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1. Introduction

Globalization creates many impacts on the worldrmss and industry. Over the past two decadesigfoteade
and the cross border movement of technology, laldrcapital have been massive and irresistibldiavig of people
moved to other countries in search of work, higbay or good working environment and etc. The séenarwide
spread all over the world.

Malaysia, like the rest of the world is affected dgigbalization. The country’s economy has constbtenecorded
impressive and sustained economic growth. The tobumswath led to substantial job creation, with eaywhent
expending faster compared with the labour forcentito The wide economic and demographic differermetsveen
Malaysia and its immediate neighbors triggered dtuss-border movements of labor. The country satiterely on
migrant labor, particularly unskilled due to theustural changes and labor market segmentationfiishiemerged in
the early 1970s. The unprecedented influx of thaisers, following unabated high growth since midQ9, had raised
several social, political and economic concernse Ppbpular perception was that migrant labors wéfexting local
unskilled labors; both in wages and living standard

This paper aims to report on a study concerningramigworkers and their effects on the host counfilye
objective of the study is to investigate the effetimigrants on (i) the relative price and the wagee, and (ii) the
welfare of the native inhabitants in the host counfhe methodology for the study involves two-tast and
two-commodity model developed to measure the effeclt is based on the previous research condumte§iondoh

(1999). The current model however has been expaad@durther improved to suit the nature of thelgtu

2. Background Problem

Every year millions of people moved to other coigstin pursuit of better opportunity. Nowadays tlcay be seen
in various parts of the world and they are commddaigwn as migrant workers. Kondoh (1999) classifieeim into
three types of migrants, namely; permanent migraetaporary migrants, and cross-border migrantsnyMstudies

have been done to address the issues related tammigorkers (i.e; Ethier, 1985, 1986, Kondoh , 4,98hao 2002,
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Carter, 2005, Kanapathy, 2006, etc.). In addittbare have been a growing number of studies omwdifare effects of
migrant workers on the native inhabitants of thethmuntry. The main debate focuses on the questtmther the
migrant labors were displacing local labors andosegsing wages and living standard.

These studies, for example Kondoh (1999) concluthedl under perfect competition environment; perméne
temporary, and cross border migration have verfedint effects on the host country. He found timamigration is
beneficial to the host country. Whilst Chao (2002joduces imperfect competition for the non-tradgedtor and his
paper suggested that if the nontraded sector aively skilled-labor intensive, immigration of #kd workers is
welfare enhancing while entry of unskilled workees be welfare reducing. Carter (2005) analyzegall immigration
and the effects of immigration enforcement policids concluded that an increase in migration dépters migrant
wages and raises the income of host-country capitel labor, but when migrants move into what haénbe
host-country jobs, native labor may be suffer. Kathy ( 2006) studied the impact of migrant workers the
Malaysian economy. According to him, cross-coummpirical evidence suggests that immigration hascaaosed any
net increase in the unemployment rate in the hmsttry, and any negative impact of migration on @& small.

This paper will further investigate the effectsmigrants on (i) the relative price and the wage,rand (ii) the
welfare of the native inhabitants in the host couninder perfect competition environment. Kondo{1899) model
which adopting two-commodity (tradable and nontldeaoods), two-factor (labor and capital) is amaly and used as
the basis for the study. It is observed that in thisdel, he assumed that labors are moveable between the two
commodities under the same wage rate. Under nocimalimstances, this is not the case, whereby thgewate
between the two commodities is different. It is ioogly due to the varying nature of the works amal gkill or level of
productivity involved. It is certainly worthwhil@tstudy the model by including the difference waages between the
two commodities. This point is addressed in the ehaghich is presented in the next sectiomhe new model,

theoretical in nature, shows another perspectivinersame area of study.
3. TheMode

The model is developed by considering a countrhwihall open economy. There are two goods; tradade
nontradable and two factors; labor and capital. haly focuses on cross border labor, employed amlyhe
nontradable goods therefore it is assumed that lislicmmobile between the two goods while capisainiternationally
immobile.

The production function for tradable good 5=T(L;,K;) and nontradable good ifN = N(L,,K). L;
and L, are inputs of labor whileK; and K, are the inputs of capital for the production oé tinadable and
nontradable goods, respectively. Both functionsaa®umed to be linearly homogeneous. It is furdssumed to be
under perfect competition and full employment ctindi By taking the tradable good as numeraire, ftil®wing

equations are derived from the aforementioned agsons:
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The difference wage levels are highlighted by eiquat1(a) and 1(b) whilgd, , W, ,W, and I represent the
price, wage for labor in nontradable and tradabledg and rental price, respectively. In additidn, is the inflow of
cross border labor (employed only in nontradabledgthus L being constant),L and K are the endowment of
labor and capital in the host country of which bate assumed to be given and constant. The supptyién of the two
goods relies on the relative price and the inflddabor whereas the demand function depends orethéve price and
the total income spent in the country. The totabme is denoted as:

Y =rK+w,L, +wL;
Yis the total income, a sum ofK ;rental of capital, WL, ; wage of labor in nontradable good amd L; ;

wage of labor in tradable good. Under the equilibricondition for both goods markets, therefore;

Dy (Py,Y) =Sy (Py,Ls) 2)
Here, the Walrasian Law is adopted whereby onelibgum condition is omitted and the condition dfet
nontraded good market is shown. In this generailibgum system, equations 1(a), 1(b), 1(c), 1(dlfe) and 2
determine eight endogenous variablgy, , W, W; , I, L, Ly, K; and K, if L,K and L; is given

exogenously.

(1) The Analysis of Prices Responses
This section investigates the effects of an in@eas cross border labor on prices in the host agunt

Differentiation of equation (2) with respect tp, and L derives:
dpy _ pE = S

dL oY ©
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According to Walrasian price-adjustment process;

Py =Dy (P, Y) =S (PysLs)

The equilibria must be stable and the stabilitydition de /de < 0 ensures that the denominator of Equation
(3) is negative. From Equation (3):IpN /dLB >0 if the nontradable good is capital intensive. lddition,
Y =rK +w,L, +W;L; and due to the factor-price-equalization theoretrenp,, is unchangedy,,W; , and r
are also unchanged. According to Rybczynski thepfepq > Oif the nontradable good is labor intensive, and
Si4 <Oif it is capital intensive. It can therefore be chmled that de/dLB >0 if the nontradable good is capital
intensive and dp,, /dLg <O ifitis labor intensive.

From the above, the effect of an increase in tfievinof cross border labor on factor prices is figrt analyzed:
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ky =Ky /Ly, N"=0N"/0L" and N N, N** are defined in similar manner. Adopting the result

from dp,, /dLg , hence equation (4w, /dLg is positive and equation (58r/dL; is negative if the nontradable

good is capital intensive and the opposite resitlis labor intensive.

(2) The Analysis of Welfare
This section looks into the analysis of welfareghe host country. The aggregate utility functiomich signifies
the welfare of natives (both capital and labor), i =U (D, ,D;). D, and D; refers to the demand of the

nontradable and tradable good by native labors.

—1 d_U:(N—DN)de
U /9D, dL, dL,

Hence the result, ie; the natives increase theidywstion of the nontradable good and start exteawdirtg with the

immigrants even though the aggregate productioth@fnontradable good decreases and vice versaefoherif the
nontradable good is labor intensivéy < D,, and dp,,/dL; <O thus dU/dL; >0.

4. Conclusion

The study mostly concurs with the theorems by Kdn¢itP99) that if the nontradable good is capitétrisive
(labor intensive), an increase in the inflow ofssdoorder labor raises (lowers) the relative potaontradable good;
and a marginal increase in the inflow of cross-koldbor give rise to an aggregate welfare gainatives in the host
country. However, based on our model, this studjgests that an increase of the inflow of cross-bolabor raises the
wage rate and lowers the rental price. This is wltilee two models differ. For the purpose of futtgsearch, the model
will be expanded and used to analyze the effectsigfant labors on the Malaysian economy.

The study is not without its limitations, partictiiathe methodology used. The authors adopted théhadlology

established by the previous researcher with sonufivations. Naturally further in-depth studies agguired.
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