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Abstract

Skilled migrants typically contribute to the welfare state more than

they draw in benefits from it. The opposite holds for unskilled mi-

grants. This suggests that a host country is likely to boost (respec-

tively, curtail) its welfare system when absorbing high-skill (respec-

tively, low-skill) migration. In this paper we .rst examine this hypoth-

esis in a politico-economic setup. We then confront the prediction of

the theory with evidence. In doing so, we reckon with an endogeneity

problem that arise because the skill composition of migration is itself

affected by the generosity of the welfare state.



Road Map

We first develop a parsimonious model in 

which the extent of the welfare state is 

determined by majority voting. We then 

study how the skill composition of a given 

migration volume affects the political 

economics equilibrium level of the welfare 

state.



Road Map (continue)

we adopt a twofold identification strategy:

First, we employ instrumental variables that are commonly used in gravity 
models - whether or not the source and host country share a common 
language and the distance between them - for high- and low-skill migration.

Second, as shown in Cohen and Razin (2008), when estimating the effect of 
generosity of the welfare state on the skill composition of immigrants, one 
must account for different (source-host country pairs) migration regimes. 
Specifically, when migration is policy-controlled, the host country can react 
to low-skill dominated immigration pressures not only by curtailing welfare 
state benefits (as suggested herein) but also by controlling for the skill 
composition of the immigrants, via screening migration policy or limiting 
access to some welfare bene.ts3. 

To capture the full effect of the skill composition of migrants on the welfare 
state, therefore, we focus only in a sample of countries that enable free 
migration among themselves, as well as equal treatment of the welfare 
system for domestic and migrants.
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Predictions of the model



The econometric model
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Instruments (continued)



Auxilliary equation
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