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Research Question:

ÅThe paper analyzes the effect of the generosity of 

the welfare state on the skill composition of 

immigrants.

ÅOur analysis is divided into two extreme cases:

ïFree migration: equilibrium is supply side 

determined;

ïPolicy-Restricted Migration: equilibrium is 

ñPolicyò side determined.



3

Research Issue:

Å In free migration theory, welfare-state generosity adversely 
affects the skill composition of immigrants.

Å In the political-economy theory, If migration is policy-restricted, 
welfare-state generosity positively affects the skill composition 
of immigrants.

Å The reason, in both cases, is the two sides redistributive nature 
of the welfare stateðthe tax finance and the benefit sides.

ï If migration is free, a generous welfare-state attracts 
unskilled immigrants but deters the skilled immigrants;  
because, the latter are net contributors and the former net 
consumer of the system. 

ï If migration is restricted by host country policy, skilled 
immigrants are more desirable by host countries, as they are 
net contributors to the welfare system, helping the tax 
financing of the system; whereas, unskilled immigrants are 
less desirable by host countries, as they are net contributors 
to the welfare system, shouldering  the tax financing of the 
system on the native born voter. 
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Motivation for a New Approach :

ÅEmpirical literature as to the effect of the generosity 

of the system on the skill mix of immigrants is 

inconclusive: 

ÅOne strand of the  literature brings out evidence that 

welfare state serves as a magnet for immigrants:

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

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

McKinnish (2005, 2007) 

ÅBut, there is also evidence finding that  welfare 

benefits has no significant effect over migration:

ïWalker (1994); Levine and Zimmerman (1999) 
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Literature (continue) 

ÅOn immigration into European countries:

ÅPeridy (2006) finds that welfare-state benefits have 
positive effect on migration.

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.

ÅThese studies, however, do not 
differentiate between free and 
policy-restricted migration.



Parsimonious Modelôs Predictions 

and Empirical Strategy

ÅOur parsimonious model predicts a 

differential effect on migration and its skill 

composition, depending on whether 

migration is free or policy-controlled. to 

obtain unbiased estimates of the 

generosity of the welfare state on 

migration (and on its skill composition), 

one must control for the migration regime. 



States within the US

ÅStudies of migration between states  of the 

US (such as Borjas (1999), for example), 

are evidently confined to a single migration 

regime (namely, free migration), and can 

obtain unbiased estimates.



Migration-regime and Empirics

Åstudies that employ samples that are 
confined  to the policy-controlled migration 
regime, but at the same time employ a 
model of the migrants' choice, whether to 
migrate  and to which country, are 
inconsistent. Therefore, in this case the 
estimates convey little information on the 
migrant choices (or on the welfare state as 
a magnet), but rather on the migration 
policy choices by the host country.



Migration-regime mix

ÅStudies that refer to both migration 

regimes,  without controlling for them, also 

convey little information on either 

migration policy by the host country or on 

the individual migrant's migration choices
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The Effect of Generosity in Our Sample 

With no differentiation between free vs. 

policy-restricted migration

benefits pc 1974-1990 (H) -0.134

(0.041)***

emigration stock rate 1990 - low -0.524

(0.167)***

emigration stock rate 1990 - high 0.792

(0.197)***

Observations 400

R-squared 0.728

Migration into 16 European countries, from 26 developed 

countries (inclusive of the 16 host countries, among which 

free migration is allowed);

Robust standard errors in parentheses

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

Dependent Variable: High-Low Difference in 

Emigration Stock Rates at 2000



11

Main Drawback of ñoldò Approach

ÅThis pooled regression does not separate source-

host countries pairs into free and restricted migration 

groups.

ÅThe welfare-state benefits has a negative and 

significant effect on the skill composition of 

immigrants. But we argue that this is the result of the 

existence of  ñfree migrationò group which 

ñdominatesò the sample.

ÅOur key hypothesis is that if migration is restricted by 

policy, the effect of the welfare state should be  

positive!
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Theory: A Policy-Restricted Migration 

Model

ÅProduction:

ÅLabor:

ÅGovernment Budget:

Å Individuals:
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Å Indirect Utility function:

ÅMedian Voter:

Theory: Policy-Restricted Migration 

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

Åan increase in ů increases aggregate labor 
productivity, and thereby the aggregate level of 
benefits per capita, b. 

Åan 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--ůu=1. 

Å If the domestic median voter is skilled, however, 
the two effects are conflicting--ůs < 1.

ÅTherefore: ůs <ůu=1.

Policy-Restricted Migration: Key 

Effects
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ÅComparative statics:

Å If the median voter is an unskilled individual, then 
an exogenous increase in the tax rate, t, does not 
change the ůu (since it is already  at the  corner).

Å If, however, the median voter is a skilled individual, 
an exogenous increase in the tax rate, t, will 
change the migration policy, ůs, in the direction of 
larger share of skilled immigrants (using the 
envelope theorem). 

ÅThe reason is: if the tax rate increases, the 
redistribution fiscal burden upon a skilled median 
voter rises; therefore, additional skilled immigrants 
ease the  burden. 

Theory: Migration Policy in the 

Stylized Model



First prediction of the parsimonious 

model 

ÅFirst, an increase in the generosity of the 

welfare state (Ű) adversely affects  the skill 

composition of migrants, in the free-migration 

regime



Second prediction of the 

parsimonious model

ÅAn increase in the generosity of the 

welfare state (Ű) has a more pronounced 

effect  on the share of skilled migrants of 

total migrants when the migration-regime 

is policy-controlled
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ÅWe make two simplifying assumptions: 

Å (1) the source country is relatively small. 

Therefore, its emigrants cannot affect labor 

supply, productivity and wages in the host 

countries. 

Å (2) individuals in the source country are 

heterogenous with respect for the reservation 

utility, for  each skill level

Å (reasons for the  heterogeneity: migration costs 

due to housing, family size, portablity of savings, 

etc.).

A Free Migration Model
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Free Migration Stylized Model

ÅDenote  skilled and unskilled migration:

Equilibrium w.r.t the cut-off migrant:

ÅThe two equations implicitly determine the 
equilibrium quantities of immigrants, ms and mu:


