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Abstract

In this study, I examine the links between demographic change and fiscal policy in MENA
countries, focusing specifically on the economic impacts coming from the conflict between
social security and education, which are two of the most government programs in any country.
The paper is unique as it incorporates a political economy model of education given expected
increases in social security spending in the background. Labor movements and growth results
are expected to depend significantly on the return to education. A sensitivity analysis on the
parameter that shows the return to education spending reveals that MENA countries would
suffer significantly from a lower return to education. This scenario highlights the importance
of returns to education for the growth results in the MENA region. It is also important to note
that the MENA region could potentially experience significant positive economic growth if it
can maintain a high return to education and also attract more capital, despite a rising fiscal
burden coming from the social security system.

JEL Classifications: E62, F21, F22, F43, H30, J10

Keywords: population aging, overlapping generations, endogenous fiscal policy, international
labor mobility, international capital mobility, Middle East and North Africa region.
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1. Introduction

Middle East and North Africa (MENA) region countries have unique demographic
characteristics. Within the MENA region, Arab countries have higher fertility and population
growth rates and a significantly younger age structure than other countries and regions. This
can be a “demographic gift or a demographic curse” depending on whether the high population
growth and fertility can be transformed into economic growth. The unique demographic
characteristics of MENA countries show stark contrast to the developed world where countries
are going through a serious population aging trend.! Table 1 shows the significant demographic
differences between MENA, and other developed countries. MENA countries stand out as the
group that is clearly different from European countries. Hence, MENA makes an excellent case
for studying the impact of demographic changes.

In this study, I examine the links between demographic change and fiscal policy in MENA
countries, focusing specifically on the economic impacts coming from the conflict between
social security and education, which are two of the most government programs in any country.
Pension systems in MENA countries have structural problems. To start with, they are
financially unsustainable. While MENA countries have relatively young populations, they are
not immune from demographic changes and some already show signs of aging populations. As
MENA countries go through demographic transition to lower fertility rates, lower population
growth rates and aging populations, their social security systems will be under even greater
pressure in the near future. Such pressure could bring about serious conflict between
government programs such as social security and education.

There is extensive literature on the link between population changes and international capital
mobility?, but only few studies examined such changes with labor migration (Tosun, 2005;
Leers, Meijdam and Verbon, 2004; Storesletten, 2000). Galor (1992) argued that capital and
labor have asymmetric characteristics. Labor mobility has a dual effect in the sense that it
exhibits the characteristics of capital mobility as well. Young migrant workers contribute to
the economy both as laborers, and as savers. What the aging literature has not addressed is that,
when allowed to vote, migrant workers will change the political structure composed of young
and elderly voters in both labor-receiving and labor-sending countries. In a majority voting
mechanism for fiscal policy decisions, political shifts resulting from labor migration may have
sizeable impacts on government programs such as education. Since education is a major input
to human capital accumulation, aging is expected to have significant growth consequences.
This paper uses a two-region, two-period overlapping generations model with international
labor mobility and a politically responsive fiscal policy to examine the labor movements from
the MENA countries to the aging developed countries. The goal is to examine the economic
growth consequences of demographic differences and the labor movements. The paper brings
out the political economy of aging through the aging-education-human capital link. This is
particularly important in the context of international labor mobility, with young migrant
workers from the MENA region participating in the political system of developed countries.
The paper examines the significance of factor mobility as a policy choice by comparing the
labor mobility model to an alternative open economy model with international capital mobility.
The paper also allows us to discuss policy implications through migration and education
policies in both MENA countries and developed countries.

The paper is structured as follows. The next section provides a demographic outlook of the
MENA region and compares it to European countries to the North of the Mediterranean. This

! See Heller (2003) and CSIS (2002) for recent discussions on the aging trend in developed countries.

% This literature generally argues that demographic differences can lead to capital flows from low population growth to high
population growth regions. For examples, see Borsch-Supan (1996), Kenc and Sayan (2001), Tosun (2003, 2001) and Van
Groezen and Leers (2000).



is followed by a description of a two-region, two-period overlapping generations model with
international labor mobility. A transition analysis is provided in section 3 that shows results
from various numerical simulation exercises. The last section presents summary and
concluding remarks.

2. Demography of the MENA Region: A Comparative OQutlook

The MENA region has been going through significant demographic change. Table 1 shows the
basic demographic statistics for the combined Northern and Southern Mediterranean regions
for the years 1960, 2010 and 2050.> This shows the magnitude of the aging of the populations
in a broader Mediterranean region. While the population is expected to reach about 590 million
by 2050, population growth rate decreases almost to zero for the region. This is explained by
the decrease in the total fertility rate to well below the replacement rate of 2.1. Substantial
increases in the median age, share of population 65 and older, and the old-age dependency ratio
are clear evidence of the demographic deficit through population aging. The demographic
change in the region is also shown in the population pyramids in Figure 1.

As shown in Figures 2 and 3, MENA countries in the Southern Mediterranean Region,
however, have and will continue to have significantly younger populations than the European
countries, while this gap between these countries is expected to close to some extent by 2050.
For those countries, the key age group in terms of size is the 15-29 age group, indicating the
youth bulge. For the European counterparts, the population pyramid in Figure 3 already looks
different in 2010, with 35-39 as the largest age group. By 2050, we expect the 65-69 and 70-
74 age groups to be the biggest groups together with the 40-44 age group. This variation
between regions can also be illustrated in Figures 4 and 5, where the two opposite extreme
cases are shown for Palestinian Territories, and Spain, respectively. It is interesting that the
region will continue to have these vast demographic differences, where the West Bank and
Gaza will continue to have a population pyramid that is typical for a developing country and
Spain will have a population that looks almost nothing like an actual pyramid. For Spain, the
projections in Figure 5 show that 70-74 age group will become the largest population age group.

The demographic divide between the two sub-regions can also be seen in the maps in Figures
6 and 7. Figure 6 shows that the fertility rate is higher in the MENA countries with an average
total fertility rate of 2.1 for the Mediterranean region, which also happens to be the replacement
rate of a population. Among these countries Turkey has a total fertility rate that is roughly equal
to the region average. We also see that while the average total fertility rate in the Mediterranean
region is significantly smaller than the one for the MENA region or the Arab world, it is still
higher than the one for the OECD countries or the European Union (EU) countries. When we
look at the old-age dependency ratio, it is now the European countries in the North of the
Mediterranean that have significantly higher old-age dependency ratio. Most of the MENA
countries have a ratio less than 10%. Mediterranean countries on average have a higher old-
age dependency ratio than the Arab world and the MENA region, but still a lower ratio than
the OECD countries and the EU countries.

The flow and stock of migrants in the region are shown in Figures 8 and 9, respectively. While
the Southern European (or the Northern Mediterranean) countries were home countries during
the “guest worker” migration in the 1950s and 1970s, they became mainly host countries for
migration starting the 1980s. Among the original guest worker home countries, Greece, Italy,
Portugal and Spain now have positive net migration rates, and Turkey’s net migration rate is
very close to zero. On the other hand, most of the MENA countries have negative net migration
rates, which indicates that they are net senders of migrants. Countries like Jordan, Libya, and
Syria and the Palestinian Territories are exceptions due to large Palestinian refugee populations

3 This table shows data for countries that have a Mediterranean Sea coast. Figures shown for 2050 are UN projections based
on medium-fertility scenario.



in those countries. Figure 9 shows that Southern European (or Northern Mediterranean)
countries now have a large stock of migrants compared to most of the MENA region. The
Mediterranean region as a whole is a net recipient of migrants, with an average rate less than
the averages for the OECD countries and the EU countries, but the region has a higher stock of
migrant population as a share of total country population than all other regions compared in
Figure 9.

In the next section, the economic and fiscal consequences of such demographic differences are
presented in a numerical simulation model with international labor mobility.

3. The Two-Region Model

The model builds on an overlapping generations model first developed by Diamond (1965)*.
To examine open economy issues, the standard framework is extended to a two-region model
with international labor mobility similar to Galor (1986, 1992) and Crettez et al. (1996, 1998)°.
Another major extension is the modeling of fiscal policy decision-making through a political
process.

Recent discussions on population aging have noted the potential generational conflict generated
by the need to share society’s resources between non-working elderly and the younger working
population. Hence, it is argued that increasing number of elderly voters may render changes in
public expenditure patterns in favor of the elderly. Empirically, Poterba (1997) provides
evidence from the United States that older citizens prefer lower levels of public spending for
education — an expenditure that primarily benefits the young. A recent study by Harris, Evans,
and Schwab (2001) confirms this finding using school-district-level data, however with a
smaller estimated impact than Poterba’s estimates.

Social security payments to old also constitute an important source of conflict between
generations. However, the focus here is government spending that enhances the productivity
of the working young. One good example of this is government spending on public education.
For simplicity, the productivity enhancing public program will be referred to as “education”
throughout the text. It should be noted that any other government program that is directed
towards increasing the labor productivity of the young could easily be used. The goal is to
highlight the strong link between this type of government spending and human capital
accumulation, which is considered to be one of the most important avenues for economic
growth. Besides, this link is even more pronounced taking into consideration the migration of
young workers. To make the political process of fiscal policy determination for public
education rich, interesting, yet tractable, a median-voter framework with voter heterogeneity is
used. Voter heterogeneity is introduced by assuming a distribution of genetic ability levels for
the working generation. The ability level of the individual will, in turn, determine the value she
receives from public education. A social security program is also introduced by having an
exogenously fixed level of social security spending in the model. An income tax that is
earmarked for social security adjusts through the periods to balance the social security budget.
Thus, there are separate taxes for education and social security spending with voters deciding
only on the education tax rate.® For clarity, the model is presented for one region only. This is
followed by a description of the two-region world equilibrium.

* However, the earliest overlapping generations models are described by Allais (1947) and Samuelson (1958).

5 A two-country model with international capital mobility is shown by Buiter (1981).

SThe political process is modeled through a median voter framework because the conditions for the median voter theorem are
satisfied. The choice of voters is over a single dimension, since the preferred education tax rate is the only choice variable, and
the voter preferences are single peaked. The property of single-peakedness has been demonstrated to ensure existence of a
voting equilibrium (Black 1948).



3.1 Households

Individuals live for two periods and seek to maximize a utility function based on discretionary
consumption in the first and second period of their lives,

1
U :lant+(mjlnCﬁ+l, (1)

here j indexes individuals, C;; is consumption when young, C,, is consumption when old,

it
and § is the pure rate of time preference. The period-specific budget constraints in the first
and the second periods are:

First period: C, (aj )+Sjt (aj ) =(1-7,—p, ) wl, (aj)

Second Period: C,,, (aj ) = (1 +(1=T =t ) Ty ) S, (a. ), 2

]

where S (aj) is first period saving, W, is the wage rate individual j faces, |, (aj) is effective
labor,” where a ; s the ability level of individual j, r,,, is the rate of return to capital, 7, is the

rate of income taxation that is applied to both capital and labor income. This tax is used entirely
to finance the productivity enhancing public good. An additional tax (4, ) is also applied to

capital and labor income to finance social security spending by the government.

It is assumed that there is a continuous distribution of abilities that is replicated in each new
generation. The ability level of individual j is indexed by a;, which ranges from 0 to 1. The

density function of abilities is denoted by f(a) where by definition:

jf(a)da=1. 3)

0
Human capital is accumulated from the interaction of ability level (a;) of the individual and

government spending per young (@) on a productivity enhancing public good such as
education:

| (a;)=®[a;gf +1]", )
where, ® denotes an index on human capital efficiency and y is a parameter indicating the
return to human capital from the inputs (a; and g/ ).® The form of the human capital function

is chosen so that even individuals with the lowest ability (a; =0) will contribute to the

economy in terms of human capital (see Holtz-Eakin, Lovely, and Tosun 2004). From the
maximization of (1) subject to (2) and (4); we get the familiar first order condition:

1+0
C.la )= C..la) 5
jt( J) (1+rt+l(1_rt+1_“t+1)) JHI( J) ( )
Using (5) and (2), we derive the optimal saving of an individual j:
1
sjt(aj)=—2+8(1—rl—ut)wtlt(aj). (6)

"Here, young supplies one unit of time to the economy. Note that, making the allocation of time between “schooling” and
supplying labor endogenous does not change this analysis.

8\ should be less than unity to prevent increasing returns from government spending.



The saving of an individual depends on net labor earnings but it is independent of the interest
rate. This is due to the Cobb-Douglas form of the utility function. Given (5) and (6), it is
straightforward to derive consumption functions in each period:

C, (aj ) =;L:;(1—rt—ut)wtlt (aj)
(7
(1+ fia (1 Ve "M )) (1 _Tt_“t)wtlt (aj)
Cit+1 (ai ) - 2 +(6 )

3.2 Political process of fiscal policy
It is assumed that there is a predetermined level of social security spending. Thus, the social
security tax g is simply determined by the government budget constraint (£, Y, = g, ) where

g, is the social security spending per young person.’

However, the fiscal policy for the productivity enhancing public good is determined through a
political process for which a median-voter framework with voter heterogeneity is used. Voter
heterogeneity is introduced by assuming a distribution of genetic ability levels for the working
generation. The ability level of the individual will, in turn, determine the value she receives
from the public good.

The consumption and saving decisions, as seen above, depend on human capital, which is in
turn determined by government spending (see equation 4). By plugging these into (1), we get
the indirect utility function, which each voter maximizes, in determining his or her preferred

tax rate, subject to the government budget constraint for this type of government spending

(t.Y,=9;) 1% The preferred tax rate of individual j when young is:

v ()= L))
(I1+v)a,y,

Equation (8) is the tax rate each individual prefers based on her ability level. This preferred

tax rate is increasing in both ability level a; and in income per young Y, but decreasing in the

@®)

social security tax s . Thus, the existence of a social security system depresses education

spending through a lower preferred education tax rate. In addition, because the old do not
derive any benefit from publicly provided education and there are no bequests in the model,
they incur a cost without enjoying any benefits. Therefore, their preferred education tax rate
will always be zero, regardless of their ability.

Total population in each period is N,_; + N, where Ntis composed of both newly born nationals
and migrant workers. Given this, the median voter is defined by

N, +N,

N, + NtJ' f (a)da — €))
0

here am is the ability level of the median voter.

? Social security spending consists of equal payments to the elderly population to finance a programmed elderly consumption
such as health care. This consumption is assumed to be separate from the discretionary consumption decision and therefore it
is not shown as part of households’ utility maximization depicted in equations (1) through (7).

11t is assumed in each period that government uses the entire revenue from this tax to finance the public good for all young
equally, regardless of their ability level (Bearse, Glomm, and Ravikumar 2000).



In the absence of migration, the median voter becomes a person with lower ability when
population ages. In turn, the preferred tax rate of the median voter is lower. In other words,
with population aging older people need fewer young voters to form a majority. Since these
young voters are the ones at the lower end of the ability distribution, they prefer lower taxes
than higher ability people because their return from public education is lower.

When labor migration is allowed, an aging country will experience an inflow of labor due to a
higher wage rate than the rest of the world. This will change the age distribution of population
in favor of the young generation. The identity of the median voter will be different from the
case without migration. Now, the ability of the median voter will be higher compared to median
voter’s ability in the case without migration. However, whether the ability of median voter with
migration can be greater than the pre-aging level is uncertain'’.

3.3. Producers

Each country produces a single good using a Cobb-Douglas production technology.
Y, = AKH ™, (10)

here A is the productivity index, K is capital stock and H is aggregate supply of human
capital. The aggregate supply of human capital is:

1
H,=N,[I(a) f (a)da. (11)
0
Human capital per worker, using (4) and (11), is
1
h, =CI>J'(agt +1)" f (a)da. (12)
0

Competitive factor markets require that real wage and interest rates are equal to the marginal
products of labor and capital respectively. Therefore, factor demand equations are:

W :(1_a)A[%T (13)

k o-—1
L=oA| | . 14
. (nj (9

Here, k, =K, /N, and h, =H,/N, are capital stock per worker and human capital per worker,
respectively.

Using (6) and (12), saving per worker can be expressed as

1 1 v
S :(mj(l-rt-ut)wp{(agt +1)" f (a)da. (15)

3.4. International goods market equilibrium and labor flows

In the absence of international capital mobility, capital market equilibrium requires that saving
in each period equals to accumulated capital in the following period. Capital market
equilibrium conditions for each region can be depicted as

"' reality, there are barriers to labor migration that may rule out such a case.



ki = =+ (16)
TTOONYS,

N EBsB
ki = N— (17)

where, superscripts A and B denote regions.

To close the dynamic model, international labor market equilibrium must be specified. For
simplicity, I assume that there is perfect international labor mobility.'> International labor
market equilibrium requires

NG+ N =(1+HQ1)NtA+(1+1151)NtB- (18)

where, 7/}, and7’, are the population growth rates in region A and region B, respectively.

Labor income is taxed where income is earned. Thus, source based income taxation is used for
both regions.'® This implies that net-of-tax wage rates are equalized in equilibrium. Therefore,
the international labor flow constraint is:

w,hey (1 — T MG ) =wg,he, (1 —Toy — M ) (19)

It is assumed that only the members of the young generation moves between regions.
Additionally, migration is assumed to have no effect on the ability distribution in both regions.
This means that migration of labor affects the size rather than the composition of the young
generation in these regions.

3.5 Model recap

The model incorporates the interaction of household behavior, firm behavior, political process,
and international labor flows. Because the population growth rate changes, the median voter
also changes. This leads to a change in government spending for the productivity enhancing
public good, human capital accumulation, capital accumulation, and income per worker. When
the population growth rate falls the ability level of the median voter will be lower. All else
equal, this political transition would reduce provision of the public good. However, if the public
good tax rate decreases, national saving, and thus, physical capital accumulation will be
enhanced. This will create a positive effect on income per worker, government spending per
worker and human capital per worker. When this positive feedback effect through human
capital accumulation dominates the negative effect of a lower preferred public good tax rate,
the demographic shift may induce higher income per worker, higher capital stock per worker,
and higher human capital and government spending per worker. However, in an international
setting, changes in the wage rate due to changes in income per worker and human capital per
worker will lead to labor flows between regions, thus complicating the growth process even
further.

4. Demographic Changes and Labor Migration

4.1. Population projections and simulation description

Simulations in this section are based on the population projections for developed and the
MENA countries derived from the 2002 revision of the “World Population Prospects”

12 A recent study by National Research Council shows that total stock of migrants increased quite dramatically in late 1980s
and early 1990s (see National Research Council, 2000, pp. 157-159). In addition, in my model one period corresponds to 30
years, which makes perfect labor mobility a viable assumption.

BUnder a source system, labor income is taxed where income is earned. The model tax treaties of the OECD and the United
Nations both give source countries the first rights to tax income accrued within their borders.



published by the United Nations (United Nations, 2002a). The two world regions consist of 28
developed and 21 MENA region countries. Population growth rates implied by the projections
are shown in Figure 10. The simulations will be shown for two 30-year periods, 2000-30 and
2030-60 and for the entire period 2000—60. The average population growth rates for the 1970—
2000 period are used as a starting point. The population growth rate in developed countries
decreases from an initial annual average rate of 0.8 percent to 0.67 percent for the 2000-2030
period and then to 0.38 percent for the 2030—60 period. In the MENA region countries, this
rate goes down from an initial annual average rate of 3.98 percent to 2.29 percent for the 2000—
30 period and then to 1.03 percent for the 2030-2060 period.

The elasticity of output with respect to capital input is set equal to one-third (a. = 0.33)."* The
annual rate of time preference is chosen to be 4 percent.'® The two parameters, the rate of time
preference in the utility specification and the population growth rate, are adjusted to the length
of the model period (30 years). In the simulations, the ability level, a, is assumed to be
distributed uniformly on the interval [0,1].

A critical parameter in the model is the elasticity of human capital with respect to government
spending on education and ability level (). Laitner (2000b) used a human capital function
that is similar to (4) and set his human capital elasticity with respect to education equal to
0.1967. Based on an initial value of the ability of the median voter, Laitner’s estimate
corresponds approximately to y = 0.4 in our model. However, series of studies (and updates)

by Psacharopoulos (1985, 1994 and 2004) estimated a significantly higher rate of return to
education for low income and developing countries compared to developed countries. Hence,
y = 0.5 is chosen as a compromise given Laitner’s estimate and the MENA countries used in

population projections.

The numerical simulations are shown for the following economic variables: number of
workers, capital per worker, government spending (on education) per worker, education tax
rate, human capital per worker, income per worker, consumption of a young person,
consumption of an old person, and total consumption. To address the research questions
mentioned in the outline, various simulation scenarios will be considered. First, the full (or
perfect) labor mobility model is compared to an alternative open economy model where capital
is internationally mobile without international labor mobility. This shows the significance of
the choice of factor mobility in growth results. To examine the impact of migration policies of
developed countries, the full (or perfect) labor mobility model is compared to two variants of
this model. The first is the case where labor mobility is only allowed after 2030. This scenario
considers the possibility that doors remain closed in the developed region until aging becomes
an even bigger problem in the developed region. The next scenario allows for free labor
mobility but puts a constraint on the political participation of migrant labor in the developed
region for the first period. This simulates an extended delay in the naturalization of foreign
workers into the political system of a country. Finally, for the significance of education
policies, a sensitivity analysis will be conducted to show growth results from a different rate of
return on education in MENA and the developed countries.

4.2. Full labor mobility simulation results

The full labor mobility simulation has perfect international labor mobility with migrant labor
participating in the political system. Based on the population projections mentioned above,
labor migrates from the MENA region to the developed region. Figure 11 shows this in

' This elasticity estimate is consistent with the data from the United States. See Laitner (2000a) for an argument.

15 Caldwell, Favreault, Gantman, Gokhale, Johnson, and Kotlikoff (1999) argue that a premium of riskiness should be added
to the widely used 2 percent rate. They use 3.5 percent as the discount rate, which is the real safe return on indexed Treasury
bonds. See Coronado, Fullerton and Glass (2000) for a recent argument on the variety of discount rates used in studies of social
security. They assert that the selection of discount rates ranges between 2 to 5 percent.



reference to the change in the number of workers in both regions. The developed region
experiences a major boom in foreign workers, particularly between 2000 and 2030. On the
other hand, MENA countries send labor to the developed region and thus experience
significantly lower domestic labor growth despite a high population growth.

Figure 12 shows that this labor movement leads to opposite changes in capital stock per worker
in developed and MENA regions between 2000 and 2030. The influx of labor into the
developed region does not translate into capital growth in that period since capital stock is
determined by saving in the previous period (1970-2000), leading to a decrease in that period’s
capital stock per worker. The MENA region experiences a significant rise in the capital stock
per worker since the capital stock in the period 2000-2030 is utilized by fewer workers. The
contribution of new labor to the growth in the developed region shows itself in the next period
with a considerable 54 percent growth in capital stock per worker. While the MENA region
still exhibits a strong growth in capital stock per worker between 2030 and 2060, this is
significantly smaller than the growth recorded between 2000 and 2030. This is mainly due to
considerable population growth decrease (from 3.98 percent to 2.29 percent) in the MENA
countries coupled with labor emigration between 2000 and 2030 leading to significant saving
per worker and capital per worker increases. While this population loss gave an initial boost to
the MENA region in 200030, it eventually showed itself in lower capital growth in 2030—
2060 period. The outlook for the sixty year period from 2000 to 2060 shows a small overall
decline in capital stock per worker in the developed region but a strong increase in the MENA
region.

The other important component of growth is the human capital accumulation. As shown in
equations (4) and (12), human capital is a function of the government spending on education.
Changes in human capital are shown first in Figure 13, which is followed by figures that show
changes in the education tax rate and education spending. Figure 13 shows that both regions
experience decreases in human capital per worker between 2000 and 2030 and during the entire
2000-2060 period. The developed region records a slight increase between 2030 and 2060,
mainly due to migrant labor offsetting the negative effect of a decrease in the median voter
ability, which would mean lower support for education spending, caused by aging. On the other
hand, the MENA suffers from losing labor to the developed world by having significant
decreases in the human capital per worker in all periods, particularly between 2000 and 2030.

As mentioned above, the link between labor growth and human capital can be better understood
with an examination of the changes in the education tax rate and education spending. These are
shown in Figure 14 and Figure 15, respectively. As discussed in the political process of fiscal
policy, aging causes the median voter to become a lower ability person putting a downward
pressure on the education tax rate. However, labor migration offsets this negative effect by
increasing the number of young voters. The migrant workers do not only contribute to domestic
production but they also participate in the political system by voting for fiscal policy decisions.
Since they are young, they change the political scene in favor of the young generation. Thus,
with labor migration the choice of the tax rate changes in favor of the young voters despite the
aging trend. Figure 5 shows this for the developed region between 2000 and 2030. The
education tax rate increases considerably in the developed region while it falls quite
dramatically in the MENA region. However, the education tax rate decreases in the developed
region in the following period as labor growth diminishes. The developed region experiences
a slight decrease in the education tax rate between 2000 and 2060, while the MENA region
records a significant decrease. This decrease in the MENA region is also partially due to
significant decrease in the population growth rate in the region during the entire period as
shown in Figure 10. Changes in education spending in Figure 15 closely match the tax rate
changes in Figure 14 and the human capital changes in Figure 13. As in human capital and tax
rate decreases in Figures 13 and 14, education spending in the MENA region decreases

10



considerably in all periods between 2000 and 2060. This is mainly due to decreases in the
number of productive workers through lower population growth rates and emigration.

Results in Figure 12 and 13 for capital per worker and human capital per worker provide a
good background for examining changes in income per worker. Figure 16 shows that the
MENA region exhibits income growth in all periods between 2000 and 2060. This is mainly
due to strong growth in capital per worker, which dominates decreases in human capital per
worker. The developed region suffers from a decrease in both capital per worker and human
capital per worker between 2000 and 2030, which shows itself in a significant decrease in
income per worker in this period. This region exhibits an overall decrease in income per worker
for the entire period. On the other hand, the MENA region benefits from strong growth in
capital per worker, which leads to an income growth in all periods considered.

In addition to income per worker, consumption as a measure of welfare is examined in Figures
17 through 19. Figure 17 presents the change in the consumption of young in developed and
MENA regions. As shown in equation 7, consumption of a person when young depends on the
net labor earnings. As also seen in equation 19, perfect labor mobility dictates that the net labor
earning of a young worker gets equalized between the two regions. Since labor flows from the
MENA region to the developed region, net labor earnings must have gone up in the MENA
region and must have gone down in the developed region. This would increase consumption of
young in the MENA region and decrease it in the developed region. This is seen clearly in
Figure 17. Since labor migration to the developed region occurs in both 2000-2030 and 2030-
2060 periods, a similar consumption pattern is observed in the MENA region in both periods
and in the entire period from 2000 to 2060.

Old-age consumption, different from the young-age consumption, also depends on the net
return on saving. The increase in the capital per worker in the MENA region shown in Figure
12 depresses the interest rate in this region, leading to a decrease in the net return on saving.
Figure 18 shows that this leads to a decrease in the old-age consumption in this region between
2000 and 2030. The developed region experiences the opposite and has an increase in the old-
age consumption in that period. In the following period, the old-age consumption in the MENA
region (developed region) increases (decreases) due to an increase (decrease) in the net saving
income. However, the old-age consumption decreases in the MENA region and increases in
the developed region between 2000 and 2060.

Figure 19, brings the results shown in Figure 17 and 18 together and shows changes in the sum
of consumptions, in a given period, of representative persons from young and old generations.
The figure shows that the MENA region experiences an increase in the sum of consumptions
in all periods from 2000 to 2060. However, the developed region has an increase in the sum of
consumptions only between 2000 and 2030. It has a slight overall decrease between 2000 and
2060.

4.3. Model comparisons, labor mobility scenarios, sensitivity analysis

In this section, full labor mobility model is compared to an alternative open economy model
where capital is internationally mobile without international labor mobility. Further
comparisons are also made using alternative assumptions about labor mobility and the political
process of fiscal policy. The goal is to shed light on the choice of factor mobility in the presence
of population aging. Table 2 presents simulation results for these comparisons. Results shown
in Figure 11 through 19 are reproduced in columns 1 and 2 of Table 2.

Columns 3 and 4 in Table 2 show that the capital mobility model produces inferior outcomes
for the developed region, in terms of the economic variables used in the analysis, compared to
the full labor mobility model. It appears that labor flows to the developed region offset the
adverse effect of population aging particularly on the human capital per worker. As explained
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earlier, migrant workers participate in the political process of fiscal policy by voting favorably
for the education tax, leading to enhanced education spending and human capital in the
developed region. The MENA region exhibits strong capital and income growth throughout the
periods under both full labor mobility and capital mobility (without labor mobility) models. In
the capital mobility model without labor mobility, the MENA region does not lose labor to the
developed region and benefits from the inflow of capital from the developed region. In this
model, capital inflows to the MENA region enable this region to increase investment,
production and income while at the same time retain its young productive workers, voters and
human capital. Thus, the capital mobility model (without labor mobility) produces more
favorable results for the MENA region compared to the full labor mobility model.

The next set of comparisons is between the full labor mobility model and variants of this model
shown in columns (5) through (8) in Table 2. The first is the case where labor mobility is only
allowed after 2030. This scenario considers the possibility that doors remain closed in the
developed region until aging becomes an even bigger problem in the developed region.'® The
results for this scenario in column (5) show that the developed region may fare better if labor
flow is delayed until 2030. With the relatively low labor growth, net return on labor does not
decrease as much as in the full labor mobility model in column (1) leading to better capital,
human capital, income and consumption results. The reverse is true for the MENA region
results shown in column (6). Due to the constraint on labor migration until 2030, the MENA
region experiences significantly lower growth particularly in capital per worker.

The next scenario allows for free labor mobility, but puts a constraint on the political
participation of migrant labor in the developed region for the first period. This simulates an
extended delay in the naturalization of foreign workers into the political system of a country.
After a thirty-year delay, workers eventually become citizens with eligibility to vote.
Column (7) shows that this scenario produces rather adverse outcomes for both regions. These
are mostly driven by greater decreases in education tax rate, education spending and human
capital per worker compared to the results in columns (1) and (2). With aging in the developed
region, lack of young migrant votes for the education tax rate leads to a decrease in this tax rate
such that net labor earning differential between the regions can only be closed by a greater flow
of labor from the MENA to the developed region. This is the reason behind the interesting
result of substantially high labor growth in the developed region.

The final scenario considers the effect of lower returns to education to the simulation results.
This is done by choosing a lower value for the elasticity of human capital with respect to
government spending on education and ability level (). The results in column (10) of Table

2 show a substantially adverse outcome for the MENA region. Due to lower productivity of
the MENA region workers, migration from the MENA to the developed region is significantly
lower which in turn leads to lower capital growth. At the same time, lower return on education
discourages human capital accumulation which explains the significant decrease in human
capital per worker in the MENA region throughout the period from 2000 to 2060. These
produce significant decreases in income per worker and sum of young and old consumption.
This scenario highlights the importance of returns to education for the growth results in the
MENA region.

5. Implications and Conclusions

This paper examines the economic effects of demographic trends using the population
projections for the developed countries and the MENA region. Unlike the majority of studies
on aging, the paper addresses the political economy of those demographic changes and
education spending through a median voter model. It is argued that labor mobility has a dual

16 For example, in the U.S., the effect of the baby boom generation retirement will not be fully seen for another decade.
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effect on the economy. Besides the contribution of young migrant workers to the economy as
laborers, these workers also contribute to capital accumulation as savers. This paper highlights
another effect through migrant workers’ involvement in the political process of fiscal policy.
When allowed to vote, migrant workers change the political structure composed of young and
elderly voters in both labor-receiving and labor-sending countries. In a majority voting
mechanism for fiscal policy decisions, political shifts resulting from labor migration may have
sizeable impacts on government programs such as education, and in turn may have strong
growth and welfare effects.

For the analysis, a two-region, two-period overlapping generations model with international
labor mobility and a politically responsive fiscal policy is used. The numerical simulations
based on United Nations population projections for the developed and MENA regions show
significant labor movements from the developed to the MENA region throughout the 2000-60
period. While labor inflows seem to help the developed region recover from the aging trend,
this region incurs an overall decrease in income per worker and consumption. On the other
hand, the MENA region experiences significant increases in income per worker and
consumption.

There are three sets of policy implications from this paper. The first is about the comparison
of internationally mobile factors of production. The policymakers in the MENA region would
benefit from knowing the consequences of the policy choice by the developed countries of
making capital or labor mobile in the region. The developed region suffers from substantial
income and consumption decreases under the capital mobility model without labor mobility,
which is averted, to a large extent, in the labor mobility model. The MENA region, on the other
hand, seems to benefit more in the capital mobility model. These comparisons show that the
choice between labor and capital mobility indeed matters for the analysis of the effects of
population aging.

The second regards migration policies of developed countries. For this, further comparisons
are made using alternative assumptions about labor mobility and the political process of fiscal
policy. The full labor mobility model performed quite well compared to a scenario where labor
migration from MENA to developed is restricted until 2030 and another scenario where labor
migrates to the developed region but does not participate in the political system for the first
thirty-year period. The latter scenario gives inferior economic results for both the developed
and the MENA regions. Constraining political participation of young migrant workers does not
seem to help when these young workers can vote for greater education spending that sets a
growth process through human capital enhancement.

The third is about social security and education policies. The paper is unique as it incorporates
a political economy model of education, given expected increases in social security spending
in the background. Labor movements and growth results are expected to depend significantly
on return to education. A sensitivity analysis on the parameter that shows the return to
education spending reveals that the MENA countries would suffer significant decreases in
income per worker and sum of young and old consumption from a lower return to education.
This scenario highlights the importance of returns to education for the growth results in the
MENA region. It is also important to note that MENA region could potentially experience
significant positive economic growth if it can maintain a high return to education and also
attract more capital despite a rising fiscal burden coming from the social security system.

13



References
Allais, Maurice, 1947, Economie et Intérét (Paris: Imprimerie Nationale).

Bearse, Peter, Gerhard Glomm, and B. Ravikumar, 2000, “On the Political Economy of Means-
Tested Education Vouchers,” European Economic Review, Vol. 44, pp. 904-15.

Black, Duncan, 1948, “On the Rationale of Group Decision-Making,” Journal of Political
Economy, Vol. 56, pp. 23-34.

Borsch-Supan, Axel, 1996, “The Impact of Population Aging on Savings, Investment and
Growth in the OECD Area.” In Future Global Capital Shortages: Real Threat or Pure
Fiction? Pp. 103—41 (Paris: Organization for Economic Co-operation and Development).

Buiter, Willena Hendrik, 1981, “Time Preference and International Lending and Borrowing in
an Overlapping Generations Model,” Journal of Political Economy, Vol. 89, No. 4,
pp. 769-97.

Caldwell, Steven, and others, 1999, “Social Security’s Treatment of Postwar Americans,” in
L.H. Summers (ed.), Tax Policy and the Economy, Vol. 13 (Cambridge, Massachusetts:
MIT Press).

Center for Strategic and International Studies. 2002. “Meeting the Challenge of Global Aging:
A Report to World Leaders from the CSIS Commission on Global Aging,” CSIS Panel
Report (March) (Washington: The CSIS Press).

Coronado, Julia Lynn, Don Fullerton, and Thomas Gloss, 2000, “The Progressivity of Social
Security,” NBER Working Paper No. 7250 (Cambridge, Massachusetts: National Bureau
of Economic Research).

Crettez, Bertrand, Philippe Michel, and Jean-Pierre Vidal, 1996, “Time Preference and Labor
Migration in an OLG Model with Land and Capital,” Journal of Population Economics,
Vol. 9, pp. 387—403.

, 1998, “Time Preference and Capital Mobility in an OLG Model with Land,” Journal
of Population Economics, Vol. 11, pp. 149-58.

Cutler, David, James Poterba, Louise Sheiner, and Lawrence Summers, 1990, “An Aging
Society: Opportunity or Challenge,” Brookings Papers on Economic Activity, Vol. 1, pp.
1-73.

Diamond, Peter A., 1965, “National Debt in a Neoclassical Growth Model,” American
Economic Review, Vol. 55, pp. 1126-50.

Elmendorf, D.W., and L.M. Sheiner, 2000, “Should America Save for its Old Age? Fiscal
Policy, Population Aging, and National Saving,” Journal of Economic Perspectives, Vol.
14, No. 3, pp. 57-74.

Galor, Oded, 1986, “Time Preference and International Labor Migration,” Journal of Economic
Theory, Vol. 38, pp. 1-20.

, 1992, “The Choice of Factor Mobility in a Dynamic World,” Journal of Population
Economics, Vol. 5, pp. 135-44.

Gradstein, Mark, and Michael Kaganovich, 2004, “Aging Population and Education Finance,”
Journal of Public Economics, Vol. 88, No. 12, pp. 2469-85.

Heller, Peter S., 2003, Who Will Pay? Coping with Aging Societies, Climate Change, and Other
Long-Term Fiscal Challenges, (Washington: International Monetary Fund).

14



Holtz-Eakin, Douglas, Mary E. Lovely, and Mehmet S. Tosun, 2004, “Generational Conflict,
Fiscal Policy, and Economic Growth,” Journal of Macroeconomics, Vol. 26, No. 1, pp. 1-
23.

International Monetary Fund, 2003, Government Finance Statistics CD-ROM (Washington).

Jelassi, Mohamed Mehdi, and Serdar Sayan, 2004, “Population Growth Differentials and the
Long-Run Trade Equilibrium,” (unpublished manuscript).

Kenc, Turalay, and Serdar Sayan, 2001, “Demographic Shock Transmission from Large to
Small Countries: An Overlapping Generations CGE Analysis,” Journal of Policy
Modeling Vol. 23, No. 6, pp. 677-702.

Laitner, John, 2000a, “Simulating the Effect on Inequality and Wealth Accumulation of
Eliminating the Federal Gift and Estate Tax,” (unpublished: Department of Economics,
Ann Arbor, MI: University of Michigan).

, 2000b, “Earnings within Education Groups and Overall Productivity Growth,”
Journal of Political Economy, Vol. 108, No. 4, pp. 807-32.

Leers, Theo, Lex C. Meijdam, and Harrie A.A. Verbon, 2004, “Ageing, Migration and
Endogenous Public Pensions,” Journal of Public Economics, Vol. 88, No. 1-2, pp. 131—
59.

National Research Council, 2000, Beyond Six Billion: Forecasting the World’s Population,
(Washington: National Academy Press).

OECD, 2002, Trends in International Migration, 2002 Edition. Available via the Internet at
http://www.oecd.org/document/36/0,2340.en_2825 494553 2515108 1 1 1 1,00.html

Psacharopoulos, George, 1985, “Returns to Education: A Further International Update and
Implications,” Journal of Human Resources, Vol. 20, No. 4, pp. 583—604.

, 1994, “Returns to Investment in Education: A Global Update,” World Development,
Vol. 22, No.9, pp. 1325-1343.

Psacharopoulos, George and Harry A. Patrinos, 2004, “Returns to Investment in Education: A
Further Update,” Education Economics, Vol. 12, No.2, pp. 111-134.

Poutvaara, Panu, 2004, “On the Political Economy of Social Security and Public Education,”
CESifo Working Paper No.424 (Munich, Germany: Center for Economic Studies and Ifo
Institute for Economic Research).

Razin, Assaf, Efraim Sadka, and Philip Swagel, 2002, “The Aging Population and the Size of
the Welfare State,” Journal of Political Economy, Vol. 110, No. 4, pp. 900—18.

Samuelson, Paul A., 1958, “An Exact Consumption-Loan Model of Interest with or without
the Social Contrivance of Money,” Journal of Political Economy, Vol. 66, pp. 467-82.

Storesletten, Kjetil, 2000, “Sustaining Fiscal Policy Through Immigration,” Journal of
Political Economy, Vol. 108, No. 2, pp. 300-23.

Tosun, Mehmet S., 2001, “International Spillover Effects of a Demographic Shock When
Fiscal Policy is Politically Responsive,” in Policy Evaluation with Computable General
Equilibrium Models, Amedeo Fossati and Wolfgang Wiegard eds., Routledge.

, 2003, “Population Aging and Economic Growth: Political Economy and Open
Economy Effects,” Economics Letters, Vol. 81, No. 3, pp. 291-96.

, 2005, “Global Aging and Fiscal Policy with International Labor Mobility: A Political
Economy Perspective,” IMF Working Paper, WP 05/140. Washington D.C.: IMF.

15



United Nations, 2002a, World Population Prospects: The 2002 Revision, Department of
Economic and Social Affairs, Population Division (New York: United Nations).

, 2002b, International Migration, 2002, Department of Economic and Social Affairs,
Population Division (New York: United Nations). Also available via the Internet at:
http://www.un.org/esa/population/publications/ittmig2002/ittmig2002.htm

Van Groezen, Bas, and Theo Leers, 2000, “The Effects of Asymmetric Demographic Shocks
with Perfect Capital Mobility,” Working Paper, Department of Economics (Netherlands:
Tilburg University).

World Bank, 2003, World Development Indicators, 2003 CD-ROM (Washington).

16



Figure 1: Population Pyramid of the Mediterranean Region (2010 and 2050)
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Source: United Nations World Population Prospects (2010 Revision). Population share calculations were computed by the author.

Figure 2: Population Pyramid of the Southern Mediterranean or MENA Sub-Region
(2010 and 2050)
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Source: United Nations World Population Prospects (2010 Revision). Population share calculations were computed by the author.
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Figure 3: Population Pyramid of the Northern Mediterranean Sub-Region (2010 and
2050)
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Source: United Nations World Population Prospects (2010 Revision). Population share calculations were computed by the author.

Figure 4: Population Pyramid of the Palestinian Territories (2010 and 2050)
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Source: United Nations World Population Prospects (2010 Revision). Population share calculations were computed by the author.
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Figure 5: Population Pyramid of Spain (2010 and 2050)
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Source: United Nations World Population Prospects (2010 Revision). Population share calculations were computed by the author.

Figure 6: Total Fertility Rate in the Mediterranean (2009)
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Figure 7: Old-Age Dependency Ratio in the Mediterranean (2009)
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Figure 8: Net Migration Rate in the Mediterranean (2009)
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Figure 9: International Migrant Stock in the Mediterranean (2009)
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Figure 10: Population Growth Rates in Developed and MENA Regions
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Figure 11: Change in Number of Workers

% change between period years

Figure 12: Change in Capital Stock Per Worker

% change between periods
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Figure 13: Change in Human Capital Per Worker

% change in period years
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Figure 15: Change in Education Spending Per Worker
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Figure 17: Change in Consumption of Young

% change in period years
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Figure 18: Change in Consumption of Old
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Figure 19: Change in Sum of Young and Old Consumption

% change in period years
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Table 1: Demographic Differences Between Europe and Middle East and North Africa

2000 2030 2060
Share of Share of Share of Share of Share of Share of
Population 15 - Population 65 Population 15 - Population 65 Population 15 - Population 65
64 (%) and Older (%) 64 (%) and Older (%) 64 (%) and Older (%)
Austria 61.86 15.50 56.40 26.33 48.75 31.59
Belgium 59.62 17.01 54.63 25.02 51.02 27.92
Cyprus 57.34 11.49 56.57 19.82 52.46 26.51
Denmark 61.54 14.99 55.31 23.59 53.36 25.20
Finland 60.54 14.93 53.15 25.81 51.33 27.33
France 58.63 15.96 54.32 23.63 52.18 26.88
Germany 62.39 16.31 54.86 26.42 50.39 28.43
Greece 60.89 17.50 57.37 25.87 48.82 32.44
Iceland 57.45 11.70 56.36 20.00 52.45 26.38
Ireland 58.21 11.31 58.46 17.64 53.40 25.03
Italy 62.33 18.07 56.00 28.22 48.40 33.17
Luxembourg 61.61 13.79 59.44 18.23 54.23 24.13
Netherlands 62.16 13.62 55.74 23.28 53.22 25.24
Norway 58.93 15.36 55.22 23.26 52.04 27.32
Portugal 61.10 15.61 58.87 22.48 51.25 29.00
Spain 62.19 16.79 58.33 25.45 47.69 34.05
Sweden 58.60 17.40 53.47 25.17 50.01 28.91
Switzerland 61.86 15.99 52.47 29.78 48.92 31.13
United
Kingdom 58.90 15.86 57.18 21.11 52.98 25.15
Algeria 49.26 4.12 62.12 8.71 56.44 20.89
Bahrain 59.97 2.51 63.56 10.78 58.73 19.39
Djibouti 43.54 3.00 49.95 4.38 59.60 7.92
Egypt 48.01 4.45 58.07 8.03 59.03 16.63
Tran (Islamic
Republic of) 46.85 4.46 62.42 8.39 54.63 23.04
Iraq 44.32 2.80 54.98 4.96 60.82 12.06
Jordan 47.33 2.82 60.28 6.19 58.94 16.98
Kuwait 64.84 1.34 63.24 11.84 57.25 21.18
Lebanon 53.45 6.10 62.34 10.76 55.45 22.31
Libyan Arab
Jamahiriya 50.32 3.53 61.96 8.19 56.48 20.43
Morocco 51.80 4.25 60.41 8.92 57.77 18.57
Oman 50.29 1.99 55.20 5.92 59.29 12.64
Qatar 64.54 1.55 57.86 15.23 59.28 17.99
Saudi Arabia 48.49 2.53 57.67 6.04 60.64 1391
Syrian Arab
Republic 44.54 2.92 60.06 6.24 58.34 17.72
United Arab
Emirates 64.75 1.21 59.12 16.25 54.97 23.19
Tunisia 53.24 5.64 62.02 11.61 53.62 24.78
Turkey 52.70 5.47 62.01 10.76 56.27 21.50
Yemen 37.37 2.37 42.29 2.66 55.15 5.11
Average of 19
European
Countries 60.32 15.22 56.01 23.74 51.21 28.20
Average of 19
MENA
Countries 51.35 3.32 58.71 8.73 57.51 17.70
Average of 9
Southern Medit.
Countries 50.07 437 61.03 8.82 56.93 19.98

Source: United Nations.

27



Table 1: Cont’d

Average Annual Population Growth
Rate in % (2000-2030)

Average Annual Population Growth
Rate in % (2030-2060)

Austria -0.08 -0.39
Belgium 0.08 -0.17
Cyprus 0.49 -0.09
Denmark 0.09 -0.21
Finland 0.05 -0.28
France 0.30 -0.09
Germany -0.03 -0.21
Greece -0.10 -0.49
Iceland 0.57 -0.04
Ireland 0.82 0.10
Italy -0.35 -0.69
Luxembourg 1.33 0.61
Netherlands 0.28 -0.13
Norway 0.33 -0.10
Portugal -0.10 -0.43
Spain -0.07 -0.44
Sweden 0.07 -0.20
Switzerland -0.24 -0.61
United Kingdom 0.31 0.08
Algeria 1.53 0.39
Bahrain 2.06 0.59
Djibouti 2.04 1.37
Egypt 2.03 0.74
Iran (Islamic Republic of) 1.40 0.44
Iraq 3.17 1.25
Jordan 2.39 0.75
Kuwait 2.89 0.58
Lebanon 1.16 0.17
Libyan Arab Jamahiriya 1.84 0.54
Morocco 1.53 0.44
Oman 3.34 1.35
Qatar 1.38 0.26
Saudi Arabia 3.17 1.18
Syrian Arab Republic 245 0.80
United Arab Emirates 1.46 -0.03
Tunisia 0.99 0.11
Turkey 1.15 0.22
Yemen 6.03 3.35
Average of 19 European Countries 0.20 -0.20
Average of 19 MENA Countries 221 0.76
Average of 9 Southern Mediterranean

Countries 1.68 0.46

Source: United Nations.
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Table 2: Comparisons with Alternative Factor Mobility Models 1

Labor Mobility Model Capital Mobility Model
(No Capital Mobility) (No Labor Mobility)
Developed MENA Developed MENA
Region Region Region Region
Time Periods @ ?2) A3 “4)
Number of workers 2000-2030 203.2 25.9 222 97.2
2030-2060 30.6 18.4 12.0 36.0
20002060 296.1 49.1 36.9 168.2
Capital stock per worker 2000-2030 -58.1 156.2 -48.8 194.9
2030-2060 53.7 55.6 329 40.5
2000-2060 -35.6 298.7 -31.9 314.4
Human capital per worker 2000-2030 -12.0 9.4 -21.1 24.4
2030-2060 1.5 =22 -10.5 -2.1
2000-2060 -10.7 -11.3 -29.3 21.7
Income per worker 2000-2030 -31.1 27.7 -31.5 65.3
2030-2060 16.4 14.0 2.0 10.3
2000-2060 -19.8 45.6 -30.2 82.4
Education tax rate 2000-2030 10.0 -39.9 -13.2 3.7
2030-2060 -11.3 -17.4 -23.8 -14.0
2000-2060 -2.5 -50.4 -33.8 -10.8
Education spending per
worker 2000-2030 -24.2 -23.2 -40.5 71.6
2030-2060 32 -6.0 =223 -4.9
2000-2060 -21.8 -27.8 -53.8 63.1
Consumption of young 2000-2030 -33.8 46.3 -28.0 63.1
2030-2060 222 17.9 9.9 16.2
2000-2060 -19.1 72.4 -20.9 89.4
Consumption of old 2000-2030 123.2 -20.9 21.7 -38.9
2030-2060 -44.7 18.1 -37.9 40.8
20002060 234 -6.5 -24.4 -14.0
Sum of young and old
consumption 20002030 31.8 2.4 -0.9 -8.8
2030-2060 -25.2 18.0 -22.1 27.8

2000-2060 -1.3 20.8 -22.8 16.6




Table 2: Comparisons with Alternative Factor Mobility Models 1/ (concluded)

Labor Mobility Model Labor Mobility Model Labor Mobility
with Mobility with Migrants Voting Model
After 2030 After 2030 with Lower Returns
(No Capital Mobility) (No Capital Mobility) to Education
(No Capital Mobility)
Developed MENA Developed MENA Developed  MENA
Region Region Region Region Region Region
Time Periods Q) (6) (@) ()] ) (10)
Number of workers 2000-2030 222 97.2 217.1 20.5 116.5 60.1
2030-2060 78.6 19.7 29.0 18.5 16.6 335
20002060 118.3 136.2 308.9 42.7 152.4 113.8
Capital stock per worker 2000-2030 3.9 63.6 -59.9 167.7 -41.3 101.4
2030-2060 -30.5 105.2 56.8 414 442 349
2000-2060 -27.7 235.6 -37.2 278.6 -15.4 171.7
Human capital per worker 2000-2030 -1.2 7.0 -27.5 -26.3 -5.6 -36.3
2030-2060 -0.5 -20.7 21.5 16.5 -7.1 -15.3
2000-2060 -1.7 -15.2 -11.9 -14.2 -12.3 -46.0
Income per worker 2000-2030 0.4 23.1 -40.4 12.7 -19.3 -6.9
2030-2060 -11.6 8.5 32.1 242 7.4 -1.2
2000-2060 -11.2 33.6 -21.2 40.1 -133 -8.0
Education tax rate 2000-2030 -2.8 -3.4 -17.8 -63.8 9.6 -57.1
2030-2060 11.7 -51.0 17.3 29.9 -20.8 -64.3
20002060 8.5 -52.6 -3.6 -53.0 -13.2 -84.7
Education spending per
worker 2000-2030 -2.6 18.9 -51.0 -59.3 -11.7 -59.9
2030-2060 -1.1 -46.5 54.8 61.4 -14.9 -64.7
2000-2060 -3.7 -36.4 -24.2 -34.2 -24.8 -85.8
Consumption of young 2000-2030 1.7 24.6 -36.2 39.1 =223 12.5
2030-2060 -15.6 27.7 253 20.2 17.3 7.0
2000-2060 -14.2 59.1 -20.1 67.2 -8.8 20.4
Consumption of old 2000-2030 54.5 0.1 124.5 -26.6 94.0 -25.9
2030-2060 17.4 -14.8 -46.6 22.9 -33.6 -5.9
2000-2060 81.4 -14.7 19.9 -9.8 28.9 -30.2
Sum of young and old
Consumption 2000-2030 23.7 8.6 30.9 -3.9 26.3 -13.0
2030-2060 1.6 2.1 -26.2 21.6 -15.3 -0.3
2000-2060 25.8 10.8 34 16.9 6.9 -13.3

Notes: 1/ All numbers refer to percentage changes between the years indicated in the time period.

Source: Computed by author.
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