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By Willi Leibfritz, Paul O’ Brien and Jean-Christophe Dumont*

1. Introduction

Migration has been an important phenomenon in many OECD countries, while in others it has potentially
or actually become so. Some countries have traditionally been important net sources of emigrants, others
have been destination countries, while a number have changed from the first to the second group. The
movement of people from one country to another clearly has a wide range of economic effects. Because of
the diversity of migration patterns, simple models cannot capture the full picture, and tend to be focused on
particular aspects of the problem; but they can suggest the main lines that need to be investigated. The
main economic effects of immigration (or emigration), are likely to be felt in the labour market and on
public finance. Depending on the age and skill structure of the migrants, there will be changes in
populations and labour supply, which will affect employment, wages and output. Migrants pay taxes and
may benefit from public expenditure, to a degree, which again depends very much on the kind of migrant
concerned. Since migration flows are very varied (economic, refugee, family, temporary, return etc., are
among the frequently used -- and overlapping -- categories employed to classify migration), there can be
no simple answer as to what the precise effects are; careful empirical work is needed. Since migration
affects the demographic structure of the population, including the age structure and fertility, its effects are
likely to be spread through time.

This paper isintended as an overview of these issues, bringing together some existing literature rather than
presenting new results.? After a brief look at the economic theory of migration (Section 2), it outlines
recent developments of migration in OECD countries and the potential impact of EU enlargement on
migration in Europe (Section 3). It then reviews the literature on the effects of immigration on labour
markets (Section 4) and government budgets (Section 5). It concludes by discussing how economic policy
may affect, or be affected by, the economic impacts of immigration (Section 6).

2. Why do people migrate?

The economic theory of migration starts from the assumption that (potentia) migrants attempt to increase
(or maximise) their utility over their remaining lifetime (Sinn et al., 2001). This implies a focus on
consumption (private and public) and other factors which affect utility (such as the cultural and socia
environment, the climate etc.) and implies a comparison of (expected) conditions in a potential host
country with those in the country of origin. Important determining factors will be income from labour,
wealth and transfers. The economic and psychic costs of migrating, along with the costs of acquiring
information on which to base the migration decision, intervene both to prevent any kind of recognisable

1. Major contributions were made by Jean-Pierre Garson. The authors are economists in the OECD
Departments of Economics (Leibfritz, O'Brien) and Labour and Socia Affairs (Dumont). This paper is
based on joint work from these departments but the views expressed in this paper are those of the authors
and do not necessarily represent those of the OECD. The authors are also grateful to Jorgen Elmeskov,
Mike Feiner and Ann Vourc’h and John Martin for their comments on an earlier draft.

2. Analysis of the economic impact of migration in a number of countries will form part of forthcoming
OECD Economic Surveys of these countriesin the years 2003-5.



equilibrium emerging and to ensure that historical accident plays a large part in observed migration
behaviour. Furthermore, migration is often a family or even a community decision, migrants often quoting
"abetter future for my children" as areason for moving, rendering an individualistic focus inadequate for a
complete description and widening the list of relevant factors to such things as educational and healthcare
systems.

Nevertheless, some regularities predicted by simplistic economic theory can be observed in migration
patterns. As in Hicks (1932), often a point of departure for studies on migration decisions, wage
differentials can be seen to be an importance influence on flows of migrants. Anecdotes also suggest that
although information circulates imperfectly, it does circulate - the price asked by "people smugglers'
fluctuates as a function of, among other things, the probahility of a successful outcome for the migrant.

As income levels and employment opportunities are affected by general economic conditions including
foreign trade restrictions or liberalisation, trade policy can in principle indirectly affect the decision to
migrate. On the basis of earlier work by Heckscher and Ohlin, Mundell (1957) suggested that an increase
in trade impediments stimulates movements of capital and labour while restricting factor mobility would
stimulate trade. This hypothesis is based on the assumption that both trade and factor mobility tend to
equalise commodity prices and factor prices (Factor Price Equalisation Hypothesis). An assumption that
thisis tgue is behind many estimates of the effect of past migrations on relative wages in the new and old
worlds.

While some empirical studies have supported the Factor Price Equalisation Hypothesis others have not.
More recently Straubhaar (1988), Malle (1994) analysed the Intra-EC-trade (on a growing trend from 1958
to 1980) and the Intra-EC-migration flows (which was decreasing during the same period) and concluded
that movements of goods and capital have been largely substitutes for movements of labour. Faini and
Venturini (1993) also find evidence for substitution effects and suggest that more liberal trade policies in
industrialised countries may reduce migration pressures. Others argue that trade liberalisation by itself may
have no significant effect on migration but if accompanied in developing countries by other growth-
enhancing policies (such as investment in infrastructure and human capital) the propensity to emigrate
could be reduced (Cogneau, Dumont and 1zzo, 1998). Mouhoud (1998) also suggests that free trade by
itself does not constitute a substitute for labour mobility. Richards (1994) analysing the situation in Latin
America and south-east Asia and Cogneau and Tapinos (1995) taking the example of Morocco show that
trade and migration are in fact complements, not substitutes; the reason being that when countries develop,
the number of people who can afford to migrate increases (see also Schiff (1994)). Hence during the first
phase of development, emigration may increase rather than diminish and only later after a higher standard
of living has been reached to decline again and migrants may return, suggesting that migration and trade
may be complementary in the short run and substitutable in the long run.

Hatton and Williamson (2002) identify four economic and demographic fundamentals which have driven
migration over the past 150 years: gaps between rich high-wage countries and poor |low-wage countries,
poverty constraints which hinders migration in very poor sending countries (explaining why emigration in
these countries first increases as aresult of higher incomes which reduce the poverty constraint); the size of
the young adult share in sending and receiving country populations; and the foreign-born migrant stock
from the sending countries currently residing in the receiving country (network effects). Besides these
economic factors migration policies also play an important (and often a decisive) role. For example, once
the era of unrestricted migration to North America ended (this happened gradually, but was definitive after

3. See Hatton and Williamson (1998) for a wide-ranging discussion of some of the great migration
movements of the 19" and 20™ century, identifying many of the economic, demographic and political
influences at work, as well as presenting estimates of the impact of migrations on relative wages based on
standard neo-classical assumptions.



a series of Immigration Acts between 1917 and 1924) the ebbs and flows of migration into the United
States owed as much to policy changes as to variations in economic conditions, though these continue to
play a role in migration pressures facing the US. Also migration within Europe has been attributed to
different economic conditions between southern and western Europe and to liberalisation policies in the
context of EU enlargement (see below).

3. Trendsand structure of migration®

Over the past decades migration trends have differed across OECD countries and over time (Figure 1 and
Table 1): The 1980s were characterised by an increase in immigration flows in most OECD countries.
However, this rising trend did not persist through the 1990s in al major OECD areas. In Europe a
substantial decline in the number of net entries was evident after a peak in 1992-1993, which was
associated with the fall of the “iron curtain” and a number of wars and ethnic conflicts. The downturn
continued until 1997-98, after which immigration started to rise again. The future EU enlargement could
lead to further inflows from Central and Eastern European countries to Western European countries but
there are different views about the likely size of this effect (see below). In the United States, net
immigration increased steadily between the mid-1970s and the mid-1990s. In recent years, however,
migration flows seem to have stabilised. In the other “traditional immigration countries’, Canada and
Australia, immigration also increased during the 1990s but less than in the United States and in Europe.

Figure 1. Net migration in major OECD areas’
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1. Net migration is measured as the difference between the total population on 1 January and 31 December for a given calendar year, minus
the difference between births and deaths.
Source: OECD Labour Force Statistics.

4. This section draws from Part 1 of OECD (2001a) Trends in International Migration. Data on migration
flows refer to legal flows, unless otherwise indicated.



Table 1. Foreign or foreign-born population in selected OECD countries

Thousands and percentages

Thousands % of total population Annua growth over
the period
(%)
1989 1999 1989 1999

Australia 3753t 4482 22.3 23.6 2.2
Austria 387 748 5.1 9.2 6.8
Belgium 881 897 8.9 8.8 0.2
Canada 43434 49712 16.1 17.4 1.9
Czech Republic 41° 229 0.4 0.4 27.8
Denmark 151 259 29 4.9 5.6
Finland 21 88 0.4 1.7 15.3
France 3597° 3263 6.3 6.3 -11
Germany 4846 7 344 7.7 8.9 4.2
Hungary 138* 127 1.3 1.3 -1.6
Ireland 78 118 23 32 4.2
Italy 490 1252 0.9 22 9.8
Japan 985 1556 0.8 1.2 47
Korea 47 189 0.1 0.4 14.9
Luxembourg 107 159 27.9 36.0 4.1
Netherlands 642 652 43 4.1 0.1
Norway 140 179 33 4.0 2.4
Portugal 101 191 1.0 19 6.6
Slovak Republic 11° 29 0.2 0.2 17.9
Spain 250 801 0.6 2.0 12.4
Sweden 456 487 5.3 55 0.7
Switzerland 1040 1369 15.6 19.2 2.8
United Kingdom 1812 2208 3.2 38 2.0
United States 19767° 28180 7.9 10.3 4.0

Note: for Australia, Canada and the United States, the data are those for the foreign-born
Population. For the rest, they concern those of foreign citizenship. For this and other reasons, the data
are not fully comparable across countries. For more details, see Technical Note 3.

1.1991
2.1996
3.1990
4. 1994
51992
6. 1993

Sources: OECD International Migration Database; OECD Labour Force Statistics.



The categories of immigrants’ have also changed. Immigration for family reasons continues to
predominate, notably in the traditional immigration countries, such as Canada, France and the United
States® But since 1997, owing to regional conflicts and aso to restrictions on other channels of
immigration, the number of asylum seekers and refugees has risen substantially in many OECD countries,
particularly in some European countries. In 2000, the United Kingdom, Germany and the United States
received the largest number of asylum requests. When inflows of asylum seekers in the same year are
expressed as a proportion of the total foreign population, Ireland, the Netherlands, Hungary and Norway
rank high with over 6 per cent. In the United States, this group accounted only for two people per thousand
of the foreign-born population. The profile (including country of origin) of asylum seekers and refugees
may deviate from that of other immigrants which, together with the different motive behind this migration,
may affect their prospects of integration, although for some of them economic motives may also have
played arole.

Immigration for employment purposes have aso become more important during the second half of the
1990s reflecting the period of strong economic expansion at the end of the 1990s and, in particular, the
development of the information technology sector where some countries have experienced shortages of
skilled and highly skilled labour.” The rise in employment-related migration concerns also unskilled
labour, as some OECD countries make extensive use of unskilled foreign labour, chiefly in agriculture,
building and construction, and domestic services. That is the case in particular in Italy, Spain, Portugal,
Greece and the United States. In certain countries, a substantial proportion of these foreign workers are
illegal immigrants.®

Reflecting the increase in immigration during the 1980s and early 1990s, the stock of the foreign
population in the OECD area rose by 14 million between 1989 and 1999, to reach nearly 58 million people
(including 38 million foreign-born), equivalent to 8 per cent of the total OECD population. The countries
of Southern Europe have experienced some of the largest relative rises in foreign populations, chiefly as
the result of higher inflows from Central and Eastern Europe. In Belgium, France and the Netherlands, the

5. To some extent the categories used in the following (family, employment. and humanitarian or refugee
migrants) are an artefact of entry policy and the data collection process. For many migrants, in whichever
category, a number of different factors are behind the reason for migration.

6. In France, for example, family-linked immigration represented 75 per cent of inflowsin 1999, the highest
level on record and up from 60 per cent in 1995.
7. The Information Technology Association of America (ITAA) estimated a skill gap of around 425 000

workers in the United States in 2001 (half the level for the year 2000), or about 4 per cent of the IT
workforce (ITAA, 2001) while in the European Union, the ICT shortfal is estimated to be around
1.4 million workers in 2001 according to the European Commission (European IT Observatory Y earbook,
2001).

8. Migration statistics often underestimate the level of migration due to illegal or clandestine immigration.
This category covers immigrants who enter unlawfully or overstay the expiration date of their visa or
asylum seekers who remain in a country despite not having been granted political refugee status. It is
obviously impossible to determine exactly how many illega immigrants enter OECD countries. In the
United States, Warren (1997) estimated that the number of illegal immigrants entering in 1996 was about
300 000, equivalent to one third of the number of legal immigrants that year. In Europe, estimates of
clandestine immigration by the International Centre for Migration Policy Development have been put as
high as half a million a year, implying an even larger proportion of illegal to legal immigrants. For Japan,
the stock of undocumented residents was officially estimated in early 1999 at 270 000 (equivalent to about
one-fifth of the legal foreign population). And in Australia, the stock of temporary visitors who had failed
to return on the expiry of their visa was estimated at about 53 000 people in mid-1999 (DIMA, 1999),
compared with an inflow of temporary residents of about 200 000 in that year (and a total legal foreign-
born stock of some 4.5 million).



number of foreign nationals stagnated or fell partly because of the relatively large number of
naturalisations there.

In Europe, the foreign presence in the total population is relatively high in Luxembourg (36 per cent) and
Switzerland (19 per cent) but in the new immigration countries such as Finland, Italy, Portugal and Spain,
aswell asin Japan and Korea, the proportion of foreigners remains relatively small. Immigrants represent a
particularly high proportion of the resident population in Australia (24 per cent), Canada (17 per cent) and
in the United States (10 per cent); relatively high figures for these countries occur partly because their data
concern the foreign-born. The proportion in Germany and Austria (9 per cent) would be somewhat lower
without restrictive citizenship provisions (recently relaxed in Germany), which have meant a low level of
naturalisations.

The composition of the foreign population by age, gender and levels of education differs both across
countries and within countries from that of nationals. In some of the maor immigration countries in
Europe, such as France, the age structure for foreigners is relatively close to that for nationals reflecting
long-standing migration and the fact that immigrants have tended to settle permanently in these countries;
nevertheless, the proportion of working-age people is still higher among foreigners than among nationals.
By contrast, more recent countries of immigration, such as those in Southern Europe and some of the
Nordic countries, present a clear preponderance of groups of working age, and very marked under-
representation of older groups. In the countries of settlement, the proportion of elderly people in the
immigrant population is little different from that for nationals, reflecting probably the importance of family
reunification. In some (but not all) European OECD countries, among foreigners the share of those with
only a secondary level of education is much higher than among natives. This in part reflects past demands
for low-skilled workers in the manufacturing sector. The gap is smaller in countries, which apply a
selective policy on immigration (e.g., Canada). The dichotomy in educational attainment levels between
the native and foreign population is likely to narrow, if the increasing emphasis on inflows of skilled
workers continues.

4, Effectsof immigration on labour markets

The economic effects of migration are likely to vary across countries according to the nature of migration.
The main economic effects of immigration (as well as of emigration) are likely to be felt in the labour
market and on public finance. Since migration affects the demographic structure of the population,
including the age structure and fertility, its effects are likely to be spread through time. In this section we
first examine the possible effects of immigration on labour markets and in the next section we look at fiscal
impacts, but it is clear that both are related.

4.1 Theoretical considerations

Much of the income gain from migration accrues to the migrants: their income is likely to be significantly
higher than before, whereas the gain to the host country depends on the extent to which migrants’ output
exceeds their incomes. But shifting labour supply between countries may have effects on the workersin the
origin countries who are left behind and on the existing workforce in host countries. The effects on wages
and employment and on aggregate output depend on labour market behaviour and institutions.



Figure 2. Immigration and unemployment ratesin selected OECD countries, 1998%
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If labour markets are largely competitive, with wages for largely homogeneous labour determined by
market forces (and with a fixed, or dowly adjusting, factor such as land or capital), migration reduces
wages and increases employment in the host country, probably with increased unemployment for a period
of adjustment (with the opposite effect in the country of origin). With less flexible labour markets, in the
host country the effect on wages and employment is smaller and the unemployment effect is likely to be
greater and last longer; if in the country of origin migrants have been unemployed, their departure does not
(much) affect wages and employment and output.® In the longer term, there will be adjustments to the
capital stock: these can be expected to offset some of the initial changesin wages. If there are economies of
scale or concentration, as is sometimes argued in the case of research- or technology-intensive activities,
immigration could even increase average wages (and emigration reduce them); without increasing returns
of some sort, theoretical models usually predict, however, that average wages will fall with immigration
and rise with emigration.

Labour market clearing models imply that immigration will increase aggregate income in the host country
by more than the income of the immigrants themselves as the existing population will gain a “migration
surplus.” This is because with diminishing returns immigration will cause wages to fall so that workers
(with similar skills) are paid only according to the marginal product of the “last” immigrant; their average
product will be higher than that and the difference accrues to capital, which will in general be owned by
existing residents. See Borjas (1999) for an exposition of this. If the labour market does not clear, and
immigration increases unemployment among existing residents, it is less obvious that there is automatically
a gain in aggregate income of residents. However, the relatively small size of empirical estimates of the
impact of immigration on unemployment among existing residents suggests that there probably is an
aggregate gain even in the short run. In the longer run, more complicated mechanisms may operate as
adjustments in the capital stock may reverse or partially reverse the initial movement in wages and the
aggregate income gain could be larger.



Box EU enlargement and itsimpact on future flows of CEEC workers

In 1993, the Copenhagen European Council agreed on the principle of enlarging the European Union to
include a number of Central and Eastern European countries when conditions were appropriate. In 1998,
negotiations were launched with five of these (Poland, the Czech Republic, Estonia, Hungary and
Slovenia) and also with Cyprus. In February 2000, negotiations started with Bulgaria, Latvia, Lithuania,
Malta, Romania and Slovakia. No firm dates have been agreed for accession, though many observers
expect two waves of new entrantsto occur in the second half of this decade.

Enlargement raises some apprehension in EU member countries, such as Germany and Austria, which fear
large-scale inflows of workers from the CEECs, under the principle of free movement. In June 2001, the
European Commission signed agreements with three candidate countries (Hungary, the Slovak Republic,
Latvia) which precluded free access to the labour markets of EU countries for a maximum period of seven
years after accession. The negotiation of similar treaties is underway with the other countries. Recent
research to assess the impact of EU enlargement on worker migration concludes, however, that East-West
flows are unlikely to have a major impact on the labour markets of the current fifteen EU countries, and
that over the long term they could dwindle or possibly reverse (Boeri et al., 2002).

That report employs variables such as income differentials and employment rates in host and departure
countries. The research is based on a number of assumptions, including per capita GDP convergence of
2 per cent ayear between East and West, and no change in unemployment rates in the EU and the CEECs.
According to these estimates, in 30 years' time, the population of CEEC origin in the current EU members
would represent at most 3.5 per cent of the CEEC population. Another research paper estimates the flows
at between 267 000 and 336 000 a year.

The immigration of workers from the CEECs would have different effects on individual EU countries, and
for different categories of labour. According to Boeri et al., immigration is expected to go chiefly to
Germany (65 per cent) and Austria (12 per cent). In addition, the inflows would raise competition among
unskilled workers, who could be affected both by lower wages and higher unemployment.

Assuming accession by Hungary, Poland and the Czech Republic in 2005, the Austrian research institute
WIFO forecasts that the number of migrants from those three countries into Austria would be 144 000 in
that year, and then fall off subsequently (Breuss, 2001). For Germany, two recent estimates about the
immigration potential from CEEC come to different results. According to a study by the IFO institute, over
a fifteen-year period after free accession, between 3.2 and 4 million immigrants from five countries
(Poland, Romania, Slovak Republic, Czech Republic and Hungary) will have settled in Germany which
would correspond to around 4to 5 per cent of the population of their countries of origin. For the eight
countries which the study argues to be those most likely be included in the first wave of EU membership
(Estonia, Latvia, Lithuania, Poland, Slovak Republic, Czech Republic and Hungary), migration potential to
Germany is estimated at 3.4 to 4.3 per cent of their population, or 2.5 to 3.3 million people. This estimate
is significantly higher than one by the DIW, according to which after full mobility is implemented "only"
between 1.8 and 2.4 per cent of the population of the CEECs (including Bulgaria and Romania) will
migrate to Germany (Sinn et al., 2001a).




Further complications arise from the need to consider different types of migrants, for example according to
their skill levels. When migration changes both the size of the labour force and its skill compoasition, there
are likely to be changes in both average wages and in the wage structure, with possible consequences for
inequality. For example, if immigration is predominantly low skilled compared with the existing
population, the wages of low-skilled workers can be expected to fall, but there may be a resulting increased
demand for high-skilled workers; their wages would tend to rise; the mechanism for their real wage
increase could also be increased (cheaper) supply of goods and services from the low-skilled sector.
During an adjustment period, unemployment of low-skilled workers may be higher. While capital flows
may respond to migration, migration may be also a response to capital flows, or may accompany such
flows. Given this, and recognising that there are in fact many kinds of labour, which can be substituted for
each other to agreater or lesser degree, many outcomes are possible.

4.2 Empirical findings

Fears have often been voiced that immigration would cause a rise in unemployment amongst native-born
populations. These concerns are of particular relevance in European countries where unemployment is
often high. There is no obvious reationship between the stock of immigrants and the level of
unemployment (Figure 2). The results of detailed empirical studies also show that it is impossible to
establish a systematic relationship between immigration and unemployment (Table 2). Nevertheless
immigrants tend to have somewhat higher unemployment rates than natives (Figure 3). But isnot true in all
countries and can vary by sex as well as by country of origin and by type of migrant - immigrants admitted
under employment-related programmes are generally employed, at least when they arrive. Given that
migrants are often self-selected to be more highly motivated than average (at least in the country of origin)
possible explanations for their sometimes above-average unemployment may lie in their greater
concentration in vulnerable groups, or perhaps in discrimination against them; their entitlement to welfare
payments such as social assistance payments and (once they meet eligibility requirements) unemployment
benefit is no greater than that of equivalent natives, so this cannot easily explain a differential between
immigrants and natives.

There are striking differences in the incidence of unemployment for immigrants across OECD countries. In
1999 many European countries recorded unemployment rate for foreigners two to three times that of their
national counterparts. By contrast, in the settlement countries (Australia, Canada and the United States) the
disparity in unemployment rates for foreigners and native-born people is much narrower. Participation
rates of foreigners are also very contrasted across countries. In Denmark, the Netherlands and Sweden
participation rates are much lower for foreigners than for nationals, while in Germany, France, Belgium,
and Portugal, the discrepancy is significantly narrower. These differences in unemployment and
participation rates between foreigners and nationals are even more pronounced for women than for men.
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Figure 3. Unemployment rates of national and foreign populations (men)
average 1999-2000"
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Figure4. Barriersto entrepeneurship (1), 1998

1. The scaleis 0-6 from least to most restrictive.
Source; OECD, Economic Outlook,N°66.
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Large labour market imbalances between foreigners and nationals may be explained by comparing the
educational attainment of immigrants across countries. High unemployment and low participation rates
among foreigners could be limited to those with low education attainment and hence low earnings
capacity. Indeed, an important motive behind acquiring more education is to gain a stronger foothold in the
labour market and thus lower the risk of unemployment. The reduction in risk is particularly large for those
investing in upper-secondary education, whereas the gap in unemployment rates between upper-secondary
and university-educated workers is comparatively small. Moreover, educated workers are more likely to
participate in the labour market, and their active working life is generally longer than that those with lower
educational attainment (OECD, 2001b). A recent OECD study using data from the European employment
survey estimated the determinants of the probability of being in work by age, gender, level of education,
place of birth and nationality. The results indicated that foreigners have a greater probability of being non-
active or looking for work. However, educationa attainment has a large positive and significant impact on
the probability to be employed in al the countries reviewed (OECD, 2001c).

Recent increases in admission of refugees or asylum seekers may also contribute to the large figures for
foreign unemployment (when allowed to seek employment), especially in some OECD countries where
labour market conditions are relatively unfavourable for low-skilled workers. For example, foreigners
admitted as refugees or asylum seekers face considerable difficulties in some countries in finding work,
duein particular to language problems in the early years of their stay. This may account for the high rate of
unemployment among foreignersin Denmark, Norway and Sweden, where the annual flows of refugees or
asylum seekers are relatively high compared with other admission categories.

Immigrants also tend to have lower wages than natives. Astime passes, there appears to be convergence on
both counts, though in some countries there is still a difference between the experience of third-generation

12



immigrants (i.e., the grandchildren of immigrants) and natives, though less than there was for their
grandparents, in others there appears to be no difference. It should, however, be noted, that few studies
looking at this issue have been able to use time series or panel data allowing a comparison that takes into
account, for example, the possibility that later waves of immigrants have different abilities from earlier
ones (see Borjas (1999)). As far as educational attainment is concerned, second-generation immigrants do
tend to achieve better education qualifications than their parents.

The theoretically predicted negative relation between migration and wages, or positive effect on
employment and short-term unemployment have also been detected in some econometric studies, though
the dtatistica relationship is often weak and not well-determined. But there are also a number of studies
showing the opposite relationship. Tables 2 and 3 present the basic results of a selection of econometric
studies.

There are many reasons why it may be difficult econometrically to establish a robust relationship between
migration and the labour market. Among these are the fact that variations in migration flows are for the
most part relatively small so time-series effects will be easily obscured by other developments, whereas
cross-section analysis has to take account of country- or region-specific effects. Furthermore, as noted
above, migration takes place for many different reasons and labour market insertion may well depend on
whether immigrants expect to be in the host country temporarily or permanently. Simultaneity is also likely
to be a problem, as migrants can be expected, in so far as they have any choice, to migrate to places where,
or at times when, labour market prospects are most favourable. Even where specific events alow study of
large, exogenous movements of people, it is still not easy to identify the expected effects ™

10. In May 1980 there was a large movement of migrants from Cuba to Florida, as 125 000 people made the
crossing in what became known as the Mariel boatlift. The population of Miami increased by 7 per cent.
Such a sudden increase in population should provide an opportunity to detect an effect of immigrants on
the labour market. One study came up with mixed conclusions (Card 1990). There was no observed effect
on wages or unemployment for most of the local labour market, with the exception of already resident
Cubans, whose wages fell. But it does appear that there were changes in domestic migration such that the
growth rate of Miami’s population subsequently fell. This might be purely coincidental, or imply highly
elastic domestic migration responses to wage changes (such that the changes themselves did not show up in
statistics for the directly affected region). An earlier example of alarge one-off influx of migrants camein
1962 when 900 000 people were repatriated from Algeria to France, increasing the labour force by around
1.6 per cent. Hunt (1992) estimated that 5 years later, in a given region, the effect of one percentage point
inflow was to reduce wages in that region by 0.8 per cent and increase unemployment by 0.2 percentage
points. Another example is the impact of the return of "retornados’ (mostly Angolan nationals but also
from Mozambique) in the mid-1970s. Over three years, some 600 000 people were recorded as arriving in
Portugal, largely in Lisbon, Oporto and Setubal, compared with a total population of some 9 million,
though some estimates put the inflow somewhat higher. Taking this event in a longer perspective,
Carrington and De Lima (1996) estimated that an immigration shock of 5per cent of the population
increased unemployment (with alag) by 1.5 percentage points.
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Table 2. Overview of the main studies on immigration and unemployment

Reference

Country studied

Data

Main findings

Muller and Espenshade United States 1970 et 1980 censuses in 247 urban areas | No effect from immigration of Mexican origin on
(1985) and sub-sample of 51 regions in which | the unemployment rate for the black population in
Mexican immigration is greatest spite of the fact that labour supply by both
Proportion of persons of Mexican origin | communitiesis similar
in the total population
Withers and Pope Australia Quarterly longitudinal data for the period | No significant immigration effect on unemployment
(1985) 1948-1982 was identified in any of the cases. A significant and
Net  immigration and  migration | sightly negative effect from immigration is however
(entry/exit) by permanent or long-stay | found in Model 3 (elagticity closeto —0.2)
residents The authors do find a systematic adverse effect from
unemployment on the net immigration flow and on
immigrant inflows
Card United States Examines the impact of the arrival of | Apparently Cubans aone (i.e. neither unskilled other
(1990) some 125 000 Cubans, largely unskilled, | Hispanics, blacks or whites) were significantly
in May 1980 in Florida. The “Mariel | affected by this flow. But the growth of Miami’'s
flow” increased the population of Miami | population is lower, indicating a fall from other
by 7%. Data are from the Current | sourcesof immigration
Population Survey.
Altonji and Card United States 1970 and 1980 censuses in 120 cities Marginaly significant positive effect from the
(1991) 19-64-year-olds not in education migration variable on employment, but the effect on
Proportion of immigrants in the total | wages was negative (elasticity 1.2)
population
Hunt France Review of the impact of the repatriation | The author estimates that a one percentage point rise
(1992) of 900 000 settlers (“Pieds Noirs”) from | in the proportion of returnees in the labour force
Algeria in 1962. The total labour force | reduced regional wages by 0.8 point and increased
increased by some 1.6%. The author uses | the native unemployment rate by 0.2 point.
instrumental  variables to check the
repatriates’ choice of location.
Pope and Withers Australia Annua longitudinal data for the period | Immigration was found to have a negative effect on
(1993) 1861-1981 unemployment, which was especially pronounced in
Net immigration rate recent times (i.e. after the second world war)
although observed in earlier periods as well. But the
lagged effect of immigration on unemployment is
positive, partly (but only partly) offsetting the initial
effect as immigrants enter the labour market and
adjust their consumption.
Simon, Moore and Sullivan | United States Aggregate data on the main U.S. cities| Regression analysis using immigration lagged by
(1993) over the period 1960-1977 one year shows that immigration has no significant
Annual immigration rates by city effect on the unemployment rate. A very dlightly
positive effect is obtained when changes in
unemployment rates are considered over two years.
Marr and Siklos Canada Quarterly longitudinal data for the period | Over the period 1961-78, no immigration effect on
(1994) 1961-1990 unemployment is found. Over the more recent
Number of immigrants in all categories| period, however, the authors show that past
combined immigration significantly affects the current
unemployment rate. In part, these findings may
reflect the change in migration policy between the
two periods.
Muhleisen and Zimmer mann | Germany Individual data from the German Socio- | The authors rule out the hypothesis that the

(1994)

Economic Panel between 1982 and 1989,
including only male private-sector wage-
earners aged 17 to 52 in 1982.

Proportion of foreignersin local industry

proportion of foreigners in local employment may
have an impact on worker mobility or exposure to
unemployment. They also show that foreigners are
not significantly distinct from natives when all their
individua characteristics are taken into account.
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Table 2. contd. Overview of the main studies on immigration and unemployment

Reference

Country studied

Data

Main findings

Carrington and DeLima
(1996)

Portugal

Studies the impact of the return of
Angolan nationals (retornados) to
Portugal in the mid-1970s. Over three
years, some 600 000 people arrived in
Portugal, largely in Lisbon, Oporto
and Setubal, increasing the tota
population by some 10%.

Because the influx coincided with a cyclica
downturn in Portugal, the authors check against
economic trends in Spain and find that additional
immigration of 5% between 1963 and 1981 had no
instantaneous effect, but a lagged effect equivalent
to an additional 1.5 percentage points of
unemployment.

Diaz-Emparanza and Espinosa | Spain Monthly longitudina data for the| The two series of data are (1) with different time
(2000) period 1981-1999 lags and are not co-integrated. There is therefore no
Work permit series adjusted for the|long-term relation between immigration and
1991 regularisation programme unemployment. In the short term, however, the
authors identify an immigration effect, although it is

negligible.
Gross France Quarterly longitudina data between | Immigration has a strong adverse effect on
(2000) 1974 and 1995, adjusted for the 1981 | unemployment over the long term (even allowing

regul arisation programme
Rates of worker immigration and
family immigration

for family immigration) and a positive, abeit very
dlight, effect in the short term
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Table3. Overview of themain studies on immigration and wages

Sour ce Data Main findings
Grossman US Census 1970 Effect from a10% rise in the total number of foreigners on the wages
(1982) of: 2" generation -2%; nationals -3%
Borjas Survey of Income and|Blacks and Hispanics are complementary. Hispanics and whites are
(1983) Education 1976 aso complementary. Slight econometric evidence of black/white
substitutability.

Chiswick & Miller Censuses  in five|Strong substitution nationals-migrants. The greater the supply, the
(1985) countries: United States,|lower the relative income of immigrants

United Kingdom,

Canada, Austrdia and

Israel
Geary & Grada Time series of | Adverse but modest effect from immigration on wages, Granger
(1985) immigration data and|causality of a changein immigration on wages

economic variables

Muller & Espenshade

US census, 1970 1980

Complementarity immigrants-natives. Mexican immigration has little

(1985) impact on the income or unemployment of black households.
Borjas Public Use Sample|No effect from mae immigration on white men's wages.
(1986) 1/100 1970, Complementarity with black men.
US Census PUMSA
1/20 1980
Borjas US Census 5/1 000/A 10% increase in WI lowers WN wages by 0.3%. A rise in HI
(1987) 1980 raises BN wages by 0.1% and HN wages by 0.2%. No effect on WN
Garson, M oulier-Boutang,| 1985 French|G2, G3, G4 complementary to G1. Very sight effects on wages from
Silberman & Magnac employment survey a10% increase in any of these groups.
(1987)
Bean, Lowell & Taylor US Census 1980 five|Effect on wages of a10% increasein illegal Mexican immigrants:
(1988) states in the south-|White natives 0%
western United States | Black natives +0.1%
Hispanic natives +0.2%
The effect of legal Mexican immigration on white wages is negative
and dight.
Altonji & Card US census (1980) Adverse effect of immigrants in the local population on the wages of
(1991) unskilled native workers, significant especially among black men. A
10% increase in immigration reduces wages by 0.86%.
Butcher & Card CPS, us CPS|An increase in immigration has a non-significant effect on the lowest

(1991)

1979,1980, 1988 and
1989

wages and a positive effect on the highest wages.

Lalonde & Topd
(1992)

US Census (1970, 1980)

A 50% increase in immigration leads to a 3% drop in the wages of
“new” dready settled immigrants. The impact is greater for young
black men.

DeNew & Zimmer mann
(1993)

German GSOEP, 1984-
1989

A one percentage point rise in the proportion of foreign employment
reduces the hourly wage by about 4%. The effect is not significant for
white collars unless they have little job experience.

Pischke & Vélling
(1994)

Bundesfor schungsanstalt
fur Landeskunde

Und Raumordnung
(1992), Data for 1985

and 1989

Positive but generaly not significant effect of the percentage of
foreigners (or Turkish nationals) in the local population on the log of
the manufacturing wage
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Table 3 contd. Overview of the main studies on immigration and wages

Sour ce

Data

Main findings

Gang & Rivera-Batiz
(1994)

us Census,
Eurobarometer
Netherlands

France

United Kingdom
Germany

Unskilled labour, education and experience are found to be
complementary for the entire population in the United States and in
Europe. This explains why the effects of immigration are so complex.

In Europe, the various ethnic groups supply labour having very low
substitutability for that of nationals (except for Asians in France:
elasticity -0.1). In the United States, complementarity effects between
immigrants and nationals from the various communities dominate as
well.

Borjas, Freeman & Katz
(1996)

US Census 1980 and
1990

The regression shows wages to be positively correlated with the
percentage of immigrants, except for men in 1980. However, the
findings are not very robust.

With the other method, the authors show that immigration is
responsible for roughly 30% of the earnings decline for high school
dropouts between the two dates.

Dolado, Jimeno & Duce
(1996)

Permit data
1990-92

Spain

A 1% increase in immigration raises wages by 1/20™ of 1% for
skilled workers and by 1/20" of 1% for unskilled workers. The
authors justify these results by Spain’s low level of immigration and
the existence of athreshold effect.

Margo Historical data on the|Wages dropped significantly at the beginning of the influx of
(1997) CaliforniaGold Rush  |immigrants (1848-1852) and then remained constant.

Camarota Current Population|Immigration exerts downward pressure on wages. A one percentage
(1998) Survey (June 1991) point (about 10%) rise in the proportion of immigrants translates into

a 0.5% drop in the average wage and a 0.8% decline in unskilled
wages.

Butcher & DiNardo
(1998)

US Census 1960, 1970,
1980, 1990

The authors show that if the wage structure had not shifted between
1970 and 1990, there would have been little change in the earnings
differential between natives and immigrants. The influx of
immigrants over the period is therefore not responsible for changesin
the relative distribution of wages.

Pedace
(1999)

US Census 1980, 1990

An increase in the proportion of immigrants in the primary sector
generally feeds through to higher wages. In the secondary sector,
wages are positively correlated with the proportion of foreigners,
with the exception of Hispanics (men and women) and black women.
In all cases, the effects are dlight and not robust.

Jayet & Rajaonarison
(2001)

France: 1990-1997
employment surveys
SEDDL regiona
database

Significant, positive but slight effect of the presence of foreigners on
the wages of men and women.

The findings are less robust when looking specifically at North
Africans or citizens of southern European countries.

At the level of socio-professional categories, the (still positive)
relationship seems to be validated only for skilled male workers.

Borgas
(2002)

US microdata samples
of the Dicennia Census
(1960, 1970, 1980,
1990) and  Annua
Supplement  of  the
Current Population
Survey (1999, 2000,

2001)

An immigrant influx that increases the supply of workers with
particular skills by 10% lowers the wage of natives in that group by
2-3%, and reduces their weeks worked by 2%.
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A different but related issue is how international migration may be related to internal mobility. One
interesting argument (due to Borjas (2001)) is that immigration may contribute to improving domestic
factor utilisation by compensating for the reluctance of natives to move from areas of (relative) labour
surplus to areas of shortage. Regional (or, in principle, skill-specific) labour market imbalances can be A
different but related issue is how international migration may be related to interna mobility. One
interesting argument (due to Borjas (2001)) is that immigration may contribute to improving domestic
factor utilisation by compensating for the reluctance of natives to move from areas of (relative) labour
surplus to areas of shortage. Regional (or, in principle, skill-specific) labour market imbalances can be
quite persistent, as people are reluctant to move long distances to look for work or higher wages. This may
be for family reasons, but also may be related to welfare policy or housing market flexibility, for example.
Borjas argues that immigrants into the United States, who face no such costs prior to immigration, are less
constrained in their choice of region of settlement and tend to choose those where labour markets are
tighter. This possibility has to be set against another observed tendency of migrants, which is to settle in
areas where migrants from the same country have gone before, because of network effects. It is not
necessarily the case that such areas will be those where labour markets are currently the tightest, even if -
other things being equa - labour market conditions are important for the decision to migrate.

4.3 Integration of immigrantsin the longer term

As was emphasised earlier, the effects of migration cannot easily be understood by looking at short-run
effects. Migration has effects on demography which themselves depend on the age and sex structure of the
migrant population and its fertility behaviour (which tends to converge on that of host populations, but
only slowly). This will have significant effects on the economy in general and the labour market in
particular, but identifying them in a useful way is not attempted here. One set of issues that can be
identified and where there is an extensive literature is the longer run integration of individua (groups of)
migrants into the labour market. One of the most important questions for the migrants themselves is to
what extent they or their descendants "catch up” on natives. There are a number of senses in which this can
be measured. One is that for given skills they have the same employment and wage prospects, another
(given that skills are often proxied by educational attainment) is that their children reach the same
educational level as natives, so that they in turn become indistinguishable, on this measure, from natives.
Differences in the labour market between natives and migrants are not due only to their different economic
characteristics, of course. Direct or indirect discrimination against foreigners is common, tending to vary
by ethnic group.

5. Fiscal effects of immigration

Public concern that immigration could be a heavy burden for the native population has a long tradition.
Even before welfare states were established, there were fears in immigrating countries that the influx of
foreign paupers could reduce the living standard of the natives via an extensive use of urban infrastructure,
together with a deterioration in the outer appearance of cities. Policies to limit the inflow of people who
were deemed likely to become recipients of public assistance programmes have a long tradition.* The
establishment of socia aid programmes and the extension of the welfare state during the twentieth century

1 For example in 1891, the US Congress acted to restrict entry of various “classes’ of people, particularly

paupers. Those who were perceived as a potential public burden were turned away at ports of entry and
transport companies were required to return them. Furthermore, in order to deter paupers and to help to
finance social services a head tax on each arrival was introduced and steadily increased between 1882 and
1907. Those who became public charges (paupers) within a year of entry were subject to deportation
(Jensen 1989).
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has raised the potential drain of public resources by poor immigrants and there is often the perception that
immigrants add significantly to government outlays on socia spending and reduce the claims of natives on
the public capital stock.

Apart from their effect on public spending, most immigrants pay direct or indirect taxes, and business taxes
would increase too (assuming taxable profits or value added increase).” Such tax and expenditure effects
may occur at all levels of government - federal, regional, local, socia security. Furthermore, the
immigration-induced increase in GDP may also increase total government revenues by more than those
paid directly by immigrants. Thus, a broader approach is needed to assess the overall fiscal effect of
immigration. The effects have to consider not only spending in individua programmes but genera
spending and overall tax payments. Furthermore, a static approach, which looks only at the budgetary
effects in a specific period, may be not enough as it disregards the dynamic budget effects, i.e. the effects
over the entire lifetime of immigrants, including that of their children.

The fiscal impact of immigration depends on the characteristics of immigrants (e.g. family status,
employment, level of income) and also varies from country to country, depending on, for example, the tax
and welfare systems, labour market flexibility and institutions, as well as general economic conditions.
Some argue that there is an interaction, via the materia interest of average voters, between immigration
and welfare programs although this is difficult to predict. In the following we discuss briefly the literature
on possible effects of immigration on welfare systems from a public choice point of view, We then
examine the various approaches to measure the effects of immigration on government budgets and review
the empirical literature on such effects in the various OECD countries.

5.1 Effect of immigration on welfare systems — the political economy aspect

There is a lively literature on political economics (public-choice school) that emphasises the palitical
process in understanding fiscal policy decisions (see Persson and Tabellini, 1999, for a literature survey).
Some theoretical models are based on the median voter theorem. In these models, for example, the size of
redistributive fiscal programmes would reflect the preference of the median voter (in practice, this may
correspond to the middle-income class). In a society with arelatively well-off middle class and the poverty
concentrated at the low end of the income scale, the amount of redistribution may be small, while with a
relatively worse-off middle class and unegual income distribution, the majority of the voters may prefer a
large redistributive spending (and high income tax rates). In such a framework, immigration could upset
the political balance among different socio-economic groups and lead to a change in policies. For example,
if immigrants are relatively poor so that they are likely to be net beneficiaries of the fiscal transfers, this
can actualy lead to a reduction in redistributive spending programmes and tax rates. It is because the
additional tax burden on the middle class from the need to finance the transfers to the immigrants can
cause the middle class to shift toward anti-tax coalition. While immigrants and poor natives would prefer
higher redistributive spending (and higher taxes)®, the median voter (and tax payer) who dominates the
political process may prefer lower tax rates.

It is argued that higher wages and more generous welfare systems in Western European countries attract
immigrants from Eastern Europe (in particular after EU enlargement) and from other countries and this

2 The effects could be complex. Employment of migrants may increase profits and, thus, revenues from

business taxes. But if the increased labour supply reduces wages (and/or) the employment of native
workers, this would reduce (net) revenues from native employment, while on the other hand further
increasing profit taxes.

13. If the poor expect (for themselves or their children) to achieve in the future a higher level on the income
ladder, they may, however, not support a high level of income redistribution and high taxes.
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will lead Western European countries to scrutinise their welfare systems and try to avoid being welfare
magnets. A successive dismantling of the European socia welfare state could be the likely outcome (Sinn,
2002). Unskilled or poor natives would then be affected by immigration not only by reducing their wages
and employment opportunities but in addition via a reduction in redistributive programmes. Razin et al.
(1998) and Razin and Sadka (2000) provide some empirica evidence for such effects of immigration.
Alesinaet al. (1998) find that ethnic fragmentation in US cities is negatively related to the supply of public
goods and services (education, roads, libraries, sewers and trash collection) and local spending on welfare.
Woo (2002) reports that income inequality is an important determinant of public sector deficits in a panel
of industrial and developing countries. This suggests that large income inequality can be associated with
resistance both to cut existing spending programmes (from the poor) and to increasing taxes (from the rich)
so that deficits can surge.

There are also some studies that point in the opposite direction. For example, Rodrik (1998) makes a strong
case that the size of redistributive spending is positively related to the exposure of societies to risks from
globalisation. Public welfare is seen asto provide social insurance to people who are vulnerable to external
shocks. Indeed, more open economies were found to spend more on welfare (and have bigger
governments). While in this literature “openness’ of an economy is generally proxied by the trade share of
GDP, it can aso include openness to immigration across borders (or labour mobility in a broad sense).
Hence, greater labour mobility (including immigration) would be accompanied by greater social welfare
spending (and possibly higher taxes) because of increased demand for social protection from the native
workers who face greater risks associated with globalisation process. The upshot of this recent public
choice literature is that immigration can lead to changes in existing welfare systems, although the size and
even the sign of any resulting changes may be difficult to predict. If there is more pressure on welfare
spending, this can lead to more cost-effective programmes instead. The palitical-economy analysis in the
context of migration is further complicated by the fact that immigrants are not typically entitled to vote
until they obtain citizenship, which some never do.

5.2 Measurement approaches of fiscal effects of immigration

The measurement approaches applied in the literature differ with respect to the coverage of government
spending and revenues, as well as the time horizon (for a survey, see Blanchet (1997)). Some studies
examine the direct budgetary effects caused by settlement services and general spending programmes, and
on taxes paid by immigrants; here, the federal government level or the general government, including
social security budget, is considered. Other studies include the budgetary effect of the immigration-induced
change on the overall economy (i.e. the change in net taxes paid by the existing population). Both static
and dynamic (which may or may not use longitudinal data) approaches are applied. Static approaches
could be misleading as they do not consider the different fiscal impacts of migration over time. For
example, school-age migrants receive educational services or other age-related transfers and may appear to
be a burden on the government budget. But, when they enter the workforce and pay taxes, these may be
higher (in present value terms) than the overall benefits which they receive from the State. Or, if working-
age immigrants enter the country and immediately pay taxes and social security contributions, the fiscal
pressure is reduced. However, later in life they will get pensions, so that their overall contribution to the
budget may be smaller than it first appears.

The concept of generational accounting has been applied in order to assess the fiscal effects of immigration
in a dynamic framework. It looks at budgetary effects of immigration after the arrival of immigrants, and
over their remaining lifetime (in present value terms). Applying this approach requires (among other
things) information (or assumptions) on benefits received, and taxes paid, by immigrants over their
remaining lifetime. Measuring the long-term net tax payments of immigrants to the government (in present
value terms) is particularly important when examining the effect on pension systems, as it includes not
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only current contributions by immigrants but also - and in particular - their future pension benefits. Given
the fact that in many countries the ageing of the population requires additional measures to achieve long-
term fiscal sustainability in pension (and hedlth care) systems, the question examined in these studies is
whether, and to what extent, immigration helps to reduce future fiscal pressures of ageing population (see
below). A dynamic approach is aso useful to analyse the long-term fiscal effects of migrants entering the
country at different ages, and of children born to migrantsin the host country.

It is clear that estimated fiscal impacts of immigration depend heavily on the approach used, and on the
assumptions underlying the various estimates. Estimates of the fiscal effect could refer to the existing stock
of immigrants, or to recent inflows which could be quite different in composition.

5.3 The ageing perspective

If new immigrants are of working age, with lower proportions of both children and older people
immigration could act as a temporary brake on the future upward trend in old-age dependency ratios in
OECD countries.™ Migration also has a long-term impact, especially if immigrants have higher fertility
rates than the existing population. Hence, part of the fiscal benefits from immigration identified in the
studies discussed above arises from the changed age structure.™ Given the fact that in many countries the
ageing of the population requires additional measures to achieve long-term fiscal sustainability in pension
and health care systems, the question arises if and to what extent immigration could help to reduce future
fiscal pressures.

The effects depend on assumptions about pensions and health care expenditures and future reforms, as well
as life expectancy. For example, an immigrant joining an actuarialy-fair, defined-contribution, public
pension scheme will not create any benefit to the pension system. The effect of joining - or, in the case of
emigrants, leaving - a PAYG scheme will vary according to whether the scheme has been reformed to
make it sustainable. Where it is not, immigration could help under certain conditions to eliminate the fiscal
imbalance, asisillustrated by several of the generationa accounting studies as discussed below. The view
that higher immigration alleviates part of the fiscal burden of age-related spending is supported by a
sengitivity analysis, which has been carried out in the context of projections of long-term fisca costs of
ageing in OECD countries (Dang et al., 2001). The effect is noticeable, but the simulations indicate that
very substantial immigration would be necessary to make a significant offset to the public finance
implications of ageing in most countries (Table 4).

The results of some of the existing studies on fiscal effects of immigration are summarised in Table 5 and a
more detailed description is presented in the Annex.

14. Since immigrants inevitably grow old too, the long-run effect on overall demographics is much less than in
the short term and medium term; in order to make a big difference to trends in the dependency ratio
without increases in fertility, large and ever-increasing volumes of migration might be needed. See United
Nations (2000).

15. For example, Sinn (2001) calculates that the gain (in present value terms) to the German social security
system caused by an immigrant is nearly twice as much as the value of a German newborn child. The
reason is that immigrants immediately pay social security contributions and also have more children, so
that the benefits to the social security system also extend to later generations.
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6. Policy issues

As the previous discussion has suggested, the effects of migration depend very much on the characteristics
of the migrants. Hence, migration-related policies need to take account of this diversity, as well as of the
fact that migration and its effects are not just economic phenomena. Furthermore, some policies that might

have advantages from an abstract economic point of view are likely to be unrealistic or unacceptable in
practice, depending on the different views and traditions in different countries.’® But there are nevertheless
many areas where appropriate policy choices can increase the benefits to be expected from migration or
reduce adverse effects fromiit.

One group of issuesis concerned with policies which affect the volume or composition of migration flows.

Partly this is to do with migration controls themselves - this means in practice controls on immigration
rather than on emigration. To start with, it is necessary to have a clear idea of what the aims of immigration

Table 4. Sensitivity of pension spending to higher immigration

Additional stock of Changes in old-age pension
Net immigration (number of persons) f&;;?:gi;g;?:g ngggglons%
scenario) (in percentage points of GDP)
Higher
Baseline scenario High immig'ration High immig.ration Baseliqe rTs]cl:?err]a;r(i):
scenario scenario scenario difference from
baseline
2000 2050 2000 2050 N:e”r‘s;:;f popoﬁ’ IZ;O”
Belgium 10,204 15,000 11,224 22,500 495,916 4.9 3.3 -0.4
Czech Republic 9,500 15,000 10,100 22,500 347,946 4.2 6.8 -0.3
Denmark 11,000 10,000 12,100 15,000 335,517 6.1 2.7 -0.2
France 50,094 50,000 55,103 75,000( 1,677,682 2.7 3.9 -0.3
Germany 300,000 200,000 330,000 300,000/ 6,668,965 8.8 5.0 -1.0
Italy 50,000 80,000 55,000 120,000| 2,424,622 5.0 -0.3 -0.5
Spain 31,054 60,000 34,159 90,000 1,790,314 5.1 8.0 -0.8
Sweden 15,165 20,000 16,682 30,000 671,486 7.3 1.6 -0.7
United States 900,000 900,000 900,000 1,350,000 28,105,264 7.8 1.8 -0.3
Source: Danj et al (2001)
16. For example, a discriminatory approach to non-contributory welfare payments - e.g., making provision for

immigrants less generous than for natives, but more generous than in countries of origin - might appear to
have economic logic (and potential migrants might even find it acceptable if it lowered entry barriers) but
might be socially and politically unacceptable. But see Sinn (2002) for a discussion of welfare systems
based on a country-of-origin principle.
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Table 5. Some estimates of the fiscal impact of migration

Country, author Main results Time data: direct survey of
horizon/measurement migrants
approach

Australia, Access
Economics

Average migrant benefits the budget
(by c.A$5000 per year after 10 years);
humanitarian admissions do not.

6-years (extrapolated to
10)

Longitudina survey since
[1994]

Australia, Bureau
of Immigration
(BIR)

Short- and medium-term (1-4 years)
net fiscal costs, but long-term (after 10
years) net fiscal gain.

1-10 years/
macroeconomic model

1989-90 intake of immigrants

Australia, Ablett
(1999)

Immigrants are likely to make a
substantial net positive contribution to
the public sector.

Generational accounting
model.

Denmark,
Economic Council

Current net emigration does "not seem
to threaten the Danish income tax
base"

Denmark,
Statistics Office

Additional 5000 average immigrants
imply tax increase of 0.25% GDP; 17-
year-olds would be tax neutral .

CGE modél

Representative immigrant
group with average immigrant
participation, etc.

Germany, Bonin et
al.

200 000 average immigrants (net
annual inflow) reduce tax burden by
1.1% GDP.

Generational accounting
model

Information from labour force
survey and German socio-
economic panel

Germany, Sinn et
al. (2001)

Immigrants are, on average, anet
burden to the government budget

(€ 726 per year and per capitaduring
their total stay and € 2 368 per year
and per capita during their first ten
years).

Base year 1997, present
value for pension
benefits.

Information from German
socio-economic panel,
national accounts, fiscal
statistics, and ifo pension
model.

Italy, Moscarola

50 000 immigrants per year reduce tax
burden by 3-4% GDP.

Generational accounting
model

United States, Lee
& Miller (2000)

100 000 extraimmigrants per year
cost 0.7% of fed. Revenue after 75
years, total (fed/state/local) impact -ve
for >25, <50 years.

Follows up to 2™
generation immigrants

Congressional Budget Office
(Lee & Miller (1997));
Current Population Survey,
Census

United States, Blau
(1984)

Immigrants receive on average higher
transfers than natives. Thisis amost
entirely due to the higher average age
of immigrants - areflection of the
large inflows during the pre-1924
period.

Survey of income and
education, 1976.

United States, Higher average use of public Bureau of Census Data.
Jensen (1987) assistance by immigrants, compared to

natives but differenceis small and

relfects preference of immigrants to

live in states where economic

conditions and welfare benefits are

above average.
United States, Additional immigration has a positive | CGE model.
Storedletten (2000) | effect on the government budget only

if immigrants are selected by age and

skill.
United States, Additional immigration can aleviate Generational accounting
Auerbach and the implicit government debt. Results | model

Oreopoulus (1999)

depend on how measures to eliminate
it are distributed over time.

Fiscal policy effects on the impact of migration are an important practical consideration for policymakers,
and public views - not necessarily accurate - about it can have a significant impact on overall migration
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policy. Tax and benefit palicy interacts with labour market policy through its effects on incentives to work
and migrate.

The following sub-Sections consider a variety of policies under these headings, aiming to suggest ways in
which policies can affect the degree to which economies can benefit from migration flows. The grouping
used here is often rather artificia: many policies have an effect on al of labour market outcomes,
budgetary outcomes and incentives to migrate; some policies have a rather direct effect and others only
indirect.

6.1 Palicies affecting migration flows

Border controls directly influence migration flows, although they cannot generally achieve complete
control over either the number or nature of arrivals; recently, an increasing number of countries are turning
to policies to selectively admit highly-skilled workers. Other policies can aso influence inflows or
outflows indirectly. The question naturally arises as to how effective are these policies and what are their
fiscal costs and benefits. This Section looks at a number of these issues.

Border issues

It is hard to find a convenient classification for immigration policies across OECD countries, since they are
strongly influenced by each country’s historical and geographical particularities. Table 6 suggests a
possible classification, distinguishing countries where immigration has been an integral part of economic
development for many years from those, mainly European, countries where the situation is more mixed,
and those such as Japan and Korea where immigration has not traditionally been important at all. In most
countries, policies seek to control total flows or their composition, or both; concern over how to retain
natives, particularly the highly educated, who may wish to emigrate is also high on the agenda in many
countries.r” Immigration controls generaly alow a number of different immigration streams, for which
entry conditions may vary. Broadly speaking these distinguish three broad motivations for immigration:
family, humanitarian (e.g., refugees and asylum seekers) and economic motives.

The effectiveness of border measures cannot easily be assessed against a measure of what would happen
without them. On the face of it, however, legal restrictions appear to be ineffective in many countries, since
flows of illegal migration are very large compared with the legal flows. Illegal migration may be less
costly than legal migration as far as public finance is concerned, since digibility for welfare and other
benefits is lower, but income and payroll tax revenues will also be lower. Other economic effects from
immigration are likely to be similar in the case of illegal and legal immigrants (for given skill levels). The
concept of maximising the economic benefit from immigration is not easy to apply, but if overal (legal)
numbers are limited, it may well imply focusing on the highly skilled since net tax revenues are likely to be
higher while costs (including social or congestion costs) per capita may be lower, or at least no higher than
for the low-skilled. In practice, non-economic objectives may well overrule such economic arguments.

17. In many countries (effectively the whole of the EU, for example) immigration policies effectively assume
that the supply of potential immigrants of all sorts exceeds the capacity of the country to absorb it, with the
frequent exception of highly-skilled immigrants. Australia, Canada and New Zealand still feel that their
population is lower than is desirable, though there does not appear to be an explicit target of some optimal
level of population.

24



Attracting, or retaining, highly-skilled workers

The idea that immigration of the highly-skilled should be a priority is becoming commonplace. This may
be because their integration costs per capita are thought to be low and their contribution to economic
output and the budget high; or more subtle effects may emerge, such as the benefits from clusters of
research and development oriented activities and people.*® Most OECD countries have recently amended
their legislation in order to facilitate the admission of foreign speciaists. Measures include the relaxation
of quantitative congtraints, the setting up of special programmes for so-called “shortage occupations’, the
relaxation of criteria and procedures for entry of highly skilled workers and the reduction in requirements
for foreign students to change their status if they wish to enter the labour market.

At the same time, many countries - especially developing countries - are concerned about a "brain drain”
from the emigration of the highly skilled. If there are indeed significant cluster or scale effects, this
concern is justified; facilitating the circulation of highly-skilled workers across frontiers while generating
benefits for both sending and receiving countries may be difficult. While sending countries may view the
depletion of their domestic pool of skills and the lost public investment in human capital as welfare losses,
those that create opportunities for research, innovation and entrepreneurship at home are more likely to
benefit from return flows of migrants, capita and access to international innovation networks.

Return flows of migrants, whether they were originally thought of as a brain drain or not, may well
augment the stock of human capital if migrants return with knowledge or skills they would not have
acquired without having emigrated.™

Tax and benefit policies

Just as the budgetary impact is important for assessing the costs and benefits of immigration, so tax and
benefit structures (as well as public expenditure more generally) might influence the volume and nature of
migration flows.

Theoretically, potential migrants may take into account welfare entitlements in destination countries when
deciding whether and where to migrate. Even if for most migrantsit is earnings in employment that matter,
self-selection may lead migrants for whom welfare entitlements might be important - who would be those
whose labour market position will be weak - to look for countries with generous welfare systems.
Similarly, high-taxation countries may repel potential highly-skilled immigrants, although high levels of
public infrastructure provision may partially offset this. Thus, caricaturising somewhat, high tax and
spending countries may attract immigrants who tend to undermine their financial viability.

18. A comprehensive discussion of many of the issues can be found in OECD (2002) and a shorter discussion
in OECD Employment Outlook 2001, chapter 5.

19. Thereisin addition an argument that the possibility of being able to emigrate under a high-skill programme
such as the H1-B visa programme in the United States may in fact augment the stock of human capital in
an origin country (Mountford, 1997). The logic of the argument is that the potential wage premium for an
emigrant is such that many potential emigrants seek to acquire the human capital (essentially a university
degreein the right discipline) necessary to meet the requirements of such programmes. The argument relies
on the numbers seeking to do this exceeding the number of places actually available in host countries by a
sufficient amount. This may not be entirely plausible but at least makes the point that a simple accounting
approach to emigration flows is not sufficient to show that it creates a brain drain.

20. For an extreme view, see Sinn (2002) where it is argued that increased international capital and labour
mobility will lead to competition between tax and welfare systems in different countries which will in the
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It is unclear how strong an influence tax and benefit policies exert on the decision to migrate. One study of
migrants from Egypt, Ghana, Morocco, Senegal and Turkey assessed the proportion of migrants who had
information about labour market prospects or welfare provision prior to migration (Eurostat, 2001). Those
who knew about labour market prospects were between twice and five times as numerous as those
knowing about welfare (where the proportion ranged from under 10 per cent to as much as 25 per cent of
migrants), which might suggest some influence from the latter, but could equally be entirely unrelated.
Reducing any potential welfare-related incentive by adopting origin-based dligibility criteria for some
benefits or facilities may be difficult.”* Some countries? limit access to some types of welfare payment for
immigrants until they have been resident for a certain period.

It may also be noted that high replacement rates in potential emigration countries may reduce the incentive
to emigrate. The steep decline in Spanish emigration in the late 1960s and into the 1970s followed the
introduction of socia security in the 1960s, where there had been none before.

Some countries practice discrimination in favour of (some types of) immigrants in taxation policy. An
example is the lower tax rates which apply to high-skilled immigrants in Denmark, for their first three
years of residence. This may be justified by the probability that short-term, highly-paid migrants place little
burden on public expenditures; it may also be asign of high taxation on nationals.

A related problem considering the costs of emigration occurs in education finance. When the highly-
educated emigrate, especially if they emigrate when young, the social returns on the public funds spent on
their education, and which can justify subsidised education, are enjoyed by the host country rather than the
origin country. One approach to this which retains the advantages of subsidising provision is to provide
some or all tertiary education finance in the form of loans repayable on emigration.”

The pension situation of emigrants can be important. Accrued public pension rights that cannot be
incorporated into other countries’ public systems, or only at aloss, will inhibit mobility although the public
finances of emigration countries may thereby benefit. Although labour mobility generally enhances overal
efficiency, individua states may have a financial interest in using pensions to inhibit emigration, a crude
compensation for the difficulties in clawing back other public expenditures such as that on education
mentioned above. Conversely, systems that compensate for lack of pension transferability by providing for
cash payouts for emigrants need to be calculated carefully, to be fair while avoiding encouraging return
migration of retirees at a cost that would exceed that of paying their pension in the host country.?*

Portability issues are relevant for some other socia payments, as well as hedth care. In the European
Union, many of these barriers to migration have been reduced, although the situation is not uniform. The
proportion of social benefits, excluding headlth, that are exportable is about 90 per cent of socia

end erode the more generous systems. This may be thought of as a variant of the argument that strong
labour and capital mobility in a monetary union leads automatically to fiscal policy harmonisation.

21. Proposals for such an approach exist, however. See Richter (2002), Sinn (2002 a), Sinn (2002 b) and the
Scientific Council at the German Ministry of Finance (Wissenschaftlicher Beirat (2002)).

22. The United States, Australia and Denmark, for example.

23. See OECD (2001a), Vossersteyn and Canton (2001). Another approach (that exists in Singapore, Malaysia

and Thailand, for example) is to attach a condition to student loans that the beneficiary return to the
country of origin for a certain number of years; a guarantor is required to post a bond in case of default by
the beneficiary.

24, As reportedly is the case for immigrants in Italy returning to their country of origin for retirement. See
Moscarola (2001).
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expenditures in Italy and Spain while the proportion is closer to 70 per cent in France, Germany and
Finland.

6.2 Palicies affecting the economic impact of migration

Labour market policies

Many labour market measures have aims related to promoting equity and stability, with side-effects that
may impede the functioning of the labour market to a greater or lesser extent. If immigrants are affected
differently from nationals by these measures, whether simply by virtue of being immigrants or because
their skill or age characteristics differ from nationals, the economic benefits from immigration may be
affected, and the fact of immigration may call for a re-evaluation of the measures themselves. The
relatively high unemployment among immigrants in most countries might suggest that labour markets
function less well for immigrants than for natives, but this may be due more to immigrants having labour
market characteristics that render them relatively vulnerable to unemployment than to an inherent effect
from immigrant status. In either case, relatively higher unemployment rates among immigrants point to the
importance of improving the ability of labour market institutions to absorb these kind of workers.

Minimum wages

While intended as protection against excessively low wages, minimum wage legidation tends to make it
more difficult for low-skilled workers to get work. Since, in most countries, the foreign population has a
lower average level of educationa attainment than nationals, minimum wages in those countries may have
a disproportionate impact on the employment prospects of immigrants and may be part of the explanation
for the differential in unemployment rates observed.

Where the minimum wage is perhaps already too high, it is very likely to be causing unemployment among
low-skilled immigrants. If immigrants are a large proportion of the vulnerable workforce - for example,
where there is a high proportion of low-skilled among them, the social problems that unemployment
creates in any group may be accentuated by the barrier to integration that this can represent; the case for in-
work benefits as an aternative or supplement to minimum wages and/or the case for payroll tax cuts
targeted to low-wage workers may be strengthened.®

Employment protection legislation

Employment protection legislation (EPL) is likely to slow labour market adjustment and tend to create an
insider-outsider split in the labour market.?® Anything that slows labour market adjustment is likely to slow
integration of immigrants, and immigrants are almost by definition outsiders. The links between EPL and
labour market performance are not always clear cut,?’” but where EPL is particularly strict®® and integration

25. Discussion of the impact of minimum wages on the labour market can be found in the OECD Employment
Outlook, 1998, chapter 2.

26 . EPL may cause higher labour costs, athough the final effect depends on the wage bargaining process as
trade unions may reduce wage claimsin response to more labour protection (see EImeskov et al,. (1998)).

27. See OECD Employment Outlook, 1999, chapter 2.

28. See the composite indicator of the strictness of EPL, OECD Employment Outlook, 1999, p.66.
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of immigrants appears to be slow, the question of such alink could be considered - might some weakening
improve migrant integration without undermining the basic goals of the legidation? Models might be
found in the increasing use of exemptions of temporary employment contracts from the full provisions of
EPL in anumber of countries.

Both EPL and minimum wage legislation may encourage illegal employment to avoid their constraints.
Where EPL is strict and/or minimum wages high, the benefit from low-skilled immigrants will be low
because of their poor employment prospects. A casual observation may suggest a link between illegal
migration and formal |abour markets that are unfriendly to the low-skilled: among the few countries where
legal immigrants have an average education level at or exceeding that of natives are Greece, Spain and
Italy (see Figure 2), countries in which there does tend to be a strong insider-outsider distinction in many
parts of the labour market; these are all countries with high numbers of unskilled illegal immigrants
working in low-paid jobs.?® This may be tolerated by the authorities (thereby implicitly encouraging illegal
immigration) because it occurs frequently among natives, too.

Strong EPL is aso thought to provide a "push” towards self-employment. This may be a contributory
factor to the observation that in many countries immigrants are more inclined to be involved in
entrepreneurial activity than natives.

Active labour market policies

As regards active labour market policies, the requirements of immigrants are likely to be more specialised
than average, and the general OECD Jobs Study recommendation to avoid blanket approaches and try to
concentrate on tailoring job-search support to individuals' needs is therefore particularly appropriate for
this group. Improving language skills is the most obvious specific intervention that might be useful, since
language barriers are widely recognised as the most important single factor limiting labour market
integration of immigrants (for given skill levels).*® Making language skills part of the entry requirement
would be more cogt-effective than subsequent training. Both may in fact be useful, but if neither is
implemented, labour market integration is likely to be poor for many immigrants. Although not
immediately relevant for labour market policy, language training for children and spouses of immigrants
should probably be a priority under any circumstances, to foster their integration into the host society as
well asimprove their future labour market prospects.

Competition in the labour market -- recognition of qualifications

Lack of comparability and reciproca recognition of academic and professional qualifications to pursue a
professional activity limit the degree of geographical mobility and reduce labour market integration. In the
European Union, for example, diploma recognition in the public sector has not been achieved to the same
extent or pace as in the private sector and access to public sector employment by nationals of other EU
States is limited. Such barriers, including restricted recognition of foreign qualifications, are often claimed
to be justified by the need to "maintain quality." While these claims may not be unfounded, the natural

29. Thisis not compelling evidence. Figure 2 does not control for the age distribution of the two populations:
older nationals in those countries are likely to have had many fewer years of education than those of ages
comparable with the immigrant population. And the United States is an example of a country with much
illegal immigration but little stringent labour market legislation or generous welfare availability.

30. Thereis a considerable literature on this. Recent examples are Shield and Wheatley Price (2001), Chiswick
and Miller (2002).
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tendency of professional associations to restrict entry may have significant costs - for example in higher
medical or legal costs - if the services of immigrants are being unjustifiably excluded.

Product and other market policies

Barriers to entrepreneurship

Barriers to entrepreneurship - unnecessary licensing and permitting requirements, administrative burdens,
communications and procedura rules, etc.* - may be relevant to more than just the highly-skilled
(Figure6). Migrants are often more entrepreneurial than average and can be a useful stimulus to
entrepreneurial activity in host countries, and through network effects can act to facilitate the integration of
subsequent migrants. In many cases, self-selection may be the explanation for the degree of entrepreneuria
aptitude of migrants,® but, whether or not this is the case, barriers to its exercise may prevent the full use
of its potential. Just as in the case of entry barriers to professions mentioned earlier, some barriers to
entrepreneurial activity may have justification, for example in health and safety legidation, but these do
not justify many common restrictions.

The supply of capital can often be seen as a barrier to entrepreneurship. Just as native start-ups may suffer
from alack of credit history or collateral assets, immigrants are likely to find it even harder to raise finance
(unless through immigrant financia networks, that often arise after some time precisely because of these
initial barriers). And equally, just asit is difficult to see how to overcome barriers that are typically seen by
potential lenders as mere prudence, it is hard to see what practical steps can be taken to improve matters. A
potentially related, if controversial, policy measure is the financing for minorities scheme in the United
States, where banks are required to make a certain proportion of new loans to borrowers from minority (but
not immigrant, as such) communities.

Fiscal policy issues

Fiscal policy influences the economic impact of migration through its effects on labour market incentives
and through links between migration and budget balances. These are not independent, since a key factor for
the short-term budgetary impact of migrantsistheir experience in the labour market. Asfor the longer term
budgetary impact, the nature of the public pension system can be an important factor.

Incentives

Apart from any possible role in influencing migration flows (see above), taxes and transfers can affect
labour market incentives, for both residents and immigrants. The disincentive effect of high taxes on labour
on the low paid is increased where means-tested transfers (such as for housing, heath, disability etc.,) -
which result in high withdrawal rates as incomes increase - are an important part of the welfare system.
Among low-skilled immigrants these effects may be particularly important (although where immigrants
have reduced entitlement to such socia assistance, their incentive to work is stronger than that of natives).
Disincentive effects are particularly important for second earners in households, and might be expected to

31. See Nicoletti, Scarpetta and Boylaud (1999).

32. It may also be that thisis areaction to the difficulties of integrating into the labour market as an employee.
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reduce female participation rates. Female participation rates do tend to be lower among immigrants than
among natives™, more often than is the case for male participation.

L ong-term budgetary impact

The tax and transfer system aso affects the impact of migration on public finance: as mentioned above,
employed immigrants can have a significant beneficial effect. One important source of this benefit
concerns pension contributions. It is now well-understood that feasible migration flows are no solution in
themselves to the problem of population ageing, despite the favourable age-structure of current inflows of
immigrants. The revenue that employed immigrants provide to public pension schemes nevertheless
provides a useful, if small and temporary, smoothing effect to the financing problem coming in most
countries. To ensure that this short-term improvement is not at the cost of a longer term deterioration in
public finances, public pension provision for immigrants should be no better than actuariadly fair (i.e., the
present value of expected pension liabilities should be no more than the present value of expected
contributions™).

Pension reform is controversial in many countries and although progress has been made, this condition
may hot yet be satisfied. In practice, it can be very difficult to separate pension accounts from general
government taxation and expenditure since pensions may be partly financed from general taxes, which
immigrants also pay. According to the studies reported in Table 5, it appears to be generally the case that
the present value of immigrants taxes and contributions exceeds, on average, the present value of their
receipts from government, pensions included.

33. Their fertility rates are also typically higher than those of natives, which would tend to reduce participation
rate. The extent to which they diverge from the participation rate of host-country native females is quite
highly correlated with participation ratesin their countries of origin.

34. A relative improvement, i.e,. in terms of implicit pension debt per capita or per unit of GDP, could be
achieved with aless stringent condition.
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Table 6. Main migration systems and policy impact in OECD countries

Typeof system  Settlement or Mixed model of long-term  Labour migration model
establishment model establishment
Examples Austraia, Canada, New Belgium, France, Netherlands, Japan and Korea
Zedand, United States Sweden
Degree of Highly open Effectively open under certain Not very open
opennesstothe conditions
various categories
of migrants
Selective Stated ex ante Stated ex post Stated ex post or ex ante
admission Strict Medium or slight Strict
Dominant modeof  On admission Recurrent control (mainly Mixed control on admission

control

through issue and renewal of
residence permits)

and through renewal or not of
residence permits

Labour policies

Not predominant but
increasingly important
Self-allocation of migrants on
labour market

Employment situation generally
not an obstacle

Single permanent card

Mobility possible, immediately
or in the short term

Strict

Limited self-allocation of
migrants on the labour market
Employment situation may be
an obstacle

Multiple work permits
Progressive removal (for some
categories) of mobility
constraints

Very strict
Specific alocation

Employment situation may be
an obstacle

Multiple work permits

Slow or discretionary removal
of mobility constraints

Integration

Projected and in some cases
organised from the outset
Multi-cultural model
Naturalisation possible after a
short period de residence

Not explicitly provided for but
organised during residence
Assimilationist model
Naturalisation facilitated (jus
soli and jus sanguinis)

Not explicitly provided for

Cohabitationist model
Naturalisation restricted (jus
sanguinis)

Main advantage

Targeted migration policy

Flexible and can be reoriented

Possible adjustment to
economic fluctuations

Limitations of
system

Inertialinked to settlement
immigration

Qualitative impact limited in
the short term, especialy in the
family stream

Limits to selectivity

Drift towards settlement model

Risk of formation of minorities

Greater market segmentation
when admission rates are low

Structural instability in the
long term
Formation of minorities

Greater market segmentation
when admission rates are low

Margin of
manoeuvr e of
policies over the
migration system

Medium
Importance of interest groups
and lobbies

Strong at national and local
levels. Decision-making power
|eft to various administrative
levels

Slight at national and local
levels
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ANNEX

OVERVIEW OF EXISTING EMPIRICAL STUDIESON FISCAL EFFECTSOF IMMIGRATION

Australia

The consultancy Access Economics maintains an accounting model which estimates the effect of
immigrants on the budget through time.* To our knowledge this is the only model which uses targeted
longitudinal data (from the Longitudinal Survey of Immigrants to Austraia- the LSIA®) on actual rather
than assumed behaviour of immigrants on employment, incomes, social security take-up, pensions, and
public education. The LSIA also has information on migrants incomes, which are used for estimates of
direct and (combined with the Household Expenditure Survey) indirect tax revenues.

The model distinguishes immigrants by the programme under which they were admitted: Family,
Concessional, Business Skills, Independent, Humanitarian. Only the first and the last put any net burden on
the Commonwealth budget, and only in the latter case does this impact last into the long term. The model
results do not distinguish groups of migrants by origin, or by linguistic ability, although one might expect
associated variations. Expenditure on unemployment benefit, for example, appears to be greater for
immigrants, especially those from non-English-speaking backgrounds, than for natives (Nahid and
Shamsuddin (2001)).

This kind of accounting model can provide great detail on the direct impact of migrants, but does not take
into account their overall economic impact. An earlier Australian study (Bureau of Immigration
Research (1992)) used an economy-wide model to consider immigration’s effects on the budget. With the
capital stock fixed in the short-term but adjusting in the longer term, wages initialy fall (and there is
increased unemployment) though other incomes increase by more as exports and output increase. In the
short run, there are net costs to the budget, but in the longer run as the capital stock adjusts and wages
recover, thisis reversed.

There is no immigrant-specific Australian study using generational accounts. Ablett (1999) ignores
differences in average payment and benefit level between migrants and non-migrants belonging to the
same age/gender cohort,® but shows that the age-distribution effect alone can be quite significant. Since
young adults are disproportionately represented in immigrant groups, they have high lifetime net
contributions, having have received all, or most, of their education in their home country. The long-term
effect for the government budget remains positive, after considering government spending on the children
of migrants who were born in Australia and thus, according to this study, immigration helps to reduce
budgetary pressures due to population ageing.

35. See Access Economics (2001).

36. The first cohort in the LSIA are immigrants who arrived in Australia during 1993-95, who were
interviewed 6, 18 and 42 months after arrival. A second cohort, of people arriving in 1999-2000, has had
only the first interview. Sample size is about 5200 (not counting spouses or dependants) in the first cohort,
about 3100 in the second. See the Austraian Immigration department website,
http://www.immi.gov.au/research/lsia

37. Ablett justifies this by reference to, e.g., Whiteford (1991) who finds no mgjor differences in budgetary
impacts between immigrants and natives of the same age-cohort after the settling-in period of new arrivals.
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Germany

Riphahn (1998) observes that, for individuals included in the German Socio-Economic Panel, there is a
lower tendency for foreigners than natives to depend on socia assistance payments. Fertig and Schmidt
(2001) extend the analysisto look at the difference between 1% and 2™ generation immigrants. Using probit
analysis on 1995 Mikrozensus data, their estimates imply that, conditional on family circumstances, age,
sex, education and employment history, first generation immigrants tend to be less likely than natives to be
dependent on socia welfare payments; in the second generation this remains the case for most identified
nationalities, but to a lesser degree -- the welfare dependence characteristics of children of immigrants
appears to converge towards that of natives.

Fertig and Schmidt compare these findings with data on perceptions about the welfare dependence of
immigrants, based on a 1996 public opinion survey,*® where a small magjority of respondents agree with the
statement that foreigners are a burden for the social security system.* However, the authors conclusion,
which shows that public perceptions are "out of line€" with reality, is misleading. Immigrants are more
welfare-dependent than natives, but this is because they have lower education and skill levels, higher
unemployment rates and, if old, are less likely to have adequate pension. Conditional on their situation,
however, immigrants are less likely than natives to be a burden on welfare.

Sinn et al. (2001) provide a detailed analysis of all tax payments of immigrants to the general government,
and benefits received in a base year (1997).*° The overall result is that immigrants are, on average, a net
burden to the public purse, a burden that declines through time. While in the pension system contributions
by immigrants are higher than benefits received, net fiscal costs arise in the unemployment insurance
system as migrants’ contributions are, on average, less than benefits received. However, the overall result
depends more on alocating general government spending pro rate to immigrants; if instead economies of
scale in the provision of public services would be assumed, the overall fiscal effect could be different.
Bonin et al., (2000) and Bonin (2001) apply a generational accounting approach to study the long-term
budgetary effects of immigration. Compared with natives, immigrants have, on average, a lower income
and consumption and their risk of being unemployed is higher; hence they pay lower taxes and receive
higher unemployment benefits and socia assistance, but they also get lower pensions. According to these
estimates, an average immigrant, over a whole lifetime, pays net taxes of around DM 120 000 (present
value), while a native pays lifetime net taxes of around DM 150 000. Despite this, the native population
benefits from immigration for two reasons. First, immigrants usually enter in the earlier years of their
working life and thus impose fewer educational costs. The second reason arises from the existing implicit
debt in the current pension system. In the logic of the generational accounting fiscal burden approach,
future taxes have to be increased to eliminate this implicit government debt, having a higher number of
immigrant tax payers aleviates the future additional burden for natives. Looking at the aggregate effects of
immigrants, Bonin calculates the impact on the average tax rate required to maintain the government’s
inter-temporal budget constraint under varying assumptions about the rate of immigration. Against a
baseline in which he calculates that a primary surplus of 6.1 per cent of GNP is needed in the absence of
further net immigration, an annual net inflow of 200 000 immigrants would reduce this to 5.0 per cent, and
sufficient immigration to maintain a constant population would reduce it still further to 4.3 per cent. The
latter scenario would require an annual net inflow of 300 000 immigrants until 2010 and 500 000 to

38. The Allgemeine Bevolkerungsumfrage der Sozialwissenschaften.

39. 42 per cent express some degree of agreement, against 37 per cent who disagree; among native respondents
the figures are 43 and 36 per cent respectively. About 21 per cent of both groups were indifferent.

40. Government spending which cannot be alocated directly to the various groups of the population (such as
education services, general administration, military spending) is distributed on a per capita basis.
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600 000 after 2010. Thisillustrates that further immigration helps to lower the burden of fiscal adjustment
for the current population, but it cannot eliminate it.

Italy

Moscarola (2001) uses a generational accounting approach (but, again, with very little immigrant-specific
information) to look at the consequences of immigration for pension and other benefits, as well as non-
social-security transfer payments. The finding that the current stock of immigrants, assuming they stay in
Italy for the rest of their lives, is beneficial -- in the sense that the future tax rate required to meet the
government’s inter-temporal budget constraint is reduced by their presence -- depends largely on the age
structure of immigrants, in particular the fact that the current stock of immigrants has many fewer children,
compared to the native population. Many immigrants return to their country of origin for their retirement,
however, and the paper finds that, paradoxically, this reduces the positive effect of the immigrant on the
budget. This is because re-emigrants are entitled to take a cash payment in lieu of their pension
entitlements, a benefit which appears to be better than actuarialy fair. The exclusion of consideration of
illegal migrants, though potentially important in the case of Italy, is probably unavoidable.

Sweden

Storesletten (1997) also uses a generational accounting approach for Sweden, computing the net present
value of future taxes transfers and public expenditure due to new immigrants, by gender and by age at time
of immigration. The author notes that looking at future net payments requires heroic assumptions about
future earnings, fertility and return migration, necessitating a cautious approach to the numerical results,
which could best be interpreted as a tool to help determine which factors matter for the net fiscal effect of
immigrants. Johansson (2001) applies a similar methodology to emigrants from Sweden.

United Sates

Using data from the 1976 Survey of Income and Education, Blau (1984) finds a considerably higher
average amount of welfare and social security payments transfers to immigrants than to natives. As in
Fertig and Schmidt's results for Germany, this difference is caused by different family characteristics of
transfer recipients, in particular (in this case) the higher average age of the immigrant population, and does
not take into account their lifetime contributions, nor those of their American-born children, to public
budgets.

Jensen (1989) compares poverty and public assistance payments between immigrants and natives, finding
only asmall difference, refuting the popular view that “most immigrants wind up on welfare. ” Immigrants
with over five yearsin the United States were significantly less likely to receive public assistance income
than otherwise comparable natives. An interesting result is that the higher welfare receipts of immigrants
results from their living in states with higher welfare benefits (and better economic conditions), such as
Californiaand New Y ork.

Storesletten (2000) considers whether future patterns of migration can be found that will satisfy the
government's inter-temporal budget constraint without an increase in the tax rate, using a CGE
overlapping-generations model. Calibrated on existing immigration patterns, he finds that an increase in
the tax on labour and capital income from 28.2 per cent to 32.6 per cent respectively (maintaining a payroll
tax of 15.3 per cent as the only other source of government income) is necessary to eliminate the fisca
imbalance. This can be avoided by increasing the immigration rate by around 50 per cent, provided al
future immigrants are selected by age and skill. No increase in low-skill immigration alone, however large,
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could avoid a tax increase. If immigrants could be selected by skill rather than by age, the rate of
immigration would need to increase by around 80 per cent, although the number of highly-skilled
immigrants would be multiplied seven-fold. Storedetten (2000) also caculates the present discounted
value to the budget of an additional migrant.

Auerbach and Oreopoulos (1999) compare further immigration as it is assumed in population projections
(baseline immigration), with a hypothetical scenario of no further immigration and calculating the fisca
impact in a generational accounting framework. Population projections and tax and transfer profiles are
disaggregated by age groups, sex and distinguishes 1% generation, 2™ generation and natives (all others).
The basdline scenario shows that tax increases and/or cuts in spending are needed to restore fiscal
sustainability. Immigration, however, helps to restore the fiscal imbalance, thus alleviating the burden of
adjustment borne by the existing.

The results depend, however, on how the costs of eliminating the fiscal imbalance are distributed over time
and generations. The longer these measures are postponed, the higher the contribution of migrants and the
lower the burden for the native population. The reason is that the share of new immigrants in the total
population increases over time, so that more of them will be available to restore the imbalance which is
implicit in current fiscal policies. But, if taxes would be raised immediately, or benefits cut, on dl
generations from the base year onward until the fiscal imbalance is eliminated, future generations (i.e., al
the people born after the base year) would be somewhat better off without additional immigration. Thisis
because with immediate policy action more of the burden is being placed on currently living generations.
As the weight of new immigrants is lower on these rather than future generations, their contribution to
restore the fiscal balance will be lower than if future generations would have to bear al adjustment costs.
With such an immediate fiscal adjustment, each additional immigrant’s net contribution would be negative,
i.e. their net taxes would be lower than the cost of government purchases associated with immigration. But,
this result again assumes that there are no economies of scale in the consumption of government goods and
services, so that without migration there could be proportionately lower public consumption. If, however,
part of public consumption (defence, for example) cannot be reduced, despite the decreased population
(with immigration) the first result could still hold, namely that additional migrants alleviate the fiscal stress
of natives even if adjustment measures are taken immediately.

For further information and references, see aso Gustman and Steinmeier (2000), Razin and Sadka (1999),
Smith and Edmonston (1997), and Borjas and Hilton (1996).

Canada

Simmons and Bulttrick (1987) developed a conceptual framework for analysing the effects of immigration
on the Canadian budget. It includes direct costs of immigration as settlement programmes and use of
general programmes and their potential interaction. For example, expenditure to integrate immigrants (by
offering language and job training programmes) can be seen as an investment, which speeds the
contribution of immigrants to the economy and to tax revenues, thus reducing demand for welfare.
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