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The Effect of Expected Income on Individual
Migration Decisions

Kennan and Walker (2006)
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Introduction

■ Younger and more educated people are more likely to move
■ Repeat moves are a large part of observed migration flows
■ Return moves are a large part of observed migration flows
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Introduction

■ Question: What is the extent to which people move to
improve their income prospects?

■ Need a dynamic model that allows for multiple moves and
multiple other locations.

■ They build and estimate an optimal search model of
migration
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Model

V (x, ζ) = max
j

{v(x, j) + ζj}

v(x, j) = u(x, j) + β
∑
x′

p(x′|x, j)v̄(x′)

v̄(x) =

∫
V (x, ζ)f(ζ)dζ

ζ is drawn from a Type 1 extreme value distribution, iid across
location and period and ⊥ to x.

exp(v̄(x)) =

n∑
k=1

exp(v(x, k))

Then probability of choosing location j when the state is x is
given by multinomial logit:

ρ(x, j) = exp(v(x, j) − v̄(x))
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Details

If we allow agents to recall match value of every location
they’ve visited then J(n)J states to compute (for each age and
type).

So, K&W allow agents to recall only M = 2 most recent
location matches. States = 23409.

However, 2 is a magic number.

Let l = (l0, l1) be vector of recent locations and ω be the
corresponding sequence of recent wage information. Then the
state vector x = (l, ω, a)
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Flow payoffs

ũh(x, j) = u(x, j) + ζj

u(x, j) = α0y(l0, ω0) +

K∑
k=1

αkYk(l0) + κξ(l0 = h) − δτ (x, j)

δτ (x, j) = (γ0,τ +γ1D(l0, j)−γ2ξ(j ∈ A(l0))−γ3ξ(j = l1)+γ4a−γ5nj)ξ(j 6= l0)
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Wages

Observed wage of individual i at location j is specified as:

wij(a) = Xiβ + φ(a) + µj + νij + ηi + ǫij(a)

Econometrician observes only Xi, a.

µ, νij and ηi are observable by the agent, though νij only for
j ∈ l. Only µj and νij will effect migration decisions.

They estimate µj , using Census data, regressing annual
earnings on full set of State and age dummies.

Liτ =
∑

s

q(i, s)(

Ti∏
t=1

ρh(xi(t, s), ji(t), θτ ))
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Note: previous location and age are important, as are
expected differences in income
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Though cost is high, an agent who moves to a state with avg.
wages 2σ above mean and has an match benefit of 2σ above
mean would reap a lifetime benefit of $335,000.
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Binomial probability is 3.69% - picked to match number of
moves per person-year in data.
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Human capital and age



Jonathan Halket p.12 of 12

Note: Large drop in migration rates over life-cycle. 3 reasons
for this in model:

1. Workers are poorly sorted initially, so workers may want to
move initially.
2. Decreasing benefit over life-cycle of incurring fixed cost of
moving (similar to education/humancapital models).
3. Age related moving costs.

The fact that (3) is significant indicates that human capital
effect cannot completely explain migration.


	Introduction
	Introduction
	Model
	Details
	Flow payoffs
	Wages
	
	
	
	Human capital and age
	

