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Fiscal burden of EU accession  

Migration
ÅñFear mongers, who predicted a drain 

on the public purse were wrong. In 

each year since 2004, central European 

and Baltic immigrants who now make 

up almost 1 per cent of the population 

and an even larger share of the labor 

force, have paid at least 20 per cent 

more in taxes than they have cost in 

benefits.ò Financial Times editorial, 

July 24, 20092
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ÅIn the last tax year ï2008-09 ï

immigrants from accession countries 

to UK  paid 37 per cent more in direct 

and indirect taxes than they received 

in benefits and from public services 

such as education, the NHS or social 

Christian study by 2009 housing, the 

Dustmann, Ian Preston and 

calculatesTommaso Frattini,



EU accession migrants into the 

UK
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Research Issue

ÅTo analyze what is the effect of welfare state 

generosity in host countries, over the skill 

composition of their migrants, we  decompose our 

analysis into two extreme cases of migration 

regimes:

ïFree migration

ïPolicy-Restricted Migration
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Free Migration 

we argue that the effect of welfare-state policy 

on immigrants, is different across skill levels; thus 

the skill composition of immigrants is adversely 

affected by the welfare generosity of host countries.
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Policy-Controlled Migration

If immigration is controlled and screened by policy 

of the host country, the opposite may occur, given the

considerations of voters in the host country.
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Related Literature

ÅWelfare migration empirical literature is inconclusive.

ÅNormally, evidence suggests that welfare serves as a 

magnet for immigrants:

ïSouthwick (1981); Gramlich and Laren (1984); 

Blank (1988); Borjas (1999); Gelbach (2000); 

McKinnish (2005, 2007)

ÅOn the other hand, some find that welfare benefits 

has no significant effect over migration:

ïWalker (1994); Levine and Zimmerman (1999)

ÅThese studies however, do not address international 

immigration, only migration within the U.S.
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Related Literature

ÅPeridy (2006) and Warin and Svaton (2008) find that 
aggregate welfare-state benefits have a positive 
effect on migration.

ÅThey do not, however, separate between high-skilled 
and low-skilled immigrants.

ÅDe Giorgi and Pellizzari (2006) find that this positive 
effect is coherent across different levels of 
education among the immigrants.

ÅDocquier, Lohest and Marfouk (2006) find that while 
all education groups are indeed attracted to welfare-
benefits, the unskilled are motivated by social 
expenditure much more than the skilled.

ÅALL these studies, however, do not differentiate between 
free and policy-controlled migration!
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Parsimoneous Model: Policy-Controlled 

Migration

ÅProduction:

ÅLabor:

ÅGovernment Budget:

Å Individuals:
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Å Indirect Utility function:

ÅMedian Voter:

Theory: Policy-Controlled Migration 

Stylized Model
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ÅThe share of skilled immigrants, ů, has two effects 
on the indirect utility. 

ÅFirst, an increase in ů increases labor productivity 
and thereby the level of benefits, b. 

ÅSecond, an increase in ů depresses skilled labor 
wages and raises unskilled labor wages. 

Å If the median voter is unskilled, both effects are 
positive. Thus, the unskilled median voter is 
unambiguously for skilled immigration. 

Å If the domestic median voter is skilled, however, 
the two effects are conflicting. 

ÅTherefore: ůs <ůu=1.

Theory: Policy-Controlled Migration 

Stylized Model
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Å :

Comparative statics: Policy-Controlled 

Migration



14

Individuals in the source country are 

heterogeneous: in each skill level, there is  a 

continuum (with respect to any other quality other 

than labor skills, for instance, migration costs) of 

reservation utilities.

Free Migration Stylized Model
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Parsimoneous Model: Free Migration 

Stylized Model

ÅDefine skilled and unskilled migration:

ÅThe cut-off reservation utility is:

Å Implying: 
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Testable Implications

ÅThe main results of the theory:

ÅNamely, if migration is free, the generosity of the 

welfare state has an adverse effect on the skill 

composition of immigrants. 

Å If, however, the skill mixture of migration is 

controlled by policy, then the generosity of the 

welfare state has a positive effect on it.
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Decomposition of Data

ÅData is decomposed into two groups:

Å(1) Group A contains only source-host 

pairs of countries within  the EU-- free 

migration;

Å(2) Group B includes only source ïhost 

pairs for which the source country is non-

EU country and the host is an EU country. 
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Identification strategy

Å(1) Decomposition into group A and group 

B is exogenous to the dependent variable

Å(2) The generosity of the welfare state, is   

averaged, lagged and instrumented
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Two altrnative instruments

Å(The measure of social benefits for each host 

country instrumented by  legal origin;

Å(2) We cluster the sample of host countries by 

linguistic similarity, legal origin and geographical 

proximity into several groups. In each group for 

either host country we construct an IV measure: 

the average predetermined value of welfare 

state benefits of the OTHER countries in the 

group. 
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Tax rates and welfare benefits are 

correlated by competition within 

each groupðleading to exogeneity

ÅThe groups: (England and Ireland); (Austria, Germany, 
Switzerland); (Belgium, France, Italy, the Netherlands, 

Greece); (Denmark, Sweden; Norway, Finland); 
(Portugal, Spain).

ÅPlausibly, countries within each group have strong 
economic relations and similar social systems. Thus tax 

rates and welfare benefits are correlated by competition. 

ÅIT IS NOT LIKELY THAT THE MIGRATION DECISION 
TO MOVE TO A COUNTRY WITHIN A GROUP 
DEPENDS ON THE LAGGED VALUE OF THE 

BENEFITS OF OTHER COUNTRY IN THE GROUP!
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Empirical Evidence: Assumptions

ÅThese are 16 European countries: Austria, Belgium, 

Denmark, Finland, France, Germany, Greece, Ireland, 

Italy, Netherlands, Portugal, Spain, Sweden, U.K., 

Norway and Switzerland.

ÅThe second group (group B) includes only source-

host pairs of countries, within which the source 

country residents cannot freely move, work and get 

benefits in either of the host country. 

ÅThe host countries are the same 16 countries.

ÅThe source countries are 10 developed countries: 

U.S., Canada, Japan, Australia, New Zealand, Israel, 

Taiwan, Hong Kong, Korea and Singapore.
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Identification Assumptions

It embodies our threefold identification assumptions:

ïImmigration within group A is free

ïImmigration within group B is controlled and 

screened by policies of the host countries

ïThe decomposition into groups A and B is 

exogenous to the skill composition of immigrants
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Å If immigration is indeed free within Group A, then a 

competitive equilibrium is achieved.

Å In which case, a change in welfare-state benefits 

within the host countries, other things being equal, 

generate a change in the supply side of immigrants.

ÅPlausibly, the demand for labor immigrants is 

independent of the welfare-state benefits.

ÅHence, within group A, welfare-policy changes 

identifies the considerations of the potential 

immigrants.

ÅThese consideration implicates that:
0<

t

s

d

d
F

Empirical Evidence: Assumptions



24

w/p

Slow

Shigh Shigh/low (normalized)

Empirical Evidence: Assumptions

mhigh , mlow
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Å If immigration is indeed restricted within group B, 

then the ñdemandò for immigrants is perfectly 

inelastic.

Å (It is not demand per se, but regulated quota)

ÅTherefore, only shifts of the ñdemandò side, that is, 

the migration policy, can change the equilibrium 

rates of immigration.

ÅHence, within group B, welfare-policy changes 

identifies the considerations of the policy-makers 

within the host countries.

ÅThese consideration implicates that:
0²

t

s

d

d
R

Empirical Evidence: Assumptions
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mhigh , mlow
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Dhigh

Dlow

Dhigh/low (normalized)

Empirical Evidence: Assumptions
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Empirical Evidence: Data

Å Immigration Data (Docquier and Marfouk (2006)):

ÅThe data contains bilateral stock of immigrants, 
based on census and register data, for the years 
1990 and 2000.

Å Immigrants are at working age (25+), defined as 
foreign born, subdivided into three classes of 
education level: low-skilled (0-8 schooling years), 
medium-skilled (9-12 schooling years) and high-
skilled (13+ schooling years).

ÅStock variables are more reliable than flow data, as 
flow data disregards return migration movements, 
which may distort the estimated effects. 

ÅMoreover, endogenous dynamic of equilibrium rates, 
are better captured by stocks than flows. 
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Empirical Evidence: Data

ÅData for welfare-state benefits per capita is based on 

OECD's Analytical Database. 

ÅWe use lagged average rates between 1974-1990.

ÅSocial benefits encompass all kinds of social public 

expenditures, in cash or in kind, including, for 

instance, old age transfers, incapacity related 

benefits, health care, unemployment compensations 

and so on. 

ÅThe data is PPP-converted to 1990 U.S. dollars.
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The Econometric Approach
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Explanatory Variables
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Differencing
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Observables and non observables
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Group A and Group B
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The Estimated Equation
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OLS OLS IV IV

benefits per capita (host country) -0.139 -0.111 -0.199 -0.205

(0.049)*** (0.054)** (0.079)** (0.086)**

benefits per capita (host country) X R 0.135 0.133 0.195 0.226

(0.054)** (0.061)** (0.079)** (0.088)**

migration stock share in 1990 - low skilled -0.755 -0.757 -0.750 -0.750

(0.097)*** (0.095)*** (0.098)*** (0.097)***

migration stock share in 1990 - low skilled X R 1.673 1.694 1.669 1.687

(0.185)*** (0.180)*** (0.185)*** (0.181)***

migration stock share in 1990 - high skilled 1.076 1.082 1.071 1.071

(0.131)*** (0.127)*** (0.132)*** (0.130)***

migration stock share in 1990 - high skilled X R -0.729 -0.734 -0.723 -0.723

(0.134)*** (0.130)*** (0.135)*** (0.133)***

high-low labor ratio in 1990 (host country) -0.459 -0.459

(0.165)*** (0.165)***

high-low labor ratio in 1990 (host country) X F -0.088 0.221

(0.558) (0.542)

Observations 400 400 400 400

R-squared 0.857 0.858 0.856 0.856

Migration into 16 European countries, from 26 developed countries (inclusive of the 16 host countries, among

which free migration is allowed); 

F (R) is a dummy variable for the 16 (10) source countries whose migration into the 16 host countries is (not) free

IV: legal origin of the host country (English, Scandivavian, German-French)

Robust standard errors in parentheses

* significant at 10%; ** significant at 5%; *** significant at 1%

Dependent Variable: High-Low Difference in Migration Stock Shares at 2000
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Robustness Tests
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Empirical Evidence: Robustness

OLS OLS IV IV

benefits per capita (host country) -0.215 -0.126 -0.173 -0.152

(0.082)*** (0.082) (0.065)*** (0.068)**

benefits per capita (host country) X R 0.198 0.113 0.156 0.139

(0.082)** (0.083) (0.065)** (0.068)**

migration stock share in 1990 - low skilled -0.668 -0.666 -0.670 -0.665

(0.139)*** (0.133)*** (0.139)*** (0.132)***

migration stock share in 1990 - low skilled X R 0.130 0.133 0.132 0.132

(0.224) (0.221) (0.224) (0.221)

migration stock share in 1990 - medium skilled 0.890 0.895 0.892 0.894

(0.159)*** (0.152)*** (0.159)*** (0.151)***

migration stock share in 1990 - medium skilled X R 0.293 0.286 0.290 0.287

(0.402) (0.401) (0.402) (0.401)

medium-low labor ratio in 1990 (host country) -0.065 -0.065

(0.056) (0.056)

medium-low labor ratio in 1990 (host country) X F -1.663 -1.614

(0.485)*** (0.485)***

Observations 400 400 400 400

R-squared 0.727 0.746 0.726 0.746

Migration into 16 European countries, from 26 developed countries (inclusive of the 16 host countries, among

which free migration is allowed); 

F (R) is a dummy variable for the 16 (10) source countries whose migration into the 16 host countries is (not) free

IV: legal origin of the host country (English, Scandivavian, German-French)

Robust standard errors in parentheses

* significant at 10%; ** significant at 5%; *** significant at 1%

Dependent Variable: Medium-Low Difference in Migration Stock Shares at 2000
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OLS OLS IV IV

benefits per capita (host country) -0.138 -0.147 -0.279 -0.320

(0.068)** (0.070)** (0.122)** (0.133)**

benefits per capita (host country) X R 0.159 0.167 0.301 0.340

(0.072)** (0.074)** (0.123)** (0.134)**

migration stock share in 1990 - low skilled -0.750 -0.751 -0.742 -0.741

(0.096)*** (0.095)*** (0.098)*** (0.097)***

migration stock share in 1990 - low skilled X R 1.710 1.711 1.702 1.701

(0.166)*** (0.165)*** (0.167)*** (0.166)***

migration stock share in 1990 - high skilled 1.076 1.081 1.063 1.065

(0.128)*** (0.123)*** (0.130)*** (0.127)***

migration stock share in 1990 - high skilled X R -0.731 -0.736 -0.718 -0.720

(0.130)*** (0.126)*** (0.133)*** (0.129)***

high-low labor ratio in 1990 (host country) -0.342 -0.342

(0.199)* (0.199)*

high-low labor ratio in 1990 (host country) X F -0.852 -0.962

(0.874) (0.896)

common language -0.061 -0.076 -0.039 -0.051

(0.048) (0.054) (0.049) (0.052)

common language X R 0.027 0.049 0.005 0.024

(0.059) (0.064) (0.058) (0.061)

log distance 0.044 0.035 0.055 0.048

(0.034) (0.031) (0.036) (0.033)

log distance X R 0.014 0.023 0.003 0.010

(0.039) (0.037) (0.041) (0.039)

GDP per capita (host country) 0.029 0.188 0.178 0.385

(0.074) (0.129) (0.128) (0.205)*

GDP per capita (host country) X R -0.097 -0.208 -0.247 -0.405

(0.080) (0.136) (0.130)* (0.207)*

GDP per capita (source country) -0.062 -0.070 -0.051 -0.057

(0.084) (0.085) (0.082) (0.084)

GDP per capita (source country) X R 0.031 0.038 0.020 0.026

(0.084) (0.086) (0.083) (0.085)

Observations 400 400 400 400

R-squared 0.863 0.865 0.860 0.861

Migration into 16 European countries, from 26 developed countries (inclusive of the 16 host countries, among

which free migration is allowed); 

F (R) is a dummy variable for the 16 (10) source countries whose migration into the 16 host countries is (not) free

IV: legal origin of the host country (English, Scandivavian, German-French)

Robust standard errors in parentheses

* significant at 10%; ** significant at 5%; *** significant at 1%

Dependent Variable: High-Low Difference in Migration Stock Shares at 2000
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Replacing the period for the 

benefits
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Pension payments as the benefits
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Index of non-defense- spending  

measure for the benefits
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Adding the Gini Coefficient



43

Adding Gravity variables


