








































Increased capital mobility also tends to result in a lorer tax rate on income, and this rate approaches zem

as we approach a state with perfect capital mobility.

The results here also show why it is iuappropriate to merely study the effect of immigration merely by

alelyzing the impact on wages or elen incomes. In a number of our experiments, natives o<perience rising

incomes in some periods as a result of immigration, but a,re aonetheless worse off in terms of lifetime utility.

This is because the changes in factor prices caused by immigration influence the savings decisions of trati!€s

in ways which lead these natives to re.allocate resources from earlier to later periods. Iucomes in Later

periods may be higher as result, but the agents are making trade.offs which they rould not in the absence

of immigration.

The model qlso sheds some light on other factors which influence native residelts' desire for increased

inmi$ation, including the wealth levels of immigrants, their enfranchisement to vote ouce admitted, and

the extent to which they can be denied subsequent benefiis, and 1'et still be unde to pay taxes.

6 Appendix

6.1 Proof of the proposition regarding perfect capital mobility

If .\:0 then ir any equilibrium it must be the case that fuz: l, md B (l - 0)ry: 1, or else /{f would

be *co or -oo in some period. Then, in the second period of a.ny agent's Jife he must solve the following

optimization problem:

max log (g2 - s3) + glog (tt-1s3 + (l - 0).2 + r),

which gi'oes rise to the followiug indlect utility firnction:

I + A)bg(uz + A [(1 - B) ras + r]) .

It should be clea.r from the previous e:<pression that the agent will then choose tbe tax rete 0 to maximize

the term (1 - 0) ra3 + T. Note that this implies that an agent's preferred tax rate is independent of his or

her level of income-

Since r : d (reKs + 4L\ I L, it is possible to show that

(r - 0) u4 1 7 : (L - a + o,0) A(ft/ L)".

Using 1 : B(-Q4: B$-fiaA(fu/I)"-1, this en:pression can be written as

( r -0 )ws+r :  (1  -o+40)A [ (1  -  o )aBA] r+

Difier€ntiation of this ecrpression reveals that it is concave and maximized when d : 0.
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The remai:rder of the result follows ftom the fact that with 0:0, the condition Br2: B4 = I then otr'

taias, so that K2/.L : h/L : (aBA)\/(r--) independent of .L. As a result, ru2 : r'3 : (1 - a) A(aBA)'/11-"' ,

also independent of tr. Since taxes and tra,nsfers are zero for any M, a,ud factor prices ale independmt of

M, natives' opportunity sets and equilibrium utility levels are independent of M as well- I

6.2 Determination of the tax rate in a special case

In the special case where there is no foreign capital, and agents have only capital income in the final petiod,

it is possible to derive a simple closed-form solution for agents' prefered ta). rates. In this section of the

appendix, we preseat that solution, which is usefr:I for ga,rnering some htuition regarding the relationship

between the eqfibrium tax rate and median and average second-period income.

Suppose that, then, there is no foreign capital--equivalently, that ) : loo and Kf : 0----and that

third-period productior possibilities a.re giren by I'(K) : AK, srt that the equilibrium after-tax return to

saving is (1 - d) A. Consider an a€eut----€ither a native or immigrant-who begins period two with income

equal to 99. Giren values for the tax rate 0 and transfer payment ?, the problem faced by such an agmt is

md {Iog (yz - sg) + f log l(1 - 0) As3 + rl} .

It is straightforwerd to veri{y that the optimal choice of savings is given by

(18)

",:+ (o*-6_J-r-1^)
By aggregating this expression across all agents, and using the fact that the lumpsum transfer (r) equals

the tax rate times the amount of per-capita capital income, it can be shown that

By substituting this expression, together with the equations determining optimal consumption and saving

decisions, back into the utility fi.rnction (18), we then get an indirect utility function that describes preferences

over these two periods, arld this can be written as follows:

where 4 : - (1 + B) log (1 + B) + plog (BA).Writteu in this manner, it becomes clea.r that a"n irdividual's

indirect utility depends not or y on the parameters 0 a.nd A, but also on his 'rncome rcIatiae to the awrfl,ge.

The reasou for this is clear: the agent's resulting transfer payment depends on the a\,€rage lerel of income.

It is straightforwa.rd to verify that this expression is difiermtiable in d, a.nd is decreasing in d when

Azf ,z > 7-i.e., when the agent is richer than arerage. The preferred tax rate of any agent with U2 > 92 b

alwavs d : 0.
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For agents with gr2/!2 < 1, one ca.nlerify that ro is strictly concar,e in d on (0,1). Concavity is easier to

see if the two last terms involving d a,re written out as

r  .  /  \ ' r
(1 + B) Ios | 1t + f) I + 0B ( | - I ) | - (r + irt t"s 0 + B - 0r)+ ploe (1 - d),

L lz \  !z/ l

which is the sum of three strictly concave firnctions.

Hence a poorer-than-average egent v/ho vrishes to calculate his or her most preferred m,lue of 0 subj€ct to

the constraint d € [0, 1], could perform this calculation by merely takiag the derirative of w (0iy2/92), and

setting it equal to zero. This yields a quadratic expression and after some tedious algebra it can be shown

that the most preferred tax rate of ar agent wil}i U2ly2 = z < 1 is given try

r et : ff-t 
+ 28 (t - 

;I- -'F +EF4

Some properties of 9. (z) a.re worth noting. Firsi, d* (z) is decreasing iu z: the relati.r.ely poorer is

an agent, the higher is his or her preferred ta>c rate (and tra,nsfer). ALso, lim,-1 d. (z) : 0, so there

is no discontinuity in the preferred tax rates as !€ move from the relatively wealthy-those agents with

z ) 1, whose preferred tax rate is zero-to the relatirely poor. While 0* (z) la.ries monotonically with z,

it's dependence on the time-preference paxameter B is more complex. Finally, as is shovrn in Dolmas and

Hufiman [10], for sufficiently small r.alues of z, 0'(z) may be on the 'wrong' side of the economy's Laffer

cune-i.e., for small z,0* (z) may be higher than the value of d which maximizes total tax revenue.
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Figure 1: Results in a benchmark case
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Figure 2: Results for difiering degrees of inequality
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Figure 4: Results for differing degrees of capital mobility
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Figure 5: Results under various regimes
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