Immigration and public finances

The effects of more immigrants

on public finances

Depending on labour market participation, high levels of immigration may temporarily
ease the pressure on the public finances caused by population aging. But the impact is
not likely to be significant in the long run. Immigrants from Asia and Africa are more
dependent than other groups on government welfare schemes. Since immigrants have
children, the impacts of increased immigration on public finances will never fade away.
Consequently, these effects should not be confused with how the average immigrant

alone affects public finances during his life time.

Since 2004, net migration has accounted for almost two-thirds of a record
population growth and employment growth. Migrant workers have primarily
been from Eastern European countries that joined the EU in 2004.

Impact of immigration on the economy needs to be analysed
Hardly any other factors have affected the Norwegian economy as much as
immigration in recent years. It would be remiss not to analyse the economic
effects of immigration, even though this topic often generates heated debates.
Holmgy and Strgm (2012) is an example of such an analysis. The results in
this report have received a great deal of attention, especially since the news-
paper Finansavisen presented them as “immigrant accounts” on 13 April 2013
and in subsequent articles.

Holmgy and Strgm (2012) primarily analyse the impact of immigration on
public finances, i.e. the balance between public revenues and public spen-
ding. This is, of course, a limited perspective compared to a complete as-
sessment of the advantages and disadvantages of immigration. The topic is,
nevertheless, important enough to merit its own analysis. The choice of topic
must be seen in light of the fact that Norway’s public finances will clearly be
under much more strain in the decades ahead as a result of the increase in
the elderly share of the population (Ministry of Finance (2013), Holmgy and
Nielsen (2008) and Holmgy and Strgm (2013b)).

Will immigration ease or increase the pressure on public finances? Some
believe that immigration will mitigate the aging population problem because
immigrants are generally relatively young. It is even claimed that the Nor-
wegian standard of living has become dependent on labour immigration,
particularly in relation to the provision of practical assistance services to the
elderly. Conversely, some argue that immigration means that politicians run
a charity at the taxpayer’s expense - far beyond what most people want to
contribute.

In order to make headway in this debate, more knowledge is needed about
the impact of high levels of immigration on the welfare state’s funding needs.
This motivated not only our project, but also the Welfare and Migration
Committee’s NOU 2011: 7 and the analysis of immigrants’ labour force parti-
cipation in Bratsberg, Raaum and Rged (2011).
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Definitions

Immigrants are persons who are
resident in Norway, but who are born
abroad to two foreign-born parents
and with four foreign-born grandpa-
rents.

Norwegian-born to immigrant parents
are persons born in Norway with two

parents who are immigrants, and four
grandparents born abroad.
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Individuals or generations?

The debate over the past year has shown that the statement “the cost to the
public purse of one more immigrant” can be interpreted in at least two inter-
esting ways:

1. The net expense that can be linked to the life cycle of a single immigrant.
We give here a summary of the payments between the individual and the
State for a single immigrant that does not emigrate, and who, from the
time of immigration to death, has the same behaviour as the average per-
son from the same group of countries (see textbox showing our country
groupings).

2. The net expense generated by a group that immigrates in a given year.
The gender and age composition of this group equals the corresponding
composition of the total immigration over the recent years. The additional
immigrants share the age and gender specific average behaviour of the co-
untry grouping, but — unlike interpretation 1 - this also now includes bir-
ths and re-emigration. The effects are measured per additional immigrant
by dividing them by the number of additional immigrants. These effects
do not describe the contribution to the net public spending for an average
person as in interpretation 1. This is because the number of people behind
the average increases or decreases as they are replaced over time. The
point of interpretation 2 is precisely that of taking into account not just
aging but also emigration, deaths and births, and changes in the size and
composition of the population surplus that is created by the additional
immigrants. In interpretation 2, the economic effects will not die out since
the population surplus consists of relatives that follow the generations, all
of which pay taxes and contribute to public spending. The impact of those
who once immigrated decreases the farther ahead we calculate.

Accurate cost estimates based on one of the interpretations can thus be very
misleading estimates of the effects that are based on the other interpretation.
Holmgy and Strgm (2012) have only used interpretation 2 as a basis for the
effects of non-recurring immigration. Calculations based on interpretation 1
will form part of the continuation of this work.

Impact of more relatives - conditions

The impact of more inhabitants can be almost anything if bold assumptions
are made about the number of new fellow citizens with extreme behaviour.
Instead for such exercises, residents in Norway are represented with average
persons in population groups defined by gender, age, country group back-
ground, length of residence and main income.

The immigrants are from the country groups: R1 (Western Europe, North
America, Australia and New Zealand), R2 (Eastern European EU countries)
and R3 (rest of the world). The groups from R1 and R2 include large numbers
of labour immigrants and family immigrants. Group R3 is very heterogene-
ous, partly because it includes most of the refugees. Many of these have low
wages and receive relatively extensive assistance from the State in the form of
benefits and services. Non-immigrants comprise of all Norwegian-born who
have a Norwegian-born father and/or mother, and foreign-born with Norwe-
gian-born parents.
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Immigration increases relative to a so-called reference course, with 5,000

in 2015 alone. The gender and age composition of each group is the same

as the average for the period 1991-2009 for the total immigration from the
corresponding country group. The average behaviour of individuals in each
group varies by gender, age and length of residence, and is estimated using
2006-data. When the analysis was carried out, this was the most recent year
in which the relevant conditions were roughly normal. The behaviour of older
immigrants is particularly uncertain since there are few elderly immigrants in
the population.

Will the behaviour in 2006 (or another year) apply in future decades and for
new immigrants? Probably not, but no one knows what changes will take
place. We believe that many share our view that an extension of the current
behaviour provides an interesting starting point for assessing the impact of
migration on the Norwegian economy.

Government revenues and expenditures are projected using a macroecono-
mic model. The model ensures consistency when the behaviour in the diffe-
rent population groups is combined with the development in the number of
persons in each population group and other economic factors. In particular,
the model captures the most important relationships between employment
and public finances. Population trends are taken from Brunborg and Tex-
mon (2013). The assumptions about the immigrants’ distribution by age and
gender, fertility and mortality in these projections are of significance to the
results discussed below. There are three conditions in our analysis in particu-
lar that are disputable:

1. In the calculations that are commented on below, the immigrants’ children
are assumed to have the same economic behaviour as the non-immigrants.
We considered this assumption to be more realistic than that where the
descendants inherit their parents’ behaviour, partly based on Henrik-
sen and @stby (2009), and other available averages. Holmgy and Strgm
(2012) examine the importance of alternative assumptions about the im-
migrant children’s behaviour.

2. Inthe absence of sufficient information, the use of public services is only
broken down into gender and age. This means that persons of the same
age and gender on average use all public services to the same extent
regardless of reason for residence or country of origin. This assumption on
its own probably entails an underestimation of public spending on refu-
gees.

3. The current tax rates and public welfare schemes are continued in all
years. This makes the effects transparent and controllable. It is, however,
easy to justify alternative assumptions, and we discuss this briefly towards
the end of the article.

The projections extend into 2100. Of course we know very little about eve-
rything that can happen in the next 87 years. The uncertainty must, however,
be assessed in light of what is central to the calculations. There are two types
of changes that are crucial and both need a long time to play out. First, the
payments between individuals and the government vary considerably and
systematically over a lifetime. It is only uncertain in a rather uninteresting
academic sense that the vast majority of those who currently have subsidised
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child care will become future tax payers and old-age pensioners. A horizon of
2100 covers almost all of the effects generated by the additional immigrants
arriving in 2015 are covered, and most of those generated by their children.

Second, the long projection period shows that births, deaths and emigration
can cause significant changes in the size and composition of the population
surplus created by increased immigration. These changes are obviously un-
certain. But they are hardly any more uncertain than the changes in oil prices
and exchange rates over the course of a few years. All in all, we believe that

a shorter calculation period results in a great loss of relevance compared to a
small reduction in the relevant uncertainty.

The impact of more generations - results

Figure 1 shows the annual impact on net public spending, measured per
additional immigrant, of an increase in 2015 of 5,000 immigrants from R1,
R2 and R3 (see text box) respectively . The figures are adjusted for 4 per cent
wage growth in all years in order to obtain recognizable figures. Most public
spending and revenues, excluding the oil revenues, are more or less propor-
tional with wages.

The effects go through three phases: in the first few years after 2015, the net
spending increases markedly because the capacity in kindergartens, schools,
infrastructure and other public sectors has to be expanded in order to meet
the demand from our new fellow citizens. The capacity expansion will, in
practice, take longer than in our calculations. The need to develop public
welfare is greatest for additional R3 immigration since the increase in the
number of children and young people is greatest in this case.

The calculations also show that increased public services lead to lower tax
revenues. The reason is that employment is shifted from the private to the pu-
blic sector, and this reduces the basis for indirect taxes and business taxes. For

Country groups R3 immigration, the increase in public spending in the first years is strengthe-
The immigrant’s region of origin in ned by the introduction benefit for new immigrants. Statistics Norway (2013)
this article: gives a brief overview of this scheme.
R1: Western Europe, North America,

Australia and New Zealand Phase two covers the roughly 30 years following the capacity expansion in the

R2: Eastern European EU countries

R3: Rest of the world public sector, i.e. the years 2018-2050. Additional immigration from R3 raises

net public spending by a relatively high amount. However, this increase falls

Figure 1. Impact on net public revenues (= the opposite of net expenditures) per additional immigrant in increased immigration in 2015,
by origin of the population groups. R1 (Western Europe, North America, Australia and New Zealand), R2 (Eastern European EU
countries) and R3 (rest of the world). NOK 1,000 as per 2006 wages

150
100
50

0
0 /-

-100

-150

-200
-250

R1
R2

0
2015 2020 2025 2030 2035 2040 2045 2050 2055 2060 2065 2070 2075 2080 2085 2090 2095 2100
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over time. Measured per additional immigrant in 2006-prices, it falls from
NOK 94,000 in 2020 to about NOK 20,000 in 2050. The opposite applies to
immigration from R1 and R2. Non-recurring immigration in 2015 has genera-
ted net public revenues in 2020 equal to NOK 79,000 (77,000) in 2006 values
per additional immigrant when they are from R1 (R2). The reasons for these
disparities between the immigrant groups are discussed below.

In phase three — the period 2050-2100 - most of the immigrants who arrived
in 2015 are old age pensioners, or have emigrated or are deceased. Each

of the three population surpluses are thus dominated by the immigrants’
children and grandchildren. As these are assumed to have “Norwegian”
behaviour, the impact after about 2050 has very little, if any, bearing on the
disparities between different immigrant groups. They are therefore primarily
determined by how many additional children have been born, and the age
distribution for these.

The impact in phase three is therefore less, and is more similar across country
backgrounds. This is the case despite the fact that R3 immigration leads to a
far greater increase in the population, and thus also in the gross amounts for
public revenue and expenditure. The small long-term effects illustrate that an
increased population has little impact on net public revenues. One modifica-
tion here is that the State’s annual use of oil revenues covers a smaller part of
public spending when the population increases, since the petroleum wealth is
independent of demographic changes.

Differences in the groups’ contributions

Differences in employment income and welfare benefits are key reasons for
the disparities between the immigrant groups’ contributions to net public
revenues in phase 2 - the period 2018-2050. Paid employment does not only
produce the main basis for direct personal taxes, but also the basis for almost

all indirect taxes and business taxes outside of the State’s petroleum revenues.

The R3 immigrants take up employment at a later stage and to a lesser extent.
They earn less, and have a faster transition to disability benefits than other
groups. This must be viewed in light of the fact that many R3 immigrants are
refugees, and the share that lack relevant education and work experience,
and have language problems, is greater than in the other immigrant groups
where there are almost no refugees. The disparities between the immigrant
groups’ transition to disability benefits is confirmed in more refined studies,
see Bratsberg, Raaum and Rged (2011).

Demographic effects also have a significant impact on the disparities between
the immigrant groups’ contribution to net public revenues in phase 2. Re-
emigration and relatively few births quickly reduce the population surplus
generated by more R1 and R2 immigrants.

The opposite is the case for R3 immigration. After about 35 years, the popula-
tion surplus has increased by about 20 per cent because the re-emigration is
relatively modest, and the R3 women have more children than women in the
other groups (see Marianne Tgnnessen’s article in this issue of Samfunnsspei-
let). The population surplus generated by R3 immigration thus has a much
higher proportion of children and young people than the R1 and R2 surplu-
ses. This is an important factor in why the R3 surplus pays significantly less
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in taxes and receives more public services related to childcare, education and
health, and more in child-related benefits.

Interpretation of the sum of costs over time

The sum of the effects over the 86 years from 2015 to 2100, as shown in
Figure 1, can be interpreted as the present value when the so-called discount
rate is assumed to equal wage growth that is nominally 4 per cent in our cal-
culations. The discount rate expresses that a krone received/paid next year is
worth less than a krone today. This present value of increased net public spen-
ding is NOK 4.1 million when expressed in 2012 values. Correspondingly,
present values of net spending increases for R1 and R2 immigration are NOK
-0.8 and 0.8 million respectively in 2012 values.

These present values were not calculated in Holmgy and Strgm (2012) — they
were calculated and presented for the first time in the Finansavisen newspa-
per on 13 April this year. Since then it is particularly the figure NOK 4.1 mil-
lion that has become a regular in the immigration debate.

Finansavisen has described these present values as «a net cost obligation

for the State”. With this perspective, Finansavisen uses the present values
precisely and meaningfully when, for example, it writes (13 April): “When a
non-Western immigrant arrives, the Norwegian government takes on a future
net cost obligation that Statistics Norway estimates at NOK 4.1 million in
2012 values.”

Although the sum of effects over a period of time, as shown in Figure 1, has

a meaningful interpretation, there are a variety of problems with using this
estimate. First, when the effects do not die out, their sum can be almost
anything by extending the calculation period, as long as the discount rate is
not higher than wage growth. Second, the sum is increasingly determined by
the descendants’ behaviour when the period is extended. Perhaps the most
important reason, however, is that the concept of present value is too difficult
to work well in a public debate. It has been shown that there is a great danger
of comparing sums of the effects over 86 years with annual amounts.

The impact of one additional individual

The aforementioned sum of NOK 4.1 million is derived from calculations
based on interpretation 2, i.e. where a group of immigrants of different ages
and both genders arrives in Norway, who have children and can re-emigrate.
Because of births among the additional immigrants, it would be wrong to
use this amount to explain interpretation 1 above; the NOK 4.1 million is not
the sum of payments between the government and an average immigrant
over one lifetime. An example of such a misrepresentation is given in the
Aftenposten newspaper of 19 May (Hege Storhaug 2013): “The truth is, says
Finansavisen of 13 April, with the approval of Statistics Norway researcher
Erling Holmgy, that every non-western immigrant costs Norway around NOK
4.1 million on average during their lifetime.”

What if the taxes are raised or the welfare offer is cut?

The calculations are based on the continuation of current tax rates and
welfare systems throughout the calculation period. It could be argued that
the taxes should have been increased and/or public spending cut because all
long-term projections show that aging makes the present welfare schemes
and tax rates unsustainable. A tighter fiscal policy will make both immigrants
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and non-immigrants more “profitable” for the State. We referred to this in an
article in Aftenposten on 7 June (Holmgy and Strgm 2013a).

The main reason for basing the projections on the current tax rates and
welfare schemes is transparency. An analysis that combines changes in im-
migration with changes in tax or welfare changes must clarify how much of
the impact is caused solely by changes in immigration —i.e. our effects - and
how much can be attributed to guesses about the timing and composition of
the future tightening of the State budget. Cuts in the introduction programme
will obviously have a different effect than cuts in the agricultural support.
Raising the surtax rate and taxes on housing and property will be a lesser bur-
den on R3 immigrants than on others. The impact of immigration on public
finances also depends on when the State budget will be tightened.

The choice of constant or tighter fiscal policy as a starting point is not a choice
between right or wrong. There are good arguments for both sets of assump-
tions because they answer two different questions — which are both inter-
esting.

Employment is crucial

The major impact of immigration following the EU expansion in 2004 par-
ticularly relates to macroeconomic magnitudes such as total employment,
production and consumption. Over the life course, however, each person is
a producer, consumer, taxpayer and user of public welfare. Thus, the popu-
lation size has little impact on the average income and prosperity level of a
country over a longer period of time. The same applies to balances, such as
the disparity between public revenues and public expenditure (see the inter-
pretation of the long-term effects in Figure 1).

The main conclusion of Holmgy and Strgm (2012) is that it is primarily the
aging of the population that will cause future fiscal sustainability problems,
given continuation of the current, or a more generous, welfare state. The
solution to this would be a continuous adjustment of the tax burden to the
choice of ambition level for tax-financed welfare. In this case the impact of
more inhabitants (regardless of their origin) on public finances will also be
more positive than in our calculations. The changes in immigration have
very little bearing on public finances in the long term, as long as the average
labour input per capita does not change significantly. This not only depends
on the individual’s participation in the labour market, but also on demograp-
hic factors, particularly the age distribution of immigrants. Labour input
provides the basis for most of the taxes in mainland Norway. Integration into
the labour market is therefore crucial for the impact of immigration on public
finances. There is probably considerable room for improvement in integrating
immigrants from typical low-income countries in Africa and Asia.

Costs — for whom?

The effects on net public spending will also be an important factor in more
comprehensive assessments of the advantages and disadvantages of immigra-
tion. If immigration increases net public spending, the standard of living of
those who are already living in Norway is reduced since the taxes could other-
wise have been lowered and/or public welfare could have been strengthened.

However, a full assessment of the economic effects of non-immigrants’ living
standards must take into account a number of other effects, including lower
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Expansion of the EU and EEA
in 2004 and 2007

In May 2004, Estonia, Latvia, Lithua-
nia, Poland, Slovenia, Slovakia, Czech
Republic, Hungary, Cyprus and Malta
all joined the EU, followed by Bulgaria
and Romania in 2007. On joining the
EU, they also became members of
the EEA (European Economic Area).
There were some restrictions on
immigration in the first years (transi-
tional arrangements), but this has
not proven to have had a particularly
large significance in terms of num-
bers. Citizens of all of these countries
have had relatively free access to the
Norwegian labour market from the
time their membership began.
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prices, pressure on wages and possible displacement of local workforces. And
who should be included as «those who are already living in Norway» in such
an assessment? Even if they are accurate, the statistics’ definitions of non-
immigrants will be irrelevant when answering questions such as: «To what ex-
tent should one take into account that new immigrants can affect the wages,
job security and other economic conditions of immigrants who have lived in
Norway for, say, four years?”

For many, a crucial factor in a broad assessment of the advantages and disad-
vantages of immigration will be the effects experienced by immigrants. There
are reasons to believe that it is generally the immigrants who experience the
greatest advantages of moving. For refugees and asylum seekers, humani-
tarian reasons can make the benefit extreme. Norwegian authorities grant
residence to asylum seekers and refugees based on their need for protection —
not their impact on public finances in Norway.
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