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Rural-to-Urban migration

The relationship between migration and development

® The country has a higher level of economic development.

® Being urbanized (or urbanized too rapidly) caused an urban bias —> Migration from rural to urban areas

“ Urban bias — The development strategies of developing countries focus on urban areas

-> The gap between rural and urban development has widened.

Migration — The movement of people from rural areas to large cities (or urban areas).

In the early stage, rural-to-urban migration has a positive effect.

However, when it’s beyond a city’s ability to create jobs, social welfare —> negative consequences.

Source - Todoro and Smith (Chapter 7) & Todaro, Michael P., 1969. A Model of Labor Migration and Urban Unemployment in Less Developed Countries. The American Economic Review. Vol. 59, No. 1, pp.138-148



Todaro Migration Model - Michael Todaro

Migration is a rational decision -> Expected income in cities is higher than that in rural areas.
- Decision making is based on expectations of wage differences rather than actual wage differences.
- The probability of obtaining a job in a city is inversely related to the unemployment rate in that city.

High migration rates results from imbalances in urban and rural development.

Todaro Migration Model
Describes conflicting relationship of rural-to-urban migration -> increases urban unemployment.

Harris-Todaro model - Equilibrium version of the Todaro Migration Model

At equilibrium - Expected incomes in rural and urban areas are equal
(when informal activities and unemployment are considered)

Note — Todaro (Michael Todaro) & Harris (John R. Harris)



Harris-Todaro Model of Migration and Urban Unemployment
(Harris-Todaro, 1970)

A minimum wage policy increases workers’ welfare.

®* |tincreases the cost of employment in the formal
sector of the economy

®* Lowers the level of employment in this sector

Increases the number of workers (labor supply) in

the informal sector in urban areas.

®* This is due to the difference in labor wages in these

two sectors.




Harris-Todaro Model of Migration and Urban Unemployment
(Harris-Todaro, 1970)

Theory of labor movement between two economic sectors

Raising the minimum wage in urban areas attracts rural
migrants to seek work in the city.

Immigration persists when there is a discrepancy between
the wage rates in the urban (manufacturing) and rural

(agriculture) areas -> migrant workers enter the urban areas

Consequently, they will be unable to find work ->
become unemployed and informal workers in urban areas.




Harris-Todaro (1970) :

1. The economy has a workforce of 8 million and consists of two sectors: rural and urban.
The demand curve for labor -

Agricultural 4 Manufacturing 4
Wage per day Rural Sector Wage per Urban Sector
(Baht) (WA) day(Baht) (WM)

40 40 D d for lab

Demand for labor émand tor labor
20 20
> -
8 8
Quantity of workers (millions) (LA) Quantity of workers (millions) (LM)

Source- This is a graphical exposition of the model in Todaro's Economic Development text (5th edition, 1994).



2. Workers can move freely between cities and rural areas. l

Under flexible wage conditions, labor Manufacturing

. . . W
is always looking for the highest wage ) day(B:,?ﬁ)p(%:/M)

Urban Sector

Equilibrium occurs when wages
between two sectors are equal and a

total of 8 million workers are
Demand for labor

40
employed (8 = LM+LA) in Manufacturing
For clarity - Bring two graphs into the

20

same graph.

®* This can be demonstrated by flipping the
urban demand curve
(horizontal - total labor in the economy) <

8 Quantity of workers (millions) (LM)



then taking into account the same graph as rural demand to consider the total workforce in the
country is 8 million horizontally.

Equilibrium with flexible wages

R A For agricultural/rural workers
WA WM
® Start on the left-hand side of the graph. .
40 40
®* |t focuses on the curve showing the demand
20 20 for labor in agriculture (red line) and
5 5 . . .
! ! ®* moving to the right shows the wage position
L - and the number of workers employed in
agriculture (in rural areas).
4.5 million rural 3.5 million urban
workers, all employed workers, all employed

in agriculture in manufacturing



Then, taken into account on the same graph as rural demand to consider the total workforce in the

country is 8 million horizontally.

Equilibrium with flexible wages

N For workers in manufacturing/urban sectors
A
WA WM
® Start at the right edge.
40 40
® Labor demand in the manufacturing sector
20 20 (blue line)
13 15 * Move left to where wages and the number of
workers are in the manufacturing sector
la
g (urban).
4.5 million rural 3.5 million urban
workers, all employed workers, all employed
in agriculture in manufacturing




Equilibrium with flexible wages

At this equilibrium point —

Rural and urban employment will be paid
15 baht per day

4.5 million jobs in agriculture

3.5 million working in manufacturing

The equilibrium point will be

4.5 million rural 3.5 million urban WA = WM

workers, all employed workers, all employed
in agriculture in manufacturing




Full-employment equilibrium with
inflexible urban wage

A
40 40
20 20
10 10
4 —
6 million rural workers, 2 million urban workers,
all employed in all employed in

agriculture manufacturing

3. Assume that the urban wage (WM) is set at
40 baht per day (determined by institutional
factors

® Government may set a minimum wage -
Wages in the urban are no longer flexible,
but rural wages remain flexible

Based on the demand curve for urban
employment

® At 40 baht per day, only 2 million workers
will be employed in the manufacturing
sector and received this wage



Full-employment equilibrium with
inflexible urban wage

A A
40 40
20 20
10 10
lg —
6 million rural workers, 2 million urban workers,
all employed in all employed in

agriculture manufacturing

The question is, what will happen to the other 6
million workers in the economy?

They work in agriculture (rural areas)

These 6 million workers work in agriculture
and receive a wage of 10 baht per day



Full-employment equilibrium with
inflexible urban wage

WA ! WM
40 40
20 20
10 10
ly p—

6 million rural workers,

all employed in all employed in
agriculture manufacturing

2 million urban workers,

However, under these conditions

- 40 baht per day wage would seem very
high for a worker making only 10 baht a
day.

Such workers may be willing to deal with
the unemployment opportunity in order to
have the opportunity to find a job for 40
baht.

Migration occurs



4. Todaro argues that

Workers who decide to migrate will compare rural wages with urban wages and then
adjust the likelihood or probability of obtaining the job

The easiest way to calculate the probability of getting a job is the number of
manufacturing employment (LM) divided by the total urban workforce (LU).

Equilibrium conditions occur when labor does not feel different (Indifferent) between
living in the urban and in the rural

WA = LMXWM
LU



In the case (3), minimum wages is set and all urban workers are employed.
®* It would be a good signal that rural workers have opportunity to find jobs in urban.

® Thus, in case (3) the migrants from the rural to the urban areas

When migration occurs, the wages of workers in rural area will increase
®* Number of workers in urban areas will increase & unemployment in the urban will also increase.

In case that the wages of rural workers increase. It will attract employment in rural areas.
®* However, in the case of rising urban unemployment, employment in urban areas will be less
attractive.



Transitional; still not in equilibrium

A

A
W, Wy
4.0 40
20 20
12.5 12.5
< p—

o million rural workers, {1 million 2 million employed
all employed in jobless (LM = 2m)
agriculture

Total urban labor
force (LU = 3m)

Mechanism of the model - when we
start from the case (3)

®* 1 million workers leave the rural and
migrate to the urban areas

Rural wages will increase to 12.5 baht
per day

Two-thirds of urban workers will be

employed (2 million out of 3 million).

®* Number of workers employed in
urban will not change as wages are
fixed



Transitional; still not in equilibrium

A

A
W, Wy
4.0 40
20 20
12.5 12.5
< p—

5 million rural workers, 1 million 2 million employed
all employed in jobless (LM = 2m)
agriculture

Total urban labor
force (LU = 3m)

In this case, when WA =12.5 baht and

WM = 40 baht

® According to the model, we are not at
equilibrium.

If WM = 40 baht and considering the
probability (chance) that rural workers will
get a job in the urban is (LM/LU) = 2/3.

We can calculate the expected benefit of
living in the city = (2/3)*40 = 26.8 (or,
expected wage of living in the city).

There is still migration from rural to urban.



Final equilibrium

A A
Wy Wy
40 A 40
7 @ —1 26.8

20 20

¢ —
4 million rural workers, all 2 Million 2 million employed
employed in agriculture jobless (LM =2m)

Total urban labor
force (LU = 4m)

5. The equilibrium point will be reached

When

WA = LMXWM
LU

Rural wages and employment patterns in urban
and rural areas has no difference (green dotted

line).

Each equilibrium point is indicated by a

green dotted line —
WA = 26.8 = expected wages in the urban



Final equilibrium

A
W, Wy
40
40 A
7 @ — 26.8
20 20
l¢ —

2 million 2 million employed
jobless (LM =2m)

4 million rural workers, all
employed in agriculture

Total urban labor
force (LU = 4m)

If wages in rural areas = 26.8 baht, the

equilibrium point will be at point A.

®* However, rural areas cannot employ 5 million
people, paying 26.8 baht per day.

®  Equilibrium will not occur.

However, the equilibrium point is Z, where
the rural labor demand curve at 20 baht per
day wages and the urban employment rate is
50%, which makes

20 = (2 million/4 million) x 40

there will be no more migration



However, if there is no adjustment to reach to an equilibrium. This made these 2
million workers, some of them are unemployed.

And, some of them became informal workers in the urban area.

Equilibrium is occurred when
Agricultural Wages (WA) = Expected wage in formal sector (Urban) + Expected wage in informal sector (Urban)

WA = (— X WM)+(LU — M W

wages in informal sector (= WI) tend to be less than WA and WM.



The role of the informal sector in Thailand (Warunsiri, 2011)

The informal sector plays an important role
In the economy, especially in developing
countries.

This sector comprises informal economic
activity and absorbs approximately 60% of
the labor force in urban areas.

Activities depend on the socioeconomic environment in each country.

®  Workers create activities that interest them & appropriate in economic situation & generate expected income.
Sometimes, these activities are not legally registered.

Warunsiri, S. (2011), The role of informal sector in Thailand, International Proceedings of Economics Development and Research (IPEDR), International Conference on Economics and Finance Research. Singapore.



The role of the informal sector in Thailand

Government plays an essential role in developing countries

An economic development plan is used to formulate policy guidelines and

resource allocation in the country.

By the end of 1996, Thailand had the highest economic growth rate worldwide.

Inequality remains a problem in the country




The role of the informal sector in Thailand

Differences in the level of development in rural and urban areas lead to population

migration (to Bangkok or the regional center),
® Migration of workers from agriculture to manufacturing and services

® Expanding employment without increasing real wages.

Todaro (2000) explains that formal sectors in developing countries have little base

in terms of productivity and employment.

® Therefore, there are restrictions on accepting these workers when labor demand is lower
than labor supply.

The informal sector has a role in helping these workers survive poverty.



The role of the informal sector in Thailand

Types of migrant workers can be categorized

according to the duration of their stay:

1) Temporary immigrants

(residing for two years or less)

2) Seasonal migration: The informal sector in the
city is the “greatest annual cash income source”

during the non-planting season

® Example - construction workers.




The role of the informal sector in Thailand

3) Long-term migrants (residence for more than

two years)
Income is the main motivation for migration.

®* Example —

taxi drivers in Bangkok earn 10,000 baht per
month, which is 3 times the income from

agricultural work in the rural areas (Rigg, 2001).




The role of the informal sector in Thailand

The number of informal sector workers has continued to
increase because of factors such as family networks

® Construction work - Team members including carpenters,
electricians, painters, and other craftsmen, are relatives.

Most workers in this sector are uneducated, unskilled, and
demonstrate low productivity.

The likelihood of getting a job in the official sector is very low.

® Thus, they tend to stick to the informal sector and earn a
very low income.

The informal sector became more pronounced in the post-crisis period of 1997.



The role of the informal sector in Thailand

After the country faced a huge economic crisis in 1997, it became a debtor of the
International Monetary Fund (IMF).

This situation represents the worst employment situation in Thailand.

The informal sector has a role here.

® During the crisis, the agricultural sector could not absorb unemployed people
because the Thai economy changed from agriculture to manufacturing.



The role of the informal sector in Thailand

Thus, workers must find ways to support
themselves and their families on their own.

Working in the informal sector has several
Interesting aspects:

Small-scale, labor-intensive, easy to enter and
leave, not too difficult, self-employed.

The main disadvantages are the lack of a social security
system for the unemployed and government assistance.



Current situation of informal workers in Thailand

National Statistical Office's definition —
® "aperson who has an unprotected job. or no social security from work”

* “People who work privately with or without employees or employees without
social security or welfare of state employees.”

informal employment survey (NSO, 2021)

Collecting information on informal workers in the 3rd quarter of July — September 2021.

Thailand's informal sector tends to decline continuously.



Total number of workers (employed persons) formal and informal workers 2017-2021

50
40 ﬁ?.? Lss.s - — 37.9 L7
30
20 £2° i [ [ e
\
16.9 77_1 L17.1 e A
10
0
2560 29561 2562 2563 2564
—— ——

Total number of workers (employed persons) Informal Formal



Number of formal and informal workers classified by gender 2021

_ Employed | 207 | 2018 | 2019 | 20 2021

Total 37.7 38.3 37.5 37.9 37.7

Male 20.5 20.9 20.5 20.5 20.5

Female 17.2 17.4 17 17.3 17.2

Formal workers 16.9 17.1 17.1 17.5 18.1

Male 9 9.2 9.1 9.3 9.7

Female 7.9 7.9 8 8.2 8.4

Informal workers 20.8 21.2 20.4 20.4 19.6

Male 11.5 11.7 11.4 11.2 10.8

Female 9.3 9.5 9 9.2 8.8

Informal workers rate of male 56.1 56 55.6 94.6 52.7
Informal workers rate of female 54.1 54.6 52.9 53.2 51.2

Number of informal workers (male/female)
Informal workers rate (male/female)

X100

Number of employed (male/female)



Number and percentage of formal and informal

workers 2021

Million 20

19.5

19

18.5

18

17.5

17

18.1

Formal

Employed

19.6

Informal

Percentage of informal workers classified according to
the level of education achieved 2021

None and less than elementary

Elementary

Lower secondary

Upper secondary

Higher level

Note : other education are not included and unknown education

0

5

28.9

27.6

17.2

15.4

10.7

10 15 20 25 30 35

Source - http://www.nso.go.th/



Percentage of informal workers by industry 2021

Agriculture, forestry & fishing 58
Wholesale and retail trade 16.6
Accommodation and food service 8.3
Manufacturing 5.5
Construction 4.1

Others 7.5 Source - http://www.nso.go.th/

‘ Percentage of informal workers by economic group 2021
Manufacturing [ o5

Trade and service |

Agriculture . e

0 10 20 30 40 50 60 70



The problem of informal workers

Percentage of informal workers by problem at work, problem of unsafe work, and problem in the work environment 2021
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Why does Thailand still have a high number of informal workers?

@ thansettakij.com/columnist/416461

virluuszndlnedadl ussauuenszuuAauL19ge?
Vechbanyongratana, Yoon, and

Paweenawat (2019)
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Why does Thailand still have a high number of informal workers?

Informal workers are those who work but are not protected or covered by social security

act, like those in the formal labor market.

Currently, informal workers comprise the largest group of workers in Thailand (around 55%)

Despite government policies requiring business units with one or more employees
register employers and employees for insurance under the social security system,

the number of informal workers remains high.

The International Labor Organization's Recommendation Resolution No.204 on Transition from the Informal to Formal

Economy is the first international labor standard to address the protection of informal workers.

https://www.thansettakij.com/columnist/416461



Why does Thailand still have a high number of informal workers?

Thailand adopted this recommendation and implemented it through various measures that have
continued to expand the coverage of the social security system to informal workers.

Government legislative measures are in place to incentivize informal workers to enter the social security
system under Article 40, which provides benefits similar to those for formal workers insured under
Section 39.

If informal workers change their status to formal workers, both the government and the workers
themselves would be positively benefited.

An increase in the number of workers in the formal sector increases the tax base in terms of income taxes.

Contributions to the Social Security Fund are increasing & Government can organize a social security
system, social welfare, and public services for citizens.

https://www.thansettakij.com/columnist/416461



Why does Thailand still have a high number of informal workers?

The main benefit comes from being protected under various labor laws, which cover
working conditions, working hours, holidays, and overtime, and include legal and
minimum wages.

Currently, formal workers employed in private companies can receive benefits under
Section 33 of the Social Security Act, which specifies the benefit that insurers will
provide cover for up to seven cases

Sickness, maternity, disability, death, child allowance, old age, and unemployment.

https://www.thansettakij.com/columnist/416461



Why does Thailand still have a high number of informal workers? I

Although formal labor provides numerous benefits, the number of informal workers in
Thailand remains high.

Why do some employees want to be informal workers?

What are the benefits and costs of being outside the system?

What are the characteristics thereof?

https://www.thansettakij.com/columnist/416461



Vechbanyongratana, et al. (2019)

Thai female workers in the informal textile and cleaning services market.

(1) Although the formal sector offers higher wages than that earned by informal workers, the wage gap
between formal and informal workers is not that high.

(2)The social protection system in the country provides 30 baht, treatment for all diseases, social
security, the provisions in Section 40, and a pension for the elderly.

® As such, there is little difference in the benefits formal and informal workers receive.

(3) Informal employment provides workers with more flexibility in terms of work than the formal sector.

Source - Vechbanyongratana, J., Yoon, Y., Lekfuangfu, W. N., & Tangtammaruk, P. (2019). Formalizing the Informal Economy: A Gender Perspective - Thailand. Working Paper



Vechbanyongratana, et al. (2019)

Working in a textile factory receive higher wages and other benefits than those
working in the informal sector

® Some female workers prefer to work from home because of flexible working hours

® They are can allocate time to care for the family and are more relaxed.

Workers engaged in cleaning services prefer to work as informal employees in
households than in a cleaning company.

® They want to live in the household with their employer to reduce travel expenses.
® Although the number of hours is higher than that of formal workers, they are more

flexible and have access to informal credit from their employers.



I nfo rmal Currently, informal workers, which comprise a large
portion of Thailand’s labor force, cannot access basic
rights at work or in their occupation.
Workers
The Promotion of Quality-of-Life Development and
Act Protection of Informal Workers Act, B.E. .... IS
needed to enable informal workers to receive a

promotion, develop a better quality of life, and be
secure under the protection of the law.

Source - https://hrm.mol.go.th/km_division_group/mol15



I nfo rmal The Promotion of Quality-of-Life Development and

Protection of Informal Workers Act, B.E. ....

Wo rke rs Informal workers should be enabled to unite and form

professional groups

Act :

establish an informal labor organization to create
bargaining power to ensure fairness at work,

® have the opportunity to borrow money from the Fund
to improve their quality of life.

Source - https://hrm.mol.go.th/km_division_group/mol15



Informal
Workers
Act

Source - https://hrm.mol.go.th/km_division_group/mol15

Promoting and supporting these occupations will protect

Informal workers by ensuring social security, safety,

occupational health, and a good working environment.

This Act establishes a fund to improve the quality of
life of and protect informal workers.
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Exercise

1) Discuss the Harris-Todaro Model and the government policies involved in reducing inequality in urban and rural
areas to attract more workers to rural employment, reduce the number of informal workers in urban areas, and
balance the level of development between urban and rural regions.

2) Discuss the mechanism of the Harris-Todaro Model of Migration and Urban Unemployment when the government
starts to set up minimum wage in the urban areas. What will happen to the wage in rural areas, rural-urban
migration, and employment in urban areas?

3) Warunsiri (2011) states that after Thailand faced a tremendous economic crisis in 1997, the informal sector
expanded and became significant. Discuss the role of the informal sector before, during, and after the crisis.

4) Discuss the strengths and weaknesses of working in the informal sector. Why are many workers still employed in
the country's informal sector? Discuss by providing examples from developing countries and outlining these informal
workers' job characteristics and occupations. What policies should the government implement to improve the wages

of these workers? Also, discuss their welfare and the environment.



Exercise

5) Discuss the advantages and disadvantages when government legislative measures are in place to incentivize
informal workers to enter the social security system. Also, provide a country example, a policy implemented, and the
outcomes.

6) According to the Global Entrepreneurship Monitor, in 2016, about 163 million women started or started a new
business in 74 economic zones worldwide. The increasing number of women entrepreneurs contributes to economic
growth. Give examples of countries with a policy of integrating gender dimensions and promoting female
entrepreneurs. Then, discuss how the policy has successfully helped promote female entrepreneurs in that country.
7) From the study of the impact of the COVID-19 epidemic on the global workforce. It is expected that women will be
the most negatively impacted. Discuss the impact of COVID-19 on the employment of female workers in the formal

and informal sectors. Give examples of negative impacts from abroad in your discussion.



