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Abstract

We study the effect of electoral systems on openness to immigration.
According to the literature, in our model majoritarian electoral systems
incentivate the use of locally provided public goods rather than transfers,
whereas the opposite occurs under proportional representation. However,
we show that mass immigration may reverse this result, and bias also a
proportional system towards the use of public goods. Since immigration
can be used in order to expand the tax base, a politician can retain higher
rents when immigrants are not entitled to transfers; this shifts the incen-
tives to the use of public goods or, alternatively, to the extension of voting
rights. Finally, majoritarian electoral systems are always more open to
immigration.

Keywords: electoral systems, rent extraction, immigration.

JEL codes: D72, D78, F22, H00, H40.

Keywords: immigration, electoral systems, rent extraction.

1 Introduction

A well developed literature is concerned with studying the effect of the electoral
systems on the level and the allocation of public expenditures. Typically, it
is found that majority systems provide incentives to the use of public goods
rather than transfers, while the opposite occurs for proprotional systems (see,
for example, Persson and Tabellini, 2002; Lizzeri and Persico, 2001; Milesi-
Ferretti et al., 2002). The reason for such a result is that different electoral
systems imply different constituencies and therefore different instruments in
order to win the majority of seats in a Parliament.

So far, however, nobody has investigated the possible relationship between
electoral systems and openness to immigration. Both governments and voters
are aware of the redistributional effects of immigration, which might affect the
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income distribution in several ways, for example by reducing wages and/or the
extent of the welfare benefits.

Immigration control, therefore, can be considered as a form of income redis-
tribution other than transfers and public goods. As a consequence, the electoral
system should affect the government’s incentives also with respect to openness
to immigration.

In what follows, we develop a model of representative democracy with ret-
rospective voting in the line of Persson and Tabellini (2002). We find that
the electoral system has an important effect on openness to immigration; more
precisely, majority systems produce more freedom of immigration.

We test our theoretical predictions on a cross-section of countries, and we
find that...

The paper is organized as follows: the next two sections describe, respec-
tively, the electoral system and the voters. Section 4 presents the government
and its objective; section 5 introduces our model; sections 6,7,8 provide the re-
sults under the different electoral systems, section 9 summarizes and compares
the effect of the electoral systems, section 10 is devoted to our empirical analysis,
and section 11 concludes our paper. The proofs are gathered in the Appendix.

2 The electoral systems

A majoritarian system partitions n voters into C' constituencies. For simplicity,
we assume that to win the election a candidate has to win in 1/2 constituencies,
and 1/2 votes are sufficient to win in each constituency. As a consequence, the
successful candidate has to "buy" n/4 voters, who must be provided with the
utility level they require in order to re-appoint the incumbent government!.

A proportional system, instead, can be thought as a single constituency
where n/2 votes are required in order to be re-elected. Therefore a politician
has to please n/2 voters. With some abuse of notation, in what follows we are
going to denote the majorities required to win the elections under the different
electoral systems (n/4, n/2) as the "decisive voters".

3 Voters

Consider a country populated by n natives and (potentially) by m immigrants.
Immigrants have no voting rights. The ¢ — th voter utility is given by

wi =wn+m)(1—t)+ f+ g%, (1)

0<fB<ax<l; a+ <1

where w(n +m)(1 — t) is the individual net wage, and 0 < t < 1 is a flat-rate
tax.

1 As we are going to argue, we use a retrospective voting model in which voters re-appoint
the incumbent politician only if they are provided with their reservation utility.



f is a transfer allocated on the basis of some individual charachteristics (for
example, age, the number of dependent children, and so on). As a consequence
entilement to transfers does not depend on the voter’s constituency. In other
words, we adopt the view of Milesi-Ferretti et al., (2002), (henceforth MF):.while
public goods can be provided on a territorial basis, transfers are universal.

g; denotes the per capita amount of public goods the voter enjoys directly
in her own environment (for example, her town or her constituency). On the
other hand, the remaining amount of public goods g_; that the voter does not
use directly, affect her utility via an externality. This is in the very nature of
public goods.

In our model, it is crucial to stress two features: first of all, for the govern-
ment it is possible to target g; very precisely. We share the MF view that most
of public goods expenditures are intrinsecally local: a government can decide
where to build a hospital, a school, a bridge and so on. On the other hand, we
also stress that public goods create a positive externality for all agents different
from i (denoted by —i), and therefore public goods that are not directly enjoyed
by the voters still affect their utility.

Voters adopt a retrospective voting strategy: if the incumbent government
provides them at least with a reservation utility w they are going to re-appoint
it, otherwise they choose another politician.

4 The government

In our model, the goverment is self-interested and non-ideological. For simplic-
ity, it includes a single politician, say the prime minister. (For this reason, in
what follows, "government" and "politician" are used as synonimi). His objec-
tive is to maximize some rents he is able to extract.

The aggregate budget constraint is

tw(.)(n+m) =g+ f(on+pm)+7r (2)

where g is the aggregate expenditure for public goods, f is a transfer granted
to a share 0 < 4 < 1 of the natives and to a share 0 < p <1 of the immigrants,
r denotes the rents left to the politician. Rents are residual, and they are
retained after transfers and public goods are distributed. Of course, a rent-
seeking government has no incentive to satisfy more than half the voters. As
a consequence, when it uses transfers in order to buy re-election, it identifies a
criterion able to entitle only the required majority. Therefore, 6 = 1/2, and we
can rewrite the aggregate budget constraint:

tw(.)(n—i—m):g—i-f(g—i-pm)—l-r. (3)

It is important to stress that it is quite difficult to deny transfers to immigrants:
once they meet the required criteria, they are entitled as well as the natives, and
p could be close to unity. This is the very reason why there exist concerns over
the existence of welfare magnets (see Peridy (2006); Lemos and Portes (2008);
and Kaushal (2005)).



5 The model

We consider a very simple model of retrospective voting & la Persson and
Tabellini, where decisions are sequential. The timing of the game is the fol-
lowing:

1) voters set a reservation utility o required in order to re-appoint an in-
cumbent government

2) the government decides whether opening the economy to immigration,
and to what extent in order to maximize its own rents

3) the government chooses the allocation of tax revenues between transfers
and public goods in order to maximize its own rents

4) vote is held, and the government is re-elected if the majority of voters
receive at least w.

We solve the decision problem backwards. When deciding how to allocate
the fiscal revenues, the government has two alternatives: being re-appointed by
providing the decisive voters with the required reservation utility w, or retaining
the whole fiscal revenues for itself and lose the elections.

In order to simplify the exposition of our model, it is useful to introduce
immediately the following lemmi:

Lemma 1 In a majoritarian system, a government trying to mazximize its own
rents has an incentive to satisfy the decisive voters through public goods (g;)
rather than through transfers (f), provided that gf’gé ; is not "too" concave?.

Proof. See the appendix. m

Lemma 2 In a proportional system, a government trying to maximize its own
rents has an incentive to satisfy the decisive voters through transfers (f) rather
than through public goods (g;) only if p is not too high (p < p*).

Proof. See the appendix ®

Lemmi 1 and 2 reproduce a well-known outcome in the literature: a majori-
tarian system biases public spending towards public goods, whereas a propor-
tional system creates a bias towards transfers.

In lemma 2 we introduce, however, an important caveat: when the economy
is open, the access of non-voting immigrants to transfers can change the politi-
cian’s incentives: immigration puts pressure on transfers provision, and gives no
electoral advantage. In such a case, it could be convenient to shift from the use
of tranfers to the use of public goods as it happens within a majoritarian system.
An interesting implication is that if changing the welfare system radically is too
difficult, the politician might have an incentive to entitle immigrants to vote.

2For this to be true the sufficient condition ag?flg’(ji > 1/2 must hold. This is equivalent

to state that the utility generated by public goods g?g[ji cannot be "too" concave, because

otherwise it could be worth to compensate n/2 voters with f rather than n/4 voters with g;.
We can assume that this condition holds without loss of generality.



As we are going to see in what follows, the intuition for this result is that
the rents a politician can retain by exploiting immigration are higher when im-
migrants expand the tax base, but they do not benefit from public expenditure.
This is more likely to occur when electoral redistribution is based on public
goods rather than on transfers.

6 Majoritarian system

Suppose for the moment being that in stage 4 elections are held and the gov-
ernment is re-elected.

6.1 Stage 3: provision of public goods

To understand the behaviour of the government, consider firstly a situation
in which it is re-elected by unanimity. From the incumbent politician’s point
of view, unanimity is useless: in order to win the elections he only needs to
convince n/4 voters. He can exploit this situation to increase the rents he
retains after securing re-election. Therefore, he can reduce public expenditures
for 3n/4 voters and compensate the remaining n/4 by increasing the per capita
amount of public goods g; they receive® (see Lemma 1).

If resources for 3n/4 non-decisive voters decrease by Ag_;, the remaining
n/4 lose ﬁgf‘gé?lAg,i. In order to confirm the incumbent politician, the latter
must receive an increase in g; sufficient to offset their individual loss, i.e.

Ag; = B Ag; (4)
ag—i;

The net marginal benefit for the goverment is given by

Net Benefit = Ag_; — E(&Ag_i) (5)
4 g
Of course, the government reduces g_; until the net marginal benefit is zero, i.e.
4o
9i = N—ﬁg—i (6)

The above expression establishes a trade-off between g; and g_;.
Consider now stage 2: the government has to choose whether to open the
economy to immigration, i.e. the value of m.

6.2 Stage 2: immigration

In the previous stage the government has set public goods provision at a level
sufficient to obtain re-election in a closed economy. When immigration is al-
lowed, however, voters are going to suffer a loss in their wage w(.) proportional
to the extent of immigration:

3This practice implies that a government is able to target public expenditures very precisely.
This is possible because constituencies include smaller units, like counties or towns.



Loss = w(.)'(1 —t)Am.

Consider now the increase in the fiscal base (F'B) caused by immigration:

AFB = tlw(.) (n +m) + w(.)]Am (7)

Of course, if the increase in the fiscal base is negative the government chooses
autarky. However, we are not interested in this trivial case and we focus on what
happens when

[w() | (n+m)<w(.).

The politician has to compensate n/4 voters by increasing their per capita
share of public goods so as to obtain

agt g% Agi =l w(.) | (1—t)Am. 8)
The politician allows immigration until

_ Jwlm) (A —1) (ﬁ) (9)

agd g’ 4

tlw(m)' (n +m) + w(m)]

i.e. until the marginal increase in the fiscal base equals the marginal electoral
cost of opening the economy.
Now we move to the first stage of the game.

6.3 Stage 1: reservation utility

In the first stage of the game, a voter has to set her reservation utility w. Of
course, she will set the highest reservation utility compatible with the politician’s
incentives.Consider therefore the behaviour of the politician.

Suppose that in the current period an incumbent politician extracts a rent
r. At the end of the period elections are held, and let R be the expected
discounted utility of remaining in office. Under a retrospective voting strategy,
the politician is going to win the elections with certainty if he provides n/2
voters with w at least. Otherwise, voters are going to punish him by appointing
a new government. When a politician is not concerned about re-election, he
simply predates the whole fiscal base, and sets r = tw(.)(n + m).

Suppose finally that because of a distortion caused by rent extraction only
a share 0 < v < 1 of the rents can be enjoyed, while (1 — ) is wasted. The
politician’s utility in case of re-election is

U=~vyr+R. (10)
On the other hand, when he does not care abour re-election his utility is

U = ~tw(.)(n +m) (11)



The rent compatible with the incentive constraint is thus
R
r=tw()(n+m)— s (12)

Now we can exploit the government’s budget constraint (2), and expression (6)
in order to get the highest g; compatible with the incentive constraint*. We

have therefore R
. «
i =5 (755) (13)

T AN \a+8
and R 8
=3 (+55) -

By substituting (13) and (14) into (1) we obtain w:

s (B (&) () oo

of course, (15) concerns only n/4 decisive voters, whereas the remaining 3n/4

v (8 (O () 0

Expressions (15) and (16) close the model in a majoritarian system.

7 Proportional System: p < p*

As we have stated in proposition 1, whithin a proportional electoral system we

have two outcomes: when the share of immigrants exceeds p* = 5 —L— -1},
agi gl

for the politician redistribution through public goods dominates redistribution

through transfers. We are going to examine the first case. Assume again that

in stage 4 the government is re-elected.

7.1 Stage 3: provision of transfers

Recall that under proportional representation there are m/2 decisive voters.
Again, the politician can try to reduce public expenditures for half the voters,
compensate the other half, and retain a rent. Since we are in the case p < p*,
the compensation occurs via a transfer f, and g; = 0 (see Lemma 2). More
precisely, the increase in f must offset the loss of g;:

Af =ag? g% Ag; (17)

4Remark that, under the hypothesis agiaflg[ji > 1/2, f =0 (see footnote XXX).



Therefore, the politician reduces g_; until his net marginal benefit is zero.
This implies

N
Agi > agi ™ g” Agi(n + 20m)

the above condition can be rearranged into

o<t (L _q)=p
~2m \ ag? g,

and since we are in the case p < p* it follows that the marginal benefit of
deceasing g; is always positive, thus we conclude that g; = g_; = 0. Now we
move to stage 2.

7.2 Stage 2: immigration

When deciding to what extent to open the economy, the politician has to com-
pensate the wage loss suffered by n/2 voters because of immigration. In other
words, he must give the decisive voters a transfer

Af = w() | (1 —t)Am (18)

the marginal return of opening the economy is given by the increase in the fiscal
base:
AFB = t(w(m) (n+m) + w(m))Am.

To compute the marginal cost paid by the politician in order to compensate the
decisive voters, recall that pm immigrants are also entitled to transfers. Again,
the politician allows immigration until the marginal increase in the fiscal base
equals the marginal electoral cost of opening the economy:

tw(m) (n + m) +w(m))Am =| w(m)' | (1 — t)Am (g n pm) (19)

and he sets m}; such that the above condition holds with equality.

7.3 Stage 1: reservation utility

In the first stage of the game voters set their reservation utility . We proceed
as in section 6.3.
The incentive-compatible rent is

R
r:tw(m}‘pl)(ner)f;. (20)
Now we exploit again the government’s budget constraint (2) in order to get the

highest f compatible with the incentive constraint, substitute it into (1) and
obtain w. We have therefore

._R 2
=3 <n+2pm*p1) 2!



and

. R 2
@i = w(mp)(1 —t) + > (m) (22)

while non-decisive voters receive no transfers:

w_i = w(mp)(1—1) (23)

8 Proportional System: p > p*

When the share of immigrants entitled to transfers exceeds p*, the politician
finds it more convenient to use g; in order to buy re-election, therefore f = 0 (see
Lemma 2). This finding proves that immigration puts under pressure especially
transfers-based social welfare systems. As usual, we assume that the politician
is re-elected in stage 4, and we find the equilibrium by backwards induction.

8.1 Stage 3: provision of public goods

In this case, the politician compensates the loss due to the reduction of g_; with
an increase in g;. The individual compensation must satisfy

Agi= D0 ng (24)
ag—;
and g_; is reduced until
2 (25)
9i = ﬁNgﬂ'

8.2 Stage 2: immigration

In Stage 2 the politician has to solve the problem of finding the optimal m.Now
the decisive voters have to be compensated with public goods.

_ Jw() (A =t)Am

0‘9?719&'

Agi (26)

as for the previous sections, it is conveniento to increase immigration until

[w() | (1—=t)Am (E) (27)

w(m) (n +m) +w(m))Am =
t(w(m)'(n +m) +w(m)) =y 5

8.3 Stage 1: reservation utility

The reservation utility w is computed as in the previous section, by substituting
f =0 and by using (25) to obtain g_,;. The final result is

LR a )2
9ip2 = ~ <a—|—ﬁ) N (28)




Y \a+p
by substituting (28) and (29) into (1), we get the equilibrium utilities for the

voters: IR <%)a <§>a+5 (%) (30)

(decisive voters), and

e () (1) (755m) o

(non-decisive voters). By comparing (30) and (31) to (15) and (16), it is imme-
diate to verify that the only difference with respect to a majoritarian system is
the number of decisive voters (n/2 instead of n/4).

gimﬂ( o ) (29)

9 Electoral systems with immigration

In this section we compare the results obtained under the different electoral
systems with respect to public goods, rents and immigration.

9.1 Immigration

Conditions (9), (19) and (27) define the optimal level of immigration, my,, my;, ms,
respectively. Remark that the LHS (the marginal increase in the tax base) is the
same in all the expressions. On the other hand, the marginal cost is lowest under
the majoritarian system and highest under the proportional system. Therefore,
as far as the the marginal benefit is decreasing in m, we have my, > my, > mz;.
This is summarized in the following proposition:

Proposition 3 (Electoral systems and openness to immigration): Majoritarian
electoral systems produce more freedom of immigration with respect to propor-
tional systems.

Proof. See the appendix. m

In other words, the welfare state becomes more expensive under proportional
representation, and, from the politician’s point of view, transfers to immigrants
are a loss, because they are not useful to "buy" the consensus needed for re-
election. Therefore, one has to expect that either immigration or the entitlement
to welfare benefits are restricted in proportional electoral systems. A drastic
solution to this problem could be accepting high levels of illegal immigration.

Alternatively, there could exist an incentive to grant the immigrants voting
rights.

10



9.2 Public goods and rents

Firstly, we remark that in our simplified model it is not possible to state under
which electoral system voters are better off: since we do not know the equilib-
rium wage, it is impossible to compare their utility under the different electoral
regimes. For the same reason, it is impossible to compare the utility gap between
decisive and non-decisive voters under the different electoral systems.

It is interesting, however, to observe that the amount of resources to be
allocated in public goods or transfers is always the same (£), and it corresponds
to the resources available after the politician’s IC is satls%ed This means that
the fiscal base exceeding £ goes into rents for the politician. Since the fiscal
base is larger with the majoritarian system we conclude that, in our simplified
model, the increase in immigration benefits only the politician.

The latter effect explains why the proportional system generates less immi-
gration: when the economy is open to immigration, % is diluted among natives
and immigrants.

Summarizing, we confirm several results in the literature, namely: 1) the
majoritarian system concentrates public goods on the decisive voters and re-
duces transfers; 2) the proportional systems reduces public good provision and
provides more transfers; 3) benefits from public expenditures are more evenly
distributed under the proportional system, which makes it necessary to "buy"
the consensus of half the voters; 4) rents for the politician are higher under the
majoritarian system.

10 Empirical results

[to be written]

11 Conclusions

[Very Preliminary]

A famous quote by Milton Friedman states "It is just obvious that you can’t
have free immigration and a welfare state". According to our results, this should
be modified into "you can’t have free immigration and a proportional electoral
system". Mass immigration puts transfer-based welfare systems under pressure.
Reducing the benefits, however, means losing re-appointment for the incumbent
politician. There are a number of action he may take in order to secure re-
election and his own rents: first of all, he could simply close the border; then, he
could deny welfare access to immigrants by establishing residence requirements
or even by accepting a considerable illegal immigration. Another -perhaps more
difficult- alternative could be reforming the welfare state towards a more intense
use of public goods (p > p*). Finally, immigrants could be granted voting rights.
In such a case, transfers to immigrants would contribute to re-election.

[To be completed]
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