
Lesson 7 Welfare state
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https://www.youtube.com/watch?v=P
Q8I_IdJGNI

https://www.youtube.com/watch?v
=XoYdcS4HKSg&feature=youtu.be
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The effect of immigrants on the welfare state

Political issues:

Even if in the long run  migrants finance the pay as you go pension  system, migrants may be 
very costly for the destination economy because they use the welfare state more than  natives 

or similar natives. 

If this is so, natives finance the welfare services received by the foreigners through the 
general fiscal system. This create distributive conflicts, reducing the total migration surplus

Policies to implement:

1-Restrict welfare eligibility, 

2-revise immigration policies, choosing  characteristics (in general skills) to reduce the welfare 
cost of immigrants,

3-implement  policies which favour the assimilation out of  welfare of foreigners, i.e. policies 
which encourage the non-take up of benefits by eligible migrants, 

4-implement policies to prevent immigrants from entering the welfare state and avoid state 
dependency.
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Welfare Magnet

Migrants attracted by the higher welfare

Migrants unable to secure employment are less likely
to out migrate

Migrants settlement follows welfare generosity and 
induce more welfare burden in the more generosuse

regions
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Borjas 1999

Regions with different welfare generosity and return to skill

Natives have fixed cost of migration

Foreigners do not have

Prediction: change in benefits level

Higher welfar participation among the 
migrants
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37.6% of the migrants welfare recipients were in California

27.6% of migrants employed in California

California is a high welfare state.

Differential with native very limited
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Enchautegui 1999

Women has moved to more generose welfare states

Effect small

Levine Zimmermann 1999

Women with small children
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Giulietti (2011) endogeneity

Affect unemloyment spending size and GDP

Change in policy

Razin Wahba (2011) welfare generosity affect the 
selection
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i-WELFARE MAGNET

The generosity of the welfare state was supposed to be 
a magnet in the localization of the foreigners.  While 
Borjas (1999) for the USA and Bruecker et al.  (2002), 
using the EURO Panel  (2001-2004), do not find any 

evidence, De Giorgi and Pelizzari (2006), again using 
the EURO Panel find a propensity to settle where the 
welfare state is more generous. However the wage 

effect plays a much larger role in attracting migrants, 
ten times larger than the benefit impact.
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In receipt of Welfare payment

Borjas Trejo 1991

More eligible

Assimilation into welfare state 

Kaestner and Kausal 2005 

Effect of a reform reduce eligibility

reduction of the use of welfare but not less
take up benefits only reduced eligibility.

Take up benefits conditional on eligibility
remained high 16



ii-ON AGGREGATE MIGRANTS ARE MAKING 
MORE USE OF THE WELFARE SYSTEM

In Germany, Flick (1999) find that migrants are 3.7% more 
likely than natives to be in receipt of benefits. 

In Sweden, Hansen and Lofstrom (2003) reported that  in 
the mid-1990s the expenditure on social assistance for 
immigrants in Sweden equaled that for natives, but the 

migrants were only 10% of the total population.

Also in the United Kingdom, Barret and McCarthy (2008) 
show that 19% of immigrants, but only 12% of natives, 

receive welfare payments.
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iii-CONDITIONAL TO THE MIGRANTS 
CHARACTERISTICS,  DO THEY USE THE 
WELFARE MORE THAN THE NATIVES?

In Europe, Sweden is very interesting because its welfare system is the most 
generous. 

Hansen and Lofstrom (2003,2006, forthcoming) and Andrén (2007), using 
administrative longitudinal data, find that migrants use welfare more intensively 

than natives, but as natives, immigrants assimilate out of welfare – i.e. the longer 
they stay in the welfare system and in the destination country the less they use 

welfare benefits - even if at a lower pace than natives.

In Germany Castronovo et al.(2001) find that migrants, given their income and 
household structure, are more likely to be eligible for welfare benefits, but even if 
they are more likely to be eligible they do not take up welfare benefits more than 
similar natives. Thus immigrants’ characteristics explain their relatively intense use 
of welfare, as also Riphan (2004) point out in her analyses, where she also find that 
in the Swedish case dropping out of the labour market is a much stronger predictor 

of welfare receipt among immigrants relative to natives. 18



Bruecker et al (2002)
G, UK, Sp, Greece similar DK, NL, Fr, Au, Fin higher

Probability of employment

-selfselection

-migration specific effect language

-discrimination

-Network effect

-excluded by legislation portability of Benefit, no in 
public job
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iv-ARE MIGRANTS MORE PRESENT IN THE FORM OF CONTRIBUTORY 
BENEFITS OR IN THE FORM OF NON-CONTRIBUTORY BENEFITS TO THE WELFARE 

STATE? 

The Fondazione Rodolfo DeBenedetti proposes in its study for 
“Labour Mobility within the EU in the context of enlargement and 
the functioning of the transitional arrangements” by the European 
Integration Consortium a distinction between contributory benefits 

and non-contributory benefits. 

The former are designed to cover against the risks of 
unemployment, longevity (pension), sickness, disability and 

survivor’s pension. 

The latter are household-related and include  housing and family 
allowances as well as transfers targeted specifically on groups with 

higher risks of social exclusion. 

The dataset used is the European Survey on  Income and Living 
Conditions (EU-SILC) between 2004-2006. 
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Tab.1 Contributory benefits: 

Percentage of recipient immigrants

minus the corresponding percentage for 

natives Rm/M – Rn/N

Country

EU-15 Austria -0.10 [5.67]*** -0.14 [12.55]***

Belgium -0.02 [2.37]** -0.13 [9.10]***

Denmark 0.04 [1.91]* 0.05 [3.77]***

Finland -0.03 [1.28] 0.08 [4.69]***

France -0.01 [0.44] -0.09 [8.69]***

Germany
+

-0.08 [5.86]***

Greece -0.19 [7.50]*** -0.25 [22.71]***

Ireland -0.14 [11.54]*** -0.25 [13.62]***

Italy -0.17 [7.96]*** -0.19 [24.76]***

Luxembourg -0.18 [34.54]*** -0.24 [18.95]***

Netherlands -0.06 [1.63] -0.17 [3.65]***

Portugal -0.12 [3.24]*** -0.28 [15.24]***

Spain -0.07 [2.00]** -0.22 [14.38]***

Sweden -0.08 [5.04]*** -0.17 [10.51]***

United Kingdom -0.01 [0.81] -0.24 [23.39]***

Cyprus -0.05 [3.92]*** -0.24 [19.39]***

Czech Republic 0.05 [1.05] -0.37 [9.78]***

Estonia
+

0.06 [8.91]***

Hungary -0.25 [6.35]*** -0.34 [5.71]***

Latvia
+ 0.11 [13.43]***

Lithuania 0.06 [0.91] 0.08 [3.01]***

Poland -0.03 [0.38] -0.19 [3.78]***

Slovakia 0.18 [3.68]*** -0.06 [0.65]

Slovenia
++

0.10 [15.40]***

Iceland -0.09 [3.27]*** -0.04 [7.65]***

Norway -0.07 [4.10]*** -0.13 [7.64]***

Source: EU-SILC 2004-2006.

Source: own calculations on data from EU-SILC 2004-2006.

Extra EU-25 immigrants

Other Countries

Notes: averages over the available years; t statistics in brackets, ***,** and * denote significance at 1, 5 and 10 percent respectively;
+ 

the EU-SILC does not distinguish between EU-25 and extra-EU25;
++

migrants identified by country of birth; the EU-SILC does not

distinguish between EU-25 and extra EU-25 migrants.

New Member 

States

EU-25 immigrants All immigrants
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Tab.2 Contributory 

benefits: Average transfer per 

immigrants minus average transfer 

per native (Bm/M)-(Bn/N)

Country

EU-15 Austria -2,152 [197.29]*** -3,288 [522.39]***

Belgium -520 [105.21]*** -1,833 [279.64]***

Denmark -195 [10.09]*** -1,182 [91.48]***

Finalnd -1,424 [63.97]*** -1,919 [117.02]***

France -1,040 [278.06]*** -2,274 [720.17]***

Germany
+

-1,675 [679.30]***

Greece -163 [19.94]*** -1,844 [524.54]***

Ireland -1,426 [173.19]*** -1,922 [165.71]***

Italy -1,967 [245.00]*** -3,254 [1317.72]***

Luxembourg -4,901 [230.47]*** -6,074 [118.46]***

Netherlands -1,831 [65.18]*** -3,723 [123.12]***

Portugal -548 [54.89]*** -1,469 [352.86]***

Spain -304 [31.49]*** -1,865 [457.92]***

Sweden -1,197 [158.50]*** -2,214 [292.27]***

United Kingdom -402 [85.88]*** -2,636 [1026.91]***

Cyprus -86 [7.19]*** -1,592 [123.65]***

Czech Republic 37 [8.83]*** -877 [285.47]***

Estonia
+

92 [89.95]***

Hungary -588 [128.04]*** -884 [123.39]***

Latvia
+ 141 [199.44]***

Lithuania 39 [6.30]*** 315 [121.18]***

Poland 350 [50.43]*** -628 [150.41]***

Slovakia 347 [60.44]*** -40 [4.28]***

Slovenia
++

434 [89.41]***

Iceland -2,455 [33.53]*** -1,366 [74.14]***

Norway -402 [85.88]*** -2,636 [1026.91]***

Source: EU-SILC 2004-2006.

Source: own calculations on data from EU-SILC 2004-2006.

Other Countries

Notes: figures are in euros, averages over the available years; t statistics in brackets, ***,** and * denote significance at 1, 5 and 10

percent respectively;
+

the EU-SILC does not distinguish between EU-25 and extra-EU25;
++

migrants identified by country of birth; the

EU-SILC does not distinguish between EU-25 and extra EU-25 migrants.

All immigrantsEU-25 immigrants Extra EU-25 immigrants

New Member 

States
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CONTRIBUTORY

NON CONTRIBUTORY

UNCONDITIONAL

CONDITIONAL
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Unconditional
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Conditional
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Unconditional
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Conditional
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V BALANCE BETWEEN COSTS AND TAXES

Straubhaar and Weber (1994) try to estimate the impact of foreigners on the 
Swiss fiscal system using a special survey on consumption conducted in 1990. 

They are able to include, on the income side, payments to the public budget 
in the form of direct and indirect taxes and social payments, and the 

contributions for the use of public goods and of club goods (that is to say, 
education, public health, protection of the environment etc.) and, on the 
expenditure side, direct transfers to firms and the use of public goods and 

club goods. 

The budget turns out to be largely positive for the Swiss government, which 
received a net transfer per family of about $1743 in the year examined. 

Given the number of foreign resident families, there is a net gain of about 
$464 million for the Swiss Government.
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Conclusion
This issue is much more addressed in the political debate, probably 

because the choice of more selective immigration policies or selective 
eligibility policies are easier to discuss. 

This approach, however, relies on the idea that migration is a 
permanent phenomenon, whereas in the recent years many studies 
have pointed out the importance of returns, and their frequencies.

If the European Union pursues the policy of circular migration, the 
theoretical and empirical debate will have to be revised.

50



51


