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Ethnic Diversity and Preferences
for Redistribution: Reply*

Matz Dahlberg? Karin Edmark? Heléne Lundqvist®

February 7, 2013

Abstract

In a comment to Dahlberg, Edmark and Lundqvist (2012), Nekby
and Pettersson-Lidbom (2012) argue (i) that the refugee placement
program should be measured with contracted rather than actually
placed refugees, and claim that the correlation between the two mea-
sures is insignificant and close to zero; (ii) that instead of using the
rotating individual panel, we should have used the full cross-sections in
combination with municipality fixed effects; and (iii) that immigrants
should be defined based on country of birth rather than citizenship.
In this response, we discuss why we (i) do not agree that contracted
refugees is the preferred measure, and we show that the correlation be-
tween the two measures is highly significant and large; (ii) do not agree
that the full cross-sections can be used; and (iii) do agree that defining
immigrants according to country of birth is preferred. In a re-analysis,
the conclusion from Dahlberg, Edmark and Lundqvist (2012) that eth-
nic diversity has a statistically and economically significant negative
effect on preferences for redistribution is only marginally affected.

Keywords: Income redistribution, ethnic heterogeneity, immigration
JEL codes: D31, D64, 13, Z13

1 Introduction

Before addressing the issues raised by Nekby and Pettersson-Lidbom (2012)*
in their comment on Dahlberg, Edmark and Lundqvist (2012)2, let us state

*We thank Per Johansson as well as participants at the Political Economy Workshop
held in Oslo in December 2012 for insightful comments. Edmark and Lundqvist are
grateful for financial support from the Jan Wallander and Tom Hedelius foundation.

TUppsala University; CESifo; IEB; IFAU; UCFS; UCLS. matz.dahlberg@nek.uu.se

HIFN; CESifo; IFAU; UCFS; UCLS. karin.edmark@ifn.se

$Stockholm University; CESifo; UCFS; UCLS. helene.lundqvist@ne.su.se

'From hereon referred to as NP-L.

2From hereon referred to as DEL.




what we think are the main contributions of DEL to the literature on ethnic
diversity and preferences for redistribution.

First, when estimating the effects of increased immigrant shares (our
measure of ethnic diversity), we exploit a refugee placement policy that
induces variation in two desirable ways; (i) it provides substantial within-
municipality variation in immigrant shares over time, which is typically
not the case; (ii) although the placement did not constitute a randomized
experiment—and we never claimed it did—we argue that the policy-induced
variation in immigrant shares s likely to be more exogenous to preferences
for redistribution than variation used in standard OLS regressions, where
the variation is due to immigrants’ sorting into certain types of neighbor-
hoods. This latter argument is backed up by evidence in the data showing
that settlement patterns changed distinctively at the time when the place-
ment policy was enacted. In particular, it is clear that one of the aims of
the policy—to break the concentration of refugees to the larger cities—was
indeed achieved. Furthermore, the OLS estimate differs substantially from
the estimate obtained when exploiting the policy-induced variation, and it
does so in a way that is consistent with why we think that OLS yields biased
estimates.

Second, aside from exploiting variation from the refugee placement pro-
gram, a novel feature of our paper is that it is the first to have access
to panel data on individual preferences for redistribution. Unlike previous
studies that have used cross-sectional or repeated cross-sectional data, this
allows us to control for all individual level factors that are constant over
time.

In their comment to our paper, NP-L mainly criticize and base their
re-analysis on (i) the exogeneity of the refugee placement; (ii) the use of
individual-level (rotating) panel data; and (iii) our definition of immigrants.
In the next three sections of this response, we address these points of critique
more thoroughly. Our response can be summarized as follows.

First, regarding the placement policy program, NP-L note that there are
two alternative ways of measuring the placement policy in the data; with
the data that we use on actual placements, and with data on contracted
placements. NP-L argue that contracted placements is the correct measure,
and that the use of actual placement does not capture the placement policy
and is therefore endogenous.

From NP-L, one gets the impression that the correlation between the two
measures—contracted and actual placements—is essentially zero (see Table
1 in NP-L). This is misleading. As we show in Section 2 below, the two
measures are in fact highly correlated. Importantly, using the same type of
variation as in our original model (where we estimate the effect of increased
immigrant shares on changes in preferences for redistribution; see equations
(1) and (2) in DEL), the correlation is a statistically significant 0.74.

Replacing actually placed refugees with contracted refugees in the empir-



ical analysis yields qualitatively similar results. The estimates are, however,
somewhat smaller in magnitude and less precise as compared to in DEL, so
that the second-stage estimate is no longer statistically significant. This is
in our opinion not surprising, given that the contracts reflect agreements for
intended future placement that were, for reasons to be discussed below, not
always exactly fulfilled. The contracts are therefore a weaker instrument for
the change in immigrant shares in the municipalities. However, we recognize
that the contract data, which was generously provided to us by NP-L, allows
for a relevant robustness test of our results.

Second, regarding the rotating panel, NP-L claim that our use of individual-
level differences is inappropriate, and that we instead should have used the
full cross-sections in combination with municipality fixed effects. We dis-
agree. The reason why we believe that such a cross-sectional analysis is not
possible is that the number of observations per municipality is too small to
provide informative measures of changes in preferences at the municipality
level. We do, however, agree with their point regarding the other, more
minor, sample restrictions that we do, but these do not affect the results in
DEL.

The third and final main point in the re-analysis in NP-L is that data
on country of birth gives a better measure of the share of immigrants from
refugee countries residing in the municipalities than what our data on coun-
try of citizenship does, since country of birth is a more stable indicator.
We agree with this point, and are grateful to Nekby and Pettersson-Lidbom
for providing us with these data. But as we show below, defining immi-
grants according to this alternative measure does not alter the results to
any considerable extent.

In sum, we argue (i) that the preferred instrument is the one used in
DEL based on actually placed refugees, but that the alternative instrument
based on contracted refugees allows for a relevant robustness analysis, and
we show that the correlation between the number of placed and the number
of contracted refugees is highly significant and large; (ii) that using the full
cross-section is incorrect and that using the rotating individual panel is the
appropriate option, but that we could have avoided some of the other, more
minor, sample restrictions; and (iii) that the preferred definition of immi-
grants is the alternative one based on country of birth rather than citizenship
as in DEL. In DEL, we concluded that a one percentage point increase in
immigrant shares reduces preferences for redistribution with around 1/3 of
a step in the 5-point preference ordering. If we instead define immigrants
according to country of birth, and if we estimate the model using all re-
spondents in the rotating individual panel, we instead conclude that prefer-
ences are reduced with around 1/4 of a step. In our view, this is merely a
marginally different conclusion.

We now proceed with a more thorough response to the main three points
of critique put forth by NP-L. In Section 2, we discuss the choice of instru-



ment, in Section 3 we discuss sample attrition and in Section 4 we discuss
the definition of immigrants. In Section 5, we conduct a re-analysis on the
effects of ethnic heterogeneity on preferences for redistribution to investigate
the robustness of the results in DEL to alternative variable definitions and
estimation samples. Section 6 concludes our response. In an appendix, we
respond to some of the other, what we consider to be more minor, issues
raised by NP-L.

2 Choice of instrument

One of the main issues in the comment by NP-L is our choice of instrument.
NP-L claim that there is an insignificant correlation between the number of
placed refugees (the instrument that we use) and the number of contracted
refugees,® and that the placement policy did not affect the settlement pat-
terns of refugees to any considerable extent (i.e., that the refugees could still
choose where to locate). They therefore argue that the contracted number
of refugees should be used as an instrument instead of the actual placement.

In contrast, we think that it a priori is open to discussion whether con-
tracted or placed refugees should be used as the instrument, and that the
description of the relation between the two measures provided by NP-L is
flawed.? In particular, in this section we will:?

1. Show that the correlation between the contracted number of refugees
and the number of placed refugees in the municipalities is somewhat
dependent on the time period and the type of variation used to corre-
late the two, but is in most specifications highly statistically significant
and close to one.

2. Show that the placement policy certainly changed the settlement pat-
tern of refugees.

3. Discuss likely reasons for the slight differences between the two mea-
sures of the placement policy, and the implications for using them as
instrument for changes in immigrant shares.

First, there are several possible ways to examine the correlation between
contracted and placed refugees. The first, and most obvious, if one is inter-

3See Table 1 in NP-L.

“We collected the data on placed refugees around 10 years ago, partly from authors of
previous studies of the placement program, partly from (physical) yearbooks from the Im-
migration Board, and partly from (electronic) spreadsheets from the Swedish Integration
Board (Integrationsverket). We considered this data to be appropriate for our research
question, and do not remember considering that data on the written contracts would also
be available.

°In Section 5, we analyze the sensitivity of the main results in DEL to the two alter-
native measures.



ested in examining to what extent the contracted number of refugees was
matched by the actual number of placed refugees in the municipalities, is
to study the yearly correlation over the period 1986-1994 (the period un-
der study in DEL when the refugee placement program was running). To
examine this, we estimate versions of the following equation:

placed,,; = acontracted,s + At + fin + €ms (1)

where placed,,; is the number of placed refugees in municipality m in year ¢,
contracted,; is the number of refugees that the municipality had contracted
to take on in year t, \; are year fixed effects, f,,, are municipality fixed effects
and €,,,¢ is the error term. We estimate equation (1) both with and without
the fixed effects and with the variables in levels as well as normalized with
the population in the municipality. Table 1 presents the results and clearly,
all correlations are highly significant and close to one. There is hence a clear
correspondence between the contracted number of refugees and the placed
number of refugees.

Table 1: Correlation between placed and contracted refugees, yearly data for
the period 198694

Variables in levels Variables as share of population

No controls 1.005*** 0.927***
(0.103) (0.0584)
Year FE:s 0.995%** 0.827***
(0.103) (0.0542)
Year and municipal FE:s 0.907*** 0.785***
(0.200) (0.0411)
Observations 2554 2554

kkk  kk
)

Note: Standard errors, clustered on municipality, are in parentheses. and * denote

significance at the 1%, 5% and 10% level, respectively.

As a sensitivity analysis in DEL, we drop the last survey panel (i.e., the
1991/94-panel), with the argument that the placement policy was likely to
be more exogenous in the first part of the program period. It can therefore
be of interest to estimate equation (1) for shorter time periods. Using yearly
data, Table 2 examines the correlations for the periods 1986-1990 and 1986—
1991. In the majority of the specifications, the correlation is, again, highly
statistically significant and close to one. The only exceptions are the spec-
ifications with year and municipality fixed effects when contracted/placed
refugees are measured in total rather than as population shares; in these
specifications, the correlations are insignificant and low.

The variation in the two variables measuring the refugee placement pro-
gram used to estimate equation (1) does however not correspond to the



Table 2: Correlation between placed and contracted refugees,
yearly data for the time periods 1986-90 and 198691

Levels Share of population

1986-90 1986-91 1986-90 198691

No controls 0.998***  0.918*** 0.991***  0.875***
(0.0292) (0.0346) (0.0435) (0.0422)

Year FE:s 1.002***  0.924***  0.975***  (0.889***

(0.0301)  (0.0357) (0.0485)  (0.0449)

Year and municipal FE:s  0.0598 0.00459  0.828***  (0.821***
(0.280) (0.297)  (0.0488) (0.0402)

Observations 1413 1697 1413 1697

Note: Standard errors, clustered on municipality, are in parentheses. *** ** and *
denote significance at the 1%, 5% and 10% level, respectively.

variation used to estimate the empirical model in DEL; see equations (1)
and (2) on page 60. To examine the correlation between placed and con-
tracted refugees in the way that most closely relates to this empirical model,
we instead estimate the following equation:

placed,ns = oy contracteds + aoHps + a3AZpms
+oySIZE,,s + asPOLys + agSURV EY + €, (2)

where placed,, s is the total inflow of program refugees to municipality m be-
tween survey waves s and s—1, and contracted re fugees,,s is the equivalent
measure of contracted rather than placed refugees. The resulting estimates
of a; from equation (2) are given in Table 3. Again, in columns 1-2 placed
and contracted are defined in levels, while in columns 34 they are averaged
by the size of the population (in particular—as in DEL—by the average
population during the 3-year panel period). Columns 1 and 3 are estimated
using data from all three survey panels 1985/88, 1988/91 and 1991/94, while
columns 2 and 4 exclude the latter. In the three different panels of the table,
we include either no controls, only survey panel fixed effects, or the full set
of controls as given in equation (2).

Most of the correlations in Table 3 are precisely estimated and very close
to one, and in columns 3—4 where the number of refugees are normalized by
population size, the inclusion of covariates has very little impact. Note that
the variation used in the bottom panel in column 3, where the correlation
is estimated to 0.738, is the same variation as is used to estimate the main
model in DEL.

All in all, from the results in Tables 1-3 we conclude that the correlation
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between placed and contracted refugees is high and statistically significant.
This is a completely different conclusion than the one drawn by NP-L. It
is only in two specifications—the ones in levels with year and municipality
fixed effects for the shorter time periods 1986-1990 or 1986-1991—that we
get an insignificant and low correlation. The latter of these is the only
correlation reported by NP-L, and in view of all the estimations in Tables
1-3, we do not think that this is a good representation of the variation in
the data—and it is definitely not a good representation of the variation in
the data used in DEL.

Second, regarding whether the placement program indeed affected the
refugee settlement patterns, with the descriptive statistics in DEL and in
earlier papers using the placement policy for exogenous variation, it is
very hard to argue that settlement patterns were unaffected. On the con-
trary, the descriptive evidence suggests that the placement program af-
fected the placement of refugees in a way that one would expect given
the objectives of the program; see for example Figure 1, replicated from
DEL (page 50, Figure 3B). This figure illustrates how the total inflow of
refugees were distributed across small-sized (population<50,000), medium-
sized (50,000>population<200,000) and large-sized (population>200,000)
municipalities. The sharp trend break in 1985 clearly indicates that the
program changed the location pattern of refugees by fulfilling its purpose of
breaking the segregation by redirecting refugees from large to smaller mu-
nicipalities. Evidence along the same lines is also shown in, e.g., Table 1 in
Edin et al. (2004).

Figure 1: Received share of total increase/inflow of refugees

50 60
| | |

40

Percent of total
20 30

10

19‘80 19‘85 19‘90 1955
Year

—+— Small-sized —=— Medium-sized
—<— Large-sized

Source: Dahlberg, Edmark and Lundqvist (2012)

Third, a priori, it is in our view open to discussion which of the two mea-
sures (contracted vs. placed refugees) that is best suited as an instrument.
In general, an instrument is valid if it is relevant (i.e., is correlated with the



endogenous variable) and ezogenous (i.e., only affects the outcome through
its correlation with the endogenous variable). Both contracted and actually
placed refugees potentially fulfill these conditions and are thus candidates
for a valid instrument for the endogenous variable changes in immigrant
shares. But which one is to be preferred?

Let us first discuss instrument relevance. Even though the two potential
instruments are highly correlated, they differ to the extent that the con-
tracts reflect the intentions of a municipality to take on a certain number of
refugees, and these intentions were not always perfectly fulfilled. Unfulfilled
contracts cannot be expected to be a good predictor of the actual change in
the share of immigrants in the municipalities. That is, to the extent that
they differ, contracted refugees is a weaker instrument than placed refugees.%
This notion is confirmed in Section 5 below, which shows that, throughout
the various specifications, the first-stage point estimates are smaller and the
standard errors are larger when instrumenting with contracted rather than
actually placed refugees.” On relevance grounds, actually placed refugees is
therefore the preferred instrument.

We then turn to the exogeneity condition. NP-L conclude (page 1) “We

. find that there is little or no correlation between contracted levels and
actual refugee settlement. This implies that Dahlberg et al. use one endoge-
nous variable, actual refugee settlement, to instrument for another endoge-
nous variable, share of immigrants.” We have already shown above that the
conclusion about the correlation is wrong. Neither do we agree with the
deduction in NP-L that if the correlation between contracted and actually
placed refugees is low, then the number of contracted refugees is exogenous
while the number of placed refugees is endogenous. The correctness of this
argument—and consequently which is the preferred instrument—depends on
why the two instruments differ. In other words, why were not all contracts
of intention exactly realized in terms of the number of refugees placed in a
specific year?

We interpret NP-L as presuming that if the number of contracted and
actually placed refugees differ, it is due to self-selection of refugees into mu-
nicipalities. This would mean that the exogeneity assumption is violated
when instrumenting immigrants with placed refugees. In contrast, our in-
terpretation of the evidence in the data is that self-selection is not the main
reason to why they differ. In particular:

- As shown in Figure 1 above, as well as in Table 1 in Edin et al. (2004),
there is good reason to believe that the settlement policy did affect the

51n addition, unfulfilled contracts cannot be expected to have any behavioral effect on
the preferences for redistribution among the municipality’s inhabitants, as they were never
“treated” with the refugees who were only contracted but were ultimately never placed in
their municipality.

"See Table 4.



actual placement of refugees in the way that one would expect, given
the objectives of the program. That is, the placement of refugees
indeed seems to be an informative measure of the placement policy.

- As seen in Table 3 above, when normalized by population size (as
in DEL), the correlation between the two measures is very robust to
the inclusion of municipal covariates. This says that the difference
between the two measures is at least not due to self-selection based on
the included covariates.

- Self-selection of refugees would yield second-stage estimates biased to-
wards the OLS-estimate, which is clearly not the case (see Table 2
in DEL). If anything, the second-stage estimates when instrumenting
with contracted refugees are closer to the OLS-estimate.

Aside from self-selection, a second potential reason behind unfulfilled
contracts that would cast doubts on the exogeneity assumption of placed
refugees is that some municipalities chose to break their contracts, or to
accept fewer (or more) refugees than agreed. More precisely, if such contract
deviations are correlated with our outcome variable, changes in individual
preferences for social benefits, this could bias our results. But although
the contract data is new to us, in some sense we have already discussed
this type of bias, since it is much related to the potential violations of the
exogeneity assumption discussed in DEL (see the discussion on potential bias
due to municipalities refusing to take on refugees, pages 52-54 in DEL). As
explained there, the claim for exogeneity hinges on the assumption that the
refugee placement was exogenous conditional on the included observable
characteristics, among them variables for the local political situation. In
addition, the bias from such contract violations would probably work against
us finding an effect of increased ethnic heterogeneity (see, again, pages 52-54
in DEL).

One can also think of more practical reasons for contract deviations—
reasons that do not pose any evident threat to the exogeneity of actually
placed refugees. It could for example be that:

- The situation in the source country changed, which would affect the
number of refugees from different countries that needed placement.
Since municipalities in general received refugees from one or a small
set of countries—so that they could more easily provide language-
specific institutions such as interpreters—this could affect the number
of refugees that actually needed placement in different municipalities.

- There was some uncertainty regarding exactly when a refugee got a
residence permit and in which municipalities there was housing avail-
able when a residence permit was granted.

10



To sum up this section, we interpret the comparison of the data on con-
tracted vs. actual refugee placement as evidence of a strong positive correla-
tion between the two measures of the placement policy, and we show that the
actual placement of refugees indeed changed their location patterns. Fur-
ther, since contracted refugees is a weaker instrument than actually placed
refugees, and since the evidence in the data does not suggest that the dif-
ference between the two violates the exogeneity assumption of the latter,
we argue that actually placed refugees is the preferred instrument. Never-
theless, the additional data on contracted refugees provides an interesting
robustness test of our results; see Section 5 below.

3 Sample attrition bias

The second main point of critique in NP-L is that instead of using the rotat-
ing individual panel, we should have used the full repeated cross-sectional
data in combination with municipality fixed effects. Additionally, they con-
sider a few other, more minor, sample restrictions to be unwarranted.

NP-L refer to Angrist and Pischke (2008) and Blundell and MaCurdy
(1999) to note that using the pooled cross-sections instead of the rotating
panels requires that the sample mean is a consistent estimator of the pop-
ulation mean. For our application, this means that the sample from each
municipality should not only be random but also large enough to enable
consistent estimation of the municipality fixed effects. But, although the re-
spondents in our survey data on preferences are drawn by random sampling,
for the majority of municipalities, the number of respondents is far too low
for the sample mean to be a reliable estimator of the population mean; the
distribution of municipal sample sizes on our survey question of interest is
such that, in a given survey, there is at most 1/3/5 respondents in 5/25/50
percent of the municipalities, with a mean of around 9. Consequently, by
attempting to construct municipality-level differences in preferences for re-
distribution by using the repeated cross-sections, what one ends up with is
a variable containing mostly noise stemming from the fact that the set of
(few) respondents’ changes between surveys s and s + 1.

Instead—as described in Section V. in DEL—thanks to the rotating
panel format of the survey data, we can take individual-level differences
and thereby net out the individual-specific fixed effects. This controls for
all time-invariant unobserved individual-level heterogeneity but, due to the
limited sample from many of the municipalities, it does not follow that we
are able to consistently estimate the municipality fixed effects.®

8The difference between using the rotating individual panel and the full cross-sections
in combination with municipality fixed effects can be illustrated with the following two
different scenarios. Scenario A: Individual 7 in municipality m rates a proposal with a 3 in
survey s, and with a 4 in survey s+ 1. It thus follows that individual ¢ has changed his/her

11



We thus believe that using the full cross-section in combination with
municipality fixed effects is incorrect, and that using the rotating individ-
ual panel is the appropriate option. Note that the resulting estimate is
then interpreted as the effect on the preferences of the sampled population
(i.e., those individuals who state their preferences in two consecutive sur-
veys), and cannot without additional assumptions be generalized to the full
population. Admittedly, this distinction between the internal and external
validity could have been discussed more thoroughly in DEL.?

We thus disagree with NP-L that the restrictions put on the sample
by using the rotating individual panel are “unnecessary and unmotivated”
(page 9). They also note that we put additional restrictions on our es-
timation sample by dropping individuals with non-responses also to other
survey questions, some of which are not studied in the paper. While we
agree that these, more minor, sample restrictions may be unnecessary, the
explanation is that when we started the research project, we studied a few
additional outcomes and placebo outcomes, and we preferred to have the
same sample throughout the analysis. Then, as the project proceeded and
following comments and advice in seminars and conferences, we decided to
focus on the questions that now appear in DEL, but we did not then make
any changes to the sample. Again, one can argue that once we knew that
we would not study a particular question, we should have added the non-
respondents back to our estimation sample.'® Therefore, we now do this
in Section 5 below—and find that the results in DEL are not sensitive to
alternative estimation samples; using the original specification in terms of
instrument and immigrant definition, the second-stage estimate of the ef-
fect of increased immigrant shares on preferences for redistribution is -0.332
(standard error 0.147) when the maximum 2446 individuals in the rotating
panel are included, as compared to -0.347 (standard error 0.155) with 1917
individuals as in DEL.!!

preferences with 1 step. Scenario B: Individual ¢ in municipality m rates a proposal with
a 3 in survey s, and individual j # 4 also in municipality m rates the proposal with a 4 in
survey s + 1. From this it does not follow that the average preference in municipality m
has changed with 1 step, since we do not know individual j’s rating at the time of survey
s. And although there should be no difference in the ratings of individual 7 and j at the
time of survey s on average, the very few respondents per municipality do not make for a
reliable average.

9Concerning the external validity of the results in DEL, we highlight a few circum-
stances that are specific to the period studied in the Appendix.

10 Additionally, from our STATA-dofiles, NP-L found inconsistencies in these sample
restrictions in the sense that they differ in the 1982 survey as compared to in the 1985—
94 surveys. In DEL, the 1982 survey is not used in the main analysis but in a placebo
analysis (see Section IV.B.) which was added to the paper at a later stage when it was
clear which questions we would include in the study. Even so, NP-L are correct that these
are inconsistent restrictions.

11See the three different panels of Tables 4 and 5. NP-L also analyze the robustness
of the results in this dimension, but the number of observations in their various samples
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4 Definition of immigrants

In Section 3.3 of their comment, NP-L criticize our measure of the municipal
share of immigrants on the grounds that a large share of the immigrants to
Sweden are naturalized Swedes, i.e. have acquired Swedish citizenship, and
argue that defining immigrants according to country of birth is therefore
better.

At the time of writing the paper, we only had access to citizenship, so the
alternative definition was not an option. We acknowledge that the variable
based on country of birth, which was generously provided to us by NP-L, at
the very least provides a good robustness test of the results in DEL and is
probably even the preferred variable. Now, it turns out that the results are
only marginally affected when we use country of birth rather than citizen-
ship to define immigrants, and that the qualitative conclusion remains; the
second-stage estimate of the effect of increased immigrant shares on prefer-
ences for redistribution is still negative and statistically significant, although
around 3/4 of the size of the original estimate in DEL.!?2

Although defining immigrants according to country of birth rather than
citizenship does not change the qualitative results, we discuss below in which
respect the identifying variation differs between the two alternative defini-
tions.

An important circumstance in this respect is the rule that refugees are
required to live in Sweden for four years before they are eligible to apply
for a Swedish citizenship.!®> For our analysis, it is particularly important
that the newly arrived refugees (our instrument) were not eligible to become
Swedish citizens during the 3-year period when we measure their effect on the
share of immigrants from typical refugee countries living in the municipality
(the dependent variable in our first-stage regression). This means that, as
long as they do not re-migrate to a different municipality (an issue that is
discussed in Section III. in DEL), they will show up in the data on foreign
citizens during the 3-year period that makes up the “treatment period” in
our analysis.

However, if the rate of naturalization among the immigrants already
living in a municipality—that is, the extent to which refugees who migrated
earlier and who fulfill the settlement requirements to be eligible for Swedish
citizenship—is correlated with the number of newly placed refugees in the

differs somewhat from ours. We believe this is due to a few data typing errors resulting
in missing values in some of our variables.
12We return to these results in Section 5.
138ee information from the Migration Board: http://www.migrationsverket.se/info/499.html.
The 4-year rule was written into the Law of Citizenship (Medborgarskapslagen) in 2001
and, according to Bo Lundberg, expert of issues of citizenship at the Migration Board,
was prior to that implemented according to praxis (at least since 1976). A shorter period
of three years applies to refugees who have been married to or lived as common-law
spouse with a Swedish citizen during two years prior to the application.
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municipality, then the measure based on country of birth is to be preferred
to avoid bias due to measurement error. Judging from the comparison of
the first-stage estimates when immigrants are defined in the two alternative
ways (see Table 4 below), using citizenship instead of country of birth gives
a slightly smaller first stage coefficient, which, as is also rightly pointed out
by NP-L, resulted in the somewhat larger (in absolute terms) second-stage
estimate as referred to above.

5 Re-analysis

In this section, we conduct a re-analysis of the model in DEL where we
check the sensitivity of the main results to the issues raised by NP-L and
discussed above. In particular, in Tables 4 and 5 we show how sensitive
the results are to: (i) the use of contracted rather than actually placed
refugees as instrument; (ii) the alternative definition of immigrants based on
country of birth rather than citizenship; and (iii) to alternative estimation
samples. Most of the results presented have been referred to in previous
sections, and are gathered here to provide an overall, comprehensive picture
of the practical importance of the points raised by NP-L (most of the results
presented here are also presented and discussed in their comment).

The first- and second-stage equations of the two-stage least square model
that is estimated in DEL are specified as follows (with ~ indicating predicted
values from the first stage):!4

AIM,,s = a1 Refugee inflowms + asH s + a3AZps + asSIZEpp,
+ asPOL,,s + agSURVEY, + €5 (3)

AP‘li:iEi‘Fzms = ﬁlmms + ﬁZHms + BSAst + /B4SIZEms
+ B5POLys + B6SURV EY; + €ims (4)

Table 4 displays estimates of «; in the first-stage equation (3), while
second-stage estimates of (31 in equation (4) are displayed in Table 5. In
both of the tables, columns 1-2 are the results when instrumenting immi-
grants as in DEL (i.e., when the placement program is measured with ac-
tually placed refugees), while columns 3—4 instead use contracts of intended
placement as instrument. In columns 1 and 3, immigrants are defined as
in DEL (i.e., according to citizenship), and in columns 2 and 4 according
to country of birth. The upper panel of the two respective tables uses the
original DEL estimation sample, while the second and third panels use two

MFor definitions and discussion of these equations, see Section V. in DEL.
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alternative, extended samples; Extended sample A where we add back non-
respondents on other survey questions than the three questions studied in
DEL (the main outcome preferences for social benefits, and the two placebo
outcomes preferences for private health care and nuclear power); and Ex-
tended sample B where we additionally add back non-respondents on the
two placebo preference outcomes so that only non-respondents on the main
outcome are dropped.’® Note that the cells in the upper panel, column
1, row 1 of Tables 4 and 5 reproduce the baseline first- and second-stage
estimates, respectively, in DEL (see columns 2 and 3 of Table 2, page 64).

Tables 4 and 5 show, first, that the results are robust to the different
samples, as the point estimates are very similar across all panels throughout
the columns. This holds for the first-stage results in Table 4 as well as for
the second-stage results in Table 5. Hence, bias due to sample attrition does
not seem to be an issue.

Neither does the alternative definition of immigrants alter the qualitative
conclusion, as seen from pairwise comparisons of columns 1-4. With the
original DEL sample of 1917 observations, the first stage is somewhat larger
when country of birth is used instead of citizenship, which leads to a slightly
smaller effect in the second stage. The differences are however rather small;
the effect of interest in the second stage is -0.347 with the definition of
immigrants base on citizenship as compared to -0.263 when based on country
of birth, and the two are not statistically different from one another. All
the estimates are statistically significant when using placed refugees as the
instrument, irrespectively of the sample used for estimation.

Next, consider the results when we, as a robustness test, use as in-
strument contracts of intended refugee placement instead of actual refugee
placement. Throughout the specifications, the first-stage point estimates
in Table 4 are smaller and the standard errors are larger when using this
alternative instrument. Thus, along the lines laid out above in Section 2,
contracted refugees is a weaker instrument than actually placed refugees.
And as seen in columns 3—4 of Table 5, also the second-stage point esti-
mates are smaller and less precise, so that the effect of increased immigrant
shares on preferences for redistribution is no longer significantly different
from zero.

Looking at the various second-stage specifications across Table 5, the
pattern that emerges is that of point estimates that are in most cases fairly
similar; they vary between 0.16 to 0.35, but most of them are around 0.25.
The standard errors are around 3/4 in size with the alternative definition
of immigrant based on country of birth rather than citizenship, and around
twice the size with the alternative instrument based on contracted rather
than actually placed refugees. Again, as a result, the effect is no longer

15Because, as discussed in Section 3 above, we believe that to use the full cross-section
is wrong, we do not find it meaningful to estimate a model using this alternative sample.
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statistically significant when placement contracts are used as instrument.

What should one conclude from this re-analysis? Instrumenting immi-
grants with contracted rather than placed refugees yields second-stage esti-
mates that are somewhat smaller and that are not statistically significant
from zero due to larger standard errors. This leads NP-L to conclude that,
contrary to our findings in DEL, there is no relationship between ethnic
diversity and preferences for redistribution (page 16). We take a different
view. In particular, the less negative and less precise estimates resulting
from instrumenting immigrants with contracts of intended placement (that
were not always fulfilled) are consistent with what one would expect; con-
tracted refugees is a weaker instrument and, just as here, weak instruments
typically yield 2SLS estimates that are biased towards OLS (see the discus-
sion in, e.g., Angrist and Pischke, 2008).16

Furthermore, as argued above, to the extent that the two measures of
the placement policy differ,!” the evidence in the data suggests that it is
not due to reasons that would violate the exogeneity assumption of actually
placed refugees. In light of this, we argue that the preferred instrument is
the one based on actually placed refugees—i.e., the one used in DEL. And
while the alternative instrument based on the contracts is weaker, we find it
reassuring that the estimates point in the same direction in all specifications.

Regarding the definition of immigrants, we agree with NP-L that the one
based on country of birth is preferred over the one based on citizenship. And
regarding the estimation sample, while we do not think that it is appropriate
to use the full cross-section in combination with municipality fixed effects,
one may argue in favor of using all individuals in the rotating panel who
responded to our preference question (i.e., extended sample B).

In DEL, we concluded that a one percentage point increase in immigrant
shares reduces preferences for redistribution with around 1/3 of a step in
the 5-point preference ordering. If we instead define immigrants according
to country of birth, and if we estimate the model using the extended sample
B, we instead conclude that preferences are reduced with around 1/4 of a
step. In our view, this is merely a marginally different conclusion.

6 Conclusion

In a comment to Dahlberg, Edmark and Lundqvist (2012)*®, Nekby and
Pettersson-Lidbom (2012) argue (i) that the refugee placement program
should be measured with contracted rather than actually placed refugees,

The baseline OLS estimate (standard error) in DEL is -0.04 (0.07).

1"Recall, however, from Section 2 that the two measures of the placement program are
in fact highly correlated. In particular, when using the same variation to correlate the
two measures as when estimating the model in equations (3) and (4), the correlation is
approximately 0.74.

"*DEL.
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and claim that the correlation between the two measures is insignificant and
close to zero; (ii) that instead of using the rotating individual panel, we
should have used the full cross-sections in combination with municipality
fixed effects; and (iii) that immigrants should be defined based on country
of birth rather than citizenship.

The conclusions from the results and discussions in this response is (i)
that, in our view, the preferred instrument is the one used in DEL based
on actually placed refugees, but that the alternative instrument based on
contracted refugees allows for a relevant robustness analysis, and that the
correlation between the number of placed and the number of contracted
refugees is highly significant and large; (ii) that using the full cross-section
is incorrect and that using the rotating individual panel is the appropriate
option, but that we could have avoided some of the other, more minor,
sample restrictions; and (iii) that the preferred definition of immigrants is
the alternative one based on country of birth rather than citizenship as in
DEL.

In DEL, we concluded that a one percentage point increase in immigrant
shares reduces preferences for redistribution with around 1/3 of a step in the
5-point preference ordering. If we instead define immigrants according to
country of birth, and if we estimate the model using all respondents in the
rotating individual panel, we instead conclude that preferences are reduced
with around 1/4 of a step. In our view, the main conclusion remains.

In closing, we wish to comment on the general suitability of using the
refugee placement policy in place in Sweden between 1985 and 1994 in re-
search. As argued in this response, in DEL as well as in earlier paper, the
policy certainly seems to have induced the refugees to settle in places that
were not their preferred choice. This feature of the placement policy—that
the refugees were not able to self-select into certain municipalities—is in-
teresting and attractive, and indeed has the potential of being exploited in
various research designs. However, given that it was not a randomized ex-
periment in which refugees were allocated to different municipalities through
lotteries, whether or not the placement policy induces exogenous variation
should be carefully considered in each specific application.
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A Miscellaneous

In this Appendix, we respond to some of the other, what we consider to be
more minor, issues raised by NP-L. We also extend the discussion of external
validity that we touch upon in Section 3 on sample attrition, by highlighting
a few circumstances that are specific to the period studied in DEL.

Housing vacancies

We start with the argument made by NP-L in Section 2.2, that the fact that
housing vacancies have little explanatory power in a regression of refugee
placement implies that the placement policy is not, contrary to what we
argue in DEL, exogenous conditional on a set of municipal characteristics.
The reason why we chose to include housing vacancies in public rentals
as one (of several) covariates is that this is a factor that was pointed out
as relevant by several of the program officials that we contacted—with this
information, it would have been inappropriate not to control for housing
vacancies. And we do not agree with the conjuncture that, just because it
ex post turns out that housing vacancies did not in fact determine refugee
placement, then refugee placement is endogenous. Furthermore, as with the
analysis of how the two measures of the placement policy—contracts vs. ac-
tual placement—correlates with one another, there are several possible ways
to examine the correlation between placement and housing vacancies. Going
through the same set of specifications as we did for contracted/actual placed
refugees in Section 2 above, we find positive and statistically significant cor-
relations between placement and housing vacancies in several cases (but not
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in all). Thus, it is indeed possible to confirm in the data the information
from the officials whom we spoke to. However, that is not to say that there
is a causal effect of housing vacancies on refugee placement—which we never
claimed.

Refugee re-migration

In connection to their discussion on sample attrition bias, NP-L writes (page
11): “Another questionable sample restriction made by Dahlberg et al. is
to exclude all individuals that moved to a different municipality between
survey periods.” We do not think that this is a questionable restriction,
but rather, a necessary one; the first-stage equation where we isolate the
change in immigrant shares between survey s and s — 1 in the individual’s
municipality that is due to the refugee inflow to the municipality is not
defined for individuals who live in different municipalities at the time of
survey s and s — 1. Note, also, that DEL discuss potential bias from “white
flight”—i.e., from natives moving out of a municipality as a response to an
influx of refugees (see page 55).

Politics

In footnote 11, NP-L refer to Folke (2011), who “finds that actual settlement
is correlated with the political make-up of the local government” (page 8).
Note that we acknowledge this when discussing the empirical model in DEL,
where we write (page 61): “Second, we include a vector of political variables,
POLy,s, to control for the possibility that the political views of certain
parties might be correlated with both placement policy and preferences for
redistribution.”

Standard errors

NP-L report both cluster-robust standard errors (as in DEL) as well as
homoskedasticity-only standard errors, and refer to Angrist and Pischke
(2008) to motivate this with the fact that the former may be more biased.
In DEL, we report standard errors that are robust to clustering at the mu-
nicipality level, since this is the level of the treatment. Following recom-
mendations received in the review process, as noted in footnote 23, we also
estimated the model with standard errors robust to clustering at the more
aggregate level of counties, and found the results to be unaffected. Usually,
homoskedasticity-only standard errors are less conservative (i.e., smaller)
than their clustered counterparts. This is also what we find for our preferred
specification with the new data; measuring the placement policy with ac-
tual placements, defining immigrants according to country of birth and using
all respondents in the rotating individual panel, the municipality-clustered
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standard error of the first-stage estimate is 0.062 while the homoskedasticity-
only one is 0.018, and the two are almost identical for the second-stage
estimate (0.112 vs. 0.115).

Data availability

Information on how to get access to the data and do-files used in DEL is
given on the homepage of the JPE. In footnote 12, NP-L comment on the
fact that the data is not posted directly at the JPE web, but is instead
available from the Swedish National Data Service (SND). The reason is
that we were informed by the SND that it was not possible to post the
data on the JPE web, and they instead suggested that the data would be
deposited at the SND, and there be available for interested researchers upon
request.'® We found this suggestion a good way to proceed, and the JPE
agreed. The SND then asked us to choose whether or not we wished to
be notified and to approve any requests for access of these data. Since the
data contains information from various sources, and in part consists of data
that we ourselves coded, we preferred to be informed about how it would
be distributed, and therefore stated that we wished to be notified. In other
words, our intention was not to limit the access to the data. On the contrary,
the data can be accessed by anyone interested by following the instructions
on the JPE web.?"

External validity

In addition to responding to the issues raised by NP-L, we wish to extend
the discussion of external validity that we touch upon in Section 3 above on
sample attrition by highlighting a few circumstances that are specific to the
period studied in DEL.

First, we analyze a time period when refugee immigration to Sweden took
off. Previously, in the 1950s and 1960s, immigration had mainly consisted
of labor migrants, primarily from the other Nordic countries but also from
other European countries. Immigration from countries outside Furope was
very low. During the 1970s, refugee immigration increased at a slow rate,
while work immigration slowly decreased. Then, from around 1985 and
onwards, the refugee immigration increased more rapidly, peaking in the
early 1990s mainly because of the Balkan conflict.?!

Second, the integration policy during our studied period—in the form of
municipal introductory programs—has been criticized for poorly channeling

9Note that the normal procedure for getting access to the data on the election surveys
used in DEL is to make a formal request to the SND. Additionally, our project needed
approval from the Central Ethical Review Board before we were granted access.

29At the time of writing, two such requests have been received and granted.

21See Nilsson (2004) for an overview of the immigration to Sweden after World War 2.
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individuals into the labor force. A number of changes have since then been
undertaken (see, for example, Government Proposition 2009,/10:60).

Thus, the period studied can be characterized as one during which the
share of refugee immigrants increased from an initial very low rate, and
where, according to some, the public policy did not facilitate entry into the
labor force. Therefore, we wish to emphasize the possibility that the negative
effect of increased immigrant shares on the preferences for redistribution as
found in DEL is specific to these circumstances.
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