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Abstract

The recent surge in the number of forcibly displaced persons who cross international
borders in search of protection has prompted interest in evaluating policies that achieve
the possible “end points” of the phenomenon. These are the integration of the forcibly
displaced persons in the country of destination, relocation in a third country, and return to
the country of origin. The focus of this paper is on the third aspect, and more specifically
on the appropriateness of return policy viewed from an economic perspective. Although
the vast majority of forcibly displaced people is found in developing countries, the object
of this paper are the return policies of advanced countries.
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Introduction

The importance of the return issue in advanced countries is underscored by the surge of refugees
into Europe and the political cleavage between those who oppose their entry in the first place
and want them returned at the first opportunity, and those who welcome them and support their
integration. The return debate is complex and it occurs at four levels: humanitarian, political,
legal, and economic. While recognizing this complexity, the paper addresses a relatively narrow
aspect of the return question: is it in the economic self-interest of advanced countries to return
forcibly displaced persons? Viewed through this economic prism, the overall objective of return
policy would be to foster living standards and inclusive economic growth in the host country. In
the best of all worlds, the return policy of advanced countries would also aim to foster
development of the country of origin, and enhance the economic welfare of the forcibly
displaced.

In theory, return policy can be neatly divided along two main thrusts — one, encouraging
voluntary return by providing financial incentives and other forms of resettlement assistance,
and two, establishing the legal and enforcement mechanisms for deportation when necessary. In
practice, however, this distinction is often blurred and a broad and less obvious set of measures
can be adopted, and are adopted, to encourage return. To start with, countries of destination set
targets or limits on refugee numbers and they exercise discretion on whether to grant asylum, as
can be seen in the case of Afghan or Syrian refugees. In the case of asylum seekers from Syria,
positive decisions to grant refugee status range from 96% or above in most EU member states to
less than 60% in Hungary, Italy, and Romania. (ESI 2017). Countries also decide on the
duration and complexity of legal procedures governing the granting of asylum and, if at the final
instance, it is not granted and the migrant does not leave of their own accord, on the alacrity
with which the decision to deport is implemented. Further, countries decide on whether the
recognition of refugee status is temporary and contingent under a cessation clause! or whether it
is permanent. Among the most important measures that influence the decision to return is the
granting or withholding of a work permit. While most countries recognize that there are legal
obligations and the moral imperative to treat asylum seekers and refugees humanely and try to
do so within limited means, there are very large differences in their treatment. That is why in the
academic and policy literature experts have begun to distinguish between genuine voluntary
return and “nominally voluntary return”2 or “soft-deportation”3. In practice, return policy is
difficult to distinguish from integration policy: countries can encourage or even force return by
making it hard enough for refugees to integrate. And, vice versa, by facilitating the integration
of refugees into labor markets and into society, they can make their return almost unthinkable.

The weaknesses of data on the return of immigrants are well known. Still, | believe that the
evidence presented below allows this paper’s main conclusion, namely that the costs of hosting
asylum seekers and refugees are front-loaded, while the benefits accruing from their integration

1 Under which refugees can be legally asked to return on grounds that conditions in the country of origin have changed.
2 Gibbey (2008), cited in Kuschminder (2017).

3 Leerkes et al. (2017)
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into the labor market and the host economy are often significant and typically take many years
to materialize. It follows that from the economic perspective their return after a short stay may
represent a far costlier option than continuing to invest in their successful integration. No one
size fits all, and countries with a flexible labor market, strong investment climate, and a
welcoming attitude to immigrants tend to see the economic benefits of refugee inflows
materialize faster.

Return of refugees from advanced countries to developing countries is rare

Return is a well-established feature of economic migration, and so is the fact that return rates
vary greatly depending on country of origin and destination. However, truly voluntary return of
migrants from a rich country to a poor one is a rare phenomenon. Even when turned down for
asylum and officially expected to leave, most asylum seekers do not in fact do so. Article 3 of
the 1951 Convention prohibits expulsion, return, or refoulement of persons to countries where
there is a substantial risk that they will face torture, inhuman or degrading treatment. The
voluntary return of refugees (refugees are asylum seekers whose status under the 1951 UN
convention has been recognized) is even less common. According to UNHCR, there were 19.5
million refugees in 2014 and only 126,800 returned to their country of origin. These are
predominantly refugees that found precarious asylum in Afghanistan, Sudan and Irag and
returned to neighboring countries. The numbers of returnees saw modest increase in 2015 and
approached 500,000 in 2016, mainly due to returnees to Afghanistan under pressure to leave
neighboring Pakistan.*

Historically, much larger numbers of refugees returned to their country of origin, some 17.2
million over 1996-2005. However, return was nearly always from a nearby developing country.
A recent World Bank report “Sustainable Refugee Return” (Harild et al 2015) examined 8 case
studies of large-scale refugee return, namely return to Afghanistan, Angola, Bosnia-
Herzegovina, Burundi, Cambodia, Irag, Liberia, and South Sudan. In all these cases, except
Bosnia-Herzegovina, refugees were hosted mainly in nearby developing countries — often in a
precarious condition and under pressure to leave. A notable exception are the 350,000 Bosnian
refugees who found shelter in Germany, who were never granted permanent status. In the wake
of the Dayton Peace Accords, Bosnian refugees in Germany came under intense pressure to
leave, being denied of rights and support. Some 250,000 did so, returning to Bosnia or resettling
in third countries.®

4 According to Crisp and Long (2016) the last 10 years are best described as “a decade of protracted emergencies.”
Millions of new refugees have been created as a result of intense violence in Burundi, Central African Republic, Iraq,
Nigeria, South Sudan, Syria, Ukraine, and Yemen. At the same time, longstanding conflicts in countries such as
Afghanistan, the Democratic Republic of Congo, Myanmar, Somalia, and Sudan have gone unresolved. As a result of
these developments, refugee numbers have jumped to an all-time high, while repatriation levels have dropped to an
historic low.”

5 http://www.dw.com/en/refugees-reloaded-lessons-from-germanys-approach-to-bosnian-war/a-19021249
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These statistics on the return of refugees contrast with those relating to economic migrants
among relatively advanced countries. It is estimated, for example, that about 30% of migrants to
the United States during the great age of migration 1890-1914, returned, and that return rates
varied from around 5% of those originating from Russia, Ireland, and Scandinavia, to about
50% of those originating from lItaly. Post-World War Il, guest worker programs helped to
facilitate large-scale permanent migration within Europe and from countries such as Morocco,
Turkey, and Tunisia. These programs collapsed in the wake of the first oil shock in 1973-1975.
Since then, legal immigration into Europe from its developing periphery has been tightly
restricted, while return/circular migration has been a prominent feature among European
countries (Lucas 2005)

These shifting policies have not lead to a decline in the number of migrants in Europe.
Immigration, both legal and illegal variety, appears to be driven as much by underlying
economic conditions in host and origin countries as by policy. For example, in the difficult
years following the oil shocks 1975-1985 the outward flow of the foreign population in
Germany exceeded the inflow. In subsequent years, net migration resumed, and — while circular
migration persisted — the foreign population in Germany increased from less than 1 million in
West Germany in 1960 to 3 million in 1970, 4.5 million in 1980, to 7.5 million in unified
Germany in 2000. In recent years, the ebb and flow of migration and its link to the economic
cycle has perhaps been most visible in Spain (Dominguez-Mujica et al., 2012).

One reason that return of failed asylum seekers and of refugees (under the cessation clause)
is rare is the high cost of implementing forced return, which is often overlooked. An
EUobserver® probe of some 100 joint return flights coordinated by the EU’s border agency
Frontex, calculated that on average, it costs €5,800 to deport one individual. The price depends
on the destination of the flight, its route, and the number of escort personnel needed.

Why voluntary return of refugees does not happen

A refugee contemplating voluntary return confronts two critical issues, security and livelihood.
Many other considerations play a role, of course, such as family links, the ability and
willingness to integrate culturally in the host country, the availability of social services, and so
on, but personal security and the ability to provide for oneself and the family are the overriding
ones. To address the issue of security first, it is helpful to identify three groups of countries that
are large sources of refugees: ones that are still mired in war and/or high-intensity civil
conflicts, countries where medium-intensity conflict persist and are already in the process of
rebuilding, and countries which are not in conflict. According to the Armed Conflict Survey
(1SS 2017), high-intensity conflict is defined by frequent (daily) armed clashes between
governments, government forces and insurgents, or among non-state armed groups that control
territory. Medium-intensity, on the other hand refers to “regular armed clashes between
governments, government forces and insurgents” (11SS 2017).

6 EUObserver, Skyrocketing costs for returning EU migrants, https://euobserver.com/migration/137720
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Within the first category, according to the Armed Conflict Survey in 2016 are Afghanistan,
Syria, Somalia, South Sudan, and Irag, while Myanmar, Central African Republic, Democratic
Republic of the Congo, and Sudan are in medium-intensity conflict. (Eritrea is not included in
the Armed Conflict Survey in 2017). Minorities in Albania, Kosovo and Serbia are often objects
of discrimination although countries are not in conflict. The survey illustrates how impractical
return is today in the countries in conflict, such as Syria, Afghanistan, and Irag, and voluntary
return in large numbers is difficult to conceive. Historically, insecurity remains a prominent
feature over many years even after open conflict has ceased. Even in conflict situations there is
return but only when refugees find themselves in even greater peril abroad. This was the case,
for example, of the 1.2 million Iragis who fled to Syria, many of whom returned when an even
more threatening civil war broke out in Syria. By contrast, with the important exception of
persecuted minorities, return to countries not in conflict as in the Western Balkans is possible.

Focusing next on livelihood, how much would it take to compensate the worker who returns
home to a developing country? For example, Pasha and Altaf (1987) estimate lifetime earnings
in the Gulf in the early 1980’s and compared them to home earnings in Pakistan. Accounting for
average age and other observables, they conclude that only if wages of immigrant workers in the
Gulf were cut by over 50%, would they induce return. As a broad average, real wages in
developing countries are about ¥ those in advanced countries (Pritchett 2017). Applying this
benchmark, if the immigrant from a developing country is fully employed throughout their stay
and their working time horizon is 25 years, the present value of the immigrant’s foregone
earnings if he or she returns is approximately $262,000 at a discount rate of 3%. This sum is at
least 10 times larger than the highest known grant offered to encourage return and perhaps 100
times larger than the typical grant as reported in a recent report by Gerver (2017). Even this is
an underestimate of the foregone earnings on return since the calculation assumes that the
immigrant will not receive a pension on retirement in the host country and that he or she places
no value on the future earnings of their offspring, which are higher if they stay.

The calculus of a refugee is somewhat different, since refugees take longer to integrate in
labor markets than typical migrants and are paid less on average. However, even applying a
further discount to expected earnings of 30% (Aiyar et al. 2016) and even if one assumes that
the refugee will immediately find a job when they return, the essential message of the
calculation does not change, as the difference in the present value of expected earnings remains
in the vicinity of $200,000. In instances where the refugee has access to welfare benefits when
he or she is not working, as well as to health and education services, those benefits alone may be
worth more than what they would earn at home. As already mentioned, the refugee’s consider-
ation of security may override the economic calculus anyway.

These calculations employ broad averages. In practice, the differences in earnings streams
vary greatly depending on the country of origin and destination. Comparable real wage data is
not available but can be approximated using data on per capita income. These are reported in
Table 1 for the main countries hosting refugees and their country of origin. The difference in
wages between the developing and advanced countries in the sample is likely to be about 15%
smaller than is suggested by the data in the Table, reflecting the fact that developing countries
tend to have somewhat lower labor force participation rates and a higher labor share in national
income than advanced countries (see Dadush, 2017 for a more detailed account).

www.economics-ejournal.org 5
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Table 1: Gross domestic product per capita based on purchasing-power-parity (PPP),
US Dollars, 2016

United States 57,436
Sweden 49,836
Germany 48,111
France 42,314
Italy 36,833
Iraq 17,944
Serbia 14,493
Albania 11,840
Myanmar 5,832
Sudan 4,447
Afghanistan 1,919
South Sudan 1,657
Eritrea 1,410
Democratic Republic of the Congo 773
Central African Republic 652
Kosovo n/a
Syria n/a

Source: IMF WEO, World Bank World Development Indicators

It is nevertheless clear that among countries that are the source of large numbers of refugees,
except for Albania, Serbia, and Iraq, the difference in wages with respect to advanced countries
is far larger than the one-to-four benchmark. For example, average purchasing-power-adjusted
wages in France almost certainly exceed those in African countries and in Afghanistan by a
factor of ten or more.

Income numbers for Syria, the source of the largest number of refugees in recent years, are
not available. However, even before the war, Syria’s PPP-adjusted per capita income was about
20% of that in Sweden or Germany. By contrast, the difference in wages between Iraq and
France may be in the vicinity of 50%, suggesting that a voluntary return to a post-conflict oil-
rich lIrag may be a realistic possibility for many lIraqgi refugees. Such a course, however, is
unlikely in the other countries included in this survey in the foreseeable future. This financial
calculation does not exclude the possibility of individuals returning for personal reasons, or the
possibility that post-conflict rapid economic growth sustained over many years could materially
change prospects in some countries. But the higher-level question we address in this brief
remains: is return, whether forced or voluntary, in the economic interest of the host country?

The effect of refugees on growth is often positive and can be significant”

Refugees are concentrated in developing countries (Table 2), and relatively few settle in
advanced countries. Lebanon, Jordan, and Turkey have seen cumulative net refugee inflows that

7 This section draws in apart on Dadush and Niebuhr (2016) and Dadush (2014).
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exceed 16%, 7% and 3.6% of their population respectively. Although some advanced countries
have seen comparably large inflows of refugees in the past, and coped successfully with the
challenge,8 over 2015-2016 most OECD countries received small annual inflows of asylum
seekers and refugees, and the total stock typically represents less than 0.5% of their population.
In most instances, in advanced countries, the macroeconomic and labor market effect of
refugees is small, and that of return, far smaller still.

There are, nevertheless, good reasons to explore these effects, over and beyond the standard
economic argument that they must be analyzed at the margin. First, a few advanced countries do
receive large numbers of refugees in some years. Second, even those advanced countries that do
not receive many refugees often attract large numbers of economic migrants and, over a span of
several years, the macroeconomic and labor market effects of refugees become similar to those
of other migrants, and act in combination with those of other migrants in complex ways. For
example, Chart 1 shows that, in Sweden, the share of employed among male refugees increases
sharply with the time of stay and is 15 percentage points lower than that of work migrants and
of natives even after 12 years.

Table 2: Total number (stock measure) of refugees hosted as a share of native population

Country Refugee Percentage of
(2016) population

Australia 69,497 0.3%
Austria 139,761 1.6%
Canada 97,311 0.3%
France 304,507 0.5%
Germany 669,408 0.8%
Greece 46,381 0.4%

Italy 147,302 0.2%
Japan 2,512 0.0%
Portugal 1,129 0.0%
Spain 12,943 0.0%
Sweden 230,103 2.3%
United Kingdom 118,913 0.2%
United States of America 272,898 0.1%
Jordan 685,178 7.2%
Lebanon 1,012,954 16.9%
Turkey 2,869,379 3.6%

Source: UNHCR (2017), Refugees, including refugee like situations

8Germany absorbed nearly 12 million ethnic German and other refugees in the wake of World War 2; West Germany saw a very
large inflow of refugees after the fall of the Berlin Wall in addition to the inflow of around 2 million workers from East Germany.
Israel saw the inflow of nearly 1 million Soviet Jews in the wake of the fall of the Wall, accounting for nearly 4% of the population
in 1990 and over 3% in 1991. The city of Miami saw an inflow of Cuban refugees amounting to about 7% of its population over a
six-month period in 1980 (see discussion below). Immigration rates (including all immigrants) have been much higher during some
periods than they are today. For example, immigration to Argentina added 29% to the population in 1901-1910. During that decade,
Canada received immigrants adding 17% to its population, and the United States 10% (Hatton and Williamson 1998).
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Chart 1: Percentage of employed, by duration of residence in Sweden, men,
cohort arriving 1997-1999
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Source: Swedish Public Employment Service (Arbetsformedlingen)

The macroeconomic impact and labor market impact of refugees will only be significant
where the flow of refugee is large enough — which, in advanced countries, is the case of Sweden
and Germany in recent years or of Israel in the early 1990s (arrival of Soviet Jews). In the first
instance, the spending dedicated to absorbing a large flow of refugees can be a source of
economic stimulus to demand. For example, recent OECD and IMF reports estimate that the
demand increase related to the refugee inflow in Europe was about 0.1% of GDP in 2016
(OECD 2015; Aiyar et al. 2016).

But the most important effect of immigration on economic growth is not through demand in
the short-term. Instead, it is through supply and efficiency in the long-term. As refugees find
jobs, they have effects like those of economic migrants, which is to stimulate increased capital
formation. Investment is needed to equip the new workers with machines, as well as to house
them. In the long-run, refugees are likely to induce expansion of sectors such as construction
and utilities (electricity, water, etc.), which are among the most capital intensive (See, for
example, UK Office for National Statistics, 2013 and 2016). The increased capital formation
can be financed from domestic savings or from capital flows from abroad, as in the United
States in the second half of the 19™ century (Hatton & Williamson 1998) and Israel in the 1990s
(Cohen & Hsieh 2001).

In today’s Germany and Sweden, which are near full employment, refugees increase the
supply of needed labor. As both countries run large structural current account surpluses, the
increase in domestic capital formation triggered by the arrival of refugees is most likely to be
financed by domestic savings, implying reduced current account surpluses or, equivalently,
reduced capital outflow.

How big is the long-term boost to investment and economic growth likely to be? To give a
sense of the magnitudes involved, if the new refugee flow adds 1% to the labor force and -

www.economics-ejournal.org 8
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assuming (as suggested by empirical studies) that in the long run, the capital/labor ratio is
constant® and that investment reacts fairly quickly19 — that prompts a proportional 1% addition
to the capital stock over, say, 5 years. Assuming no change in average productivity, by the end
of the 5 years, national output is 1% higher, reflecting the equiproportionate increase in capital
and labor, implying an acceleration of the average annual growth rate of 0.2% a year until the
adjustment is completed at the end of 5 years. Assuming an incremental capital output ratio of 4
— near the average for advanced countries!! — the arrival of refugees would imply an increase
net domestic investment equal to 0.8% a year for 5 years until the adjustment is completed. Of
course, if the flow of refugees is sustained at 1% a year of the labor force over a period of years,
further output growth is possible and new additions to the capital stock are required each year.
For example, a 1% increase in the labor force each year over 3 years, requires increased net
investment amounting to 2.4% of the initial level by the end of year 3 and implies that, by then,
the growth rate of output is higher by 0.6% a year, and so on. The message is that the
cumulative effect of refugee arrival on economic growth is potentially significant, and even
more so in slow-growing mature economies.

The arrival and on-streaming of large numbers of inexpensive laborers is politically
controversial, but its potential positive effect on long-term economic growth is well established
in development thinking. The insight that the inflow of abundant labor can raise the rate of
return to capital and — under certain conditions — generate a virtuous circle of growth is most
closely associated with the Nobel Prize-winner W. Arthur Lewis. Although the Lewis model is
usually thought to apply to the movement of workers from the countryside to the cities and
factories in poor countries, its relevance is more general. The famed Harvard economic historian
Charles Kindleberger, writing in the late 1960’s argued that the Lewis model helps explain
much of Europe’s post-war economic miracle in the 1950’s and early 1960’s and, also (as he
accurately predicted) the subsequent slowdown. He wrote: “...the most important factor shaping
the remarkable economic growth since 1950 has been the availability of a large supply of labor.
The labor has come from a high rate of natural increase (the Netherlands), from transfers from
agriculture to services and industry (Germany, France, Italy), from the immigration of refugees
(Germany), and from the immigration of unemployed or underemployed workers from the
Mediterranean countries (France, Germany and Switzerland)”. (Kindleberger 1967).
Kindleberger underlined the fact that while the increased supply of labor can help foster
economic growth, it is not per se sufficient. In post-war Europe, the needs of reconstruction and
pent-up consumer demand during the war years provided the sufficient conditions.

Today’s post-financial crisis advanced countries vary greatly in terms of their underlying
dynamism and need/ability to absorb new workers. According to its official projections,

9 The assumptions that the capital-output ratio is fairly constant, and that the capital stock and the labor-force to grow
tend to grow at similar rates over very long periods are long- established empirical regularities (Harrod 1939).

10 Recent research in advanced countries suggests that domestic investment is quite quickly stimulated by a migration surge, so that
within a few years the capital-labor ratio tends to return to its prior level in the face of a labor market shock. This conclusion is
supported by studies such as Ottaviano and Peri (2008) for the US, Briicker and Jahn (2011) for Germany, Cohen and Hsieh (2000),
and Ortega and Peri (2009) in a study of 14 OECD countries.

11 yk Office of National Statistics 2013
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Germany, for example, will see its population of working age decline by about 30% by 2060 in
a low immigration scenario (Statistiche Bundesamt12;0ECD, 2017). It is perhaps not surprising
that, given its low unemployment, competitiveness, balanced budget, and large current account
surplus Germany has been more open to the prospect of receiving refugees than others, while
struggling Italy has not, despite exhibiting even more unfavorable demographic trends than
Germany.

It should be noted that, while the inflow of refugees can promote faster GDP growth, that
will not be necessarily reflected in the higher growth of GDP per capita, which many would
consider to be the more relevant measure of welfare. However, the expansion of the capital
stock implied by the arrival of new workers may not be the only way that immigration boosts
economic growth. Micro-level studies suggest that migrants may also induce accelerated
productivity growth by providing a disproportionate share of entrepreneurs and innovators, by
taking on jobs or moving to localities where native workers are reluctant to go, and by providing
a source of labor services that respond more readily to the business cycle (Orhan & Senyicel
2015). None of these benefits — except for the initial demand-expanding stimulus to demand —
are likely to accrue if the refugee is forced or encouraged to return early in the cycle of his or
her economic integration. In fact, voluntary return programs in these circumstances may not
only be directly costly, but also deprive the economy of the benefits of integrating the refugee.

The effect on wages of unskilled workers, employment, and unemployment is likely
to be mild

The 1951 Convention relating to the Status of Refugees requires states to accord refugees "the
most favorable treatment" accorded to any non-nationals of a foreign country in the same
circumstances, with regard to the right to engage in wage-earning employment. Refugees must
also be allowed to start businesses and practice liberal professions equally with other non-
nationals. However, a recent study by the World Bank’s KNOMAD initiative of practices in 20
countries (including Germany, Italy, the United Kingdom and the United States) hosting 70% of
the world’s refugees found “remarkable diversity in legal provisions and constraints on
refugees’ right to work. A restrictive approach to the right to work prevails, and most states are
reluctant to ease these restrictions. Most refugees work in the informal sector, but under much
less satisfactory and more exploitative conditions compared with nationals” (Zetter & Ruaudel
2016). Assessing the effect of refugees on labor markets in the host country must recognize this
reality.

The clear majority of studies on the impact of migration on host country labor markets relate
to economic migrants, and refugees differ in a number of important respects from economic
migrants. Refugee flows tend to be more concentrated than those of economic migrants in time
and space and are less linked to labor market opportunities. In advanced countries, economic

12 hitps://service.destatis.de/bevoelkerungspyramide/index.html#ly=2019&0=2017v1&l=en
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immigration may be more high-skilled than refugees, and, as already indicated, tends to be more
circular. However, as refugees find jobs and become integrated into the labor market of host
countries, their economic effects tend to become like those of economic migrants.

Many refugees are unskilled3 and the fear that large inflows of unskilled migrants from the
South will take jobs away from unskilled natives in the North is widespread. The literature on
migration deals with this issue extensively, and it examines episodes of large inflows of
economic migrants as well as of refugees. As discussed in the previous section, the inflow of
migrants tends to expand final demand and to stimulate investment, raising the demand for all
workers through those channels. Skilled natives, who are complementary to the unskilled
immigrants, will tend to end up better off in the new steady state because of increased
investment and because they have more unskilled workers to work with. However, the effect on
unskilled natives is a priori indeterminate, since, while they, too, benefit from increased
investment, they will confront increased competition from the unskilled migrants. Which of
these effects dominates will depend critically on the extent to which the unskilled migrants are
close substitutes for domestic unskilled workers, a question that has been extensively studied.
Most — though not all — studies of the effect of unskilled migration on the wages of unskilled
workers find only small negative effects, essentially because migrants boost investment but are
far from close substitutes to native unskilled workers. Immigrants who do not speak the
language, often cannot read and write in Latin script, have scant social networks, and relatively
low expectations, tend to get and do different jobs than unskilled natives, so compete with them
only indirectly. Many of today’s refugees, hailing from Syria, Afghanistan, and parts of Sub-
Saharan Africa conform to this description.

At the same time, unskilled migrants can reduce the price of many market services and
reduce the cost of many public services (e.g. unskilled migrants help clean streets). An
important benefit that natives — whether they are skilled or unskilled — derive from unskilled
migrants, and one that until recently was largely neglected, is that they help reduce the prices of
non-traded goods and services that natives use intensively, such as home care, food preparation,
gardening, and construction. Cortes (2008) finds that the surge in immigration in the United
States during 1980-2000 may have reduced the prices of these services by about 10 percent. By
contrast, the arrival of refugees can put upward pressure on housing in localities where they are
concentrated. This can make low-income housing less affordable even as it represents a net
wealth gain for the native population that owns housing.

The arrival of low-skilled refugees is likely to have the greatest negative impact on the
wages and employment opportunities of previous cohorts of low-skilled immigrants with whom
they may be most directly competitive (World Bank, 2006).

13 Germany’s Federal Service for Migration and Refugees (BAMF) released a study “Asylum applicants: social structure,
qualifications and employability” in 2015. According to the study, 18% asylum seekers in Germany has a university degree, while
20 percent have attended a high school, approximately one-third a secondary school and 22 percent a primary school. Seven percent
of migrants have no formal education at all. https://www.rt.com/news/343753-germany-refugees-males-statistics/
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The fiscal impact of refugee flows is small

The overall fiscal impact of refugee flows is likely to be small. It is negative at first as they are
costly to house and support when they first arrive, and it takes time for them to learn the
language and find work, when they are allowed to work. Since most refugees are young, studies
suggest that their fiscal impact becomes positive on a cash-flow basis in less than a decade and
positive on a present value basis a few years later. Like economic migrants, refugees that are
more skilled tend to have a more favorable fiscal profile than the less skilled.14 However, at
least one study reviewed below suggests that less-skilled refugees once settled and started
working, have a more favorable fiscal profile than low-skilled natives because they draw less on
social benefit programs (see Chart 2).

Evans and Fitzgerald (2017) estimate that the fiscal cost of resettling a refugee in the United
States initially is approximately $10,000 (2007). To this cost are added those of various social
safety nets, which average about $6,000 a year over the first 8 years and decline gradually
thereafter. The refugee typically finds work after a brief period and contributes minimally to the
tax take (sales, real estate, social security, Medicare and income taxes) from the first year, with
the tax take exceeding $6,000 each year, by year 8 after arrival. After year 8, the refugee is
budget-positive on a cash-flow basis and has “paid-back’ by year 13 or so. Using a discount rate
of 2%, the authors estimate that those who enter the country between ages 18-45 pay on

Chart 2: Outcomes of refugees that entered the U.S. at ages 18-45 as a function of years in the U.S.,
compared to U.S. born adults, 18-65
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14 United States Academy of Sciences Report on Immigration, 2017
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average $21,000 more in taxes than they receive in benefits over a 20-year period. Of course,
this calculus will be less favorable in countries where refugees are not allowed to work or
cannot find work for a long time after they arrive. Where safety nets are more generous than
they are in the United States (which has weaker safety nets than some European countries), the
initial costs of hosting refugees will be higher, but some of that cost may be recovered through a
higher tax take when the refugee finds work.

Expectations that development policy can stimulate return should be tempered

Can development aid create the conditions for refugees to return successfully and to want to
return? The expectation that humanitarian assistance or development tools (capacity building,
grants, loans, and policy advice) can play a significant role in promoting the return to countries
in conflict is unrealistic. First, the scope of development agencies amid conflict is evidently
limited. Second, in the best of circumstances, the development that materially changes the
probability of conflict is a long-term multi-decade proposition while the refugee problem is
pressing today.

Thus, the purpose of development policy is not and should not be to encourage return.
Indeed, it is quite possible that in poor countries advancing incomes will spur increased
migration initially on account of the “migration hump15” (Clemens & Hunt 2017, Dadush et al.,
2017). The migration hump is the tendency of migration frequency to be low at very low levels
of income, to rise until incomes reach a middle-income status, and to decline after that.

However, there are grounds for hoping that a development assistance effort — comprised of
aid, private and public investment and the fostering of a business-friendly economic
environment — which succeeds in stimulating sustained economic growth can reduce the
likelihood of civil conflict in the long-distance future. Refugee flows are triggered by conflicts,
especially civil conflicts. According to a study by Collier and Hoeffler (1998), of conflicts that
occurred between 1960 and 1992, conflicts were accompanied by a sharp decline in GDP per
capita, —2.2% a year versus a counterfactual. The authors also find that the incidence of civil
conflicts is inversely related to per capita incomes, after controlling for factors likely to induce
conflict, such as ethnic fractionalization. It would be interesting to verify whether the
correlation is as strong as it used to be, since the largest sources of refugees today are from
Syria and Irag, which are middle-income countries. Still, as evident from the data presented
above, today there are almost no asylum seekers that hail from high-income countries, while
there are many that originate in the low-income countries.

It must also be borne in mind that countries of origin that are unsafe today could become
safe in the long-term future, as conflicts are resolved, and the dust finally settles. Development
policy can then help those accelerate reconstruction, reduce the likelihood of a recurrence of
humanitarian crises, and help the refugees that do return integrate successfully. While it is

15 There is considerable empirical support for the notion that migration intensity is low at low levels of income per capita, rises as
per capita income (PPP adjusted) rises towards $ 10000 a year, and declines thereafter. Most countries that are a large source of
refugees exhibit per capita incomes below this threshold.

www.economics-ejournal.org 13



Economics: The Open-Access, Open-Assessment E-Journal 12 (2018-33)

Global Solutions Papers

unlikely that large numbers of refugees will return to poor countries from rich countries, the few
that do return can play a role in the reconstruction and development effort, especially if
returnees bring back financial assets and skills. There is considerable evidence that returnees
(and the refugees that do not return) are likely to cement commercial links between the country
of origin and the country that hosted them. (Dadush 2015)

Conclusion

This brief has argued that the costs of hosting refugees are front-loaded while the economic and
fiscal benefits that accrue from their eventual integration in the host economy are back-loaded
and potentially significant. The economic benefits associated with refugees will not materialize
unconditionally, however. The single most important step that countries can take to maximize
those benefits is to accelerate the vetting process and allow asylum seekers and refugees to work
as quickly as possible. In addition, modest investments in, most importantly, language training,
can pay high dividends. Counseling and revising overly restrictive credentials regulations are
also important.

There is no “one size fits all” return policy, just as there is no single optimal immigration
policy. However, policies regarding the return of refugees must be framed with in mind broader
policy towards immigration. If, as is the case in most advanced countries today, aging and
declining native populations imply that the demand for migrants is bound to increase, it makes
little sense to incur the high fiscal, political and humanitarian costs associated with returning
refugees only to find that more economic immigrants, many of whom will arrive illegally, will
be attracted.

Return that is truly voluntary (as distinct from “soft deportation”) can only be expected in
specific instances or where personal considerations prevail. Migrants that have been given the
opportunity to build skills and savings and that retain strong family and emotional connections
with their country of origin are the most likely to return voluntarily. Most, though not all,
countries that are the source of large numbers of asylum seekers are patently unsafe and
incapable of affording the returning migrant a livelihood. Financial incentives are unlikely to
play a significant role in spurring return, except in specific instances where personal
considerations prevail. Even then, the costly investment in voluntary return may only result in
foregone opportunities from completing the process of integrating the refugee.

The expectation that humanitarian assistance or development tools (grants, loans, policy
advice) can play a significant role in promoting the return to countries in conflict is unrealistic.
The purpose of development policy is not and should not be to encourage return. Once conflict
abates, development agencies can play a role in consolidating peace and avoiding a recurrence
of humanitarian crises that create new waves of refugees.
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