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INTRODUCTION

This is the second part of the report of the International Migration
Project. In'the first part (PIDE Research Report No. 126) we estimated
the total numbex of Pakistani emigrants in the Middle East, determined
their occupational profile and analysed the impact of labour migration on
various sectors of the economy. We also estimated the annual f£low of
remittances, identified the channels through which they are transmitted and

determined the way they are utilized by the houscholds of the migrants.

In this part we bring all that information together into a cost-
benefit . framework to determine the net cost or benefit of labour migration
to the economy. It is important to point out that the migration of wor-
kers from a country on such a scale as from Pakistan affects the domestic
economy in many ways and it is not always possible to Quantify all of
these effects. In this report, we have attempted to quantify only the
direct effects of major importance. For indirect effects only a qﬁélitan
tive account iz given., The figures arrived at are tentative since the data
are being further refined through suitable weighting adjustments and the
analytical framework ig being further developed to take account of finer

details. The estimates should, therefore, be treated with cautidn,

Chapter 1 sets out the analytical framework pursued in this report for
the cost-benefit calculations. Chaptef 2 gives the estimates of net costs
or benefits for an average migrant (representing.the overall mix of
migrant workers) as well as for various occupations separately. Chapter 3
gives a summary of findings and the final chapter points out some policy

implications,

(vii)



CHAPTER 1
FRAMEWORK FOR THE COST-BENEFIT ANALYSIS



INTRODUCTION

The exodus of Pakistani workers to the Middle East during the 1970s
implies va;ious.conséquepces for the country. The literature on interna-
tianal migrgﬁiohl has discussed a number of profouné and complex gconomic
conseqguences which'reQuire that the costs and benéfits'df iﬁtefnaﬁional
miératipnlﬁé‘stﬁéiéd.in a systematic frémeworkffo”érovide é‘guide-line for
the policy-makérgl

Since the émigration of the Pﬁkistanis to the Middle East is onlyi
temporary in the senge that an gmigrant,leaves for work abroad without
severing his'contacts with the countr?, while evaluating the consequeﬁces
of internatiohal migration, the cost and benefits of both emigrants and
those left behind by them need to be éonsidered= The‘présent framewérk
will consider the cost and benefits of only those who are léft hehind'so

as to confine the welfare impact within the political boundaries of the

cduntry,

Broadly speaking, the costs and benefits of emi@ration will depend
on
(1) the occupétional_profile of emigrants, and

{2) the volume and uses of home remittances.

The occupational profile of emigiants determines the contribution
they were making to the e;onomycof the home country beque_emigration..
Whether migraﬁion takes place from the pool of the empioyed or the unemp~
loyedtiaboﬁr in the country is, in fact;ia_majér factor in calculating the

cost of emigration.

lSee Grubel and Scott (1966}, Berry and Soligo (1969), Hamada {1974), Paine
(1974}, Bhagwati & Roderguez (1975), Lucer (1979), W.E. Guisinger (1978)
and Squire, Little and Duxdag (1978). ‘



In a situation of full employmentin a country, the cost of emigration

of an employed person.can be explained with reference to Fig. 1.

DD is the demand curve derived from the maréinal product curve of
labour in the country. In the absence of any market distortioﬁs, a margi-
nal émigraht.will cause no loss to_the aconomy. He simply takgé away what
he’ edrned as afmérgiqal’prdduct (Grubel and Scott 1969), For a fiﬁité
change, howeﬁér, the econ@my loses the surplus, shown'by the.shaded area i
Fig. 1 (Barxy and Soiigé, 1969 and Tobin 1974). HoweVeg, if he was a
tax payer, his.emigratidn may cause so.ae loss of vesources that the
emigran?_uéed to cdntribute to the government. Similarly,.if the emigrant
-had been saving soﬁe part 6f hisvwages, the'ecohomy would lose the
éxtérnaiitiés of these sévinés if the incoming remittances d§ not generate

the same amount of savings.

“In the case of countries where rural-urban migration ié}a significant
phenemgnon, emigration from the urban areas will increase urban employment
opportunities‘and if one urban employment opportunity attracts more than
one migrant from the rural areas, the welfare gain/loss will be different
from what has beén discussed above. The output loss Qill depend on the

marginal product of the labour migrating from the rural to the urhan areas.

In the caée of unemploymenf in the ¢conomy, the emigration of even
finite mégniﬁude is not supposed to cause any loss to those left behipd so
long as ail the unemployed iabour is hdf'absorbed. It does not matter
whether the.emigrating labourer was himself'employed or unemployed. - As
long as there is a pool of the unemployed ready to take the place of an
embloyed migraﬁt;‘the4conclusion will remain the same, i.e. no loss will

occury to the economy.
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However, there may be a number of practical considerations that may
not allow an emigrant, even in the situation of unemployment, to migrate

without any cost to the economy,

Firstly, there may be a number of restrictions/limitations in filling
a position vacated by the migrant which will result in a loss of output to
the ecoﬁomy."whigiis whaﬁ was experienced by Bangladesh as a result of tho

ocmigration .of hér eléctriciiy workers (Siddiquiflgsd).

- Secondly,:in an economy with surplus labour, where wages are deter-
mined by the per éapita income in rural areas (Khan, 1978), the emigrtion
even from the pool of the unemployed may lead to further unemployment in

the modern sector. This is manifest from Fig. 2.

Unlimlited supply of labour (LO) is available for the modern sector
at a constant wage wO which is dotermiged by per capita rurallincome. The
employment level in the modern scctor is EO. VWhen eﬁigratioﬁ takes place,
the migration will cause pex capita incomé to risez'which will raise £he
reservation wage of tﬁe labour moving the labour. swinly curve to Wl and
causing a decline in employment level in the modérn sector?~ The~economy

loses the whole.shadéd area.

In the above discussion, labour has been treated as a homogeneous
entity with respect tq.the occﬁpational statﬁs. .Differenﬁ'considerations
may'arise if labour is heterogenous and has varying implications for the
logs of output. For e#ample, With respect to employmehf gtatus, it is

Qossible that unemployment is only of unskilled labour whereas the skilled

This will further be.raised by the resulting home remittances.

3For further discussidn, see Khan (4).



and professional labour is fully employed. This not only demands that the
welfare lqss/gain be calculated separately for different occupations, but

also leads to the following considerations:

The LDCsrhave a‘certain programme of industrial development. If tﬁe
enigrating léboqr‘is ﬁostly of skills which are 6rucia; fér the industrial
‘sector, and éie also ;ﬁ shost supply, deve}apment'piojects may be affected.
Simildrly, these countries lack qualified personnel for the social sectors
like health and educatioh. Emigration of professionals from these sectors

imposes extra costs because of their linkages with other sectors of the

economy.

Certain unskilled/semi-skilled labourers Qork only to complement
véertain skilled/professional workers. ‘With the migration of skilled
wogkers, the complémentary unskilled and semi—ékilledvlabourers lose their
jobé and, hence, the loss to théveconomQ is more than what "is impliea in
thé wages of thg employed labour. All these considerations, howé&er; can-
not be quantified to be included in‘a cost;benefit analysis. The atten-
tion is, therefore, focussed on ﬁhe>main question, whether or not ﬁhere is
excess supply of labour in‘the occupations from which migration is taking

4
place.

" The Ealculations, however, will be differant in the long—ruﬁ pers-
pective. In the“long-run, the labour caﬁ ﬁove from thé relatively less
scarce occuﬁaﬁiOns_tovmore scarce occupations by acquiring the required
skills. For example, emigration of skilled/professional labour in labour-

abundant countries will attract unskilled labour to get necessary training

4For a discussion of this issue see chapter 2 of Part I of this Report,
i.e. Research Report No., 126. ‘



to fill the opportunities created by emigration. After successful replace-
ment , the cost will depend on the marginal productivity of unskilled labour
thét has replaced the outgoing labour (which will be zero where unskilled
labour is surplus) plus the costs of training to acquire thg necessary
skiils. This necessitates the identification of the costs of education and
traihing #hich would he necessary for those who replace migrant workers.
The cost of-training/education‘plus the output foregoné in the profession,
that he otherwise would have been working in, will be the long-run cost of

emigration over and ahove the shorxt-run costs already discussed,

The second element in the cost-benefit anélysis ig the magnitude of
‘home‘remiétances and their use. The remittances frdm migrants abroad add
to ;he resources of the country. The way these remittances are distributed
_betweepwconsuﬁption and saving determines the precise nature of the.
benefits derived from them. Moreover, the foreign exchange may have
additional value for countries which are facéd with a scarcity of foreign

exchange for their developmental programme.

Apart f;om these direct effects, a number of indirect effects on
growth and in¢omerdistribution may follow. For example, the use of remit-
tances may.hecgme inflationary. The unemployment of.compleméntary un~
skilled labour not emigrating with skilled migrants is another possible
indirectrcosti The generated exportis resulting f;om the demand of over-
seas worﬁers for home goods.or the.industrigl development resulting from
the increasedldemand for industrial goods out of increased income from

remittances are further possible indirect benefits.



Emigration also generates income distribution effects which may go
either way. Emigration from the lower income classes improves income
distribution as these low income groups enter higher income groups on
account of remittances from abroad. On the other hand, if only the well-
off part of the populatlon can get the opportunity to go abroad, the income

dxstrxbution will worsen ag was witnessed in Bangladesh (Siddiqui 1969) .

A FRAMEWORK FOR -COST~BENEFIT _ANALYSIS
Migratién of workers from a country affects the domestic economy in
many ways. Since it is not always possible to quantify all of the
effects of migration, the following framework attempts to quantify only
direct effeéts, ‘For indirect effects only a qualitative account will be

given.

In our analysis, thg primagy decision~making ﬁnit ig taken to bhe the
family left behind by the migrant Qorker and_the nuﬁerairé'used to neasure
the costs ané benefits ig savingé. The féllowing assumptions underlj the
analysis.

(i) Prlor to migration, the mlgrant worker was earning a

wage (@) equal to the value of his mPrglnal product.

(ii}) All of his wages (eaxned prior to migration) were
.consumed by him and his family. The relative shares
cf the migrant and his family in total consumption are

bW and (1-b)W,. respectively.

{(iii) After migration, the worker sends home remittances

egual to R,

(iv) - The worker's family consumes a fraction (a) out of

remittances.

{v) There is no change in the domestic wage rate.
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{vi) Savings have a higher social value than consumptioh.

(vii) Public savings carry the same premium as private

savings.

The costs and benefits have been quantified under the following
‘headings:

{a) Change in the consumption of those léft behind

() éhange in the savings of those left behind

() Change in the foreign exchange receipts of the

government

The measurement of these costs/benefits with respect to the emigra-

tion from Pakistan has»beén made as follows:

Change in Consumption of those Left Behind

When a ﬁers§n migrates, the consumption of the family left behind
declines to the extent to which they had bheen consuming out of the migrant‘s
income. If we assume that the migrant was consuming'a'proportion (b) of
his wage, then the family loses its consumption to the extent of (1-b)W
which is a consumption loss of migration. The migrant, however, remits
money from abroad, a part of which is consumed by the family left behind.

Tf 'R' is the amount of remittances and if 'a' is the proportion consumed
by the fémily, then aR is the consumption'benefit of the migration. Thus

the change in the consumption of the household wculd be equal to aR~-(1-b) W,

Change in the Savings of the Household

1f a migrant was contributing to the family savings from his income,
or in other words all the wages were not consumed, then the migration will

cause a decline in the domestic savings to the extent to which the migrant
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was contributing to their savings. In the case of Pakistan, the propensity
to save at lower levels of income is almost negligible and it is not un-
reasonable to assume, as‘we do here, that ali wages are. congumed. Thus

there may not be any substantial saving cost from migration.

A substantial part of remittances from abroad is, however, saved
which is a saving benefit of the migration. In the above notations, this

would amount to (l~a)k.
Foreign Exchange Savings of the Government

‘The imposition of duties and taxes on imports and exports helps
goverxnment to earn foreign exchange. Thus when ‘R' remittances are
receiﬁed'by the household they are worth only R.CCF o the household. The

difference R-R.CCF ig what government has netted.

Converslon Factors

The abcve-mentioned costs and beneflts are at market prices
and need to be converted into economic prices to eliminate the effect of
market distortions and into the common numeraire to énable the addition of-

/

the benefits and costs.

The following factors will be used:

1. Conversion factoxrs for consumption/savings
' into their economic prices (CCF);
2. . Conversion factor for converting consumption
“into the numeraireé, i.e. savings (gﬁ: and:
3, Conversion factor to inCOrporate the digtri-

bution into the valuation of consuﬁption {d)



12

A summary of the framework for the cost-benefit analysis of emigra-

tion is presented in Table 1.

Table 1

Framework of Cost-Benefit Analysis ‘
of International Migration L. ’

Costs/Benefits ’ Nominal Value Convarsion Adjusted
Factorx Value

stté (C)

Consumption cost' W(l~b) CCF. g- 7 W{l=b) g%§g
Saving Cost Y | ccrd Nil
Foreiﬁﬁ'Exchénge.Cost t 'R: '. CCF R CCF
Benedits _ &)

COnsumﬁtion Benefit . AR “ CCF % aR 9§§4§
Saving Benefit (1-a)R CCF.d (1-a)R CCFA
Foreign Exchange Benefit. |

for Remittances

i) Sentnthrough .
official channels RO o } ' RO
i;) Sent.-otherwise R ~ RO CCF (R ~ RO) CCF

The above framework, however,rassumes that there are no costs except
the loss of consumption faced‘by the family left behind. 1If there are any
social-psychological and other costs of éeﬁération, it is assumed Fhat they
are offset by such qualitativé benefit as eﬁﬂanced prestige and social

position.

At the other extreme, it'can be argued that the increase in saving
and consumption is just sufficient to compensate the migrant and his

family for the costs of separation. This is what might be called the
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equilibrium position where a family is indifferent at the margin to sending
or not sending a member abroad. -In this case, the net benefits of consump-

tion will be zero and the only benefit of migration will be R{1-CCF).

RANA



CHAPTER 2

ESTIMATES OF THE NET COST-BENEFIT
OF EMIGRATION TO THE MIDDLE EAST

15
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I. COSTS-BENEFITS CALCULATION I'OR
AN AVERAGF MIGRANT

The calculations in this section have been confined only to an

average migrant representing the overall mix of occupations of the

migrants. The cost-benefit calculations by occupations will be made in

the next section.of this chapter. These calculations have been made

according to the framework discussed in Chapter 1.

For an average migrant these calculations are discussed below:

COSTS

(1) Consumption Cost

Thls is that part of the family consumption which was financed

from migrant's income before his migration to 'the Middle East., It has

been estimated on the basis of following assumptions:

1.

Average household income without remittances
amounts to Rs. 11,338 per year.
The average pre-migration wage of a migrant amounts

to Rs. 10,246 per year.

~Thus the houééhold income would‘haye been Rs, 21,584

per year had the number of the hQUSehold not migranted.

It is assumed that all the household income would have
béeﬁ Eonsumed.“ (It is obviously a restrictive aésﬁmp*
tion but it is ﬁot.expected to affect the;calculations '
significantly as the bulk of the migrants Belong to the

Tow-paid labour and the propensity to consume at lower

. . Lo S . .
income levels -is extremely high). This assumption,

however;:hasrbeen=dropped‘while calculating.consumption
costrbf oécupations.

It is also aséﬁméd that the migrant, before migiation,

had. been consuming equél to the‘pet capita consumption

of the household. .
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6. With tha average family size of 8.8 persons‘including the
migrant), the per capita household consumption is
estimated to be Rs. 2453,
7. Thus, with an anhual wage of Rs. 10,246, a migrant had
 been contributing (Rs. 10,246 - Rs, 2,453 = )} Rs. 7,793
~to the family consumption per year. E
(1i) Saving Cost
On the assumption that all wages (and all household income) before
the depaxture of the migrants were consumed, no saving cost is involved.

For calculations by occupation, saving cost has, however, been taken into

account.

(ii1) Foreign Exchange Cost

Those remittances that households receive through banking channels
represent foreign cxchange cost, aé this foreign exchange will be spent
by the households. (This coSﬁi h0we9er, will have to be discounted by the
standard conversion factor to determine the values, at border prices, of

the goods and services purchased from these remittances).

A household on the average receives Rs. 21,273 a year. ‘About 85
percent of this is transmitted thfough regulér banking channels. Thus the
fofeign exchange cogt amounts to about-Rs. 18,082 (before adjustment for
the standard conversion factor). The remaining Rs. 13,521 are sent
through unofficial channels or in kind, If this is to be inclu&ed, this
will appear at both costs and benefits sides after cor:ecﬁion b§ thé CCF.
Thus the inclusion or ;xélusion of these Rs. 12,279 remittances does not

affect cost~benefit calculations.



BENEFITS T

(1) Consumption Benefit

This benefit accrues from inéreased consumption out of remittances,
The estimation of consumption out of remittanceé involves a number of
'préblemé which were discussed in Chapter 7 of Part I of this Report
(Research Report No. 126). .For the purpose of present calculation the

estimation has been made as follows:

As mentioned in Chapter 7, we estimate that out of remittances of
Ks. 28;966, Re. 16,512 are spent on recurring consumption items like food,
clothing, housing, transport, health and education; és. 680 per year on
marriages; and Rs.. 820 per year on consumer durables. In addition to
these, Rs;”658 aﬁe speht on improyements in residential house which we
are treating as a consumption expendituxe, Tﬂis gives us a total figure
-of Rs,.18,670. fo this;value we have to édd Rs.'2,637,'the amount. of
<remittances sent in kind which are all ;ésumed to be censumed... The -
increase in consumption due ﬁo rgmitpapnes thus works out to be“Rg.'21,307.
Thig valuaJhas”to;be-discqunﬁéd gy the,appxoériate;factors'touariive at .
the,social"value“éf~this-consumption.‘:The followiﬁg.factorsJwill-be

applied foxr the adjustment:

(a) - A factor to express the value, in terms of the-numeraire.
(Thisihas been. described earliex‘aﬁ'%a."Eollowing'ﬁquire~Little
(1979}, we assume the value of ‘8§ to.be egual to. l.2. . '

Ab) Aﬁfactor'tquincorporate'the'effectﬁ of change in utility due to
the ‘change in the,incoﬁe group. This has been.described as =

~d-and for the migrant:group it has, been estimated to be. 0.7..

'(ii) Saving Benefits

'These‘benefitsjstem.from the savings generated by the households
out of the remittances received by them: This amounts to” (Rs. 28,966 - -
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Rs. 18,670 =) Rs. 10,296. This is the saving out of the remittances sent
in cash Cf'brouéht by the migrant while visiting home. The saving bene~.

fits thus amount to Rs. 10,296 which will be discounted by the Consumption

conversion factor.

Foreign Exchange Benefits

These benefits are represented by all the remittances received through
reqular official channels. These amount to Rs. 18,082. No conversion/
adjustment in this case is needed. For the sum of Rs. 13,521 rxeceived

through unofficial channels and in kind, the CCF is to be applied.

The following conversion factors have been used for the various
adjustments mentioned above.

ay Consumption‘cOnversion Factor, which has been

estinated to be Rs. 0.86;

b) Standard Conversion Factor, which has been-assumed to

be equal to the Consumption Conversion Factor; and

c) The factor (%) that convefts the nominal value into

the social value and has been estimated to be 0.58.

The cost-benefit calculations have been shown in the Table 1, which
indicates a net benefit.of Rs. 18,143 per migrant per year of his stay

abroad,
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Table 1

Cost-Benefit Calculations

Nominai Conversion : Adjusted
Costs/Benefits ' Value Factor’ Value
{Rs,) ' (Rs.)
COsTS {C)
Consumption Cost | o 7,793 0.50. . “ 3,896
Saving Cost . o -, . -
Foreign Exchange Cost 31,603 0.86 . 27,178
Tatal Costs . 31,074.
BENEFITS (B)
Consumption Benefit . 21,307 0.50 - 10,653
Saving Benefit .. 10,296 0.86 8,854
Foreign Exchange Benefit out of
Remittances
i) Sent through official
channels . 18,082 1 : 18,082
ii) Sent otherwise ' 13,521 ©0.86 11,628
Total Benefits ' » - 49,217
Net Benefits ' 18,143

II. COST-BENEFIT CALCULATIONS BY MAJOR
CCCUPATIONAL GROUPRS

In this section calculations have been made for the following groups
of occupations:

a) Unsgkilled Labour

b) Skilled Labour

<) Service Workers

d} Clerical Woxkers

e)  Professional Workers
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The framework for the calculations remains the same given in the
previous section. Calculations of various components of costs and

benefits by the occupation groups are discussed below:

Consumption and Saving Costs
The calculations of nominal consumption and saving costs have been
shown in Table 2. The values have to be adjusted by appropriate conver-

sion factor to measure them in accounting prices.

Consumption and Savings Benefits
The calculations of nominal consumption and savings benefits have
been shown in Table 3. These will also have to be converted into the

value at accounting prices by using appropriate conversion factor.

Foreign Exchange Cost

The foreign exchange cost, in the framewprk deécribed:eérlief, is the
total rémittances in all forms after adjustﬁént fgr the diﬁference‘bétween
border prices and domest;c'prices. This cost is:shown in Table 4 by the

occupation groups.

Foreign Exchange Benefits

This is the nominal value of all remittances sent through official
chanmels plus the value of other remittances {in cash or kind) after
making adjustment for the difference bhetween domes?ic and bordexr prices.
The remittances sent through official channels (Bank) and those sent

through other channels are shown in Table 5.



Table - 2

Calculation, of Consumption And Saving Costs of
Emigration by Occupation

—

Nccupation Group House  House- Wages/ House- Propen- Housebold Per Capita Consump- Pro-- Savingi
hold hold Szlaries hold sity*to Copsump~  consump-  tion cost pen~ cost
Size Incomes of the Income  Consume tion had tion had due to sity {Bs)
Without Migrant had there there been Migra- to
Remitt~ had he there been ne migra-. tiom save
ances not been no no migra- tion {Rs) out
(Rs nigra- Migra- tion (Rs) (4-3) of
ted tion ' {Rs) (7+2) Wages
(Rs) {Rs) (3x6)
(3+4)

(i) 2) (3 {4y (5) (6} {7} (&3 (%) (15 (11
Unskitled Labour 3.8 7275 4750 11975 1.1 13172.5 i4%6.9 3201.1 6. G.¢
Skilled Laoour 8.2 11454 8000 19454 1.2 23344.8 2846.9 5153.1 0.0 $.2
Service dorker 8.1 11888 . 6500 183€8 1.1 20204 .8 14864.4 4005.6 0.0 0.0
Clerical Workers 9.3 - 17405 - 6300 23705 0.9 21335.5  2294.0 4006.0 0.6 0.0

Professional Workers 9.0 151271 - 14500 29627 0.8 2370i.6 2576.3 11823.7 0.10 1450

——

* For the relevant income group in the same occupation. These propensities to consume
have bteen taken from the income and consumption distribution of the emigrants’ households
classified according to the occupation of emigrant.

£e
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Calculation of Congufption And Saving Benefits of
Emigration by Occupation Group

44

Occupation Group““ Remittances Remittances Total Cash - Propen~  Consump~ Savings Remitt- Total
S sent from brought- at ‘Remittances sity*te tion benefit ances Con—
. . abroad the time of {Re) consume  bebefds cout of din sump~

{Rs) home visit ( 2+3 ) out of out of cash kind tion
Rs) Remit- cash Remitt- {Bs) bene~-

tances Eemit-  ances fir.

tances (4-6) v (6+8)

{4+5}

(1) @) (3) (4 (5) . (6) ©) (8) 9 _
Uuskilled Labour 15035 8700 : 23733 3.8 13588 4747 1353 20341
Skilled Labour © 18301 10000 28321 3.7 13811 G495 15647 214538
Service Workers 21978 6088 28066 0.6 16842 1122¢ 1978 - 13818
Clerical Workers 25009 : 19618 32618 0.6 23771 15847 1806 25571

Professional 38014 15675 53687 6.5 26844 26843 3421 30265




Table 4

Remittances by Occupation (Rs.)
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Occupation Cagh Cash Remittances
. . : ) Total
Group Remit~ Remi t- sent in kind Remittances
tances tances (@ 9% of cash
sent brought remittances)
from by the
abroad migrant
while
visiting
home
(1) (2) (3) (4) (3)
Unskilled
Labours 15,035 8,700 1,353 25,088
Skilled
Labour 18,301 10,000 1,647 29,948
Service
Workers 21,978 6,088 1,978 30,044
Clerical
Workers 20,000 19,618 1,800 41,418
Professional
Workers 38,014 15,673 3,421 57,108




Table - 2

Remirtances Through Official and Non-Qfficial

Channels
Ycecuration Remittances  Proportion Reﬁiﬁtances Cash Remit-  Other Remit-  Total Remittances
GTOUp sent in ~ sent through tances tances through non~cfficials
cash - through official through including Channels.
(Rs) official channels Nen-official those in (Rs)
channels {Rs) Channels kind
(Bs) (Rs)

(1) (2) 32 4=(2)%(3} 5={2-~4) (&) 7=5+5
Unskill.d 15035 0.73 1097¢ 4059:.‘ 10053 14112
Skilleo 18301 6.86 15739 2562 11547 14209
Service 21678 0.93 20440 1538 8066 9604
Clericul 20000 ©.86 17200 2800 21418 264218
Professional 38014 0.96 36453 1521 18694 _20615

9C
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Replacement or Training Cost

Unskilled labour and service workers have been assumed to have no
replacement costs in view of the abundant labour supplies in the country
and of the fact that this labour does not need any substantial training.
For the rest of the occupations, the social cost of training as mentioned
in Chapter 4 of Part I of this Report (Research Report No. 126) have been
used. Assuming that the costs shown in Chapter 4 are the present value
of the training cost, this has been converted with a 10 percent discount
rate, into an annual cost of replacement, The costs of replacement for
different occupations are shown in Table 6. The cost of replacing engineer
has been used to represent the average cost of the whole group of
professional workers including doctors, nurses, teachers, etc. This
seems reasonable, as engineers accounted for more than 60 percent of the

total emigrated professional workers.

. Table ©

Replacement/Cost (Rs.)

Occupation Group o Percent Value of o ‘Annual Cost
- AR Total Cost : .

Unskilled Labour

Service Worker Nil o _ :  Ni1
Skilled Lahour 62225 | 6223
Salesman 38589 ' 385§
Engineer 159885 | 15959 |

Clerical Workers 27645 _ 2765
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Table 6 shows nominal cost of replacement. This will have to be
adjusted by appropriate conversion factor to represent the cost in acéount

ing prices.
All the nominal costs and benefits by occupation groups are
summarized in Table 7.

Table 7
Nominal Cost/RBenefit Calculation (Rs.)

Occupation " Unskilled Skilled Sexvice Clerical Profesgsional
Groups
(1) (2) (3) (4) 5y (6)
Costs
Consumption = 3203 5153 4006 4006 11924
Saving - 0 0 0 0 1450
Forelgn Ex- o ' C
change 25088 29948 30044 41418 57108
Replacenent 0 6223 o 2765 15989
Total Costs 28291 - 41324 34050 48189 86471
Benefits
Consumption 20341 21458 = 18818 25571 30265
Savings ’ - 4747 - 8490 11226 15847 26843
Foreign Ex* v
change
i) official ‘ . .
channels 10976 15739 20440 17200 36493
1i) other 14112 14209 9604 24218 20615
Total Benefits . 50176 59896 60088 82836 114216
Net Benefit .21885 18572 26038 34647 27745

Conversion Factor for Adjusting
Nominal Costs and Benefits

The conversion factors CCF and %-remain 0.86 and 0,83 respectively.

The income distribution parameter 'd', however, will be different as
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incomes differ with occupations. The estimate of distribution for diffe-
rent occupation groups is shown in Table 8. This distribution parameter-

has been calculated on the basis of household income including remittances.

Table 8

Distribution Weights

Qccupation Groups Household Income Distfibution Welght
' ' (Rs.)
Unskilled 22310 0,99
Skilled 29755 0.74
Service 33846 .6.65
Clerical 37405 0.59
Professional 52984 0.42
All Migrants 32611 0.7

The conversion factors by occupation groups are shown in Table 9.
On the basis of the application of these conversion factors to the nominal
values of Table 8, the cost-benefit calculationé at’ accounting prices

are as shown in Table 10.



Table - 2

Conversion Factors.

0¢

Cuaversion Factor  Unskilled Skilled Service Clerical Professional

‘Labour Labour Workers Workers Workers
CCF - 6.86 0.86 0.86 0.86 0.86
i/s | , | :, 0.83 £.83 0.83 0.83 | 0.3
1 0.9 0.74 0.65 0.59 0.42
Factor for consumption
cCF %‘ | 0.71 0.53 0.46 0.42

¥acror for saving CCF d 0.85 0.64 0.56 0.51 9.36
Tactor for Feplacement cost . 0.86 9.86 0.86 - 0.86 0.85

Factur for sent Remittance v
turcven official channels 1.00 1.00 1.00 1.00 1.00

Factor for Remittances _
chrough unofficial chamnels .86 0.86 : 0.86 2.36 0.86




Cost/Benefit At Accounting Prices

Table - 10

(Accounting Rs.)

~ Service

Unskilled Skilled Clerical Professional
<osts
Consumgcion 2574 2731 1843 1683 3377
Saviig - - - - 322
Toreigu Exchznge 21576 25 25838 35619 45113
Raplaceuent - 5352 -~ 2378 13751
Total Cost - 23859 33838 27681 39580 66963
Benefits
Joasumption 14442 11373 8635 10740 308¢
Seving 4035 5434 6237 3082 9663
Foreign Exchange _
i) official 10976 15738 20440 17200 36493
i1} Thannels 12136 12220 8259 20287 1772¢%
Total Benefit = 41588 L4766 43642 5€303 72965
Net Beuefits 17739 10928 15961 16629 6002




32

The net benefit calculations by occupations are summarized in

Table 11.
Table 11
Net Benefit of Emigration by Occupation
Occupations Net Benefit Benefit Cost Ratio
v (Rs.)

Unskilled Labour . 17,739 1.74
Skilled Labour 10,928 1.32
Service Workers 15,961 1.58

Clerical Woxrkers 16,629 21,42

Professional Workers 6,002 . 1.0%9




CHAPTER 3

SUMMARY AND CONCLUSIONS
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Tbis‘study has estimated that at present there are approximately
1.25 million Pakistanis working in the Middle East. Half of them are
skilled and t;ained énd the other half are unskilled. On balance, the
econony gains approgimately Rs. 18,000 per migrant per year of a
migrapt's stay abroad% This is considerably lower than his annual
remittances (in cash and kind) whiéh4average Rupees 31,603 a year. A
large part of the gain from remittances is offset by the various costs
including the loss of output due téimigration of labour. This calcula-
tion is, however, based on direct cost-benefit analysis. The_inﬂirect

effects have been discussed only qualitatively.

The study bases itself on primary data generated by five different
surveys during which 15060 migrants and their households were interviewed.
The migrants were interviewed at the thiee international airports of
Pakistan and a sub¥sample of ﬁheir families was traced to approximately
250 villages and 50 towns and cities, The five surveys were carefully
designed as part of a sampling plan whose details are provided in an
Appendix ta this.volume. Two of the surveys 5overed the migrants them~
gelves. Of the remaining three surveys one was based on interviews of
such erstwhile migrants as had returned to Pakigtan for good,'another on
interview of members of the household left behind by the migrant worker
and yet another on interview of households none of whose members had
migrated abroad. The households covered by the last-mentioned survey
gsexved as a control group for purposes of comparison between the behaviours

of migrant and non-migrant households.

lDetails of the estimate can be seen in Chapter 2.
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The information collected by the five surveys was supplemented by

in~depth observations and data from secondary sources.

The following is a quick resume of the areas which this Report has

covered and the conclusions it has reached.

Occupational Backgrounds

Forty-three percent of Pakistanl migrant workers in the Middle East
are unskilled, 41% are skilled, 4% are professi§ﬁals and 12% are clexical,
buginess, sales and b&hér niscellaneous workers.v Amongsf skilled workers,
the highest number cdmesvfromithe congtruction sector (masons, &arpenters,
electricians, pluﬁbers, etc.) with the workers from tﬁe manufacturing
sectér (machine operators, mechahics, etc.) forming the sgco@d’lar@eah
group. Amongst pxofessiénals, the overwhelming number (60%) is that of

engineers.

There are certain regional variations in skill composition. The
majority of workers from the North-West Frontier Province {(60%) are
unskilled, whexreas only one~third of £he workers (34%) from the Punjab and.
Sind are unskilled} Skill compdsition appears té have changed over time.
The data show that since 1973 the share of unskilled workers compared

with that of skilled workers has been constantly increasing.

Marital Status and Family Situation
A large majority (70%) of migrant workers are married, but only 4%
are accompanied abroad by their families. Thus, approximately 3 million

women and children remain separated from their husbands and fathers?

2The details of these figures can be seen in a separate paper piepared by
the project for UNICEF, Islamabad.
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Age and Employment Status

The data show that 75% of the migrants are less than 30 years old.
Only 7% were reported as unemployed when they migrated. Another 10% were

reported as students ‘at the time of migration.

Mode of Migration
The majority of the migrants (75%) landed their jobs abroad with
their own efforts or with the assistance of friends and relatives abroad,

The remaining 25% saild they obtained theirvjob through recruiting agents.
On an average a migrant spends Rs. 7,000 to go abroad. Foxty per-

cent. of the migrant workers raised the necessary amount of money for going
abroad through loans. Bbout half of the migrants (54%) reported having
singed work agreements. A moderate number of migrants (13%) reported that
they remained unemployed abroad for three to gix months before they found
their first job;

,H,Detgilgd information on this subject is, however, not included in

this Report, but will be made available in a separate paper.

Income and Consumption Abroad

our data show that the average income of a Pakistgni miggant working
in thelMiddle East amqunps to Ra, 58,50013 year, qure agg vafiations.
amongst various groups. The average incoﬁé is rebortgd to be Rg. 1,115,000
for professionals, Rs. 54,000 for skilléd workexrs, and Rs. 43,000 for un-
skiiiéﬁiﬁbiﬁéég. &he migrant wdrkers Qonsume frém 20 to 30% 6f their

income abroad. The balance is saved.
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Remittances

The data show that all workers except professionals remit most of

their savings, either in cash or in kind.

The professionals, however, appear to retain abroad asvﬁuch as one-
third of their savings.v The data show that the total incéme of profesp~
sionals congtitutes appréxiﬁately 17% of the total income earned by all
Pakistanis in the Mi&dle Bast. Thus, if they retain one-third of their
savings‘abroad, it would be a substantial, though not disturbingly high,
amogpt. We suggést in this study that efforts should be made to attract
to ﬁakistan the current and the cumulative savings of Pakistani |

profegsionals in the Middle East.

The average remittances of a Pakistani migrant worker in the Middle
Fagt amount to approximatelvas, 31,603 a year. An averxage of Rs, 21,273
is sent in cash, Rs. 7,693 are brought home by migrants on their visits,

and Rs. 2,637 are remitted in kind.

Channels of Remittances
A large majority of migrant workers (85%) send cash remittances
through regular banking channels. The only exceptions are migrants from

the North~West Province, 48% of whom use non~banking channels.

The data also show thét, on an average, a migrant brings Rupees
7,693 with him on home visits. In whét form does he bring them? We do not
know yet, It could be in the form of either bank drafts or foreign
exchange bills. Since the amount remitted in this manner is a majoxr com-

ponent of annyal remittances (24%), the subject needs further invegtigation.
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Use of Remittances
The data shaw that 62% of the remittance money was congumed for
household expenditure, including food, clothing and accommodation (57%),

household duxables (3%) and marriage ceremonies (2.4%).

Almost one~guaxtexr of the remittances recelved (22%) were spent on
real estate, including house for personal accommodation (12%), improvement
in existing houge (2%), real estate for commercial purposes (6%), and

agricultural land (2%).

Approximately 13% of the remittances were usea for direct investment
éﬁrﬁoses, including investment in agricultural machinery, land improvement
and use of modern inputs (3%), industrial and commercial investment (8%),
and financial investment (2%). It appears that the remaining 3% of the

remittances are retained as cash .balances or gold, etc,

Effects on Output and Wages
The data show that 83% of all migrant workers are production

workerg., Their losgs to the economy has resulted in a declining output.

In the long ru®rthe shortages created by migrant workers can be
overcome by providing training to the unskilled or less skilled workers,
This study provides an estimate‘of what it would cost to replace migrant
workers. The costs are not very high in terms of both monetary outlay and
the training tiﬁe, except for professionals whose training requires

substantial investment of money and time. It also appears that output
has declined not because the required workers are not available but

because the quality of their work is below acceptable standards..
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There is some evidence in the data.to show that as skilled workers
depart, their jobs are taken up by hurriedly trained unskilled workers.
The shortége of suitably qualified workers is wost pronounced in the manu-
facturing sector. The nektvhighest shortage is experienced by‘the

construction sector.

The data show that the large-scale emigration of both skilled and

unskilled workers has resulted in a general increase of wages.

Effects on Income Distribution3

Despite the fact that two-thirds of migrant workers originate from
rural aveas and approximately half of all migrantg are unskilled labour,
they still seem to come disproportionately from the above-average income
groups. As a result, migration has worséned income distribution in the
countyy. Howevér, ouxr khowiedge on this point is still incomplete, and a
subsequent analysis may provide some further and more definitive
information on the subject. Nevertheless, it appears that within the
group of appfoximately-oné;million migrant households income is'more
equally distributed, showing a relatively equitable distribution of the
benefits of emigration. Furthermore, the increaséd income from remit-
tances does have an eqaliparian aspect, for no other net inflow of
resources to the public at large has historicaliy been as'eqﬁally distri~

buted over the national population as remittances.

A detailed analysis of this subject is awaiting further data. The
following observations can however, be made on the basis of existing
information.
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Returnee Migrant

The data show that approximately 40% of the returnees are jobless,
but only 25% are looking for jobs or hope to start a business; the
remaining 15% are keen to go back for work abroad. Of the remaining 60%
who are on jobs, half are engaged in agriculture and the other half are

doing other jobs.

Regarding reasons for migrants' return to Pakistan, approximately
40% returned because their contract was completed, another 5% because of
Visa problems. About one-quarter (24%) returned because of family

problems and 8% said they had earned enough money abroad.

The returnees were asked if they were keen to go back to the Middle
East. Half of them said they were keen and another quarter gave a
conditional answer, saying that they would return if the circumstances

pernitted.

. Detailed information.on the subject is, however, .not included in

this Report, but will be available in a separate paper.

The Net Costs and Benefits.of Migration to the Economy
According to the rather crude and tentative estimateg made in this

Report, the net: benefit per wmigrant.to the economy is approximately

Rs, 18,213 .per year of a migrant‘s.stay abroad. . However, these. estimates
should . he. treated with .caution for. several.reasons. Firstly, the data arc
being further processed and the. analytical framework is being refined for
finer details., Moreowver, rural-urban and other suiltable weighting. adjust~
ments are pending, which may result in some changes. Secondly, the

estimates give the net benefit of an additional migrant and do not accoun=®



A2

for the costs and benefits of the total number of migrants currently
working in the Middle Fast. Thirdly, the estimates 1ar§e1y ignore the
‘social costs and benefits in terms of family and related matters.
Finally, and perhaps most importantif, this analysis does not take into
account the indirect costs and benefits, such as export effects,
inflation effects and human éapit;i forﬁation effects. A subsequent
analysis of the data in this study will take care of the above qualifi-
cations, which will epable us to compute more refined figures for the

net cost-benefit of emigration.



CHAPTER 4

POLICY IMPLICATIONS
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The information and analysis presented in this study lead
to policy implications in several areas. In the following pages

we take up two of them: Manpower Training and Remittances.

MANPOWER TRAINING

The study shows that the economy is facing shortages of suitably
trained workers in the rmanufacturing sector and to a lesser extent in
the construction sector. The shortage does not refer to the shortage
of working hands, buﬁ to the absenqe of appropriate training of wun-
skilled or the less skilled wofkers, who pass for skilled workers.
Their period of training, the data show, has been miﬁimal. The study
¢oﬂéiﬁ&es £hat‘extensive,arrangements need totbe made to upgrade the
Vnglity of workers through in service apprenticeship or formal train-
ing:to\enable them to become such skilled workeré'as mechanics, machine
o?éfééo%s, electriclans, masons and carpenters. Crash programmes for

‘training have become particularly imperative in view of the following:

a, The relative demand for construction labour will
decline in the Middle East duringvthe ﬁexf five
years. This has been indicated by the projections
of EﬁENA~DED study. It would mean that in future
.Aeclining percentages. of the unskilled workers will

be absorbed abroad,

b. The EMENA-DED study also indicates that the demand
for labour in the manufacturing éecto: abroad will

progressively increase in the cominé'years. it
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suitable arrangements are not made soon enough

for Pakistani workers to acquire necessary skills
vfor‘the'mahufacturing sector, the flow. of Pakistani
workers to the Middle East 18 bound to decline in

the years to come.

It is recommended.that extensive training arrangeménts should be
made to ensure .that future manpower requirement in the Middle East is
fulfilled without jeopardizing domestic production, 'and’ the unskilled

returing migrants are easily absorbed in the domestic market.

We also recommend that further research should be done regarding
institutional framework for training, ‘Qur study shows that there is a
high premium for skill acquisition and its cost is low. This}should
cfeate a substantial supply of training institﬁtions in the private
séctor.- The proposed research should investigate:the-extent: to which
priVaﬁe sectoxr is responding to this need, and look into. the nature of
tﬁe privateIYIManaged training centres. If it appears that the pri-
vate sector is not’sufficiently‘responding, the study should investigatc
its causes. The study should also look into‘the functioning of the

éublicly managed training centres,

It is recommended that measures should 5@ taken to increase the
produdtivityvéf labour either by raising their human capital or by
improving management so that'industrial,develoément, particularly the
development of export industries, is not adversely affected by the

rising real wages. In a scparate paper dealing with the social impact
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. . 1 .
of mlgxatlon (IMP monograph) , there are some recommendations regarding
the improvement of educaticn, healtih and nutrltlonal levels in the
high-migration communities, the 1mp1ementatlon of whlch may wéll con-

tribute to the improvement of human capital,

""Regarding prppqgals on framing a policy towards pexmission to
_higrate, it is-reqommended that some groups may be re;tfic;gd to re-
main’ below a certain migration level,‘qthers may,ﬁe left to choose
théir own migration level and still otﬁers may be positivély alded to

migrate.

yiEant o1
Cne ¢f the "umpu.l. cant poaily pPYoPos

concerns educational facilities. It appears that very soon the
high-migration communities will be faced with a serious shortage
of schools for children, At present there is no reported crisis
because of the peculiar demographic profile of migrants: 75% of
them are less than 30 years old and 30% are single. But in a few
years the singles may get married and younger couples will have
school~going children. It 1s shown by survey results that all
migrants are keen to educate their children, almost universally
in the case of boys and 80% for girls. They also have the re-
gsources to back:up their desires. Conscquently, either they will
wish to move to nearby towns with schools or demand schools in
their own communities.

is & Lll\..!_tjj_lu;[ from this paper

The social impact paper also presents an interesting proposal
for funding of schools in such communities. It shows on the basis
of another anthropolagical study of migrant famllies that migrant
families in the rural areas indulge in conspicucus consumption be-
cause they generally come from socially lower caste groups (manual
castes). By'showing off their newly acquired prosperity they att~
empt to be admitted to higher social groups. This explains theix
expenditure on social gatherings, feasts, etc. The paper suggests
that the channelling some of this money into contributions for
schools and dispensaries.in the local communities is perhaps possible.
It would give the donors a social prestige and at the same time
channel remittances into a socially productive cause.
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The professionals would fall in the first category. Among
professional occupations, engineering and medical professions
appear to be faced with shortages. Tﬁere are already.dertain-re~
strictions on the emigration of doctors who have been in short
supply for quite some time. The engineers were howevér not in short
supply until quite recently, when sizeable migratibn, coupled with
growing domestic demand, is.beginning to show certain problems. Thera-
fore, as long as there arc not enough colleges to meet the domestic
and foreign demand, selective restrictions on the emigration of

engineers, as in the casce of doctorxs, may be advisable.

Workers in such occupations as those of teachers, businessmen, and
sales workers and clerical workers as well as workers with no skills
are not in short supply and therefore their emigration is not likely

to have any considerable effect on the output of the sconomy.

It is recommended that unskilled workers may be{positively aided
with training and even small financial support f§r éeeking jobs abroad.
Such positive support to the unskilled will mean that the very bottom
income groubs,'ﬁho,as this stuﬁy shows, have not benefited from emn-

igration will be able to do so.

Finally, in order to formulate migration policy according to the
supply and demand situation of varibus occupations, the government must
carefully monitor and analyze the occupational background of emigrating

workers.



REMITTANCES

Policy~makers generally refer to two goals in thisg area: (a)
increasing the total volﬁme of remittances and (b) channelling re~

mittances intb'socially productive uses.

With regard to the first objective, the study shows that almost

all the savings of unskilled, skilled_and serviee ﬁorkers'are bheing
‘already remitted. Only professionals withhold a part of their savings
abroad. In our éubsequent anélysis we will make estimates of thelx
.current and acchmulated unremitted savings. In the light of that
informgtion, approptiéte policies could be devised to ettract increased

home remittances.

This study finds that the total volume of remittances per migrant
are:nqt 1iké1y to increase dramatically,. oﬁﬂﬁﬁe other hand, migrants
can be persuaded to ﬁinimise their remittanceé ﬁhibugh channels other
than banks; Td the extent that thig diversion can be achie?ed, the
foréign excﬁangé.e&rnings will increase from the point of view of the
natiéhal ecbnomy. 1f suitable arrangements are made, il may be
possible to réﬁir@ct a major part of the money, which mlgrants bring

with them on home visits, from non-banking to banking channels.

There are three possible reasons for the use of non-banking

channeis: creditability, convenience and premium. A small difference
betwaén official and black-market exchange rate will not be a suff-
icient reason for the use of non-banking channels. - Perhaps con-
venieﬁce is the dominant factor., A future studf should determine the

reasons why the users of unofficial channels prefer them to official
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channels for both the money which they send from abroad and that
thch they bring with them on home visits. This investigation
could not ﬁé inqlgded inrthe household survey for fear of creating
apﬁrehensions among respondents, which would have bilased ﬁheir re-

sponses on other questions.

If, as is likely, convenlence turns out to be the major motive
for using non~banking channels, it would be advisable that banks or
investment agencies should develop a xeadily éashabie ingtrument by
which the migrants can brinéitheir monéy on hame'visits. The migrants?
visits to their homes are qane;aii? brief and they need caéh for
expenses duriné their sta&@ The& ééﬁnot'bfédkidelays.connected with
any financial instrument which is either not readily cashable or can~

not be cashed in the geographical vicinity of their residence.

The volume of remittances can also be increased by raising the
ski1ll level of emigrant workers through training, and thus enabling
them to increase thelr average earnings abroad, which will lead to

higher remittances.

With regard to the second objective, regardipg the use .of remi-
ttances, the study offers the following general proposals on how to
channel remittances into socially productive uses. More specific
proposals, based on an in depth analysis of the use of remittances,

will be presentéd éubsequently.

1) Investment incentives need to be provided to the
emig#ants. For example, some'of the -incentives al-

ready been announced in the 1979-80 budget'pertaining



to importing certain equipment without import.duty,
arg»gehexal, whereas to‘&@tréot the foreign savings

of professionals in tﬁe Middle East, a specific
investmeﬁt programme is needed. A study is needed

to investigate the investment‘opportunities/inoentives
that these professionals would‘like to avail them~

sclves of.

2) “he majority of the emigrants are from rural areas.
These areaé lack banks/post offices, where they could
deposit their savings. The high-migration areas in
Pakist#ﬁ should bé provided necessary facilities for

‘depositing of savings.

3) The financial intermediation network needs to be made
more efficient and broadwbased.‘ there is need for policy
intervention aimed at encouraging such efficiency and
sophistication. Migrant workers' Investment Houses/Com-
panies should be established (on the lines of Overseas

Workers' Foundation) which would invest workers' savings.

Special care should be taken that such schemes are established
in the geographical vicinity of the migrants and are so designed as
to be easily communicated to the migrants and their families whose

education level is generally quite low.

The ' policy proposals in this Report are rather general in
nature because they are based on the overall natilonal picture

which emerges from the findings. A subsequent analysis will go
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beyond the gross data and analyze breakdowns by different groups.
In particular, the subsequent analysis will give cost-benefit
estimates of the various occupations which may be helpful for
devising a migration policy. Also, in the subsequent analysis
we wi;l construct two ideal-type migrants: the consumption~orien-
ted migrant and the investment-oriented migrant. Based on an
analysis of their social and economic backgrounds, education,
1ife—sﬁylé, Qeographical location‘and access to investment oppor-
tunities,‘we will determiné tﬁe various strategies which may be

necessary to make socially productive use of remittances.

The subsequent analysis of our findings can, therefore, be
very helpful in formulating specific policy proposals, going beyond

the ones mentioned in this Report.

RANA
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