optimal py will be either one or a value included in (0, 1) . As a matter of fact, the
derivative of Eq. 10 with respect to p;, equalized to zero (setting py = 1) gives

N + [F (emax) — F (aM (pZ))] = pz2 +1 (12)
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ie.

P = (N + [F @ma) — F (o (p5))] = 1) (13)
where dev stands for “deviation” representing the government’s best response to
the announced policy. Notice that when N + [F (omax) — F (apy (0))] > 2, pi"” is
always interior to the interval [0, 1] and, in the opposite case, it can be equal to one.

Since agents are endowed with rational expectations, they anticipate correctly the

government’s best response and then one has p‘L’e” = p} = pr. It follows that the
time consistent migration policy is
pL = (N +[F (@ma) = F @y (pr))] = D72 (14)

The right-hand side of Eq. 14, as is easily verifiable, is continuous, decreasing and
bounded in py . It follows that it will cross the curve p; once at most. If it were not
the case, the discretionary equilibrium would be p; = 1. By inspecting (14), one can
easily verify that, since s is decreasing in ¢ and F’ (aps) > 0, in response to an
increase in g, the right-hand side of Eq. 14 will shift downward and will cross the line
pL in correspondence to a point closer to zero. The new optimal migration policy will
therefore become more restrictive and will entail, of course, a larger implementation
cost. However, this higher cost is more than counterbalanced by the decrease of oy
and therefore by the lower stock of migrants settled in D at the end of the period.
Notice, finally, that the best response function (14) is discontinuous in ¢ = 1 as
is possible to verify by a direct inspection of Eq. 10). In such a case, the optimal
deviation will be p; = 1.

3.6 Comparing the two regimes

We have seen that both in the “rules” and in the “discretionary” regime, the optimal
migration policy contingent to the realization of the good shock is equal to one. We
have in addition proved that under rules the optimal policy p; contingent to the
occurrence of the adverse shock solves (11), namely

Flam) oy, [1 =1 —q)pr]
(I—-q)
and under discretion it solves (12) once one has replaced p§ with py ,i.e.

(N + F (omax) — F (aym)) +

pi2+1 (15

N+ F (emax) — F (ap) = p; 2+ 1 (16)

Comparing the left-hand sides of Egs. 15 and 16, we easily see that the former is
lower than the latter for all py, included in [0, 1], since their difference is given by

F'(am)ah, [1 = (1 —¢q) pr]
(I-4q)

It follows that under discretion, the migration policy will be more restrictive, since
the left-hand side of Eq. 15 intersects pzz +1 in correspondence to a larger pr.. How-
ever, if, on the one hand, under discretion the implementation cost increases, on the
other the stock of migrants settled in D at the end of the period may be higher as well
as lower, according to the elasticity of the critical preference for domestic consump-
tion oy with respect to the optimal policy py , as is possible to verify by a direct

<0. (17)
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inspection of Eq. 10. If such an elasticity is rather low, one should expect a lower
stock of migrants settled in the destination country at the end of the period within the
discretionary regime than the corresponding stock obtained under the hypothesis that
government follows rules. If the number of migrants within the discretionary regime
is lower than the number obtained under “rules”, this will be more than counterbal-
anced by a higher implementation cost: it follows that the “rules” regime dominates
the “discretionary” one in terms of aggregate welfare. As a matter of fact, when gov-
ernment is bound to follow rules, one observes a lower expected loss for the natives
in D and a larger probability for the candidate migrants of returning successfully to
D, should they attempt to do that. It follows that everybody will better off.

In order to test the dynamic inconsistency of the equilibrium under rules, we pro-
vide a numerical example. To this end, we keep the same calibration as in Fig. 1,
namely kp = 10, ki = 10, ki =2and ¢ = 1/4 and set N = 4. We first
depict the function (10) by setting p; = p; . Once we have calculated its minimum,
we draw the same function (10) but now we replace p; with the value previously
obtained which is pr min) = pf = 0, 46, where pf is the optimal migration policy
corresponding to the best state of nature in country O chosen when the government
follows rules. Figure 3 depicts the two functions. As should be expected, the mini-
mum of the function obtained by fixing the announced policy p; = 0, 46 entails a
more severe migration policy: actually, it is pi"’” = 0, 40. The rationale of this result,
as discussed previously, is to be found in the fact that the government, after having

Piminy = PL = 046

Pl = 0.40

0

0 005 01 015 02 025 03 035 04 045 05 055 06 065 07 075 08 085 09 095p1

Fig. 3 Dynamic inconsistency of the equilibrium under rules
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announced a relatively soft migration policy (and thus having provided the incentive
to a large number of migrants to leave the destination country) has the interest, were
the negative shock in country O to realize, to implement a more severe border control
in order to limit the expected larger migration inflow. By solving Eq. 14 for py, one
obtains that the optimal policy under discretion is pi” = 0.41.

3.7 Migration dynamics

Since we have assumed that government is short-sighted, in each period it will choose
an optimal state-dependent immigration policy regardless of its effects on the total
mass of immigrants settled in the destination country in the following periods. This
implies that the number of migrants settled in the destination country at the end of
each period will follow a stochastic pattern in response to the realization of the shock
and to the nature of the implemented policy, which can follow rules or be discre-
tionary. To appraise the dynamic behaviour of the stock of migrants settled in D, let
us assume that the population is constant, that agents are infinitely lived and that, at
the beginning of each period, each migrant is settled in the same country where he
was located at the end of the previous one. In addition, let Ny and fy be, respec-
tively, the stock of the candidate migrants settled in the origin country and the density
function of the stock of migrants living in the destination country at the beginning of
period zero. Finally let us denote with N, and f;, respectively, the stock of the can-
didate migrants settled in the origin country and the density function of the migrants
settled in D at the beginning of period ¢. The number of migrants settled in D at the
end of period ¢ + 1 will be, within the regime i = R, D, where R stands for “rules”
and D for “discretion”, and setting piL the corresponding migration policy (for sake
of simplicity, we omit the time index)

am(py)
Miys = / f, (o) da

®min

in the case of the realization of the good shock and

c\”"](piL) Omax
M = / fi @da + piN; + pl / fi (@ da
Gmin am (P

in the case it is the adverse shock to occur. Notice, finally, that one has N, =
O'max Qmax

[ fo(@)da+ No— [ f;(«)da and therefore the equilibrium dynamics within
Qmin ®min

each regime follows a stochastic process depending upon the initial condition
(My, Np) and upon the whole history of the realization of the shocks.
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4 Electoral accountability

In this section we analyze migration policy in a representative democracy and focus
on whether electoral accountability may partly or wholly overcome the time incon-
sistency problem. Our analysis is inspired on performance voting models originally
developed by Barro (1973), Ferejohn (1986), Aidt and Magris (2006) and Magris and
Russo (2016). The last paper, in particular, focuses on the time inconsistency prob-
lem arising in the context where government must choose to what extent to grant
amnesties to irregular workers. As a matter of fact, government weighs the fiscal gain
deriving from the labour income tax of a legalized migrant against the temptation of
deporting him back to his home country. Magris and Russo (2016) characterize the
set of immigration amnesties which can be sustained at symmetric equilibrium, and
show that it can contain the first-best under the hypothesis that politicians value polit-
ical office enough. Within this framework, voters can provide incentives to politicians
by holding them accountable at election times for past behaviour by threatening not
to re-elect them if they deviate from a specified migration policy.

This mechanism can be viewed as complementary to the reputation one, but pos-
sesses the advantage of not depending upon the entire history of policies and, as a
consequence of not requiring excessively large discount rates and an infinite time
horizon. The sustainability of the political equilibrium is based, indeed, on the “ego”
rent enjoyed by politicians in office and its dimension is crucial to providing a reli-
able incentive to not deviate from the announced policies and therefore to allow
the implementation of the first best, namely the “rules” outcome. Following Magris
and Russo (2016), we adopt Aidt and Magris (2006) logic to our model, but depart
from their stationary equilibrium framework which rests upon the hypothesis of an
infinitely repeated game made possible by the time-invariant structure of the model,
in terms of number and of the type of the players involved.

In our case, by contrast, the number of the immigrants settled in the destina-
tion country and the number of the immigrants settled in the origin country evolve
through time in response to previous migration policies, and new migration inflows
and outflows make it impossible to focus on stationary equilibria whose sustainabil-
ity is based upon the reputation mechanism requiring an infinitely repeated game. We
therefore consider a simple two-period model where in the first period a politician
takes office and voters announce a performance standard indicating, for the imple-
mentation of each migration policy, whether or not the politician will get the vote of
a native in the election held at the end of the period. At the beginning of the second
period, however, the elected politician knows that he could not be re-elected since
the game will not go on and thus he will always take advantage of a deviation: the
discretionary outcome in the second period is therefore bound to prevail.

In our political model we can distinguish two cases. According to the first, we can
assume that those who vote for and, accordingly, may punish politicians should they
misbehave are solely the natives; alternatively, we can hypothesize that migrants are
also allowed to vote. Notice, however, that in both cases, those who must anticipate
correctly the migration policies to be implemented, and decide whether or not to leave
the destination country, are the immigrants. In any case, even under the hypothesis
that migrants do not vote, the threat of punishment on the part of the natives provides
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the misbehaving politicians with an incentive not to deviate and thus can make the
“rules” equilibrium credible to the immigrants too. The implementation of the threat
to not re-elect the incumbent politician is indeed credible since it does not involve
any cost. Thus it follows that if politicians care sufficiently about holding office, the
first best immigration policy (rules) will be supported by a symmetric political equi-
librium. Therefore, in spite of the discrepancy arising between those who use the vote
as a punishment device (the natives) and those who can only anticipate the migration
policies (the immigrants), the electoral accountability mechanism can easily be used
to support the first best (rules) outcome.

In the alternative case where migrants are granted the right to vote, there can
arise, within the electoral strategies, an asymmetry between the natives’ goal and the
migrants’. Indeed, if on the one hand the natives are most concerned with the reg-
ulation of the migratory flows, on the other hand a migrant settled in D improves
his expected utility as soon as the degree of the border control becomes lower, no
matter what the total size of the migration is. However, this apparent discrepancy
between the respective objectives of natives and migrants appears, once inspected
more closely, innocuous in terms of the voting strategies and outcome at the Nash
equilibrium. This is immediately verifiable once one observes that the “rules” equi-
librium, which corresponds to a more permissive migration policy, dominates the
discretionary one from the natives’ point of view. However, the former policy, by
definition, is also preferred by the migrants, since it entails a more flexible border
control. It follows, then, that migrants can be willing to use the same punishment
strategy as the natives do. In particular, they would be willing to re-elect the politician
in office if and only if he implements the “rules” equilibrium and, conversely, to kick
him out of office should he deviate from it. Things are slightly different if we assume
that migrants are also eligible as politicians. In such a case, their objective function
would differ from the natives’ one: in this context, one should introduce two differ-
ent payoffs relative to, respectively to the natives and migrants and weighted by the
mass of each type of agents. In any case, the empirical evidence suggests that in the
majority of cases migrants do not enjoy the right to vote. Thus, this is the hypothesis
that we will retain in the sequel.

Consider now the first period. The politician in office must choose a migration policy
that minimizes the loss of the representative native of D. The discount factor of the
politician is the same as that of the households. In each period, politicians enjoy the
same (dis)utility of the households but also earn the ego rent m from holding office.
At the end of the first period elections take place: by assuming that all households
are eligible to vote in the elections, a challenger selected from one of the natives runs
against the incumbent politician. If the latter loses office, in the second period he
will return to the private sector and the challenger will become the politician. In the
second period the new politician will enjoy the ego rent m and at the end the game is
over. To keep things as simple as possible, we suppose a continuum of natives defined
on the unit interval, i.e. the set of natives is H = [0, 1]. Consider a voter j drawn
from H. He or she will set a performance standard at the beginning of the first period,
once the politician is already in office. Namely, each voter j € H announces a vote
function A; (p!) indicating, for each migration policy p! = ( pi, pfi) , whether the
politician will receive the vote of voter j in the election held at the end of the period.
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A:(p") can be thus viewed as a simple probability for the politician of getting the
vote of individual j. We assume that the vote functions have the following form:

riph=1iff p'=py
2 =0 iff p'#pj
where? pj'. = (pj I pj H) is the performance standard announced by voter j € H

at the beginning of period one. This means that the politician in office will get the
vote of the voter j € H if and only if the implemented migration policy is equal to
the performance standard. After the performance standard has been announced, the
politician implements a policy in the foregoing period, consisting in a mapping from
the set of performance standards onto [0, 172. He will be re-elected if and only if at
least half of the standards are satisfied. At the end of the first period, natives cast
their votes according to their vote functions and the politician is re-elected or not. In
the latter case, in the second period, he will return to the private sector and the newly
elected politician will hold the office until the end of the period and implement a
migration policy regardless of the possibility of a reelection, in view of the finite time
horizon of the model.

We define a political equilibrium, a set of vote functions and policy implemen-
tation rules satisfying the following conditions: (i) given the vote functions, the
politician chooses the migration policy that maximizes his life-time utility; (ii) the
vote functions announced by each voter j € H must maximize her life-time utility
taking as given the vote functions of the other natives and the policy implementa-
tion rule of the politician. We will focus on the special case where all voters use the
same vote function and will refer to it as symmetric political equilibrium. In order
to construct the political equilibrium, consider the voters. Since it is impossible for
the politician to give different treatment to any subset of voters, at symmetric equi-
librium one has p* = pji for all j € H. Notice, in addition, that any particular voter
j cannot change the policy outcome by deviating from the performance standard and
thus has no (strict) incentive to deviate. Consider now the politician in office in the
first period. His pay-off can be written as

V=m+Gi! p)+BrpHVE+ B (1-2pH) VVEas)

where S is the discount factor, G1(p’, p*) < 0 is the loss of an implemented migra-
tion policy p! in the first period given the standard performance (and therefore the
immigrants’ expectation) p*, V£ the continuation value of the politician if he is
reelected at the end of the first period and V¥ the continuation of his utility if he is
not reelected and returns to the private sector. Notice that in the second period, who-
ever the politician in office is, the unique policy outcome will be the discretionary
one, since no elections at the end of the period are held and therefore no vote func-
tions are shaped. It follows that the loss in the second period will be either G‘Zie” (ifin

3Notice that the commitment problem arises in correspondence only to the realization of the adverse shock.
Indeed, as we have already seen in correspondence to the good shock, we have that py = 1 is not only
optimal but also time consistent.
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the first period the government did not comply) or G, (if the government complied).
As a matter of fact, if the politician is willing to deviate, he will choose a less or more
restrictive migration policy than the one immigrants are expecting, and his life-time
utility will therefore be

VNE — Gl(pdev,pS) +m +[3Ggev

Suppose the politician wants to be reelected. Then the best implementation policy
is p! = pS and the associated payoff is

VE=Gi(p'. p) +m+ B [m+ G3]

Assuming that the politician complies if indifferent and voters behave according to
their vote functions, since this does not entail any cost, a necessary and sufficient
condition for compliance is VE > VNE je.

1
m= [Gl(pde”, ) = Gi(p*, ps)] + G5 - G} (19)

It follows that p* can be supported as the outcome of a symmetric political equi-
librium under the domain of inequality (19). In particular, the first best immigration
policy p®, where R stands for “rules”, can be supported as the outcome of a sym-
metric political equilibrium if Eq. 19 holds once one has replaced p* with pR. The
rationale of the above-described mechanism is the following: in the first period the
politician faces the temptation to deviate and implements a more restrictive migra-
tion policy, ensuring a loss G(p?€?, p®); the incumbent politician balances such a
temptation to deviate against the desire to be re-elected and earn the ego rent m.
Voters therefore must coordinate on a symmetric performance standard such that the
politician prefers to comply to secure election. If the ego rent m is high enough, the
policy under rules can be supported by a symmetric political equilibrium. The mecha-
nism based on electoral accountability exploits the fact that politicians value political
office, from which they enjoy the ego rent. Voters know that and, accordingly, can
punish politicians by replacing them with a challenger. The political equilibrium
therefore does not require an infinitely repeated game and a large enough discount
factor, as is the case within the reputation mechanism consisting in threatening
politicians by revoking their trust in them.

As pointed out by Aidt and Magris (2006) and Magris and Russo (2016), performance
voting requires that voters coordinate their voting strategies. More specifically, by
allowing individuals to set their own standard performance in a non-cooperative man-
ner, opens the door for a very large set of equilibria, some dominating others. This,
in turn, would require shaping some theory of equilibrium selection or employing
some more demanding equilibrium concepts. However, we are able to characterize
the set of outcomes that can be sustained by the mechanism of electoral accountabil-
ity and to provide necessary and sufficient conditions to the inclusion in this set of
the first best, namely the equilibrium emerging under rules. In addition, in our model
we assume that politicians are perfect substitutes for each other and therefore voters
are indifferent regards of any two candidates at the election and thus they have no
strict incentive to deviate from their announced voting strategy. Were politicians dif-
ferent, each with his own characteristics, the accountability problem would become
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more complicated and would require taking into account more cumbersome voting
strategies, as suggested, e.g., by Banks and Sundaram (1993, 1998).

5 Concluding remarks

In this paper we have derived the optimal migration policy under the hypothesis that
opening the borders influences not only the migration entry flows, but the exit ones
too. We have shown that a more permissive policy increases both flows and that, in
the end, the stock of immigrants settled in the destination country will be lower than
if one had considered solely the entry flows. We have shown that in this context there
could arise a problem in terms of commitment concerning the implementation of the
migration policy. In particular we have found that under discretion, border controls
are stricter than when government follows rules. For observed migration policies to
correspond to what voters would like them to be, one needs a suitable commitment
technology. We identify such a technology in electoral accountability.

We have also shown that a more stable origin country may alleviate the migration
pressure and allows for a Pareto improvement. These results suggest the opportunity
for policies aimed, by means of aid programs and economic partnerships, at stabiliz-
ing the origin countries by minimizing the frequency at which negative shocks occur,
with the result of increasing the average labour productivity in the source countries.

The choice of the immigrants whether or not to return home depends upon the
incentives they are faced with, and it is positively related to the probability of a suc-
cessful re-emigration should a negative shock occur in the origin country, and to the
preference for domestic consumption. Such a parameter can be viewed as the mea-
sure of the “distance” (geographical, cultural, political, social, and environmental)
between the two countries. The migration policy we have described appears there-
fore to be “selective” since the immigrants who are more likely to remain in the
destination country are those who exhibit a larger cultural proximity with it.

It would be interesting, following (Dustmann 2003) and Dustmann and Weiss
(2007), to consider a process of wealth accumulation (for example physical capi-
tal) in the destination country. The immigrant will indeed use his wealth to finance
consumption in the origin country, should he return there, but, in view of the postu-
lated instability of the country, the return of this wealth will be risky and the measure
of the risk will in turn influence the choice to return home. Finally, one could eas-
ily extend the model by assuming that the migrants living initially in the destination
country face a different migration policy that faced by the migrants settled initially in
the origin country. In such a case, one should expect a more permissive policy for the
migrants living initially in the destination country in view of the migration outflow
mechanism, taking obviously into account also the stock of migrants in D relative to O.
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