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Migration is caused by a push from behind and/or a pull from an appealing prospect in front.
The combination of push and pull factors and research into which specific determinants play
a significant role in migration patterns has received a lot of attention in the empirical
literature. Immigration is the main demographic factor and the government is supposed to
have the ability to control its size and skill composition. In high income countries natural

population growth nowadays is low (or negative) and overall population growth is mostly
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driven by immigration. A statistically significant role of migration in affecting the tax rate is
found after controlling for income inequality and for several social and demographic
variables that would be expected to reflect the government’s revenue needs and thus
determine the tax rate. The aim of the present study is to examine if and how much the

amount of public expenditures on social services has been affected by the migration among
some Middle East countries over 1990-2007. JEL classification: H24, H75, J4.

Introduction

There are many researchers and academics that identify the
financial impact of immigration on governments.

An important impact of immigration on the economic of
host country is the amount of welfare services and other social
benefits the immigrants use. Moreover, the level of social
security is usually higher in the host countries than in origin
countries and it is cause of immigration. This is called the
“welfare magnet effect” (Borjas, 1999).

Immigration has important economic impacts on public
services such as education and health, so that on average,
immigrants contribute to the public finances more than the local
population.

By providing public goods and services for immigrants and
public services — especially services related to education, health
care and law enforcement- to individuals residing, total
government expenditure is increasing. Another factor that
influences government size is income of immigrants and payed
taxes. Because immigrates earn less than nation — born citizens,
thus they pay a smaller ratio of their income as taxes (Orszag,
2007).

Immigration is an increasingly important determinant of
population growth as the rate of natural increase declines due to
relatively low birth rates and also it represents an increasing
share of the labor force. Immigrants are needed to grow the
labor force to support the retiring generation. They can gain
higher wage by employment in higher income countries,
therefore, Immigrants’ families and, in some cases, the
economies of their countries of origin may also benefit. Many
countries have gained human capital through international
migration that this educated labor force is different from country
to country.

However, the economic impacts of immigration remain
disputed largely because the negative effects of the brain drain
need to be balanced against the potentially beneficial effects of
remittances.
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The economic impacts of immigration depend on the
characteristics of the immigrants and of the economy of the
migrant-receiving country. In theory, the net fiscal impacts of
immigration are likely to depend on a range of factors:
immigrants’ age; their earnings; their eligibility for and take up
of public services and benefits and the nature of the tax and
transfer system, especially on the extent to which it redistributes
income from high to low income earners. Everything else being
equal, high skilled immigrants can expect to find works in
higher-paying jobs and thus make a bigger net fiscal
contribution than low-skilled immigrants (report of HOUSE OF
LORDS, 2008).

Dustmann et al (2007) noted that the impacts of
immigration can vary with and depend on: the skills mix of
migrants and the native population; the capital structure of the
receiving economy; and whether and how quickly the economy
adjusts to immigration through, for example a change in capital,
technology, and/or the output mix.

In addition, government policies toward migration have
perhaps important effect on the size and direction of migration
patterns as do economic, social and demographic forces.
Immigrants differ from natives in age, education, language,
culture, region of residence, emigration, and fertility. These
characteristics affect their own public-sector as well as the
numbers and characteristics of their descendants who likewise
affect the public sector.

The rest of the paper unfolds as follows. Section Il
discusses previous literature. Section Il offers a brief review of
relation between government size and immigration. Section IV
presents the data, while Section V discusses the method. Section
VI shows the results of the estimation method. Section VII
presents the main results of the estimations and Section VIII
offers some conclusions.

Revenue literature

Immigration played a crucial role in the politics leading to

the creation of the modern welfare state. Over the last 15 years a
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substantial body of literature has accumulated on the topic of
“immigration and the welfare state”. Both immigration and the
welfare state are subjects that are normally studied in various
social science disciplines, primarily in economics, political
science, and sociology.

Pedersen et al. (2004) have examined the determinants of
immigration from 129 source countries into 27 OECD countries
over the period 1990-2000. The study includes as predictors,
among others, cultural and linguistic distance between source
and destination country, networks, and a proxy for the
generosity of the welfare regimes in the destination countries.
They do not find clear evidence of a “welfare magnet” effect. A
partial explanation for this lack of evidence could be the
restrictive migration policies of many OECD countries since
1973. A study of asylum applications in Western European
countries in the period 1993-2004 (Neerg, 2005) likewise fails to
find a sorting of asylum seekers in accordance with welfare
benefit levels.

Lindbeck (1995) attends to the way that “habits, norms,
attitudes, and ethics” in Western societies could deviate from
norms of certain groups of immigrants and that such groups
could “be a threat to a generous welfare state”. Such views on
immigrants is aligned with the idea of Western states being
“welfare magnets” for people from less-developed countries, an
issue that is frequently raised in the immigration debate.
Advocates of such views claim that immigrants would be
negatively self-selected through the generosity of the public
welfare system in the host country (see Borjas 1999 and Boeri et
al. 2002 for a discussion), which ultimately would erode the
basis for state-sponsored welfare.

Parmenter (1990) and a growing number of other authors
have recognized that assessing the economic welfare effects of
immigration on the basis of changes in measures of income per
capita of the post-immigration population can be misleading (see
Parmenter & Peter 1991; Fel 1992; Peter 1993a, 1993b; Clarke
& Ng 1993). Parmenter argues that in an ex-ante sense, the
immigrants reveal their preferences by the act of choosing to
migrate. That is, from their choice to migrate, we can infer that
immigrants are better off than had they remained in their
countries of origin. It is changes in the welfare of the residents
which is the missing information necessary for the assessment of
the welfare effects of immigration. If the residents’ welfare
increases, the welfare of the post immigration population
unambiguously increases. If the residents’ welfare declines, the
effect of immigration on the population’s welfare is ambiguous
and depends on the magnitude of the decline and the relative
weighting given to residents’ and immigrants’ welfare.

Alesina and Glaeser (2004) regard immigrants coming from
Africa or Eastern Europe (pp. 217-218) as the main threat to
European-style welfare regimes. The focus is on the effect of
immigration on the established welfare system. Certain groups
of people with immigrant backgrounds might be in demand of
other forms of publicly provided welfare than what is customary
for the majority population.

One of the most important determinants of the economic
impact of immigration is effect of immigration in the host
country labor markets. This is done by comparing immigrant
and native wages and employment in different regions and
countries. The fiscal aspect of immigration has been modelled
by Wildasin (1994), Razin and Sadka (1995), Gatsios et al.
(1996) and Wellish and Walz (1998). In a neoclassical model,
the real wage declines (e.g. Borjas, 1995). In the case of wage

rigidity, immigration increases unemployment (Razin and
Sadka, 1995). There are of course positive effects of
immigration that my model will not address. Immigration can
increase total remuneration to non-labor factors of production
(Borjas, 1995). Immigration of unskilled labor reduces wage of
unskilled workers and hence induces local workers to acquire
skills, so upgrading of domestic labor in the skill profile of the
population (Fuest and Thum, 2001).

Immigrants can contribute to tax revenue, in particular to
solve or ameliorate demographic problems of social security
(Storesletten, 2000; Hillman, 2002). Storesletten (2000) applies
a calibrated general equilibrium overlapping generation model to
demographic trends in the United States and demonstrates that
selective immigration can resolve the fiscal problems associated
with an aging population. Hillman (2002) shows that the impact
of immigration on private consumption for individuals in the
local population depends on the age, job situation and income so
that preferences regarding immigration among voters in the local
population differ because of how private consumption is
affected.

Razin et al. (2002) define a model predicting a negative
correlation between the size of the public sector (as determined
by transfer redistributions and labor tax payments) and low-
skilled immigrants—the cause of which is said to be a “fiscal
leakage” to immigrants.

Boheim and Mayr (2005) propose a negative correlation
between native preferences regarding public spending (transfer
payments and expenditures on publicly provided goods) and
low-skilled immigration—a result that they attribute to “anti-
social sentiments”. A study by Hopkins (2006) that analyzes
data for cities and counties in the US over a period of 44 years
finds some fluctuation in the impact of immigration on local
public spending.

Hatton and Williamson (2000) find that per capita income
and education levels in source countries have significant effects
on migration. They also find that immigration into the US
increases with the degree of income inequality in source
countries. On the other hand, they find that factors like cultural
affinity (language) and pure geographical distance are also
important for immigration into the US. So is the size of the
immigrant population from a particular source country already
residing in the US, which indicates network or herding effects.

A relation between government size and immigration

A systematic account of the size of government in
democratic countries includes at least three elements: 1) demand
for government stem from attempts to coercively redistribute, as
well as from demand for public services; 2) the supply of taxable
activities; and 3) the distribution of political influence when
influence and economic welfare are distinct (Tridmas and
Winer, 2005).

Research on the demand for government, including Wagner
(1958), Peacock and Wiseman (1967), and Bird (1970),
emphasized the role of income, urbanization, and war as
determinants of the demand for public services. Immigration can
effect on the demand for government indirectly. The impact of
immigration can be considered under four headings:

* Unemployment and Wages
* Government Finances

» Ageing

* Population

Every 4 headline can influence the demand for government
expenditure. Since immigration influences these 4 elements, also
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it can change the amount of government expenditure. Thereby,
we entered the net immigration rate in the model and this
relation except in countries that they have migratory people,
should be negative. But this relation in countries that migration
is entering to them is positive.

Data

The case of the study is selected Middle East countries, and
used data are in five years intervals in 1970 — 2005. Among
Middle East countries, countries that have been considered in
this study are Kuwait, Turkey, Oman, Qatar, Saudi Arabia,
United Arab Emirates, Yemen, Iran, Israel, Jordan, Syrian Arab
Republic, Egypt, Bahrain, and Libya.

Data of government size, population, labor female and
urban rate have been obtained from World Development
Indicators (WD), net immigration is from
www.NationalMaster.com and data of openness is from
International Monetary Fund (IMF).

The Model

The main purpose of this study is to survey the impact of
the net immigration on government public expenditure in the
Middle East countries.

The specified model used in the study is the Mueller and
Stratmann (2002). The model appears as follows:

Gov Size = a + B; Log GDP + B, Open + B3 Female + B, Urban+
Bs Pop-14 + B Pop+65 + B 7 Net Migration + p.

Where Gov Size which shows Government Size is General
government final consumption expenditure (% of GDP).
According to ‘Wagner’s Law’, for testing the relationship
between size of government and national income, logarithm of
GDP per capita is used. Such studies as Cameron (1978) and
Rodrik (1998) present that international trade have an effect on
the government size. We examined this hypothesis by including
the ratio of imports plus exports to GDP (Open) in the equation.
Following Kau and Rubin (1982, 1999) the fraction of the labor
force that is female is included as a proxy of a country at the
capability of raising tax revenue that show with Female. When
the rate of labor female is raise, the amount of government
expenditure is increased.

Urban is the variable which controls either demand or
supply factors and might be related to the characteristics of the
economy or its stage of development, is the fraction of the
population living in urban areas.

For showing the effect of population variables on the
government expenditure, we consider the fractions of the
population, which are under 14 (pop-14) and over 65 (pop+65),
since they are two major groups that are particularly dependent
on government transfers and outlays.

The most explanatory population variable is Net Migration
which is measured by ratio of net immigration to total
population. We added this variable to the equation for
examining the relationship between net immigration and size of

government. At least p is standard error so that it is p ~ IID
2

0,71,
The estimation method

In order to estimate the given model, the panel data method
has been applied. The term panel data typically refers to data
collected across units and over time. By combining time series
of cross-section observations, panel data gives “more
informative data, more variability, less co linearity among
variables, more degrees of freedom and more efficiency”
(Gujarati, 2004; 637). We have used F-test and Hausman tests in
order to select the Fixed Effect or Random Effect Models.
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The null hypothesis which shows there are no Period Fixed
Effects in the data isn’t accepted for our model at significance
level of 5 present. Therefore, the model cannot be estimated by
the Pooled least squares method. In order to select Fixed Effects
or Random Effects, and also to make sure reliable results are
obtained, the Hausman test has been used. Hausman Test for
Random Effects is based on comparing the slope estimates of
Random Effects regression model and Fixed Effects regression
model (Greene, 2003; 302; Wooldridge, 2002; 288). This test
evaluates the null hypothesis, both of Fixed Effect and Random
Effect estimators are consistent, but Random Effects estimators
are more efficient (has smaller asymptotic variance) than Fixed
Effects estimators.

Also the Hausman statistic from the test comparison,
confirm the consistency of the coefficients estimated by both
Fixed and Random Effects. Based on the assumption that
Random Effects are more efficient in comparison to Fixed
Effects at significance level of 5 present, the former is chosen.
Thus the Random Effects model is preferred to the Fixed Effects
model.

Obtained Results

Table 1 shows the estimated results of GLS regression. We
know that an increase in the amount of national income, rise the
government expenditure. As obtained results, one percent rising
at the logarithm of GDP per capita causes a rise of 8.02 present
in the general government final consumption expenditure rate.
Thus, this is consistent to the theory that an economic size
growth will cause a rise in the government expenditure.

According to the obtained result, one percent increase in
urban rate increase the amount of the government size about
0.20 percent. When urban rate is increasing, people who live in
cities need to public services like safety and security, education
and insurance more than. Therefore the size of the government
will increase.

A growth of one unit in the population that they are under
14 years will result into a 0.83 unit rise in government size. This
can be due to the assumption that this people need more
government protection like education and on the other hand they
will be future force labor. So their dependency on government is
very high. The results obtained by this research reveal that there
is significant negative relationship between net immigration rate
and the government size. Because these countries are developing
countries and their people are migratory. The increase of one
unit in the net immigration rate leads to a decrease of 0.21
present government size. This result is according to theory,
because net immigration rate is the population variables that can
effects on the government expenditure. In these countries that
people are going out, who needs job, security and insurance,
government expenditure must be decreasing and it is according
to estimate result.

In this case, other variables including female labor,
population over 65 years and openness aren’t statistically
significant and don’t have effect on the government size.
Conclusion

In this paper we surveyed to effect of immigration on the
government expenditure in selected Middle East countries. The
coefficient of the ratio of net migration to population is negative,
because almost of this countries are developing countries;
therefore, people want to immigrate to developed countries or
countries with higher wage payment. According to the results
obtained, immigrants can effect on the labor market, public
services such as education and health, welfare and population
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growth and all of these elements influence on demand for
government expenditure.

Exiting people of countries decrease the size of government
as estimation results show that an increase in the migrants that
exit their home countries, size of government decrease
0.21present.
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Table (1)
Dependent Variable: Government Size
Random-effects GLS regression Number of obs = 84
Group variable: Some middle East countries Number of groups = 16
R-sq:  within = 0.1227 Obs per group: min= 3
between = 0.8602 avg = 5.3
overall = 0.5489 max = 6
Random effects u_i ~ Gaussian Wald chi2(7) = 92.47
Corr (u_i, X) =0 Prob > chi2 = 0.0000
Government Size Coef Std. Err. z P>z [ 95% Conf. Interval ]
Pop14 8332284 1154828  7.22 0.000 .6068862  1.05957
Pop65 .382901 4084794 094 034  -417704  1.183506
Urban 2030797  .0546496 3.72  0.000 .0959685 .3101909
Woman 1446006  .1341232 1.08 0.281 -118276 4074772
Openness .0072086  .0205834 035 0.726 -.0331341 .0475514
Log GDP per 8.020812 2437541  3.29 0.001  3.24332 12.7983
Net Migration -2135295 .0825755  -259  0.010 -.3753745 -.0516845
_cons -59.42503 1199703 495  0.000 -82.93877 -35.91129
Sigma _u 0
Sigma _e 3.8614262
rho 0 (fractionof variance duetou _i)




