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Abstract

This paper investigates the impact of legalizedsyittion on human trafficking inflows.

According to economic theory, there are two oppgp®ifects of unknown magnitude. The
scale effect of legalized prostitution leads to expansion of the prostitution market,
increasing human trafficking, while the substitatieffect reduces demand for trafficked
women as legal prostitutes are favored over tiegficones. Our empirical analysis for a
cross-section of up to 150 countries shows thatsttade effect dominates the substitution

effect. On average, countries where prostitutiotegal experience larger reported human

trafficking inflows.
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1. INTRODUCTION

Much recent scholarly attention has focused onefffiect of globalization on human rights
(Bjgrnskov, 2008; de Soysa & Vadlamannati, 2011 aomen’s rights in particular (Cho,
2011; Potrafke & Ursprung, 2012). Yet, one imparitaand largely neglected, aspect of
globalization with direct human rights implicatioms the increased trafficking of human
beings (Cho and Vadlamannati, 2012; Potrafke, 20411 of the dark sides of globalization.
Similarly, globalization scholars with their emplsasn the apparent loss of national
sovereignty often neglect the impact that domgstiicies crafted at the country level can
still exert on aspects of globalization. This detianalyzes how one important domestic
policy choice — the legal status of prostitutiomffects the incidence of human trafficking
inflows to countries.

Most victims of international human traffickingeamwomen and girls. The vast
majority end up being sexually exploited througlogpitution (United Nations Office of
Drugs and Crime (UNODC), 2006). Many authors themebelieve that trafficking is caused
by prostitution and combating prostitution with tleece of the law would reduce trafficking
(Outshoorn, 2005). For example, Hughes (2000) ramistthat “evidence seems to show that
legalized sex industries actually result in inceshsgafficking to meet the demand for women
to be used in the legal sex industries” (p. 653rldy (2009) suggests that “wherever
prostitution is legalized, trafficking to sex indysmarketplaces in that region increases” (p.
313)! In its Trafficking in Persongeport, the U.S. State Department (2007) statethes
official U.S. Government position “that prostitutias inherently harmful and dehumanizing
and fuels trafficking in persons” (p. 27). The ideat combating human trafficking requires
combating prostitution is, in fact, anything butmnéAs Outshoorn (2005, p. 142) points out,

the UN International Convention for the Suppressibthe Traffic in Persons from 1949 had



already called on all states to suppress prosiitdtiSee Limoncelli (2010) for a
comprehensive historical overview.

Others disagree. They argue that the legalizatigrrastitution will improve working
and safety conditions for sex workers, allowing &esinesses to recruit among domestic
women who choose prostitution as their free chateoccupation. This, in turn, makes
resorting to trafficked women less attractive (Buwreof the Dutch National Rapporteur on
Trafficking, 2005; Segrave, 2009). While those wdatl for combating prostitution with the
force of the law typically subscribe to the belieét prostitution is almost always forced and
rarely truly voluntary (Farley, 2009), the view thhe legalization of prostitution may reduce
trafficking is typically held by those who belietlegat the choice to sell one’s sexual services
for money need not always be forced, but can beolantary occupational choice. See
Limoncelli (2009) who discusses both sides of tabate.

In this article, we argue that theoretically th@dkzation of prostitution has two
contradictory effects on the incidence of traffrai a substitution effect away from
trafficking and a scale effect increasing traffrali Which of these effects dominate in reality,
and whether legalization is therefore likely torgese or decrease trafficking, is an empirical
guestion. The extant qualitative literature corgamany strongly held views and beliefs,
sometimes based on anecdotal evidence, but Itléeims of systematic and rigorous
research. We know of only two quantitative studumsch have tried to answer this empirical
questior® In their main estimations, Akee, Bedi, Basu ana@C{2010a) find that prostitution
laws have no effect on whether there is any redarteidence of trafficking between two
country pairs in a global cross-sectional dyad tgusample. They do find a negative effect
of legalized prostitution on human trafficking iwd of their three sets of instrumental
variable estimations (prostitution law m®t the variable instrumented for), but this result is
due to sample selection effects since the inclusiogettler mortality rates as an instrument

leads to the loss of almost half of their obseoratj most likely in a non-random way.
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Jakobsson and Kotsadam (2011), on the other hand, af positive effect of legalized
prostitution on human trafficking in a cross-sesib monadic dataset of 31 European
countries.

Our empirical analysis differs from these existgtgdies. Jakobsson and Kotsadam’s
(2011) study is similar to ours in that we also lgm& human trafficking at the monadic
country level. However, in contrast to their studsg use a global sample consisting of up to
150 countries. European countries are only a saipkeaof relevant destination countries for
human trafficking. Not only are there other develdgarget countries such as the United
States, Canada, Japan, Australia and New Zealabhd)dp several non-OECD countries such
as China, Pakistan, Turkey, Thailand and some Amtries, all of which are important
destination countries as well. This begs the goestihether Jakobsson and Kotsadam’s
(2011) finding can be generalized or is confine&twope.

Despite our sample being global like Akee et dR810a) study, we do not attempt to
estimate the incidence of trafficking at the bitate(dyadic) country level like they do.
Dyadic studies only outperform monadic studies saaglours if the data quality at the dyadic
level is sufficiently high. We contend that thisedaot hold for human trafficking. As will be
explained further below, even at the monadic leliel quality of data is relatively low. It is
much worse at the bilateral level. With this in ohione price that Akee et al. (2010a) pay for
moving to the dyadic level is the loss of all infation on the intensity of trafficking — their
dependent variable is a dichotomous one, i.e., lvenetrafficking between a country pair
exists or not. This loss of information may welbresent one reason why Akee et al. (2010a)
find no effect of prostitution laws on human treking in their main estimations.

The remainder of this article is structured asofell. In section 2, we discuss what
economic theory can tell us about the effects ghlieing prostitution on the incidence of
human trafficking. Contrary to Jakobsson and Kasad(2011), who suggest an

unambiguously positive effect, we show that theefis theoretically indeterminate because

5



the substitution effect and the scale effect warlopposite directions. Therefore, being an
essentially empirical question, we are keen to ttansa global dataset. We exploit a measure
of the reported intensity of human trafficking flswnto the country under observation on a
scale of 0 to 5. This measure and our researclgrd@se described in section 3, while section
4 presents the results. We find that countries Watalized prostitution have a statistically
significantly larger reported incidence of humarfficking inflows. This holds true
regardless of the model we use to estimate thetiegsaand the variables we control for in
the analysis. Also, the main finding is not domathby trafficking to a particular region of

the world.

2. THEORY
In this section, we discuss what economic theorggests regarding the effect of the
legalization of prostitution on trafficking. Aked al. (2010a) provide an excellent game-
theoretic analysis on the effects of anti-traffrakilaw enforcement in source and destination
countries between such country pairs. Howeverr tr@lysis tells us nothing about the effect
of the legalization of prostitution in itself. This because contrary to Akee et al.’s (2010a)
implicit underlying assumption, the legalization e@fostitution is not equal to laxer
enforcement of anti-trafficking laws and, conveys¢he fact that prostitution is illegal does
not imply stricter anti-trafficking enforcement. rhan trafficking always remains illegal even
if prostitution becomes legal. Moreover, by erramdyg equating the legal status of
prostitution with different levels of law enforcemewith respect to human trafficking, Akee
et al. (2010a) overlook other demand and supplgceffthat the legalization of prostitution
may have on human trafficking. Jakobsson and Kaisésl (2011) paper is closer to our
theoretical analysis in this regard as they diyeftitus on the supply and demand effects of
legalizing prostitution. However, they only taketanaccount the scale effect, i.e., the

expansion of prostitution markets after legalizatid\s we will show below, there is an
6



opposing substitution effect replacing illegal, ded prostitution with voluntary, legal
prostitution, making the overall effect indeterntaa

Our discussion is gender-neutral, referring to vitlials, persons and prostitutes in
general, rather than female prostitutes. This cabse the theoretical arguments, in principle,
equally apply to boys and, possibly, men, alsdfitkedd into the sex industry. We are, of
course, under no illusion that the overwhelmingargj of individuals affected by trafficking
are in fact girls and women.

A theoretical analysis of the effect of the legaldf prostitution on international
human trafficking is rendered complicated by thet that, as Edlund and Korn (2002) point
out, not all prostitution is the same. Street prason differs from prostitution in brothels,
bars and clubs, which also differs from prostitatadfered by call girls (and boys) and escort
agencies. Differences include, but are not limitedthe types of services rendered, numbers
of clients served, types of clients served, sizepayments and also the share of illegally
trafficked prostitutes working in each market segtméor simplicity, we will avoid such
complications by assuming that there is one singieket for prostitution.

Let us assume a situation in which prostitutioansrely illegal in a country and those
engaging in prostitution — i.e., sex workers, th@mps and clients — are prosecuted, if
caught. As with other illegal markets, e.g., therkaa for classified drugs or endangered
species, illegality does not eradicate the markgen that there is strong demand from clients
on the one hand, and the willingness to supplytjtuti®n services on the other hah@he
equilibrium quantity of prostitution will be a futien of supply and demand, just as in any
other market. A commonly recognized stylized facthat despite working conditions that
many would regard as exploitative, wages earneg@rbgtitutes tend to be high relative to
their human capital endowments such as educatidrskifis®> and therefore relative to the
wages they could earn outside prostitufiofihis has been explained by factors such as

compensation for social stigthand exclusion, risky and unattractive working dtinds, and



forgone marriage benefits (Cameron, 2002; Edlundd&n, 2002; Giusta, Di Tommaso &

Strgm, 2009). Another reason, we suggest, is thgeasation for allowing random and often
previously unknown clients to infiltrate privatecamtimate spheres. Importantly, there will
be a wage premium, all other things being equafrdstitution is illegal compared to a
situation in which prostitution is legal, since sexwrkers (and their pimps) need to be
additionally compensated for the risk of proseautibhis is similar to the price premium for
banned goods like drugs (Miron & Zwiebel, 1991; &y 2003).

What will be the effect of legalizing prostituticon the demand, supply, and thus
equilibrium quantity of prostitution? Starting withe demand effect, some clients will be
deterred from consuming commercial sex servicpsostitution is illegal and they expect that
there is a reasonable probability of being prosstuas this raises the costs of engaging in
such activities. Legalizing prostitution will théoee almost invariably increase demand for
prostitution’ Concerning supply, legalizing prostitution will dace some potential sex
workers (or their pimps) to enter the market, nantiebse who were deterred from offering
such services by the threat of prosecution anadvfaym the pay premium that arose from the
illegality of prostitution represented insufficieabmpensation — i.e., the risk of prosecution
creates costs that are not easily expressed in targneerms and can therefore not be
compensated for with a higher wage. One might @baje that supply could also decrease
given that the state will want to raise taxes frtagalized prostitution, whereas illegal
prostitution, by definition, does not entail payrmeh taxes. However, this is not the case.
Those unwilling or unable to operate legally (ithg meeting the legal obligation to pay
taxes), can continue to operate illegally. Beftiejr business was illegal because prostitution
was illegal; now their business is illegal due heit tax evasion in the shadow economy.
Supply could only decrease under the assumptidanthleastate prosecutes tax evasion more
vigorously than it prosecuted illegal prostitutibafore, which, we believe, will not be the

case’ As is the case with demand, supply will therefimerease as well. With demand and
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supply both increasing, the equilibrium quantitypodstitution will be higher in the legalized
regime compared to the situation where prostituisatiegal.

If the scale of prostitution becomes larger onas rendered legal, will the incidence
of human trafficking also increase? The increaspdlibrium quantity of prostitution will, for
a constant share of trafficked prostitutes amohgraktitutes, exert an increasing scale effect
on the incidence of international trafficking foroptitution purpose¥ This is the effect
Jakobsson and Kotsadam (2011) take into accoustoitly part of the whole story, however.
The full answer to the question depends on whapéragpto the composition of prostitutes and
whether any substitution effect away from traffidkarostitutes (towards domestic prostitutes
or foreign prostitutes legally residing and workimgthe country) is stronger than the scale
effect. Under conditions of illegality, a certaihase of prostitutes will consist of trafficked
individuals, given the difficulties in recruitingdividuals willing to voluntarily work in such
an illegal market! This share of trafficked prostitutes is likelyfadl after legalization. Sex
businesses wishing to take advantage of the Iggafitprostitution (instead of remaining
illegal) would want to recruit more national citieeor foreigners legally residing with a work
permit in the country since employing traffickedrdign prostitutes (or, for that matter,
illegally residing foreign prostitutes that weret m@fficked) endangers their newly achieved
legal status?

However, the legalization of prostitution will needuce the share of trafficked
prostitutes to zero. First, there may be insuffitisupply among domestic or legally residing
foreign individuals, given the risky and unattraetnature of prostitution which persists even
after legalization. Second, trafficked individuadse significantly more vulnerable and
exposed to the demands of their pimps, which mtieds continued employment attractive to
some extent. For example, a greater portion of theinings can be extracted, making their

pimps’ business more lucrative than operating \agal prostitutes. Third, clients might have



preferences for “exotic” sex workers from geograply remote places whose nationals are
unlikely to have legal rights to reside in the cioyn
There is consequently a substitution effect awaynfillegally trafficked prostitutes

(as well as illegally residing non-trafficked pritstes) to legally residing prostitutes, but just
how strong this substitution effect is remains ampigical matter. In sum, the effect of
legalization of prostitution on the internationgfficking of human beings is theoretically
indeterminate as the two effects, with unknown nitagies, work in opposite directions. We
therefore now turn to our empirical analysis to cshight on whether, on average, the

substitution effect or the scale (quantity) effégtninates.

3. RESEARCH DESIGN

(a) Data on human trafficking and prostitution laws
One of the biggest challenges of doing researduoman trafficking is the scarcity of reliable
and comparable data. Human trafficking is a clatmdescriminal activity, with those being
trafficked and involved in such activities beingrtpaf ‘hidden populations’ (Tyldum &
Brunovskis, 2005). Therefore, the true number oman trafficking victims is unknown
(Belser, de Cock & Mehran, 2005). Currently, exigtidata available across countries —
although reflecting fragmented information only ancbe divided into three categories:
characteristics of victims, trafficking routes, amguntry reports (Kangaspunta, 2003).
Extensive data on victims have been collected byriternational Organization for Migration
(IOM) and utilized for micro-analyses on the ch#eastics of human trafficking(Di
Tommaso, Shima, Stregm & Bettio, 200@ahmoud & Trebesch, 2010). The reports by the
United Nations Office on Drugs and Crime (UNODCQ802009), the US Department of
State (2001-2011) and the Protection Project (2p8&jide information on trafficking routes;
some of them being utilized in recent gravity asaf/on human trafficking (Akee et al.,

20104, b).
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Among the currently available sources, the aforgrored Report on Trafficking in
Persons: Global Patterns (UNODC, 2006) has aldeatetl and presented data on incidences
of human trafficking at the country level; therefdahe utilization of this report best serves the
purpose of our study. The UNODC Report providessfmountry information on the reported
incidence of human trafficking in 161 countries,asaring trafficking flows on a six-point
scale. To the best of our knowledge, this repattieésonly source with comparable data across
countries and covering most countries in the wondjch also differentiates between the
intensity levels of human trafficking inflows. Oampirical analysis is based on the UNODC
data given that we want to test the impact of pgsin laws on thedegreeof human
trafficking.

Our dependent variabl@rafficking) captures the incidence of human trafficking into
a country, taken from the Index on Incidence of &&pg of Destination Countries provided
by the UNODC Report. The Index has ordinal scoeesying from O to 5; O indicates no
reported inflow of human trafficking and 5 implieery high reported inflows (see appendix
A for more details). The Index was constructed bdase the Global Programme against
Trafficking in Human Beings (GPAT) Database, whinbludes reviews on publications by
113 institutions reporting incidences of humanfic&ing in 161 countries over the 1996-
2003 period. Cases reported by these institutioaese wollected in the GPAT Trafficking
Database and used to determine the scores ondidernice of human trafficking in countries
of destination, origin and transit, respectivelyheT 113 institutions represent major
informational sources on human trafficking and ¢sinsf international organizations (32%),
governmental institutions (27%), research instgute8%), NGOs (18%) and the media (5%)
(UNODC, 2006, p. 112). The Index has some limitaioFirst, it uses cross-sectional
aggregated information from the collection periddil®96-2003 — therefore a panel analysis
controlling for unobserved country and time effdstsot possible. Second, the geographical

distribution of the source institutions is biasedvards Western Europe (29%) and North
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America (18%)"-* suggesting that the data collected might leachtowerestimation of human
trafficking incidences in these regionslative to other regions due to reporting biases. In
absolute terms, such reporting biases are likelyntterestimate the incidence of trafficking in
countries outside Western Europe and North AmeWa. try to reduce the problem by
controlling for regional effects in our estimatidrhe countries in each category (score) of the
index are listed in appendix B. The main limitatiohthe UNODC data however is that
reporting will arguably depend on the quality aftitutions, judicial and police effectiveness,
in particular, but also on how aware the intermeilacommunity is about trafficking problems
in a particular country. However, a fair share lo¢ information the UNODC data covers
comes from research institutes (18%), NGOs (18%)l #he media (5%), mitigating the
problem of using official sources — the problent tther existing data such as crime statistics
confront more severely.

Our dependent variable thus does not reflect attatiicking flows, and needs to be
interpreted cautiousl¥:. Rather than being interested in actual absolubebeus, our analysis
focuses on the effect of legal prostitution onficking flows. To the extent that — controlling
for the substantial number of variables we emplejow — the degree of distortions in
reported trafficking intensities is not correlate@dh whether or not prostitution is legal, the
low quality of data will not bias our coefficienstenates, but will only make it less likely the
coefficients are statistically significant. Whileopably not sharply distinguishing between
different degrees of the crime, the indicator guably positively correlated with actual cases
of trafficking, so the index remains meaningful. otigate the problem that the ordered
categories of our dependent variable may not capture differences among destination
countries, we also constructed a binary dependanahle which is one for medium, high,
and very high inflows, and estimated the regressith probit rather than ordered probit.

Our results are unchanged. Still, the results shbalinterpreted with caution.
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Our main independent variable of interest.egalizedProstitution which indicates
the legal status of prostitution. Following Outshds (2004) typology on prostitution
regimes, we construct two dummy variables indigatih) whether or not prostitution is
legally allowed®® being 1 in this case and O otherwise; 2) whethemat 3° party
involvement (such as brothel operation) is adddlynlegally allowed, being 1 in the case
that brothels/pimping are legal and 0 otherwfsin our analysis, we focus on the effects of
the former — legalized prostitution — while thedatis employed to test whether the additional
legality of brothels creates an additional efféidie source data cover annual variations in
prostitution legislation in each country from 199% 2003, but there is very little change
over time in most countries and variance in thedliegd Prostitution variable is dominated
by cross-country variation. The coding is basedndormation from the Country Report on
Human Rights Practice (US Department of State, Z88¥B) and country reports on progress
in women’s rights submitted to the Committee on Bhenination of Discrimination against
Women (CEDAW Committee’f Appendix C shows the distribution of the legaltissaof

prostitution in the world.

(b) Estimation strategy
Our regressions are based on cross-section datareported inflows of human trafficking
referring to the 1996-2003 period. We include asmiynaountries as possible given the
availability of data for the dependent and tlegjalized Prostitutiorvariables. We therefore
impute the missing data on the control variablggec8ically, we impute continuous control
variables using multivariate normal regression,hw2D imputations, while the democracy
dummy is imputed with logistic regressibhAs will be shown in table 1, our results do not
depend on whether or not we impute these data fwiestimation. While striving to include
all relevant country observations, we nevertheksdude low-income countries from the

sample, as defined by the World Bank (2010). Tckifig for the purpose of sexual
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exploitation requires that clients in a potentiastihation country have sufficient purchasing
power to pay for such services, as well as requiomestic supply to be somewhat
constrained. Neither of these pre-conditions ieljikto hold in low-income countries:

domestic clients are too poor to be attractive ntdiefor potential traffickers and the

widespread poverty among the domestic populaticsures that there is no shortage of
domestic supply. Low-income countries are therefmguably outside the relevant sample
population®

Our estimation equations take the following form:

v; = a + [, Prostitution; + (iX; + faRegion; + g, 1)

where ¥i represents the reported degree of human traffickiflows in country! , and

Prostitution; js our dummy variables for whether or not prosititu is legal. X: is the

vector of explanatory variables, ar is the idiosyncratic error term. Given the cross-
sectional nature of our dataset, we cannot comtrolinobserved country heterogeneity by
including country fixed effects. Nor can we findaitable and valid instrument that would be
partially correlated with outegalized Prostitutiowvariable, but uncorrelated with unobserved
country heterogeneity. To mitigate any bias thighmintroduce, and in order to capture at

least some heterogeneity across groups of countveegnclude regional fixed effects instead,

denoted asRegion; ? |n all regressions, we use robust standard eribing. dependent
variable is categorical and ordinal. We therefose wrdered probit to estimate the main
equations; the results are robust toward usingreddegit instead.

Our baseline estimation accounts for the most itapordeterminants of human
trafficking flows, according to the previous littuee (Akee et al., 2010a, b; Cho, 2011, 2012,

Jakobsson & Kotsadam, 2011). We include measurdk@f per capita income and (log)
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population size from the World Bank’s World Devaitognt Indicators (2010) as control
variables, since richer and more populous counsiesild experience a higher incidence of
human trafficking inflows. In addition, we includerule of law indicator from the World
Bank Governance Indicators (Kaufmann, Kray & Maztiu2009), ranging from -2.5 to 2.5,
with higher values corresponding to better outcariés expect a better rule of law to reduce
trafficking flows due to traffickers facing a highesk of prosecutio An index indicating
democratic governments is taken from Cheibub, Gh&ndreeland (2010). The dummy is
coded as 1 if multiple parties are legally alloveaul exist outside the regime front, as well as
if the selection of the executive and the legisitinvolves an either direct or indirect
mandate from an electorate (Cheibub et al., 204l0pther things being equal, democracies
tend to have more open borders, which lowers gleat detection for traffickers. We include
the share of Catholics living in a country in ordeicontrol for cultural effects® Cho (2012)
has shown that countries with larger shares of dliath have smaller human trafficking
inflows. As religiosity reduces sexual tolerandeanguably reduces demand for prostitution
services and thus implies less trafficking, aleetgjual (Saguy, 1999). The control variables
refer to the year 1995, so they precede the depenvdeable, with the exception of the rule
of law indicator, which is from 1998.Finally, we include the (logged) share of pre-Bmip
migrants in a country because potential traffickingims might be attracted by the existence
of pre-existing migrant networks (Mahmoud & Trelles2010). Data are taken from the
UNDP Human Development Report (2010) and are ombilable for 1990 and 2005. We
take the year 1990 to avoid problems with endoggA®iAppendix D provides more
information on the sources and definitions of thég&, while appendix E reports descriptive

statistics.
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4. RESULTS
As argued in section 2, the effect of legalized sptotion on trafficking inflows is
theoretically indeterminate due to opposing scalé substitution effects. We now analyze
which effect dominates in our global sample of daes. Column 1 of table 1 shows the basic
results with the sample excluding low-income coiestr Data for six countries were
incomplete and are thus imput&dCountries where prostitution is legal experiendarger
reported incidence of human trafficking inflows,thvithe estimated coefficient statistically
distinguishable from zero at the five percent le®dgarding the control variables, reported
trafficking declines with better rule of law, atetlien percent level of significance. Countries
with higher GDP per capita, larger populationsgégrstocks of pre-existing migrants, and a
democratic political regime experience a largeorggal incidence of trafficking inflows, with
all of these results being statistically signifitaat the five percent level. The share of
Catholics is marginally insignificant, with a neigat coefficient. The regional dummies are
jointly significant at the five percent level. Aart be seen, relative to the omitted reference
category of Western Europe and other industrialzzmaghtries, all regional dummies, with the
exception of East Asia, have negative coefficierttawever, only the dummies for
developing Europe and Latin America are significantonventional levels.

Column 2 includes a dummy that indicates whethanatrthird-party involvement in
prostitution is legal. It takes the value of onérbthel operation or pimping is legal and zero
otherwise (i.e., when prostitution is illegal orlpmself-employed prostitution is legal). The
coefficient of the dummy is marginally insignifidanvhile the dummy for legal prostitution
in general remains almost unchanged. This mightyirtimat legalization of prostitution, per
se, is more important in explaining human traffickithan the type of legalization, i.e.,
whether brothel operations or pimping are alsovadld. This suggests that our assumption of
a single prostitution market is justified. Note hewgr that the dummy for legal third-party

involvement is different from the legal prostitutidlummy in only 10 countries. If we omit
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the legal prostitution dummy, the dummy indicatihg legality of brothels and pimping is
significant at the ten percent level (column 3).

In column 4 we include low-income countries, whitdumn 5 exclusively focuses on
high-income countries instedAs can be seen, the effect of legal prostitut®maé longer
significant when low-income countries are includéd we have argued in the previous
section, low-income countries are largely irreldvéor international traffickers and the
inclusion of these countries in the sample injexismuch noise into the estimations as to
render the identification of a significant effedttbe prostitution variable more difficult. In
the high-income country sample, the coefficientegfal prostitution is significant at the ten
percent level, with a larger coefficient, indicgftithat the effect of legalized prostitution,
compared to middle-income countries, is strongerigi-income countrie€ The significant
coefficient in this sample is consistent with Jadsin and Kotsadam’s (2011) results for the
European Union. Columns 6-8 illustrate changeshm mnethod of estimation to test for
robustness. Column 6 uses OLS instead of ordemaitpFinally, we report results without
imputing our data in column 7 (with ordered prolaitid column 8 (with OLS). For the most
part, the results remain unchangéd.

The substantive effects of the statistically sigaifit variables are also important.
When calculating these effects for the second lsiglevel of the dependent variable (i.e., a
value of 4), the results in column 7 imply thatiacrease in the rule of law by one standard
deviation centered around the mean reduces théirmageobability of being in this second
highest category (which is 12.1 percent) by 1.&@atage points. A one standard deviation
increase in the share of Catholics among the ptpaolaeduces the probability by almost 5
percentage points, while a corresponding increagei capita GDP increases the probability
by 2.5 percentage points. The corresponding nurabdroth population size and the stock of
migrants is around 1.3 percentage points. Demagsdtave a 13.4 percentage points higher

probability of receiving high reported inflows. Wherostitution is legal the probability to be
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in this second highest category is more than 12r8gmtage points higher. For comparison,
the probability of being in the lowest categoryreteiving no reported inflow of human
trafficking is 5.3 percentage points lower in coied with legal prostitution. The
corresponding values for the other categories Hdgat a value of 1), -8.6 (value of 2), +8.6
(value of 3), and +1.2 (value of 5) percentage {30in

Figure 1 shows the partial leverage plot basecherihear OLS model of column 8.
While OLS is typically not the estimator of choit@ strictly positive ordered categorical
dependent variables (not least because it prodoegative predicted values), such a plot
allows us to check whether our results for the llsggtus of prostitution appear to be driven
by a few influential outliers. Figure 1 shows tha@s is not the case.

— Insert Figure 1 here —

5. ROBUSTNESS TESTS
We perform two important robustness tests. In tableve estimate regional jackknife
analyses, in which all countries of one particuégion are dropped from the analysis one at a
time in order to test whether the results are drilog the presence of observations from a
specific region in the sample. The results show tlmame of the regions substantially drives
the coefficient of prostitution laws. The individuexclusion of each region leaves the
coefficient significant at the ten percent leveleatst.

Next we turn to the robustness of our resulthé&dhoice of control variables. As the
theory and empirics of human trafficking flows hawaly begun to be seriously addressed
recently, there is still considerable uncertaintyerowhich explanatory variables to include
among its determinants. To examine the sensitofitye results reported above, we therefore
employ (variants of) the extreme bounds analysBA(E as proposed by Leamer (1983) and
Levine and Renelt (1992), as our second test fousmess® EBA enables us to examine

whether our main result that countries with legadstitution experience a larger reported
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inflow of human trafficking is indeed robust, inggent of which additional variables are
also included in the set of control variables.

To conduct an EBA, we estimate equations of thieviohg form:

Vi = BmM + BrF + B2Z + v (2)

where¥: again measures reported human trafficking flowsantryi; M is a vector
of “commonly accepted” explanatory variables & a vector containing the variables of
interest (i.e., the legal prostitution dummy). Thector Z contains up to three possible
additional explanatory variables (as in Levine &Bk, 1992), which, according to existing
literature, might be causally related to the dependariable. The error termvs

The EBA-test for a variable iR states that if the lower extreme bound fpr— i.e.,
the lowest value fof= minus two standard deviations — is negative, wthileupper extreme
bound forfr — i.e., the highest value fgi plus two standard deviations — is positive, the
variableF is not robustly related to human trafficking flows. Salstartin (1997) argues that
this criterion is far too restrictive for any vabrla to pass the test. If the distribution of the
parameter of interest has both positive and negatinport, then a researcher is bound to find
at least one regression model for which the es@chapefficient changes sign if enough
regressions are run. Consequently, not only do epert the extreme bounds, but also the
percentage of the regressions in which the coefitoof the variabl& is statistically different
from zero at the five percent level.

Moreover, instead of merely analyzing the extreroans of the estimates for the
coefficient of a particular variable, we follow S&tMartin’s (1997) recommended procedure
and analyze the entire distribution. Accordinglye aiso report the unweighted parameter
estimate ofgr and its standard error, as well as the unweiglti@tulative distribution

function, CDF(0* The latter represents the proportion of the cutiudadistribution
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function lying on each side of zero. CDF(0) indé&sathe larger of the areas under the density
function (either above or below zero). ThereforBF) always lies between 0.5 and 1.0.

The vectorM contains the same variables as the regressioniseirtables above.
Specifically, we focus on the specification showrcolumn 1 of table 1, again using ordered
probit with robust standard errors, and again inmguthe explanatory variablé€&To test for
the robustness of our results we have collecterteh of 27 additional variables which could
potentially influence the level of human trafficgifflows and are potentially related to the
effect of prostitution law&>

Our choice of variables derives from an extensexew of the existing literature
(Akee et al., 2010a, b; Cameroon & Newman, 2008),@011, 2012; Danailova-Trainor &
Belser, 2006; Jakobsson & Kotsadam, 2011; Mahmoudir&esch, 2011; and Potrafke,
2011). It covers four important aspects of potémteerminants of human trafficking, namely
international movement of people, societal vulngitgbto human trafficking, crime, and
policies combating such crime (Cho, 2012). Besithes 14 variables used for the baseline
estimations, 27 additional variables are listedWweMe use the (logged) number of incoming
tourists to measure short-term flows of human mauv@racross borders. We also include two
measures of a country’s visa restrictions, indigathe number of countries whose citizens
are allowed to enter the country without a Vi5@he share of a country’s population living in
cities is included because urbanization may créateand for cheap services in, for example,
household work and construction which traffickingtvns can potentially provide, while
trade (as a percentage of GDP) captures flows oflg@nd services which may impact on
human movements. We include indices measuringxiste@ce of laws for the prosecution of
perpetrators engaged in human trafficking, theqmotodn of victims, and the prevention of
human trafficking (taken from Cho et al., 2011) ¢heck whether the legal status of
prostitution spuriously picks up the effect of pa#s aimed at combating human trafficking.

The share of right-wing governments in power ower 1990-95 period is included, as right-
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wing governments can reasonably be expected todaakegher stance on illegal migration,
an important source of human trafficking inflowsndsnployment rates among men and
women and employment in the agricultural sectora(g@ercentage of total employment) are
also included because they have the potential ptuca the demand for cheap and possibly
exploitative labor in society outside the marketgoostitution. Literacy is included because a
higher level of education can lead to a higher llefepublic awareness towards human
trafficking. Mortality rates of children under fiue a proxy for the basic living conditions in a
country, a pulling factor of international migratiolThe shares of Muslims and, respectively,
Protestants in the population are included to agtctar potentially varying moral values, so
the two groups might have different propensitiesdnsume the services of trafficked persons
(Potrafke, 2011). We include an index measuringpantry’s media freedom, taken from
Freedom House (2010). Arguably, a freer media isentikely to report on delicate issues
such as human trafficking, making it more likelyattitrafficking flows will be reported.
Dummies for English, French, Spanish, Portugueseé,@erman speaking countries, as well
as dummies for British, Socialist, French, Gernaargd Scandinavian legal origin are included
to account for some additional group heterogeraitypng countries. All variables and their
sources are listed in appendix B.

The results for the EBA models are presented ifetdpbased on 3,303 regressions
(with 116 observations each). Following Sala-i-Nrgrive use a CDF(0) value of 0.90 as the
threshold above which we consider variables todist. As can be seen, the results mirror
those of table 1 above. With the exception of foiuthe regional dummies, all variables used
for the baseline estimations pass the robustnéssian. The effect of the legal prostitution
dummy is clearly robust to the choice of explanatmariables, as indicated by a CDF(0) of
0.99. The dummy is significant at the five perclevel (at least) in almost all of the 3,303

regressions run.
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6. CASE STUDIES

Our empirical findings so far indicate that thelscaffects of the expansion of prostitution
markets after legalization dominate the substituteffects away from human trafficking.
However, our quantitative empirical analysis isssrgectional. As pointed out already, this
means we cannot control for unobserved country rbgémeity. Also, while we have
established that the legalized status of proshituts associated with a higher incidence of
trafficking inflows, a cross-sectional analysis i©an provide a conclusion as to whether
legalizing prostitution would result in increasedfficking after legalization. In order to
provide anecdotal evidence that our estimated effédegalized prostitution is likely to
capture a causal rather than a spurious effectnave briefly analyze three country case
studies, namely Sweden, Germany and Denmark. These countries changed their
prostitution law during the 1996-2003 period ouvestigation covers, albeit in opposite
directions. Sweden prohibited prostitution in 1998hile Germany further legalized
prostitution by allowing third-party involvement 2002. Denmark, where prostitution as a
main income source was previously illegal, decrahaed prostitution in 1999. Since then,
self-employed prostitution is legal but brothel agimn is still forbidden in Denmark.

We have sufficient data for Germany to comparentimber of trafficking victims in
the pre- and post-legalization period. For Sweded Benmark, we lack such data. We
therefore compare the available data for Sweden #fe prohibition of prostitution with data
for Denmark, where prostitution was legalized. Sewvednd Denmark have similar levels of
economic and institutional development, and a simgeographic position, which, as our
guantitative analysis shows, are important deteants of human trafficking.

Sweden amended its prostitution law in 1999 by jmitihg all forms of commercial
sex and punishing the purchase of sex with a fmanprisonment for a maximum of six
months. Prior to the amendment, Sweden allowedeseffloyed individual prostitution while

prohibiting brothel operatiofDi Nicola et al., 2005). The amendment was intreduafter
22



long debates over the root causes of prostitunoBwedish society, with the new law stating
that prostitution by nature is always exploitatiasmd that the purchase of sexual services
provided by women and girls amounts to discrimoratiagainst them (Ekberg, 2004).
Furthermore, this new law links prostitution to hammtrafficking and specifically states the
former as an alleged cause of the latter (Ekbed@4R Ekberg estimates — based on various
cases reported to the Swedish Ministry of Indudgmployment, and Communications — that
the number of prostitutes in Sweden decreased rrathfestantially from 2,500 in 1999 to
1,500 in 2002, with street prostitution in partexutlecreasing by between 30-50% after the
prohibition of prostitution. At the same time, Ekbeoints out that even though so-called
‘hidden prostitution’ via internet and escort seed may have increased, it is generally
agreed that the prostitution market in Sweden ectdd after prohibition, as a buyer now
risks facing criminal charges for purchasing sex Kbicola et al.,, 2005; Ekberg, 2004,
Jakobsson & Kotsadam, 2011). Such evidence of mksifig market indicates that the
prohibition of prostitution in this particular cab@as a negative scale effect on prostitution
markets, as theory predicts.

However, whether or not human trafficking inflowsvie reduced after the prohibition
in Sweden is a trickier question to answer becatfisiee lack of sufficient time-series data on
the number of victims. Di Nicola et al. (2005) piger annual estimates of human trafficking
victims for sexual exploitation in Sweden during th000-03 period, suggesting anywhere
between 200 to 600 victims per year. This would maashare of trafficked individuals
among the estimated 1,500 prostitutes of betweeB%dand 40%. There are, however, no
available nationwide statistics on trafficking was prior to the amendment in 1999 and
therefore, a direct comparison between the pre-psd-prohibition periods is impossible.
However, for the substitution effect to dominate Htale effect, as well as for the number of
trafficked prostitutes to have been higher aftesptution was rendered illegal, it would need

to be shown that the share of trafficked prostgwt@s less than 8% at the minimum estimate,
23



or 24% at the maximum estimate of 2,500 prostityesr to 1999. A compositional shift
from 13.3% to 8% (minimum estimate) or from 4092496 (maximum estimate) is of course
possible, but would appear to require quite a laigt.

A comparison between Sweden and Denmark, a neigigoaountry with similar
socio-economic conditions yet reforming their prason laws in the opposite direction,
tentatively suggests that compositional differenae®ss regimes legalizing and prohibiting
prostitution have been small. Since 1999, Denmak &llowed individual, self-employed
prostitution, while prohibiting brothel operatiorgpresenting the same level of legality in
prostitution as Sweden had before the 1999 refdine. ILO estimates the stock of human
trafficking victims in Denmark in 2004 at approxitaly 2,250, while the estimated number in
Sweden is about 500 (Global report data used irell@am-Trainor and Belser, 2008) This
implies that the number of human trafficking vicinm Denmark is more than four times that
of Sweden, although the population size of Swe@ehrillion) is about 40% larger than that
of Denmark (5.3 million). Importantly, the Globaéport also estimates the number of
prostitutes in Denmark — about 6,000 — to be thoetour times larger than the number in
Sweden. This comparison thus tentatively suggéwets the share of trafficked individuals
among all prostitutes is fairly similar in the tveountries, despite one prohibiting and the
other permitting prostitution. This in turn, wowdggest that compositional changes and thus
the substitution effect are likely to have beenlsifa

Contrary to Sweden, Germany introduced a more dibprostitution law in 2002.
Today, prostitution in Germany is regulated by kawd regarded as a ‘regular job’ subject to
tax payment and retirement schemes (Di Nicola et2805). Prior to 2002, Germany only
allowed individual, self-employed prostitution watlt third party involvement. Having a
liberal prostitution regime, Germany is known toséane of the largest prostitution markets
in Europe, with about 150,000 people working asspiutes (Global report data used in

Danailova-Trainor and Belser, 2006). This meansttit@number of prostitutes in Germany is
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more than 60 times that of Sweden, while havingpugation (82 million inhabitants) less
than 10 times larger. In terms of human traffickingtims, the ILO estimated the stock of
victims in Germany in 2004 to be approximately 8P,8- about 62 times more than in
Sweden (Danailova-Trainor & Belser, 2006). Agalre share of trafficked individuals among
all prostitutes appears to be quite similar in boolintries, corroborating the view that any
compositional differences across prohibitionist seghlized prostitution regimes are likely to
be small. Additionally, Di Nicola et al. (2005) mide annual estimates of trafficking victims
used for sexual exploitation in Germany over th®6t2003 period, which can shed some
light on the changing number of trafficked progesi The estimates show that the number of
victims gradually declined between 1996/97, thst fiears of data collection, and 2001, when
the minimum estimate was 9,870 and the maximum 4097 However, this number
increased upon fully legalizing prostitution in 20Gas well as in 2003, rising to 11,080-
22,160 and 12,350-24,700, respectiv@lyThis is consistent with our result from the
guantitative analysis indicating a positive cortiela between the legal status of prostitution

and inward trafficking.

7. CONCLUSION

This paper has investigated the impact of legalipedstitution on inflows of human
trafficking. According to economic theory, theree awo effects of unknown magnitude. The
scale effect of legalizing prostitution leads toeapansion of the prostitution market and thus
an increase in human trafficking, while the subgiin effect reduces demand for trafficked
prostitutes by favoring prostitutes who have legaidence in a country. Our quantitative
empirical analysis for a cross-section of up to XsQintries shows that the scale effect
dominates the substitution effect. On average, tmswith legalized prostitution experience
a larger degree of reported human trafficking wloWe have corroborated this quantitative

evidence with three brief case studies of Swedemniark and Germany. Consistent with the
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results from our quantitative analysis, the legdlan of prostitution has led to substantial
scale effects in these cases. Both the cross-gognmparisons among Sweden, Denmark
and Germany, with their different prostitution negs, as well as the temporal comparison
within Germany before and after the further legalan of prostitution, suggest that any
compositional changes in the share of traffickedlvidluals among all prostitutes have been
small and the substitution effect has thereforenlmmminated by the scale effect. Naturally,
this qualitative evidence is also somewhat tergadis there is no “smoking gun” proving that
the scale effect dominates the substitution effeud that the legalization of prostitution
definitely increases inward trafficking flows. Tipeoblem here lies in the clandestine nature
of both the prostitution and trafficking marketsaking it difficult, perhaps impossible, to
find hard evidence establishing this relations@pr central finding, i.e., that countries with
legalized prostitution experience a larger reportedidence of trafficking inflows, is
therefore best regarded as being based on the mnelcaile existing data, but needs to be
subjected to future scrutiny. More research in #mesa is definitely warranted, but it will
require the collection of more reliable data tabBsh firmer conclusions.

The likely negative consequences of legalized pittgtn on a country’s inflows of
human trafficking might be seen to support those afgue in favor of banning prostitution,
thereby reducing the flows of trafficking (e.g., tShoorn, 2005). However, such a line of
argumentation overlooks potential benefits thatlégalization of prostitution might have on
those employed in the industry. Working conditimmuld be substantially improved for
prostitutes — at least those legally employed —pnbstitution is legalized. Prohibiting
prostitution also raises tricky “freedom of choicssues concerning both the potential
suppliers and clients of prostitution services.ull €valuation of the costs and benefits, as
well as of the broader merits of prohibiting prasgion, is beyond the scope of the present

article.
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NOTES

! See Batsukova (2007) and Ekberg (2004), then SWeNlinister of Industry, Employment, and
Communications, as well as the New York Times ragutommentator Nicholas D. Kristof
(International Herald Tribune, 2011) for similaewis.

2 On the other hand, thimternational Protocol to Prevent, Suppress and iBanTrafficking in
Persons, Especially Women and Children, supplemgritie United Nations Convention against
Transnational Organized Crim@000), does not clearly state its position coniogrprostitution.

% In addition, Di Nicola, Orfano, Cauduro and Co(005) provide descriptive statistics focusing on
11 EU countries. According to their results, sargbrostitution laws are correlated with reduceavd

of human trafficking. In ongoing research followittgs paper, Hernandez and Rudolph (2011) also
examine the effect of legalization of prostitutiamvs on trafficking flows to 13 European countries.
However, the fixed country dummies included in ttaialysis do not allow for the exploitation of the
cross-sectional variation in prostitution laws. iFlresults reflect the few changes in the lawshaf t
sample countries over the 1998-2009 period.

* Note that we can remain agnostic as to whether @fnthose individuals actually supplying
prostitution services do so “voluntarily.” What neas is that either prostitutes themselves, orr thei
pimps forcing them to prostitute themselves, aléngito supply prostitution services.

® With regard to prostitution, the apparent physat#iactiveness and age of prostitutes can beadruci
endowments determining the price level of theiuséservices (Edlun& Korn, 2002).

® Wages that forced prostitutes (e.g., traffickingtims) actually receive may not be high, with the
profits earned by their pimps being high instead.

" Nussbaum (1999) describes the similarities of lgodsks and working conditions colonoscopy
artists and prostitutes face and the level of skilquired for these professions. By doing so, she
challenges the rational basis of the social stigmmaosed on prostitutes (i.e., prostitutes as fallen
women lacking bodily integrity).

8 We say “almost” invariably, since one could comstran argument that the illegality of prostitution

renders the service more interesting and thusghedrnidemand. There might be some clients who are
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drawn to prostitution mainly because of its illétyalbut we think this phenomenon is unlikely to be
common. For further discussions on clients’ riskrgion and decision to buy sex, see Cameron and
Collins (2003), and Giusta et al. (2009).

° The large size of the shadow economy in most cmssuggests that states do not prosecute tax
evasion vigorously (Schneider, 2005).

1% Consistent with this proposition, Danailova-Traimmd Belser (2006) show that human trafficking
is higher in countries with a larger sex industry.

' A domestic individual’s willingness to work as eogtitute also depends on their opportunities in
other labor markets.

12 1f there were severe constraints on the expansfoprostitution services provided by domestic
individuals despite its legalization, then the shaf trafficked prostitutes could even increaseisTh
will typically not be the case.

13 The distribution of the other regions is: Asia¥d)] Africa (5%), Central and Eastern Europe (5%),
Latin America (4%), Oceania (4%) and the CIS (2%),addition to 22% of institutions being
categorized as international.

* There is a concern that the UNODC data does rpiticathe number of human trafficking victims
because the data are not weighted by the (repamtedper of victims but weighted by the frequency
the subject is mentioned in the reports. In faaintimg the number of victims is one of the most
challenging problems in human trafficking reseamhd the literature has not yet agreed on
appropriate estimation methods (Kangaspunta, 2008g UNODC (2006) report explains that
weighting by the quoted number of victims distafte validity of information to a large extent
because quoted figures of victims from differenirses tend to contradict each other.

15 prostitutes can be self-employed or employed berst (through brothels, for example). The vast
majority of countries with legalized prostitutioloav self-employed, street prostitution only, boéete

are several countries which allow both self-emplegitrand brothel operation. In our sample, there is
no country which legalized brothel operation wigtehibiting self-employment.

16 Jakobsson and Kotsadam (2011) also follow thishotetand construct a variable for prostitution

legislation in 2003 for 39 European countries.
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" That is, one year prior to the collection of datethe incidence of human trafficking, the dependen
variable.

'8 In constructing the prostitution law variable, uge the CEDAW country reports for the 1995-1998
period, and the US Human Rights Reports for thé918®8 period.

19 Coefficients and standard errors are adjustedrditmpto Rubin’s (1987) combination rules.

% Tellingly, there is only one low-income countryai@bodia) with a high incidence of inward
trafficking and in this case the demand is drivgnfdreign tourists. Modeling the international sex
tourism industry is beyond the scope of this paper.

2L We additionally included dummies indicating incogr@ups. However, given that these dummies
did not turn out to be jointly significant at cominal levels, we exclude them from the estimation
Our results are not affected by this.

2 The effect of prostitution laws on human traffisggiflows might also be affected by the enforcement
of international treaties against trafficking. Whea control for government’'s compliance with anti-
trafficking laws regarding the prosecution of pergers, protection of victims, and prevention loé t
crime (using data constructed in Cho, Dreher & Nayen, 2011) our results are not affected. Among
the three indices we use to measure compliance anthtrafficking policies, only protection is
significant at conventional levels, with the exmecpositive coefficient. We include these indices i
our tests for robustness below. Another interestingstion would be to investigate the effect of
legalized prostitution on the enforcement of arafficking policies. We leave this question foruue
research.

% We do not include a similar variable for the shafévluslims in our main estimations since this
variable is highly correlated with our regional dusnvariable for North Africa and the Middle East.
However, we include such a variable in our extréxmends analysis in the robustness section.

24 The index is also available for one prior year9@.9However, the number of observations is
substantially lower so we prefer using data frora8L.bhstead. Note that the coding for the prostiuti
dummy refers to the year 1995. For some countpesstitution law changed during the 1996-2003

period: Bangladesh (2000), Colombia (2002), Germég02), Denmark (1999), Greece (1999),
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Hungary (1999), Netherlands (2000), New Zealan®@320and Sweden (1999). Our results are robust
to the exclusion of these countries.

% A set of variables of potential importance we atrinclude here refers to countries’ immigration
policies. While such policies are available fores¢dd industrial countries, they are not availdbte

the large sample of less developed countries insample. We address one part of immigration
policies by including the countries’ visa restiicts in our robustness section. Our results do not
depend on this.

% These are Cuba, Hong Kong, Irag, Libya, Qatar,Serthia.

" The World Bank (2010) defines these groups tohose with a 2009 GNI per capita below $995
(low income) and $12,276 or more (high income)cttumn 4, data for ten countries are imputed:
Afghanistan, Cuba, Hong Kong, Iraq, Democratic Réipwf Korea, Libya, Myanmar, Qatar, Serbia,
and Zimbabwe. In column 5, data for Hong Kong ada@are imputed.

% Note that the regional dummies cannot be includettiis regression given that the World Bank’s
regional classification includes high income couastin the Western and other industrialized coastri
group.

# For these models, we can also calculate goodridisstatistics that cannot readily be provided fo
the imputed models. In the ordered probit modelufoa 7), McFadden's Adjusted® & 0.16, while

the adjusted R-squared for the OLS model is 0.6len 8).

% The Stata code we use follows Gassebner, Lami&amnch (2011).

31 See Sturm and de Haan (2001).

% The results reported below consequently refleetitipact of the additional control variables rather
than those of different samples.

% The control variables again refer to the year 19@fh the exception of the share of right-wing
governments and anti-trafficking policies. The ghairgovernments refers to the 1990-1995 period, as
we expect the type of government over a longerogdetd be more important than the stance of a
government in a particular year. The policy indiees not available for 1995, so we take the average

over the 1996-2003 period (i.e., the same yearddpendent variable refers to).
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3 One of the measures considers a country to befréisaf one can obtain a visa upon arrival at the
border, whereas the other counts this as a visidctes.

% We thank Gergana Danailova-Trainor and Patricls@elor sharing their data. The estimates of the
ILO are in line with Di Nicola et al.’s estimatevgn that the duration of the victims being trafédks
generally between 3 to 18 months (Belser et aO520Di Nicola et al., 2004).

% Part of the demand in Denmark might however atigeto the change in Swedish prostitution laws
and vice versa. As pointed out by Collins and Ju@§4.0), clients can be expected to react to inter-
jurisdictional differences in regulations. Swedidlents might cross the border and use prostitution
services in Denmark, while prostitution and tradiig in Sweden might be higher if prostitution were
illegal in Denmark as well.

37.0n the other hand, the number of victims iderdifiy the police varies from year to year without a
clear pattern, probably reflecting the level of @nément and policy priority rather than the true
magnitude of the problem (see German Federal POlifiee, 1999-2009).

¥ This increase is partly attributable to the chaimgéhe definition of human trafficking victims in
2003; German nationals are also included in thegoay from 2003 onwards. However, this change
does not fully explain the increase because Gemasinnals amount to only 10.3% of all victims in

the given year (German Federal Police Office, 2005)
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Table 1: Human Trafficking and Prostitution, crgsstion

(1) (2) (3) (4) (5) (6) (7) (8)
Legal prostitution dummy 0.665** 0.612** 0.322 0.948* 0.625** 0.694** 0.662***
(2.38) (2.18) (1.45) (1.83) (2.61) (2.47) (2.74)
Legal brothels dummy 0.555 0.689*
(1.60) (1.95)
Rule of law -0.555* -0.547* -0.361 -0.322 -0.827 -0.559** -0.536* -0.546**
(1.86) (1.83) (1.42) (1.42) (1.45) (2.13) (1.75) (1.99)
(log) population 0.232** 0.241*** 0.235*** 0.195** 0.530** 0.177** 0.236** 0.187**
(2.50) (2.60) (2.59) (2.37) (2.33) (2.09) (2.49) (2.11)
(log) GDP per capita 0.664** 0.627** 0.495** 0.444** 0.787 0.645*** 0.674** 0.673***
(2.37) (2.23) (2.01) (2.27) (1.32) (2.72) (2.27) (2.67)
Democracy dummy 0.780** 0.750* 0.801** 0.614** 0.219 0.635* 0.813* 0.678*
(2.02) (1.94) (2.07) (2.28) (0.32) (1.91) (1.91) (1.83)
(log) migrant stock 0.228** 0.221** 0.244** 0.258*** 0.183 0.200** 0.222** 0.196**
(2.28) (2.21) (2.43) (2.91) (0.86) (2.23) (2.10) (2.07)
Share of catholics -0.006 -0.006 -0.005 -0.005 -0.010* -0.005 -0.007* -0.006
(1.48) (1.53) (1.22) (1.35) (1.92) (1.37) (1.65) (1.57)
East Asia dummy 0.251 0.159 -0.059 0.173 0.379 0.312 0.456
(0.36) (0.23) (0.09) (0.29) (0.59) (0.42) (0.65)
Developing Europe dummy -1.057* -1.148* -1.199** -1.101** -0.909* -1.050* -0.890
(1.77) (1.94) (2.06) (2.10) (1.72) (1.69) (1.59)
Latin America dummy -1.658*** -1.750*** -1.561*** -1.376*** -1.478*** -1.518*** -1.361**
(3.20) (3.35) (3.15) (3.08) (2.99) (2.87) (2.61)
MENA dummy -0.726 -0.882 -1.056** -0.925** -0.587 -0.723 -0.592
(1.26) (1.53) (1.97) (1.97) (1.04) (1.17) (0.93)
South Asia dummy -0.566 -0.633 -0.866 -1.530** -0.280 -0.526 -0.224
(0.92) (1.02) (1.38) (2.37) (0.51) (0.84) (0.39)
Sub-Sahara Africa dummy -0.848 -0.942 -0.979 -0.905* -0.696 -0.734 -0.566
(1.36) (1.51) (1.62) (1.75) (1.16) (1.07) (0.83)
Sample no poor no poor no poor all rich no poor no poor no poor
Method 0. Probit, 0. Probit, O. Probit, 0. Probit, 0. Probit, oLS Order Probit oLS
imputed imputed imputed imputed imputed imputed
Number of countries 116 116 116 150 46 116 110 110

Absolute t-statistics in parentheses; * (**, **f)dicates significance at 10 (5, 1) percent level.
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Table 2: Regional Jackknife, Human Trafficking afrdstitution, Ordered Probit, imputed

(1)

(2)

3)

(4)

(5) (6)

()

Legal prostitution dummy 0.704* 0.794*** 0.603* 0.565* 0.696** 0.652** 0.677**
(1.84) (2.63) (1.91) (1.84) (2.47) (2.32) (2.34)
Rule of law -0.390 -0.641** -0.552* -0.536 -0.631* -0.537* -0.506
(1.26) (2.02) (1.94) (1.44) (1.91) (1.80) (1.61)
(log) population 0.177 0.193* 0.152 0.362%** 0.284*** 0.226** 0.231**
(1.61) (1.94) (1.43) (3.67) (2.68) (2.44) (2.43)
(log) GDP per capita 0.588* 0.749** 0.486 0.691** 0.788** 0.660** 0.595**
(1.912) (2.44) (1.60) (2.15) (2.52) (2.37) (2.05)
Democracy dummy 0.886* 0.730%* 0.898** 0.631 0.788** 0.761** 0.753*
(1.66) (1.75) (2.19) (1.45) (2.00) (1.98) (1.93)
(log) migrant stock 0.188* 0.255** 0.453%** 0.146 0.170 0.220** 0.204**
(1.68) (2.34) (3.76) (1.34) (1.59) (2.22) (1.96)
Share of catholics 0.002 -0.006 -0.007 -0.007 -0.007* -0.006 -0.007
(0.26) (1.38) (1.56) (1.44) (1.72) (1.46) (1.56)
East Asia dummy 1.085* 0.248 -0.152 0.222 0.266 0.158
(1.82) (0.30) (0.22) (0.30) (0.38) (0.22)
Developing Europe dummy -0.068 -1.023* -1.143* -0.993 -1.020* -1.089*
(0.10) (1.67) (1.80) (1.63) (1.72) (1.76)
Latin America dummy -1.426%* -1.680***  -1.813*** -1.612%**  -1.628%**  -1.651%**
(2.10) (3.16) (3.17) (3.03) (3.18) (3.06)
MENA dummy 0.309 -0.654 -1.068 -0.981 -0.705 -0.793
(0.76) (1.06) (1.50) (1.58) (1.24) (1.34)
South Asia dummy 0.396 -0.358 -1.213* -0.739 -0.452 -0.626
(0.47) (0.55) (1.75) (1.20) (0.72) (0.96)
Sub-Sahara Africa dummy -0.812 -1.220 -1.037 -0.744 -0.826
(1.25) (1.55) (1.55) (1.16) (1.34)
Sample without: Western East Asia Developing Latin MENA South Asia  Sub-Sahara
Europe Europe America Africa
Number of countries 70 109 98 96 105 113 105

Absolute t-statistics in parentheses; * (**, **f)dicates significance at 10 (5, 1) percent level.
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Table 3: Extreme Bounds Analysis (EBA), Ordereddrramputed

|Variab|e Avg. Beta Avg.Std.Err  %Sign. CDF-U H
Latin America dummy -1.63 0.55 1.00 1.00
(log) migrant stock 0.26 0.10 1.00 0.99
(log) GDP per capita 0.73 0.30 0.95 0.99
Legal prostitution dummy 0.65 0.28 1.00 0.99
Rule of law -0.59 0.28 0.84 0.97
Developing Europe dummy -1.06 0.60 0.52 0.95
Democracy dummy 0.71 0.43 0.55 0.93
(log) population 0.18 0.10 0.62 0.92
Share of Catholics -0.01 0.00 0.29 0.91
Sub-Sahara Africa dummy -0.76 0.67 0.01 0.86
MENA dummy -0.66 0.59 0.00 0.86
East Asia dummy 0.44 0.73 0.00 0.72
South Asia dummy -0.37 0.66 0.00 0.70

Notes: Variables are sorted according to their @CPFAIl results are based on 3,303 regressions.

‘Avg. beta’ reports the average coefficient white/§g S.E.’ indicates the average standard erroflof a

regressions. ‘%Sig’ shows the percentage of regmessin which the coefficient is statistically

different from zero at the 5 percent level at leg@DF-U’ shows the (unweighted) mass of the larger

part of the distribution of the estimated coeffiti (i.e., the value is always greater or equdl.5).

The criterion for a variable we consider as rolmist value of 0.9 or above.
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Figure 1: Partial Leverage Plot of the Effect odRitution on Reported Human Trafficking

oBIH
®GNQ
o -
®TUR
Sy
® CMR OE
®THA o s SR TM o GRCYP ®BGR
iy o HY el e
©® DWKPN ﬁ Al KAZ
® ARG e w3
O 854 - BGP
° Rﬁus © hE EN o MYS
R %! ER @ NOR
OYAOMN &BRN " HgBBXVE
o sv [ ] ® BW. ° RN' .’:JERA
KOR “QW é’H‘\b
e URY ° /&E‘SV\Q N ® DZA
OMLT  eTTO °
N ® ARM ®BLR ©BRA Sve
! ®CcoL
T T T T T
-1 -5 0 5 1

Legal prostitution dummy | X

42



Appendix A. Degree of Human-Trafficking Inflows

Number of Sources Index Ranking Total Number of i@oes
0* 0 (No) 24
1 1 (Very low) 29
2-3 2 (Low) 27
4-10 3 (Medium) 50
11-24 4 (High) 21
25-40 5 (Very high) 10

Source: UNODC (2006, p.118)

% The Index does not explicitly specify a ranking fmuntries with no inflow of human

trafficking.
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Appendix B. Distribution of Countries across Categ®of Human-Trafficking Inflows

| Very High | High | Medium | Low | Very Low
Belgium Australia Albania Aruba Algeria
Germany Austria Argentina Bangladesh Bhutan
Greece Bosnia and Bahrain Belize Brazil
Israel Herzegovina Benin Brunei Darussalam Burundi
Italy Cambodia Bulgaria Congo, Republic of Chad
Japan Canada Burkina Faso Costa Rica Chile
Netherlands China Cameroon Ecuador Congo, Democratic
Thailand Hong Kong, China Cote d'lvoire Egypt Republic of
Turkey SAR Croatia Haiti Djibouti
United States of Taiwan Province of Curacao Indonesia Dominica
America China Dominican Iraq Ethiopia
Cyprus Republic Ireland Fiji
Czech Republic El Salvador Kyrgyzstan Gambia
Denmark Equatorial Guinea Lao People's Georgia
France Estonia Democratic Honduras
India Finland Republic Jamaica
Kosovo, Gabon Libyan Arab Liberia
(Serbia and Ghana Jamahiriya Malawi
Montenegro) Guatemala Luxembourg Maldives
Pakistan Hungary Mali Morocco
Poland Iceland Niger Mozambique
Saudi Arabia Iran Oman Republic of
Spain Kazakhstan Paraguay Moldova
Switzerland Kenya Romania Senegal
United Arab Kuwait Slovenia Sierra Leone
Emirates Latvia Sri Lanka Slovakia
United Kingdom Lebanon Uganda Sudan
Lithuania United Republic of Tajikistan
Macao, China SAR Tanzania Trinidad and
Malaysia Uzbekistan Tobago
Mexico Yemen Zambia
Myanmar Zimbabwe
New Zealand
Nigeria
Norway
Panama
Philippines
Portugal
Qatar

Republic of Korea
Russian Federation
Serbia and
Montenegro
Singapore

South Africa
Sweden

Syrian Arab
Republic

The former
Yugoslav
Republic of
Macedonia

Togo

Ukraine
Venezuela

Viet Nam
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Source: UNODC (2006, p.20)
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Appendix C. Prostitution Regimes

Prostitution Regime in the World
(1995, 167countries)

58.7%

0 W1
- 2

0: complete prohibition; 1: prostitution legal but 3rd party involvement illegal; 2: complete legalization

Source: US Department of State, Country Reportduman Rights Practice (1999-2008) and

various issues of CEDAW country reports
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Appendix D. Descriptive Statistics (estimation sénpable 1, column 8)

|Variab|es | |Mean | HStd. Dev. H |Min | H Max

Human trafficking inflows 2.56 1.46 0.00 5.00
Legal prostitution dummy 0.47 0.50 0.00 1.00
Rule of law 0.19 0.99 -1.57 2.00
(log) population 16.08 1.72 12.29 20.91
(log) GDP per capita 8.90 1.05 6.92 10.83
Democracy dummy 0.62 0.49 0.00 1.00
(log) migrant stock 5.79 1.74 0.99 10.05
Share of Catholics 33.94 38.40 0.00 97.30
East Asia dummy 0.06 0.25 0.00 1.00
Developing Europe dummy 0.15 0.36 0.00 1.00
Latin America dummy 0.17 0.38 0.00 1.00
MENA dummy 0.08 0.28 0.00 1.00
South Asia dummy 0.03 0.16 0.00 1.00
Sub-Sahara Africa dummy 0.10 0.30 0.00 1.00
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Appendix E. Sources and Definitions

|Variab|es

|Definition

|Source

Human trafficking inflows
Legal prostitution dummy
Legal brothel dummy
Rule of law

(log) population

(log) GDP per capita
Democracy dummy

(log) migrant stock
Share of Catholics

Regional dummies

Media Freedom

Tourism inflows
Share of Protestants

Share of Muslims
Urbanization

Trade (% of GDP)
Prosecution index

Protection index
Prevention index
Right government

Unemployment, male
Unemployment, female

Employment, agriculture
Literacy rate

Mortality rate

Visa restrictions

Visa restrictions 2

Language dummies

Legal origin dummies

Reported incidences of human trafficking inflows. Score 0
(no flows) and 5 (very high flows).

Dummy indicating whether or not a country allows
prostitution. 1 being legal and 0 otherwise.

Dummy indicating whether or not a country allows
brothel/pimping. 1 being legal and 0 otherwise.

Index in the range of -2.5to 2.5, with higher values
corresponding to better outcomes.

Log of a country's total population.

Log of GDP per capita, PPP (constant 2005 international $).
Indicates whether multiple parties are legally allowed
and exist outside the regime front, and whether the
selection of the executive and the legislature involve an
either direct or indirect mandate from an electorate.
Stock of migrants.

Share of Catholics in overall population.

Dummies for the regions East Asia dummy, Developing
Europe, Latin America, Middle East and North Africa
(MENA), South Asia and Sub-Sahara Africa.

Freedom of the Press Index. Score O (best) to 100 (worst).

Annual number of foreign visitors in a country.
Share of Protestants in overall population.

Share of Muslims in overall population.

Share of a country's population living in cities.

Trade in percent of GDP.

Index assessing the level of governmental efforts to
punish and prosecute traffickers and other related
offenders (such as employers of trafficking victims, law
enforcement officials who collude with traffickers, and
clients of services provided by human trafficking victims).
Index assessing the level of governmental efforts to
protect and assist the victims of human trafficking.

Index assessing the level of governmental efforts to
prevent and combat human trafficking.

The share of right-wing governments in power over the
1990-95 period.

Unemployment, male (in percent of the male labor force).
Unemployment, female (in percent of the male labor
force).

Employment in agriculture (in percent of total
employment).

Literacy rate, adult total (in percent of people ages 15 and
above).

Mortality rate, under-5 (per 1,000).

The number of foreign countries whose nationals need a
visa to enter the country under observation (in 2004).
The number of foreign countries whose nationals need a
visa to enter the country under observation (in 2004),
counting visa provision at border as visa-free access.
Dummies for English speaking, French speaking, Spanish
speaking, Portuguese speaking, and German speaking
countries.

Dummies for British, Socialist, French, German, and
Scandinavian legal origin.

UNODC (2006)

US Dept. of State (1999-
2008)

US Dept. of State (1999-
2008)

Kaufmann et al. (2009)

World Bank (2011)
World Bank (2011)
Cheibub et al. (2009)

UNDP (2010)
Encyclopedia
Britannica Book (2001)
World Bank (2010)

Freedom House (2009)
World Bank (2011)
Encyclopedia
Britannica Book (2001)
Encyclopedia
Britannica Book (2001)
World Bank (2011)

World Bank (2011)
Cho et al. (2011)

Cho et al. (2011)

Cho et al. (2011)

World Bank (2011)
World Bank (2011)

World Bank (2011)
World Bank (2011)
World Bank (2011)
Neumayer (2006)
Neumayer (2006)

CIA (2010)

La Porta et al. (1998)
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