
























































wages which result and the wealthier natives in spite of the higher taxes which result.

5 Final Remarks

The model that we have constructed and studied is unique in that it attempts to explore both the general
equilibrium factors that can influence an economy’s immigration policy decision, as well as the effects arising
from the interaction of immigration and the determination of other domestic policies—in particular, how
the immigration decision will influence the future distribution of income in the economy, and therefore how
this will influence future fiscal policies. The preferences of natives over the quantity of immigration take into
account both of these sets of consequences. Immigration in one period will affect factor prices in subseguent
periods in ways that benefit the relatively capital-rich and harm the relatively capital-poor, if immigrants
are themselves capital-poor. When immigrants are enfranchised to vote over subsequent fiscal policy, the
model implies that natives must take into consideration how the level of immigration in the current period
affects the identity of the median voter over subsequent redistributive taxes and transfers.

In this paper we have studied an extremely streamlined model in which agents can vote on one redistrib-
utive policy parameter, the tax rate #, which ultimately determines the level of the transfer r. In reality,
there are a plethora of government policy variables and programs that can be used to transfer capital from
one group of people to others.

Our model also shows how native residents’ preferences over the quantity of immigration are influenced by
various factors, including the degree of domestic income or wealth inequality and the degree of international
capital mobility.

Other things equal, increased inequality in the native population leads the median native to be less likely
to prefer high levels of immigration, because with higher inequality in the initial distribution of capital, the
median native is an individual more reliant on labor income, hence more sensitive to the adverse effects
which iminigration has on the return to labor. At higher degrees of initial native inequality, immigration
leads to higher taxes being chosen by the subsequent median voter who, because of the high inequality,
will be relatively poor. As initial wealth inequality shrinks, poorer natives become relatively more wealthy
(relative to the average native) and, as a result, more sensitive to the higher return to capital which results
from immigration. In our parametrization, if inequality in the initial distribution of capital is low enough, a
majority of natives prefer & high level of immigration to zero immigration.

International capital movements can also have a significant impact on an economy’s openness {o immi-
grants. In particular, the more mobile is international capital, the less likely is it that natives will be opposed
to immigration. This is because, with a constant returns to scale technology, equal proportions of capital
and labor can be imported, leaving the returns to labor and capital unchanged. We show that, in fact, in
a world of perfect physical capital mobility, natives are indifferent with respect to the level of immigration.
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Increased capital mobility also tends to result in a lower tax rate on income, and this rate approaches zero
as we approach a state with perfect capital mobility.

The results here also show why it is inappropriate to merely study the effect of immigration merely by
analyzing the impact on wages or even incomes. In a number of our experiments, natives experience rising
incormes in some periods as a result of immigration, but are nonetheless worse off in terms of Lifetime utility.
This is because the changes in factor prices caused by immigration influence the savings decisions of natives
in ways which lead these natives to re-allocate resources from earlier to later periods. Incomes in later
periods may be higher as result, but the agents are making trade-offs which they would not in the absence
of immigration.

The model also sheds some light on other factors which influence native residents’ desire for increased
immigration, including the wealth levels of immigrants, their enfranchisement to vote once admitted, and
the extent to which they can be denied subsequent benefits, and yet still be made to pay taxes.

6 Appendix

6.1 Proof of the proposition regarding perfect capital mobility

If A = 0 then in any equilibrium it must be the case that gr; = 1, and 8(1 — §)r3 = 1, or else KF would
be +co or —oo in some period. Then, in the second period of any agent’s life he must solve the following

optimization problem:
max log (y2 — s3) + Slog (B sa+ (1— Qws+7),
which gives rise to the following indirect utility function:
(1+ B)log (y2 + B(1 ~ O ws + 7))

It should be clear from the previous expression that the agent will then choose the tax rate & to maximize
the term (1 — #)}w;s + 7. Note that this implies that an agent’s preferred tax rate is independent of his or

her level of income.

Since 7 = @ (r3K3 + wsL) /L, it is possible to show that
(1-ws+7=(1—a+ad) A(K3/L)".
Using 1= 3(1 —8)r3 = B(1 — 0) aA (K3/L)*"", this expression can be written as
(1-O)wz+7=(1—a+abd) A1 —8) afA|™5 .

Differentiation of this expression reveals that it is concave and maximized when 8 = 0.
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The remainder of the result follows from the fact that with ¢ = 0, the condition 8ro = Brz == 1 then ob-
tains, so that K2/L = Ka/L = (8 A)”"~* independent of L. Asaresult, wy = ws = (1 — &) A (afA)*/ =,
also independent of L. Since taxes and transfers are zero for any M, and factor prices are independent of

M, natives’ opportunity sets and equilibrium utility levels are independent of M as well. B

6.2 Determination of the tax rate in a spécial case

In the special case where there is no foreign capital, and agents have only capital income in the final period,
it is possible to derive a simple closed-form solution for agents’ preferred tax rates. In this section of the
appendix, we present that solution, which is useful for garnering some intuition regarding the relationship
between the equilibrium tax rate and median and average second-period income.

Suppose that, then, there is no foreign capital—equivalently, that A = 4+oc and K¥ = 0—and that
third-period production possibilities are given by F (K) = AK, so that the equilibrium after-tax return to
saving is (1 — 8) A. Consider an agent—either a native or immigrant—who begins period two with income

equal to y. Given values for the tax rate 8 and transfer payment 7, the problem faced by such an agent is

max {log (y2 — s3} + Blog{(1 — 6) Asz + 7]} . (18)

It is straightforward to verify that the optimal choice of savings is given by

1 Bys — T
BT\t a-ea)
By aggregating this expression across all agents, and using the fact that the lump-sum transfer (7) equals

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

__eAB1-6) _
TTa-9a+p +e”

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

decisions, back into the utility function (18}, we then get an indirect utility function that describes preferences
over these two periods, and this can be written as follows:

(1+,'3)g§+3ﬁ(1—21

w (0 y2/%) =n+ (1+ F) log (2} + (1 + ) log T, gﬂ) +Blog(1~-8),

where 7 = — (1 4+ B)}log (1 + §) + Blog (3A).Written in this manner, it becomes clear that an individual's
indirect utility depends not only on the parameters § and A, but also on his income relative to the average.
The reason for this is clear: the agent’s resulting transfer payment depends on the average level of income.

It is straightforward to verify that this expression is differentiable in #, and is decreasing in & when
y2/¥2 > 1—i.e., when the agent is richer than average. The preferred tax rate of any agent with ¥z > 7 is

always 8 = (0.

26



For agents with 9 /§2 < 1, one can verify that w is strictly concave in 4 on (0,1). Concavity is easier to

see if the two last terms involving @ are written out as

1+ 8)log [(1+5)1"y_’—§+9ﬁ (1—%)] —(1+B)log {1+ B~ 88) + Blog (1 — 6),

which is the sum of three strictly concave functions.

Hence a poorer-than-average agent who wishes to calculate his or her most preferred value of & subject to
the constraint § € [0,1], could perform this calculation by merely taking the derivative of w(8;y2/72), 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 an agent with ye/§2 = z < 1 is given by

gy = LEBLH28(—2) —ITIFU —2)
B 28(1—=2)

Some properties of 8" (z) are worth noting. First, 6" (2} is decreasing in z: the relatively poorer is

an agent, the higher is his or her preferred tax rate (and tramsfer). Also, lim,,y 6% (z) = 0, so there
is no discontinuity in the preferred tax rates as we move from the relatively wealthy-—those agents with
z > 1, whose preferred tax rate is zero—to the relatively poor. While 8% (#) varies monotonically with 2,
it’s dependence on the time-preference parameter S is more complex. Finally, as is shown in Dolmas and
Huffman [10], for sufficiently small values of z, 8" (2} may be on the ‘wrong’ side of the economy's Laffer

curve—i.e., for small z, 8" (2) may be higher than the value of & which maximizes total tax revenue.
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Figure 1: Results in a benchmark case
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Figure 2: Results for differing 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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