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L A similar appr(;?‘s take}Q by Razin, Sadka, an Swagial (2002), but th,éy restrict

their attention to tHe volume of migration rathey than the skill composition. They
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also a severg.agifig problem. This
e, especially its ge
Cause there are fewef” workers
f retirces (that is, -the dependency
DY the Econ0m|§t (March 15th, 2003 Py

S bofh“oid™and "ficw ",
shakes the ﬁnancial soundnes

pensioner dropés.” Note that mi
from retireeg}/evcn when driv

in b e
State, slows dovn the trend of ingréasing dgngdf-
- However, 1E‘fﬁ‘ﬁrcn—suggests-&hatmevemﬂwm Il migra-

g'ﬂmmmm [ndeed in 1997 thc U.s. Natlonal Research Council

sponsored a study on the overall fiscal impact of immigration into the U.S.;
see Smith and Edmonston (1997).# The study looks carefully at all layers
of government (federal, state, and local), all programs (benefits). and all
types of taxcs. FMMWMW%M%M_
asheg h&hmowanm;w\mggs and

benefits inclgde Medicgfe, Medlcmd,

value termis. Within each age cohort, these calculations were disaggregated
t ion,

- ¢ iyt ‘ wrer. The findings
suggest that mlgrants with less than hlgh school education are typically a

/}
U Ra.zm{d Sadka gforfhcoming) we providea pulluca gt omy analysis of the effect of this
aging oh ghe welfare stafe o )
2 lmq:{( 84)1 ‘one of) he first spudies that broge is argument. .
) SPonfling#-Cmeems theforaign-bofap wintion 3‘ 1A fr e iy 3T (0
al:mul eftect of i uon onrth Conomic prpects of1Tat] . Condress in 1990
a bipartisgh Commissiop6n Immlgrauo gt to fevi the nafion’s policies

appoy
,and and to efpmmend chafiges. In tum, in 1$957The commission asked fhe National Re-
‘ ouncil i¢ cdpvene g-phnel of experis to dfsess the demofraphic, ecohomic, and fiscal

/ consequences of imrmbgraticn,
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net fiscal burden that can reach as high as approximately US-$100,000 in
present value, when the migrants” age on arrival is between 20-30 ycars.“a’}

~ Similarly, a comprehensive stud}by the Ifo Institute.estimated-the flows of

E?ants i it wAS
- E,e" 51008 4 al!
d"public- £§bds; see Sinn et al (200)¥% The
“tht a migrant famiily with thr t
tgys there for ten yeags, eccives a net
benefit totalling about EUR 120,000,

/ Indeeg, typically the net fiscal effect of the unskilled migrating generation

! is usua

negative. However, in evaluating benefits of low-skill migratjon
; to the currgnt (as weftas the future) native-borp’population, it is imporgant
\ to assess thi very ldng-term effect of this migration on the fiscal systbm.
account the infinite
tinct from the finkg lives of its indivi

tion (both workers and tetirees), asAvell as all future generation, may Jwell
gain from low-skill Tgrl:h‘ﬁn.ﬁ

2 The inﬁnite-hoii-izon

in Razin and Sadka/
where each generatj
tion with a conti
one unit of 1

n lives for two periods.” In ach period a new
um of individuals is born. Eac?‘r\i\ndividual possgsses a
or-schooling time endowment in thésfirst periodf when
young. Therg/is a pay-as-you-go (PAYG) pension systemtsgyvhich gimploys
payroll taxgs (at a flat rate ) on the working young in order*to fihance a

¥

i

j

!

| |

! We present, briefly, theAi i chorizon argument, as devgloped
E uniform Penefit (5) to the aged.

1 , 4 See also Auerbach and Creopoulos (1999) for a further analysis of these findings. Storesletten
- {2000) calibrated a generaf-equilibrium, overlapping generations madel to capture the effects
of inflows of workingage immigraats to the U.S. on the fiscal system, taking into account

\ changes in factor prices.
nding ¢ alsp Lnatbeomil 1 ure P bl
: , ions, because immigrants consumiption
do{cio RS N P Y IO RO A ab s,
‘ ¢ Thisppintaas-independonthyshowrin-Rezirand St CREO0T I SERTIOUL

; We skewW&awmimem$mmmﬁnmhmm
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Recall that migration has strong fiscal implications for the welfare
state. It brings into the welfare state both net fiscal contributors (skilled
migrants) and net fiscal consumers (unskilled migrants). As a result,
migration can affect the appetite of the native-born towards redistribu-
tion. Arguably, as the skill composition of immigrants decreases, the
fiscal leakage to the new comers increases (at the expense of the domes-
tics). This induces a reduction of the welfare-state benefits (see Razin,
Sadka and Swagel (2002)). This hypothesis embodies an assumption that
all iminigrants are as eligible to welfare-state benefits as the domestic
citizens. However, it is not necessarily the case in countries wherein
mmmigration is restricted. One way to regulate and restrict migration
is by denying access to the welfare benefits of the host country. EU
countries specifically favor their domestic and EU-originated migrants
over non-EU-originated migrants - within the labor markets (Brucker
et al. (2002). Possibly, denying welfare eligibility is also a possiblity
to control migration (see Sinn (2004)) . In this case, a low compost-
tion of skills among immigrants, who may not be eligible to all welfare
benefits, impose a much less burden upon the fiscal system of the host

country. Hence the leakage is smaller, thus the expected reduction of o

et

the tax-welfare program is smaller. ‘, f ol re Deetrihu tﬁm s
Al tl(k b(af‘ef’W'uTPve tn o polclire -
2 'Fheory Frumew”"- TV OWMe E?'LLLL{L(-C‘M. L1
o --~~-v«—~m--«v-------f~>
We emplo i T i parsimonious
é)u}_y& we Farc stufe , e wdann e Causlk 5, wlieseas e

model of-Cohen and Razin—2866). In particular, we con51de ‘the vol-
ume of migration (p) and its skill composition (o) as the exogeneous

variables, and we let the native-born voters choose the tax rate (7); and,

also do not separate their analysis between country-pairs which enable free migration
and those who do not. Additionally, the econometric strategy in this work s different,

and is based on instrumental variable estimation.

i/ T woc@e( wrea s (l‘ksf Q»T‘?ep/ AA- COLLQNL G(.MJ Re e (‘Lﬂﬂa)‘
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consoquently, the generosity of the welfare state M) We then ask how
an exogenous change in the skill composition of the migrants (o) affect
the chosen parameters of the welfﬁre state (7 and b). }U 65 )e. 7 ﬁ
For this purpose, we recall-thet | the mdlrect utility of a native-born

individual of skill level ¢ = s, u is given by-equation (@eisty™ B:j
7 ¢ 3L j 1
Vilei#) = bher) + T —[(1 - 7w (o)
,\‘\}LUJB M w suPrPC}G("lp

v Note that w; does not depend on 7 due to the Cobb- Douglas specification

(1)

-~

. . 56¢ wlobe %

of the production function; feem equation ( ﬂQ uamm;}es hor oy /
. An lIl(llVlduﬁl ofba skill type ¢ opts for a tax rate (7;) which” Tsven Tl bowe rale
Vby ‘the first order co d1t10n / 3,\
Vi _l@b
or  or

wfy
(1 - Pw] =0 (B 12)

for each i = s, u. Note also that the second-order condition is %‘é < 0.

Because wg > Wy, if follows from equation (#.1) that 8—"} P O when

‘;V — 0. Thus, as expected, an unskilled opts for a more generom
welfare state (a higher tax mte 7) than thg skilled voter, s '-*-g-w At Que
mf(\:rvu\..e P w_e frfk.u..ucz:ﬂ ’J BU.( MGQAM qué,,

The effect of a cl e tl‘n! skill composition of ant tt
e effect o 1ang m position of migrants on the ) “"-’iﬁl’r c;k e
generosity of the welfare state preferred by the individual of skill level oF washk If‘.{‘

i = s,u is found upon ¢ total differentiation of equation M with
respect to o uﬁ(’?—)

8%V, 9V, dr
Bdr O do (2}/‘}")

Because of the second-order condition, -3—51 < 0, it follows that

_ dr _ 02V, i

s1gN (ag) —szg‘n (3 BT) I Cﬂ_& .(3‘)/}“{)
kool I s O #PQ‘*&)‘ we_ 5‘(@«”-
for i = s,u. I the-appene PR e wthatggs >0, ey

Fid
Similarby—one-ean show-timt 5 Vs ~ (). Therefore, we can conclude that

dr
E—>Oforb0thz—9u ('5)

v sefe
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2 Parsimonious Mom Migration

“ Assume a Cobb-Douglas production function, with two labor inputs, skilled
and unskilled3:

Y o= ALCLY ™ 0 < a <l (A1)

where, Y is the GDP, 4 denotes a Hicks-neutral productivity parameter, and
L; denotes the input of labor of skill level ¢, where ¢ = s, u for skilled and

unskilled, respectively. IRITIVE
The competitive wages of skilled and unskilled labor are, respectively, ID‘;] e
mc,u't},i\&u_[ prmj/‘-k :
w, = aY /L #2)
wy = (1 —a)Y/L,.
s af

Aggregate labor supplyfer skilled and unskilled workers, respectively, & ate.
given by:

L, — s+ (1—0o)p)l,.

Ly = (s+op)ls (#3)
(1

There is a continuum of workers, where the number of native born is normal-
ized to 1; s denotes the share of native born skilled in the total native born
labor supply: o denotes the share of skilled migrants in the total number of
migrants; ;¢ denotes the total number of migrants; and {; is the labor supply

of an individual with skill level i € {s, u}
Total population (native born and migrants) is as follows

N=1+u. 1)

We specify a simple welfare-state system which levies a i oporti(ma}iaf
bor income tax at the rate 7, with the revenues rm equally ®e all

residents (native born and migrants alike) : 26 :
dﬁwmwg_uaﬂumm& pubfic ser-
vices such as education, health, and other provisions, that benefit all workers,
regardless of their contribution to the tax revenues.

The government budget constraint is therefore

Nb=r1Y. (45)

3Th‘ﬁ)arsimonious model is developed with the cross-section data is mind. The migra-
tion variable is the stock of migrants; not flows (as relevant for dynamic analysis}.
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2.3 POLICY-CONTROLLED MIGRATION
e(awLanu'\h'cﬁl“-! o€ 73
The utility funetienfer skill-type i € {5, g} 1s

U, = C; — c luf +%‘a(b)/ $-6)

rrf.\} Je L +e
where ¢, denotes Y.onsumption of an individual with skill level 4, and & > 0/ awu( 3 (5 »y

The budget constraint of an individual with skill level 7 1s
¢ :W (1 — 7)lw,. (#.7) m

abor supply equa-  } 4H1e~€ o4 4

Individual utility-maximization vields the following # ]
)
(0] = L o

tion

[, =({1-7) wi) (8.8) [ 4w fua,agq
It is then straightforward to caleutate the equilibrium wages for the skilled [ ot b&u o ) so
and unskilled workers, which are given} respectively/ by o all g
;
w, = A (05591—0)1? ﬁ (skfliu?;wj
L : :
we = A((1— )60 o) | wndleled) wond)

hlee Due Joverm we,f

where § = a® (1 —a)' " e t
/ ¥ sowp |
. Ov’fws

1—3s 1 -
§ T op | See posy Q‘Ufr/;m#
In order to ensure that the skilled wage always exceeds the unskilled wagé"',l;w “‘».\.p £ A ve/
( ws > w,) We assume that .
/A N
a{l — 3
(1-38) oy (#10)

v,

(1—a)(s+p)

We now use this model to to analyze thepoliey-eontreliedregme. e Po{j [XQ‘ o
o £ (e _mlfak(’_ ofelp vorulles omed b

wA =F b eforit ol w . . .
_ KN {0 velevy g“‘*‘“ Gal Tnerg o

wrfry faces a perfectly elastic supply of migrants ol
each one of the twe-skill types, so that host-country migration policy is the
amf of migration flows. The policy is determined by the median

< host country .We assume that the policy decisions on the tax
rate_#and the total volume of migration, (i, are eXogenous. We do this in
gedfer to focus the alialys's on a single endogenous policy variable, which 18
il e b
M’{t} ""y o rmn e ) ( . . D;J U\ .
o««y ouf : vords (@ w s s A [rt.mig Jowee

sl e U \rmef‘ble - 7, b~ u Mo ‘5(9’} Mg egui,q s

. . . . wr < 0'&(
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That is, the two types of voters (skilled anc'll 1/1nskilled) opt for more
wd &
generous welfare state, reflected in g higher 7, when the skill composition

of migration shifts more towards the skilled migrants (higher o). Host
countries with relatively more skilled mlgrdu‘(s choose to_have a

generous welfare systemﬁhg tesfable hypothe‘ms S confronted with
c[&l“ tve

data in the next section.

* K& Assar/ Efraim—if you want-toextend s Work so-ss-to.cxamine
the effect;?yﬂﬂ v,séﬁamtod into free- axid pwlicy controlled migra-
tion reginges, {Gre in the latter, l;-grﬁﬂzt v for benefits is fstrjgjedwfﬁe P
fction shou]cj wbefmwﬁ:,cwrmngl g ou,a’;;nﬁf‘ TiEeTesled. -

itional ‘WOI'J!{ on the empirical sec-

theory

. P .
in such extensjon {(which requires

tion and data collection), then we should not make such distinction the

introduction®**

3 Empirical Evidence
P o(—LLems.

This sectlon pr?viﬁleb some empirical evidence to the netton that the a ‘vﬂ‘«k—(‘)u

propo plisn o €
s@ﬂ—_(lemwﬂt@nﬁf—ﬂpmlgmnts has a po 1&120 effect on the welfare-state

generout}/ of tlée hos Country AUJLM Lo g [7 L J&EE\”W‘\&QJ
wjor‘f & (Ngﬂ?‘l’a?‘f" { -LHA—&I’I 3 WD‘AM \ro{e'r

3.1 Econometrchp gl o okl el o vunsledltoud y

P A J o
Assume that welfare-state b.en.eﬁ-ts in country i a#e determined according

Yk

to the following equation:

b
bi = g + Qs g =+ Qg Ty 4 + ){)8 + 61‘? ”J)

thuo P (a.r,l e ;rwvf*~
where b is a -measare—of welfare state bemeftts, m, and m,, denote the

b
stocks of skilled and unskilled #amigrants, respectively; Xis a vector of oflen
R b EANS ca.mg'go .
control var;ables' and € is the error term. The respective coefficients of

T thevsivvarlableq are depicted by as, a,, and 8. o o|f heve b oe - 5, ®
/N 5E E'T B\Y' Fu&&b;er assume that hilateral migration stocks',/between any source-
e e ﬂwue fore in OM% atrimentul varidle s . We
( f f 5 ¢ y
or Due Tuspifpes o€ iped
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host country pair (i, 5), are determined in accordance with the following

Eb‘fj
A
Mei; = o + ayComlang, ; + ap Dist, ; + Xi ;b + ﬁiﬂﬁ-{-&ﬁi} ey (/?)

e s, Aﬁ
where Comlang depicts a dummy variable, with the value 1 if the source

equation:

and host countries share a common language, and 0 otherwise, Dist
captures the geographical (great circle) distance between the source-host
A Lad 0
pair, X;; is the vector of gontrol vaiables (note that it may be palrwise
. £ oun
specific) and #is the error term.
are excluded from egu"dtlon {5). Namely, “we argue that the distance and

Ege between a host country and olther source (,ou}ltry, is

common lan

ted with the error term of equatl(m ()) On the o‘r,l"fer hand,

a

itf ! well estdbhshed /tlfat both those varlabltq indeed affeCt migration. .
This is our 1dent1fy1ng assumptlon (a sitnilar approach was taken by

Frankel-end-Romer (T999); analyzing wie effect of trade-om grwth).
2
Esimating equations (16) vields the fitted values for the bilateral skill-

dependent fgmigration stocks. We sum these fitted values across source

countries:
'fﬁ/e,i = 'Fﬁ'e!z“j 9’) &8)
J#
where the hat symbol denotes the fitted value estimation.

Therefore, our estimated equation 1s:

L
b= oot st ot XP 6, & (19)

éy Zben/tl aSqu on J;he ctﬁeﬂiment of our gﬂrlagg],esﬁof
nt
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3.2 Data .
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Our country sample includes 16 QECD members—Buropean countries,
fﬁm—&eew&mnrﬁr&}bwed ( Austria, Belgium, Denmark,
France, Germany, Italy,&NetherlandS Nowway, Sweden, Switsestand, Fi-
nalnd, Greece, IIClEi.Ild Portu dl gpam and the UK) (BeCetmaand Mot wo
L e /

Mb{ §w¢(~crlm iR (Cree_ % /cxbor
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N . | LY - [_w

. o H‘E l!lj%’ 4] M ~ EU € AL h| €00 /
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The depend nt variable, b, is social expen(h*rure in LdS or in kind,
Us b

per capita, at constant (2000) prices, PPP converted into G#$, averag,ed T

between 2000 and 2005 (source: OECD.stat)Y Social expenditure encom-
pass all kinds of social public expenditures, in cash or in kind, including,

for instance, old age transfers, incapacity related benefits, health care, | by scwese -, y € /@

unemployment compensations and other social expenditures. The stocks gr lablow 5. 7

ST e

of mmigrants in either country, originated in all of the remaining coun-
tries, by education attainment, is our variables of interest. Migrants
are at working age (25+), defined as foreign born, subdivided into thiee kO
classes of schooling years: low (O%madam—@@-&?) and high (134+). We </so

—

use lagged stocks of ﬂtnnigrants (1990) (source: Docquier and Marfouk /"/ m( y
(2006)). J Pisa,, Tr v
We control for the domestic labor force for each skill level in each @%e:ili V)&.& )
country in 2000 (source: Docquier and Marfouk (2006)). Thiseeestrol mC {j_(& Cuck m;{f
Mﬁ\captme@ the reljl"c-lve I)oyic,l of themf:’h“ﬂerent interests groups, as dr ?
manifested in the pohtuﬂ ecqf}omy P(l&l]lP{‘ili{ Y j ) © /JQ;L

e e e

eﬁihmt_mmmes-en—the-stoek.om;en—“nmgmﬂts Addltlonally,( PF“FW‘& (‘}@

we include GDP per capita, PPP adjusted to Uﬁfgpln constant prices/ ™MW “?uq.\,@ 2.4
(2000), averaged between 2000 and 2004 (source: Penn World Tables p(‘i:-:“f C,Au(
o)

6.2). Normally, as a country’s production is higher, its ability to dispense L\TI
F-4
welfare—state benefits is higher. Given that the GDP per capita is alsa '

Sl e e Cpibieon g




po I l!/
W%ﬁ-&h@ﬂld—ﬁw‘bacorrelated with migration stocks,

thus its inclusion is necessary. We also control for old age (65+) share in
the population, averaged between 2000 and 2007 (source: U.S. Census

Burcau, International). Pension benefits captures a vast portion of the

¢

b
welfare-state, thus, thls variabte should be highly positively correlated

o ond TorelTe f(wv.log be ywe Lo of ot

with the dependent Varlable
o7 & ((T‘\h‘vf VM{_«_L'@ . R IV ﬂkﬂ 5“‘““‘{! WPF" a/é)
¥ me&/

3.3 Results » obéeru.xcms w e Wit @?u
vyuaﬁm(la)) we wusl fous
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Table 1: The effect of Skill Composition of fy)migrants on Welfare-State

..5’

lowsider Cert

Observe the first column. Jpmigrants with high (low) education level

<
have a negative (posfcwe) effect on the welfare-state bﬁeﬁ-ﬁ

T

mALves

s i1 the host

results of the regression, eeﬁﬁaed—ﬁtﬁfﬁﬁﬁﬁWWHm U’W
L are dosechr ) ) /

g v e ,%é
OLS 25LS S0 A 2
A benefits benefits Ery L( Ja} [)
TTigh skilled migrants (1990)" -17.532 € : &KV I
(8.348)* "
Low skilled mugrants {1990) 1.866 qb(!k;é ; e / 0—\)‘{/ aq_f;
(0.245)7r* ex ,’ur}a«f
Fitted-high skilled migration (1990) 49423 |\ © Kﬁ-r
{14206+ | % 1, . "%s .
Fitted-low skilled migration (1990)” -6.678 Iy : *
@324 e obylpg ™ Mo/
GDP per capita (2000-2004)" 368.130 446.791 e
(58.054)4*% | (100.640)** -
(O)ld age share (2000-2007) 521 675 776.090 T
(137.087)%*% | (140853)+
High-sldlled domestic (2000)” 0.045 -0.471
(0.109) (0.157y+
Low-skilled domestic™ -0.053 0.047
(0.015)4++ (0.033)
(bservations 16 16
R-squared ©.884 0.835
~ in thousands
Robust standard errots in parentheses
* sipnificant at 10%; ** significant at 5%; *** significant at 1%




countries. This result could be due Eo ﬁxﬁse causality (despite the lag- -
ging of Ymigration stocks): higher beﬂeﬁtsvrgduce the skill composition
of iwmlgratlon in free mlgratlon regimes (Cohen and Razin (2008)).

The second column us& Zhe fitted §pmigration stocks from the first
stage regression. The result is exactly opposme high (low) skilled jge

mlgrants have a p051t1ve (nega,tlv effect (t' he level of welfare state

‘;ng J% w T tue (o\Lc [ ] PATS UL Dl g g
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