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Abstract

We analyze whether migrants are more likely to choose destinations in which they have greater
economic, social and political rights (and receive more generous benefits) as some of the recent
literature on the “welfare magnet” hypothesis posits. We estimate a gravity type model of migration
flows using: (1) annual data on international migration flows and foreign population stocks in 30
OECD countries from 223 countries of origin for the period 1980-2010; (2) indices of social,
economic, and political rights for migrants arriving to OECD countries from every source country
for the years 1965-2009; (3) data from the OECD Social Expenditure Database SOCX 1980-2010

and (4) indices on the restrictiveness of immigration policy.

Social expenditures are relevant for individuals® migration choices only as long as they are entitled
to receive them. We take into account differences in eligibility criteria by country of origin when
measuring whether welfare expenditure is indeed a pull factor for immigrants. Finally to account for
the potential endogenous relation of immigrant rights laws and policies, as well as the generosity of

the welfare state, we use both GMM and IV estimators to check for robustness of our findings.



1. Motivation and Research Question

There is a large literature on the determinants of international migration that highlights different
pull and push factors to explain the direction and strength of migrant flows. This paper adds to that
body of work by focusing on the role of the state in shaping international migration through both
admissions laws and the economic and social rights and benefits given to immigrants. We build on
two strands of literature: first, research on migration policy and immigrants’ rights, and second,
work on the “welfare magnet” hypothesis, which posits that countries with more generous economic
benefits for immigrants may attract disproportionally larger migration flows.

Previous work on the role of migration policy and rights is rather limited, mostly because of lack of
good data. Some previous studies have controlled for differences in immigration policy by either
including destination country fixed effects or by grouping countries by type of immigration policy
regime (e.g. Pedersen, Pytlikova and Smith, 2004 & 2008, Hatton and Williamson, 2005). A recent
study by Mayda (2009) contributed to the literature with a measure that captures changes in
destination state admissions laws over time. The index was further updated by Ortega and Peri
(2009). Both studies find a strong relationship between immigration policy regimes and immigrant

flows.

The literature on “welfare magnets” is directly related to Borjas’ (1999) argument that generous
social security payment structures may play a role in migrants’ decision making. Borjas posits that
potential migrants take into account both the probability of being unemployed and the generosity of
welfare benefits in the destination country that constitute a substitute of earnings during a period of
job search. A recent paper by Giulietti and Wahba (2013) provides a detailed review of the
“welfare magnet” literature. This line of work encompasses two types of empirical analyses: 1)
those that study whether immigrants are prone to use welfare policies more than natives; 2) those

that analyze whether differences in welfare provision explain the direction of migration flows.

The first literature has mostly focused on whether migrants take-up rate and participation in welfare
programs is disproportionately larger than that of natives, mostly in the US (Borjas 1996, 1999,
Kaestner et al. 2003), but also in Europe (Bruker et al. 2002; Boeri 2010). Even though findings
vary across periods and destinations, many of these papers find some “residual dependency” of
migrants in US and some European destinations after controlling for socio-economic status of

individuals.



The second strand of literature is also heavily focused on within-USA intra-regional migration, with
mixed results, (Borjas 1999, Levine ad Zimmerman 1999; McKinish 2007, among others), but more
limited and recent for international migration flows (Brucker et al. 2002, De Giorgi and Pellizari
2006, Pedersen et al. 2008, Razin and Wahba 2011; Giulietti et al. 2012). Razin and Wahba (2011)
provide a theoretical framework to argue that the impact of welfare provisions on migration flows
and on the selection of migrants within populations of source countries is likely mediated by
immigration policy. They analyze migration flows into 14 core EU countries plus Norway and
Switzerland to study whether the effect of the generosity of the welfare state on the skill
composition of migrants varies by the migration regime. They differentiate among within-EU
migration; migration from other developed countries to the EU and finally migration from less
developed countries to EU. They find that in free-migration regimes, a generous welfare state tends
to attract more unskilled migrants. Giuletti et al (2012) analyze whether migration to European
countries from EU and non-EU countries differs by the generosity of unemployment benefits over
the period 1993-2008. Even though OLS estimates indicate some small association for non-EU
flows, it disappears when endogeneity of welfare programs is accounted for by GMM and IV

methods.

In this project we plan to contribute to this nascent field of research by analyzing two hypotheses:
migrants are more likely to choose destinations in which they (1) will have greater economic, social
and political rights and benefits and (2) face less restrictive admissions regimes, as compared to

destinations in which they will have fewer rights or face more restrictive admissions regimes.

To investigate these hypotheses, we combine the following datasets: (1) annual data on international
migration flows and foreign population stocks in 30 OECD countries from 223 countries of origin
for the period 1980-2010; (2) indices of social, economic, and political rights and naturalization
regimes for migrants arriving in selected OECD destination countries from every source country for
the years 1965-2009; (3) data from the OECD Social Expenditure Database SOCX 1980-2010, and

(4) the immigrant admissions law indices compiled by Mayda (2009) and extended here..

Our empirical analyses estimates a gravity type model widely employed by previous literature on
the determinants of migration, e.g. Pedersen, Pytlikova and Smith (2008) and Adsera and Pytlikova
(2012). Our empirical models will include a number of standard push and pull factors of migration
(i.e. GDP per capita in destination and origin; historical ties, distance, among others). We will

analyze the role of different types of social expenditures in destination countries (as either % of



GDP or per capita) and interact them with a number of indices of immigrants’ rights and

immigration policies in the destination country to the list of pull factors, as detailed in next section.

In a previous paper, Adsera and Pytlikova (2012) find that emigration rates are significantly higher
from countries with relatively high unemployment rates and lower to destinations with high
unemployment, other things being the same. Further in line with the theoretical framework
proposed by Borjas (1999), they find that the coefficients to public social expenditure in destination
are positive and significant. This runs counter to some existing empirical evidence (Zavodny 1997,
Pedersen et al. 2008 and Wadensjé 2007, among others) and it is more in line with the works
reviewed by Guiletti and Wahba (2013). At any rate social expenditures would only be relevant for
migrants as long as they are entitled to receive them, though some OECD countries provide
universal benefits in some spheres to anybody regardless of nationality. The fact that the dataset in
Adsera and Pytlikova (2012) extends to a larger set of source countries than any previous work,
particularly relatively poor non-OECD origins, may explain the conflicting result with other
literature. The aim of our paper is precisely to understand the nuanced relationship between the
rights of immigrants, conditional of their country of origin, and the generosity of benefits at
destination. Eligibility criteria should be taken into account when measuring whether welfare
expenditure is indeed a pull factor for immigrants. Some previous work with European data has
already attempted to address this by estimating the impact of welfare expenditures on migration
flows a separately for intra-EU and for non-EU migrants (Razin and Wahba 2011; Giulietti et al.
2012). To our knowledge this is the first paper in the literature that aims at measuring this with
formal indices that account for relative access to welfare programs and labour markets for

individuals of different origins.

2. Data
For our empirical models we will combine data from the following sources.

Migration flows and stocks: The dependent variable in this paper will be the migration rates to
OECD countries. In the analysis we will control for the existing stocks of migrants from the same
origin country. To this end, we will employ the data on immigration flows and stocks of foreigners
in 30 OECD destination countries from 223 source countries for the years 1980-2010 in Adsera and
Pylikova (2012). The dataset was collected by writing to selected national statistical offices for

majority of the OECD countries to request detailed yearly information on immigration flows and



foreign population stocks by source country in their respective country. This data set presents
substantial progress over that used in past research on determinants of migration and over the
existing datasets. First, our data covers annually both migration flows and foreign population
stocks. Second, the data is more comprehensive with respect to destinations, origins and time due to
our own effort with data gathering from particular statistical offices. For an overview of
comprehensiveness of observations of flows and stocks across all destination countries over time,
see Adsera and Pylikova (2012).

Welfare Expenditure and Programs. To measure the generosity of the welfare programs across
the OECD destinations we will use the OECD Social Expenditure Database (SOCX), which
provides great indicators of social policy. It includes reliable and internationally comparable
statistics on public and (mandatory and voluntary) private social expenditure at program level. The
data covers 34 OECD countries for the period 1980-2009 and estimates for 2010-2013. Most policy
areas are included in an itemized way: Old age, Survivors, Incapacity-related benefits, Health,
Family, Active labor market programs, Unemployment, Housing, and Other social policy areas.
This allows the researcher to track the composition of programs and changes over the period. With
that information we will calculate per capita expenditure in particular policies. Giulietti and Wahba
(2013) provide a good overview of variation across countries and changes over time of the

expenditure patterns in the OECD.

In addition the OECD annual surveys provide a wealth of data on eligibility and benefits
(replacement rates, for example) of many policies. We will include those indices as other means to
measure the generosity of the welfare state across destinations. This is in line with De Giorgi and
Pellizzari (2009) who show a high correlation of unemployment benefits expenditure with the net
replacement rate (NRR), the share of earnings that is transferred via unemployment benefits to
unemployed individuals. These researchers find that both measures of unemployment benefits are

able to account for migration flows in a similar way.

Immigrants’ rights. To compare immigrants’ rights with those of natives in each destination we
will employ a set of indices quantifying the social, economic, and political rights of immigrants as
well as naturalization regimes in each destination state (Palmer 2012). Some of these indices have
already been used with respect to a smaller set of countries in Palmer and Pylikova (2013), but the
present paper will be the first to employ all of the indexes and the full set of destination states that

they cover. The rights of immigrants will be studied across four dimensions: (i) labor market access,



(i) social welfare, (iii) election rights, (iv) family reunification, and (v) ease of naturalization.
These indices already make progress in differentiating rights by country of origin. This is important,
since regulations vary depending on whether we analyze intra-EU flows or flows from non-EU
countries; or whether former colonial powers, for example, award different rights to citizens from

former colonies.

Migration policy: immigration and naturalization regulations. We will employ data from
Mayda (2009) who contributed to the literature with a measure that captures changes in destination
state admissions laws over time. The index was further updated by Ortega and Peri (2009). In
addition we will combine existing information gathered by previous research (Goodman 2010a & b,
Weil 2001, Waldrauch 2006, Joppke 2007, country official websites and data from the project
EUDO Citizenship Observatory, among others).

3. Empirical Strategy and Robustness Analysis
3.1 Gravity Model

We base our empirical analyses on a gravity type model employed also in some previous literature,
e.g. Pedersen, Pytlikova and Smith (2008) and Adsera and Pytlikova (2012). As in these studies, we
account for a number of standard push and pull factors of migration and then add a number of
measures of immigrants’ rights and immigration policies in the destination country to the list of pull
factors. We will derive our estimating equation from the model in Adsera and Pylikova (2012) that
is based on “human capital investment” theoretical framework (Sjastaad, 1962) and its recent

applications in Grogger and Hanson (2011) and Ortega and Peri (2009).

Our econometric model assumes that emigration rates to one destination are driven by differences in

wages, employment rates between origin and destination countries, and the costs of migration:
Inmy, =y, +7,In(GDP,), , + 75 In(GDR), , + 7, Inu;,_, + ys Inu;,_, +y, In pse;, , +
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where m;, denotes gross flows of migrants from country i to country j divided by the population of

the country of origin i at time t, where i=1,...,223; j=1,...,30 and t=1,...,31. As in previous studies



we proxy wages by GDP per capita and employment prospects in the sending and receiving

countries by unemployment rates, u; and u,. Most previous research either uses only stocks or

flows to analyze migration flows, but in our models we will be able to study flows and control for
existing stocks. We will use the total foreign population from country i living in country j per

population of the source country i, s, , to control for the network of migrants that has been shown to

play an important role in lowering the direct and psychological migration costs (Massey et al.,
1993; Munshi, 2003; Beine et al. 2011). Other pull and push factors will include L linguistic
distance between source and destination countries, P population ratios, FH political freedom
indicators in origin, as well as year and country of destination and origin dummies. Models will
include robust Hubert/White/sandwich standard errors clustered at each pair of destination and

source countries.

To understand whether migration policy, welfare expenditure and migration rights are important
determinants of migration flows we will include a set of measures of either public expenditure

In pse or indices of generosity of particular policies (i.e. unemployment benefits; health

jt-1
coverage) as well as the time-varying measures developed by Palmer of the immigrants access to
those programs in relation to natives at each destination and/or indices of migration policy MP; and

the interaction of those with welfare generosity.

3.2 Preliminary Results

Tables 1 and 2 present some preliminary results employing basic measures of the size of the welfare
state. The first three measures are obtained from OECD Social Expenditure Database (SOCX),that
provides indicators of social policy 1980-2010: Log Social expenditure as % GDP; Log
Unemployment Benefit Expenditure as % GDP and Log Family Benefits as % GDP.

The fourth measure employed is the unemployment benefit index based on Esping-Andersen’s
(1990) decommodification index. It attributes a score of 0-4 to 5 indicators: the standard net
replacement rate for singles, the standard net replacement rate for a dependent family, the number
of weeks of employment/insurance required prior to qualification (scored inversely), the number of
waiting days before benefits are paid (scored inversely), and the number of weeks for which a

benefit can be received. The score is based on Standard Deviations from mean value of each



indicator in 1980. Finally the index adds up the five indicator scores and multiplies with the share of

the labor force covered by the insurance.

Table 1 includes fixed effects separately for countries of destination and origin and Table 2 includes
fixed effects for each country pair. Results are very similar across both specifications. Migration
flows seem to be positively related to the share of GDP employed in overall social expenditure and
in family expenditure, in particular. However they are not related to expenditure in unemployment
benefits. This is not completely surprising since larger expenditure may be associated with higher
unemployment rates. We are nonetheless controlling for the unemployment rate in the destination
country. When using the index that measures the generosity of unemployment benefits the relation

is positive and significant. Again these are only preliminary results.

We are now starting to analyze results with the indices of whether some of these benefits are

contributory or not and to what extent individuals from different countries have different eligibility.

3.3 Endogeneity of Immigrant Rights and Welfare Expenditure

Given the potential endogenous relation of the immigration and immigrant rights laws and policies’,
we will also estimate our models using GMM estimator and control for existing stocks of migrants
of each source country in the country of destination—to take into account networks or lobbying
from previous migrants. The fact that our dataset contains year information on stocks is a great
improvement over existing datasets and allows us to better employ this econometric technique to

tackle endogeneity concerns.

Another concern for endogeneity or simultaneity bias arises from the relationship between
migration flows and welfare expenditure. If welfare is measured as expenditure (or expenditure per
GDP), it is possible that the entry of migrants themselves could affect both GDP and welfare
expenditure (especially if, as the “welfare magnet” literature notes, we would expect migrants to be
prone to use those resources more heavily than natives). Further, the generosity of policies may
change in response to migration. Previous research has addressed these concerns by employing both

GMM and IV. Some instruments employed by previous literature, for example, have been the

! There are a number of articles that analyze the effect of immigration on institutions, e.g. Timmer and Williamson
(1998), Bertocchi and Strozzi (2008).



number of coalition parties in the government (Giulietti et al. 2012) and the legal origin of the host
country (English, Scandinavian, French or German) that indicate some basic notion regarding social
and property rights (Razin and Wahba 2011). Thus, in addition to using GMM, as mentioned above,
we will also employ an IV strategy that uses the position of the median member in government
along the ideological left to right space. The generosity of the welfare-state has been shown to be

aligned with that measure.

3.3 The Welfare Magnet hypotheses and Skill composition of migrants

A drawback of our dataset is the lack of information on the skill distribution of migrants from
different origins. As noted in the theoretical section, some authors have posited that the impact of
welfare provisions on migration flows and on the selection of migrants within populations of source
countries is likely mediated by immigration policy (see Razin and Wahba 2011). Docquier et al.
(2007) show differential skill selection across origins. To address this issue we plan to employ data
on 1990 and 2000 migrants stocks by skill level from Docquier and Marfuk (2006) to proxy the skill
composition of our flows and analyzed whether the predicted interactions between levels of welfare
generosity and migration restrictions appear in our data. Alternatively to control for the skill
distribution we will employ the new IAB brain-drain dataset on international migration that cover
information for 20 OECD destination countries by gender, country of origin and educational level,
for the years 1980-2010 (5 years intervals) (Brucket et al. 2013).
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Table 1. Social Benefits and Ln migration rates: OLS with country destination and origin fixed

effects

) (4) (6) (®)
Fixed Effects
Migrant Stock_1 0.674*** 0.674*** 0.673*** 0.656***
(0.009) (0.009) (0.009) (0.013)
Social Expend. % GDP t-1 0.591***
(0.101)
Unemp. Benefits % GDP t-1 -0.008
(0.016)
Family Expend. % GDP t-1 0.232***
(0.043)
Unemploy B Generosity index 0.023*
(t-1)
(0.013)
Constant -20.474%** -16.575*** -17.570*** -9.565***
(2.051) (2.003) (1.996) (2.943)
Observations 51,158 51,158 51,009 24,620
Adjusted R-squared 0.899 0.899 0.899 0.902

Notes: Dependent Variable: Ln(Emigration Rate). Controls included: stock of migrants, genetic distance between both
countries, economic variables (unemployment rate and GDP per capita in origin and destination), distance variables, colonial
past, political and civil freedom indexes, year dummies and destination and origin country fixed effects. Robust standard
errors clustered at the country-pair level, *** p<0.01, ** p<0.05, * p<0.1.
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Table 2. Social Benefits and Ln migration rates with fixed effects at country pair

1 ) ®3) (4)
Migrant Stock_1 0.470*** 0.470*** 0.465*** 0.314***
(0.018) (0.018) (0.017) (0.024)
Social Expend. % GDP t-1 0.515%**
(0.095)
Unemp. Benefits % GDP t-1 0.003
(0.015)
Family Expend. % GDP t-1 0.254***
(0.046)
Unemploy B Generosity 0.043***
index (t-1)
(0.012)
Observations 53,694 53,551 53,544 24,747
R-squared 0.262 0.260 0.264 0.147
Number of id 4516 4,403 4,366 2,285

Robust standard errors at country pair in parentheses *** p<0.01, ** p<0.05, * p<0.1

All independent variables in Table 1 defined at pair level are excluded. Year dummies included.
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