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MIGRATION POLICY AND THE
(GGENEROSITY OF THE
WELFARE STATE IN EUROPE

ASSAF RAZIN* AND

JACKLINE WAHBA **

Immigration and the welfare state debate

Public debate on immigration has increasingly fo-
cused on the welfare state amid fears that immi-
grants are a fiscal drain. Particularly there have been
increasing concerns that welfare-state generosity
works as a social magnet to immigrants. Over the last
20 years, Europe has attracted a substantial number
of immigrants (26 million) compared with the US
(23 million), Australia (1.6 million) and Japan
(0.5 million); (Boeri 2010). Europe also devotes a
larger fraction of GDP to social expenditure relative
to other immigration countries. Indeed, the Table
shows that the average aggregate social spending as a
percent of GDP for Europe, between 1980-95, was
around 21 percent compared to around 18 percent in
the US, 17 percent in Canada and 13 percent in Aus-
tralia. At the same time Europe, on average, attracts
more unskilled immigrants relative to the US, Canada
and Australia, which have a relatively high skill com-
position of immigrants.

At first glance this suggests that countries that have
generous welfare systems also have relatively more
unskilled immigrants, i.e., welfare state generosity
acts as a magnet for unskilled migrants. However, the
skill composition of immigrants depends on many fac-
tors, and in particular on the policy regime — namely
whether migration is free or restricted. In other
words, the generosity of the welfare state may affect
the skill composition of immigrants differently, de-
pending on which immigration policy is adopted. The
generosity of the welfare state, that is total govern-
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ment spending on social insurance, welfare benefits,
social investment and public services, determines the
self-selection of potential migrants (supply-side mech-
anism) and the immigration policy in the destination
country (demand-side mechanism).

Previous evidence on the welfare state and
immigration

Welfare migration has received considerable attention
in the literature, however, with mixed results. Several
studies have examined whether welfare-state generos-
ity acts as a magnet for migrants (see Brueckner 2000)
for a detailed review. A few studies, focusing on the
US, show that high-benefit states have more welfare-
recipient migrants than low-benefit regions. For exam-

Table

Immigration and aggregate social spending

Unskilled Highly Social
Tty of as 0./0 of ' skilled as % | expenditure
S - total immi-|  of total as % GDPq
Immigration gration |immigration | average

in 2000 in 2000 1980-95
Austria 47.5 12.7 24.10
Belgium 65.7 183 25.18
Denmark 44.8 17.3 25.51
Finland 48.7 23.8 23.96
France 74.6 16.4 25.03
Germany 65.9 21.8 23.28
Greece 445 15 15.01
Ireland 13.6 41.1 17.14
Italy 529 154 19.66
Luxembourg 44.6 21.7 20.18
Netherlands 50.2 22.0 24.88
Norway 22 28.7 20.05
Portugal 59.7 18.6 12.25
Spain 28.7 18.5 18.67
Sweden 341 25.7 29.73
Switzerland 549 18.6 14.85
UK 341 349 18.16
Average 46.26 218 21.04
Europe
Australia 353 40.3 12.93
Canada 29.6 58.8 16.91
uUs 37.9 42.7 17.50
Average
AUS, CAN 34.27 47.27 15.78
and US

Sources: Docquier, Frederic and Abdeslam Marfouk
(2006); OECD, Social Expenditure Database

(SOCX).




ple, Borjas (1999) found that low-skilled migrants are
much more heavily clustered in high-benefit states, in
comparison to other migrants or natives. On the other
hand, Levine and Zimmerman (1999) found no sup-
port for the welfare magnet hypothesis in their analy-
sis of moves within the US.

As for OECD countries, again the findings are in-
conclusive. Pedersen et al. (2008) found only weak
and negative results for the welfare generosity on
migration flows to 27 OECD countries. However,
Peridy (2006) studied migration rates in 18 OECD
host countries from 67 source countries and found
that the host-source ratio of welfare-state benefits
has a significant positive effect on migration. Doc-
quier et al. (2006) studied the determinants of migra-
tion stocks in the OECD countries in the year 2000,
with migrants from 184 countries, classified accord-
ing to three education levels. They found that social
welfare programs encourage the migration of both
skilled and unskilled workers. However, the un-
skilled are motivated by social expenditure much
more than the skilled migrants.

There is little research on the issue of welfare mag-
nets and selectivity of migrants for the European
countries. Geis et al. (2008) found mixed effects for
welfare generosity on choosing France, Germany, the
UK and the US as a country for migration. De Giorgi
and Pellizzari (2009) explored the issue of welfare
migration across the countries of the pre-en-large-
ment European Union and found a significant but
small effect of the generosity of welfare on migration
decisions, though the effect is stronger for unskilled
workers.

One potential reason for the mixed results is that
none of those studies control for the migration re-
gime: whether immigration is free or restricted.

The effect of migration regime on the skill
composition of immigrants

In a free-migration regime, a typical welfare state
with relatively abundant capital and high total factor
productivity (implying relatively high wages for all
skill levels) attracts both unskilled and skilled mi-
grants. On the other hand, the generosity of the wel-
fare state attracts unskilled (poor) migrants, as they
expect to gain more from the benefits of the welfare
state than what they expect to pay in taxes for these
benefits: that is, they are net beneficiaries of the gen-
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erous welfare state. In contrast, potential skilled (rich)
migrants are deterred by the generosity of the welfare
state. Thus the generosity of the welfare state shifts
the migrant skill composition towards the unskilled.

In the restricted-migration regime, these same consid-
erations lead host-country voters to open the door
wide to skilled migration and slam the door shut on
unskilled migration. Voters are motivated by two con-
siderations: how migration affects their wages, and
how it bears on the finances of the welfare state.
Typically, unskilled migration depresses the unskilled
wage and boosts the skilled wage. The opposite occurs
with skilled migration. The effect of migration on the
finances of the welfare state is common to all voters
of all skills, because skilled migrants are net contrib-
utors to the welfare state, whereas unskilled mi-
grants are net beneficiaries. From a public finance
point of view, native-born voters of all skills would
therefore opt for the skilled to come and for the un-
skilled to stay away to mitigate the fiscal burden.!
Hence, there is a need to consider the migration re-
gime when examining the effect of the generosity of
the welfare state on migration.

The EU as a case study

The European Union (EU-15) was host to some 20.1
million foreign nationals in 2000-01. Of these,
around 6 million people were EU-15 citizens living
in another EU-15 member state, i.e. benefitted from
free mobility, and some 14.3 million were third-coun-
try nationals (around 3.8 percent of the total popula-
tion of EU 15) who fell in the restrictive immigration
regime. The largest group of third-country nationals
residing in the EU are citizens of Turkey (2.6 mil-
lion), followed by Morocco (1.4 million); (OECD
2004). Thus, the European Union countries have
been facing intensive immigration pressure. In the
meantime, EU countries possess generous welfare
systems, though the generosity vary substantially
from one European state to another.

We have utilize free-movement within pre-enlarge-
ment EU-14 (old core) plus Norway and Switzer-
land? to examine the free migration regime and com-
pare that to immigration into the EU from two other
source-country groups to capture the immigration-
restricted regime. We test how the generosity of the

1 See Razin, A., E. Sadka, and B. Suwankiri, (2011).
2 Norway and Switzerland enjoy bilateral agreements with the EU,
ensuring free labor mobility.
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welfare state affects the skill composition of the
immigrants across policy regimes distinguishing be-
tween immigration from developed versus develop-
ing source countries. We control for the educational
quality of immigrants by standardizing cross-country
education quality differences using the Hanushek-
Woessmann (2009) cognitive skills measure. Since
immigrants with the same years of schooling may be
treated equally in a points system — although in real-
ity they may vary in their labor market productivity,
causing different fiscal burdens — this may introduce
a bias in estimates, in particular for LDC source
countries. If, on the one hand, immigration policies
favor immigrants with higher educational attainment
and there is no control for the quality of education,
this will overestimate the effect of skill composition
for LDC source countries. If, on the other hand, high-
ly educated immigrants are of poor quality, then
their productivity will not be that different from the
poorly skilled, and they will behave similarly by be-
ing net recipients rather than contributors to the
welfare state, resulting in an underestimate of the
effect of welfare generosity on the skill composition.
Thus not controlling for educational quality is prob-
lematic since a priori it is unknown which way the
results would be biased.

Another potential problem is that of endogeneity,
i.e. reverse causation between immigration and wel-
fare state generosity. Although we are interested in
how the generosity of the welfare state affects immi-
gration and its composition, we know that the rela-
tionship can also work in the opposite direction. Im-
migration might affect the generosity of the welfare
state, in particular the level of benefits in the host
country, because immigrants can influence the level of
benefits. For example, more immigration may lead to
lower levels of social spending per capita if migrants
are more likely to become unemployed or if migrants
come with large dependent families. Thus, we also
consider reverse causality in our estimations.

Finally, given that welfare considerations may be one
aspect affecting the skill composition of immigrants,
we control for the differential returns to skills in
both the source and the host country. The higher the
returns to skills in the host and the lower the returns
to skills in the source country, the more positive is
the effect on the skill composition of immigrants
(Borjas 1987). In addition, to capture recent immi-
gration policies, we take into account family re-unifi-
cation schemes, using past immigration stocks, and
the number of refugees and asylum seekers admit-
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ted, both of which are likely to impact adversely on
the skill composition of immigrants. Hence the esti-
mation controls for a battery of other push and pull
factors.

The generosity of the welfare state: a social magnet
or a fiscal burden?

We have found evidence that the generosity of the
welfare state adversely affects the skill-composition
of migrants under free-migration (social magnet hy-
pothesis), but it exerts a more positive effect under a
policy-controlled migration regime (fiscal burden
hypothesis), even after controlling for the differen-
tial returns in skills in source and host countries. In-
terestingly, these results hold for both developed and
developing countries, but the effect at first seems to
be larger for developed countries. However, once we
adjust for educational quality, the effect of welfare-
state generosity on skill composition increases for
immigration from developing countries and con-
verges to that experienced by immigration from
developed countries.

Policy implications

To sum up, our findings suggest that immigration re-
gimes affect the skill composition of migrants. When
migration is free as in the case of mobility within the
EU, the generosity of the welfare state attracts un-
skilled immigrants, whilst when migration is restricted
and is demand driven by the host country and its vot-
ers, immigration tends to be more skilled. One poten-
tial implication of those findings is that is provides
justification for reasonable restrictions on access to
welfare benefits, i.e. being conditional on the payment
of contributions, imposed by countries such as the UK
for EU migrants who benefit from free mobility.

Another important implication of our finding that
under free-migration the generosity of the welfare
state acts as a magnet for the unskilled suggests that
harmonizing the minimum welfare provision within
the EU may be an option to reduce the negative
effect of the welfare state on the skill composition of
EU immigrants under free-migration.

As for restrictive migration, it is clear from our ana-
lysis that immigration policies favoring highly skilled
migrants need to take into account educational qual-
ity. If immigration countries aim to attract the highly




skilled, then using educational levels as a signal for
skill is not sufficient. In other words, a selective im-
migration scheme based solely on years of education
will not be as effective in identifying the highly skilled
as a points-based system where ability (language abil-
ity and labor market experience) is considered.

Fiscal competition in the EU in the presence of
migration

In view of the evidence for the magnet effect within
the EU, there is a concern for tax competition among
EU members to attract productive migrants. Razin
and Sadka (2011) have developed a fiscal competi-
tion model which can shed some light on this phe-
nomenon. In their model a group of countries, such
as the EU, face upward sloping supplies of skilled
and unskilled migrants. The migrants select the host
country of residence through both wage and benefit
generosity channels. Labor and capital income taxes
as well as social benefits are determined in a politi-
cal economy setup by the majority of the native born
voters. Due to a fiscal externality, whereby a voter of
a EU type economy does not internalize the fiscal
burden his decisions impose on all other countries,
there is a disparity between the uncoordinated and
coordinated equilibria. Taxes and welfare state gen-
erosity are higher in the uncoordinated equilibrium
compared with their levels under the coordinated
equilibrium. This implies that there is a need for
coordination within the EU on both immigration
policies and welfare benefit policies.

References

Boeri, T. (2010), “Immigration to the Land of Redistribution”, Eco-
nomica 77,651-87.

Borjas, G.J. (1999), “Immigration and Welfare Magnets”, Journal of
Labor Economics 17,607-37.

Borjas, G. J. (1987), “Self-Selection and the Earnings of
Immigrants”, American Economic Review 77,531-553.

Brueckner, J. K. (2000), “Welfare Reform and the Race to the
Bottom: Theory and Evidence”, Southern Economic Journal 66,
505-25.

De Giorgi, G. and M. Pellizzari (2009), “Welfare Migration in Eu-
rope”, Labour Economics 16, 353-63.

Docquier, F. and A. Marfouk (2006), “International Migration by
Educational Attainment 1990-2000”, in C. Ozden and M. Schiff,
eds., International Migration, Remittances and the Brain Drain,
McMillan and Palgrave, New York.

Docquier, F., O. Lohest and A. Marfouk (2006), “What Determines
Migrants Destination Choice?”, mimeo.

Geis, W., S. Uebelmesser and M. Werding (2008), “How Do Migrants
Choose Their Destination Country? An Analysis of Institutional
Determinants”, CESifo Working Paper no. 2506.

31

Hanushek, E. and L. Woessmann (2009), “Do Better Schools Lead
to More Growth? Cognitive Skills, Economic Outcomes, and
Causation”, NBER Working Papers no. 14633.

Levine, P. B. and D. J. Zimmerman (1999), “An Empirical Analysis
of the Welfare Magnet Debate Using the NLSY”, Journal of Popu-
lation Economics 12,391-409 .

Pedersen, P. J., M. Pytlikova and N. Smith (2008), “Selection or
Network Effects? Migration Flows into 27 OECD Countries,
1990-2000”, European Economic Review 52,1160-86.

Peridy, N. (2006), “The European Union and Its New Neighbors: An
Estimation of Migration Potentials”, Economic Bulletin 6(2), 1-11.

OECD, Social Expenditure Database (SOCX).
OECD (2004), Trends in International Migration 2003, Paris.

Razin, A. and E. Sadka (2011), “Tax Competition: Revisited”,
CESifo Economic Studies, in press.

Razin, A., E. Sadka and B. Suwankiri (2011), Migration and the
Welfare State: Political-Economy Policy Formation, MIT Press.

CESifo DICE Report 4/2011





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (Euroscale Uncoated v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 33554432
  /LockDistillerParams false
  /MaxSubsetPct 35
  /Optimize true
  /OPM 0
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth 8
  /ColorImageDownsampleThreshold 1.32000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 72
  /GrayImageDepth 8
  /GrayImageDownsampleThreshold 1.30556
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.33000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName <FEFF0068007400740070003a002f002f007700770077002e0063006f006c006f0072002e006f00720067ffff>
  /PDFXTrapped /False

  /SyntheticBoldness 1.000000
  /Description <<
    /ENU <FEFF00500044004600200066006f007200200049006e007400650072006e006500740020005000750062006c0069007300680069006e0067003a002000390036002f0033003000300020006400700069002c0020004a0050004500470020004d0069006e0069006d0075006d002c00200046006f006e007400200053007500620073006500740073002c0020007300520047004200200063006f006c006f007200200028003000340030003700320039002f00530074004a002f007700770077002e00700072006500700072006500730073002e006300680029>
    /DEU <FEFF0050004400460020006600fc007200200057006f00720064002d0054006100620065006c006c0065006e>
  >>
>> setdistillerparams
<<
  /HWResolution [300 300]
  /PageSize [595.276 822.047]
>> setpagedevice


