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Abstract

At a time of mounting concern about how traditional welfare states will react to global-
ization, there has been increasing interest in specifying how global economic forces affect
domestic welfare policies in industrialized states. Building on theories from the political
economy and comparative institutions” literatures, we analyze an overlooked aspect of
globalization—the flow of immigration. Focusing on states in the European Union, we
present a theoretical model that highlights the relationships between domestic political
institutions, globalization, and immigration pressures. Our findings highlight how immi-
gration in conjunction with domestic political institutions affects unemployment entitle-
ments, while labor market integrative forces remain in the background. When analyzing
the effects of economic shocks on unemployment benefits, we argue that the movement

of labor trumps the pressure of labor integration.



Immigration has become a crucial issue to the future of European welfare states. The
economic integration process has loosened border controls among most European Union
member states, generating large flows of immigrants looking for employment in new
countries (Nannestad 2007). Not surprisingly, a substantial body of literature on labor
immigration and western welfare states supports the argument that immigration of labor
tends to be a disadvantage for recipient states while an advantage for immigrants them-
selves (Banting 2000; Hunger 2000; Nannestad 2007). Immigrants can find new jobs, but
existing labor markets may strain under the burden of additional workers, adding to the

pressure on welfare budgets.

In both the comparative welfare policy and globalization literatures, researchers have
overlooked how this movement of workers may affect governments” actions in unem-
ployment policies. Rather than emphasizing globalization as a capital-led enterprise, we
theorize globalization from the standpoint of labor, emphasizing the intertwining of la-
bor markets across EU states. By combining neoliberal theories with a compensation
approach to welfare policy, we argue in this paper that by focusing on the effects of the
movement and integration of labor markets on unemployment policy that we balance the

literatures’ typical foci on capital-driven theories.

We are interested in uncovering whether integration, combined with immigration,
influences unemployment provisions. To this end, we ask: As states become more in-
tegrated into the EU labor market, does this increased economic pressure force them to
retrench their unemployment policies? In addition, does increased immigration affect the
generosity of unemployment provisions in EU member states? However, we argue that
the effects of these globalizing pressures may depend on other factors. While our focus
is on cross-state pressures, we contend that as with most public policies, domestic politi-

cal institutions are driving forces for change, so we argue for an interactive theory where



the effects of immigration will depend on who controls the parliament and the effective

power of labor unions.

Relying on the context of EU economic integration, which facilitates economic open-
ness and labor mobility, we examine how immigration, integration, and domestic political
institutions affect unemployment entitlements in EU states. We find that these relation-
ships are dependent on the level of immigration with states bowing to the labor pressures
for maintaining unemployment provisions. For instance, more integrated countries have
higher levels of unemployment benefits when immigration rates are higher. And the
influence of immigration comes largely through the domestic institutions: higher immi-
gration rates are associated with larger benefit levels when left parties carry a majority
of parliamentary seats and when union membership is above 35 percent. These findings
point to an answer: those domestic political partners affiliated with workers—left-leaning
political parties and labor unions—help to shore-up the unemployment provisions in the

face of increased labor market pressure brought on by rising immigrant numbers.

Immigrants, Open Labor Markets, and Welfare States: the Economic and

Institutional Forces

Explaining the relationship between globalization, EU economic integration, and wel-
fare states in advanced industrialized countries has been a central point for both political
economists and policy makers. Scholars of neoliberal reform of social welfare policies—
e.g., cutting benefits, tightening eligibility, etc.—have focused their concerns on whether
economic globalization has played a significant role in fostering these reforms (Basinger
and Hallerberg 2004; Bommes and Geddes 2000; Favell and Hansen 2002; Ha 2008; Kivst
2004; Rhodes 1995; Swank 2005).



For countries in Europe, the economic integration process mirrors the global economic
trend in that it increases capital mobility, trade liberalization, and labor mobility (Rhodes
1995). One direct effect of European economic integration is that the establishment of
economic and monetary union leads to a rapid growth of capital mobility and the ex-
pansion of the financial market (Cameron 2001). Another macro-economic impact of EU
integration is trade liberalization, removing trade barriers and facilitating the free move-
ment of commodities among EU states (Hall 2001). The extensive literature on global-
ization has focused on these two aspects rather than on the increasing mobility of labor.
In fact, integration and globalization are destabilizing European welfare states by affect-
ing wage formation through labor market competition and increasing job mobility (Palier
and Sykes 2001). This development is taken by some observers to enforce labor market
flexibility (Haldrup, Anderson and Sorensen 2000), while for others it signals an erosion
of social standards and in turn possibly the welfare society (Halfmann 2000; Lundborg

and Segerstrom 2002).

There have been fears that as the EU develops its labor market integration agenda east-
wards, a more integrated labor market could reduce the capability of states to implement
or maintain generous social insurance and redistributive policies (Huber and Stephens
2001; Lundborg and Segeratrom 2002; Peridy 2007; Razin and Sadka 2000). Scholars who
support this idea of welfare reduction argue that labor immigration can lead to a negative
self-selection process; better job opportunities and more generous social welfare motivate
workers to migrate (Borjas et.al. 1996; Brooks 2002; 2007; Favell and Hansen 2002; Ged-
des 2003; Kahler 1992; Walz 1997). Opening the labor market to less developed EU states
allows cheap labor to flow toward states with more generous welfare provisions. In or-
der to maintain economic competitiveness in trade markets, domestic employers might
pressure governments to reduce welfare compensation. Furthermore, countries with gen-

erous welfare policies will face pressures when they compete with countries that do not
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have high levels of social provisions in terms of attracting capital investment and export-

ing manufacturing products (Clarke 2004; Rhodes 2001).

Dissents to the welfare reduction argument are many. First, whether immigrants are
assets or burdens to a state may depend on the country’s domestic labor market structure,
which can vary across countries, as well as across time. If a country desires workers and
they do not directly threaten job opportunities for native workers, then labor immigration
could be mutually beneficial to both immigrants and natives, which would not add to the
tiscal burden of recipient states to maintain generous social welfare programs (Zimmer-
mann 1995). Second, the extensive comparative political economy literature points to a
long tradition of egalitarian policymaking in highly-open and internationally-competitive
economies (Scheve and Slaughter 2006). The core argument is that economic globaliza-
tion may displace native workers and increase political demands on social insurance and

redistributive policies (Cusack 1999; Iversen and Cusack 2000; Pierson 1994).

Although the existing literature on economic integration, immigration, and welfare
policies is extensive, it reaches no conclusions on how these global pressures affect domes-
tic policy. First, the empirical literature generates opposing predictions in terms of how
governments would make policy changes in response to immigration. Second, scholars
conceptualize immigration and integration as economic shocks that break current policy
equilibrium and directly link external economic forces to observed policy changes. This
might oversimplify the complex relationships among immigration, integration, and pol-
icy changes. In the process of EU labor market integration, immigrants enter into existing
institutions in their recipient states. How the welfare states incorporate these immigrants
into their systems is determined largely by the domestic context of the recipient states. By
omitting the link between global economic forces and a variety of institutional settings,

one cannot gain a comprehensive understanding of the relations between immigration



and welfare states.

Integrating Immigration, the Labor Market, and Domestic Institutions

into an Interactive Model of Welfare Change

In our theoretical approach, we focus on the interplay between immigration, integration,
and domestic political institutions. Our argument focuses on the effect of immigration
and how it will depend on the context of the country—how integrated it is in the EU
and the state’s domestic political situation. Looking first to the influence of integration,
we contend that the labor market integration process could be a force that constrains
welfare changes. We transcend previous research and theorize about both aspects of the
international context—capital and labor.! Without including both, we might not be able to
have a comprehensive understanding of the relationship between global economic forces

and domestic welfare provisions.

We rely on the neoliberal theory’s understanding of economic pressures to inform our
argument concerning international labor pressures. Specifically, we argue that the influ-
ence of immigration depends on how integrated a country is in the EU’s labor market
mechanisms. Labor market integration can constrain the level of immigration to each EU
state and thus have both economic and political implications for domestic policy changes
(Baur and Zimmermann 1997). As a country becomes more integrated into the EU com-
mon market, there will be fewer domestic controls and restrictions on immigration. If the

inflow of immigrants is large, domestic labor markets may become more competitive and

!Previously, scholars used indicators for cross-border trade and capital flows for integration measures.
Among earlier studies, scholars measured integration as trade volume (Hicks and Swank 1992; Huber,
Ragin and Stephens 1993; Rodrik 1998), while others focused on capital flows. For example, Garrett and
Mitchell (1997) use import penetration from low wage countries and financial market integration to con-
struct their measures for integration. In more recent studies, scholars focused on international trade expo-
sure (Castles 2001), policy restrictions on capital mobility (Ha 2008; Quinn 1997), and tax rate interdepen-
dency (Sanz and Velazquez 2001).



thus pressure governments for welfare reductions. These pressures can be particularly
strong if, for legal and/or economic reasons, no differentiation between immigrants and
local population is possible (Boeri and Terrell 2002; Ireland 2004; Kivst 2004). When a
country implements more restrictive labor market policies and is less integrated into the
EU market, they can use exclusive integration policies to buffer the shocks brought by

immigration. Hence there might be lower competitive pressures on welfare reduction.

While the interplay of immigration and integration may explain how integrated labor
markets can alter the effects of immigration on welfare policies, differing domestic con-
texts may also clarify why immigration’s influences on policy vary across countries and
years. Turning now to the link between immigration and domestic political institutions,
we contend that for some countries, a change in the number of immigrant workers may
result in decreased welfare benefits, while for others it may spark an upswing in entitle-
ments. Specifically, domestic political pressures and institutions can affect the resilience
of welfare policies, depending on a country’s political configurations. Depending on the
political influence of a welfare policy’s supporters, a policy may find a reprieve from the
threat of retrenchment (Pierson 1994). When the groups of misplaced native workers are
large, democratic governments may respond to their demands by maintaining high levels

of unemployment compensation.

Political institutions also can influence welfare provisions; research finds that coun-
tries governed by left and social democratic parties tend to have higher levels of welfare
provisions (Swank 2000; Huber and Stephens 2001). These governing institutions, along
with collective labor-capital bargaining systems may play an intervening role by buffering
policies from economic shocks brought by liberal market forces (Basinger and Hallerberg
2004; Streeck 1993; Swank 2002). When facing pressures for welfare policy changes, gov-

ernments must resolve the tradeoffs between making the domestic market more attractive



to capital investment and sacrificing domestic workers” interests by cutting welfare bene-
tits (Basinger and Hallerberg 2004). Reducing unemployment entitlements may be costly
if it hurts the governing party’s constituents’ interests; therefore, left-wing parties may

have few political incentives to reduce entitlement levels.

In addition, the challenges brought by economic openness combined with a strong
left-labor power context (i.e. left parties and labor unions) can produce a compensation
strategy that retains a generous welfare state (Cusack 1999; Iversen and Cusack 2000;
and Hall and Soskice 2004). According to Iversen and Cusack (2000), economic openness
and the integration process can become forces for welfare expansion instead of retrench-
ment.? This highlights how the relationship between economic pressures (i.e. inflow of
immigrant workers) and welfare changes may be contingent upon the configuration of
the political system. Depending on a country’s mix of political institutions, a government

may choose to compensate workers and citizens for market pressures or failures.

To this end, our theoretical arguments support the compensation thesis. Immigration
should not have a retrenching effect in countries with “compensating” domestic institu-
tions of left-wing parliaments and stronger labor unions. In order to buffer the domestic
labor market and shore up their political support base, we argue that these political ac-
tors will either stabilize or increase welfare benefits, rather than “race to the bottom” and

retrench their assistance.

2Rudra and Haggard (2005) extend the debate by providing an empirical analysis of developing coun-
tries and show that when facing economic pressures brought by globalization, welfare states would have
different reactions. They find that authoritarian regimes tend to react more by cutting their welfare benefits
than democratized states.



Research Design

Hypotheses

The relationship between inflows of immigrant workers and domestic welfare changes is
more complex than what is described by the neoliberal theory. A more comprehensive
theoretical model should integrate both the EU labor market integration forces and the
domestic political institutions with immigration. Although the economic shocks brought
by immigrants may produce pressures for governments to reduce their welfare provi-
sions, the impacts can vary across these countries. Since they are essentially decision-
making institutions that reflect domestic policy preferences in welfare changes (Ha 2008),
the political ideology of the government, as well as the strength of the unionized work-

force in a country may alter how immigration affects welfare policy decisions.

Based on the above-mentioned conceptualization, our theoretical expectations are: (1)
integrative forces at the EU level would condition the effects of increased immigration
as an economic shock on unemployment provisions; (2) domestic political institutions
will mediate the effects of economic pressures, (2a) when immigration increases in states
with parliaments having a larger percentage of left political party seats, we would not
expect to observe benefit retrenchment, (2b) when increasing immigration into states with
larger unionized workforces, we also would not expect to find decreasing unemployment

benefits;®> From these expectations, we derive the following set of hypotheses:

H1: Increased immigration into states with higher levels of EU labor market integration will

have a positive effect on unemployment provisions.

3The literature on both of these domestic institutions offers additive hypotheses that expect them to
have positive effects on unemployment provisions. Although we agree with these theoretical expectations
and they inform our own expectations, in this paper, we are concerned with their interactive effects when
combined with immigration.
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H2a: Increased immigration into states with a larger percentage of left party seats in parliament

will have a positive effect on unemployment provisions.

H2b: Increased immigration into states with a larger percentage of unionized workers will have

a positive effect on unemployment provisions.

Data, Measures, and Method

To test the aforementioned hypotheses, we pool data on labor immigration, EU labor
market integration, domestic institutions, and macro-economic conditions for 15 Euro-
pean states from 1971 to 2007, covering three major waves of EU enlargement: 1957, 1973,
and 1995.4

Unemployment Benefits. For our dependent variable, we use unemployment benefits
measured as replacement rates. Specifically, it is the OECD summary measure of average
unemployment entitlement, which is defined as the average of the gross unemployment
benefit replacement rate. The OECD calculates this measure based on cash replacement
rates for two earnings levels, three family situations and three durations of unemploy-

ment (Martin 1996; OECD 1994; OECD 2007).°

Immigration. To measure labor immigration, we use data from the OECD Statistics

on international migration. In our empirical models, immigration is measured by the net

4We include 14 EU member states (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ire-
land, Italy, Netherlands, Portugal, Spain, Sweden) and Norway in our study. Ideally, we should include
all 27 EU member states and analyze all (six) waves of EU enlargement. Due to data availability, we in-
clude 15 countries in this paper; all of which are economically more developed than newer member states.
Although Norway is not an EU member state, it signed the Agreement on the European Economic Area
(EEA) and participates in the Schengen/Dublin co-operation. Norway has participated in the EU economic
integration process. Therefore, we include Norway as one of our country cases.

®Data are accessed through following webpage: http://www.oecd.org/datacecd/52/9/42625593.xIs.
Biannual data from 1971 to 2007 are available for the entitlement measure. To obtain annual data for our
panel analysis, we interpolate the data by using the average values for the year before and after the missing
data point (e.g., Blanchard 1998; Blanchard and Wolfers 2000). The pairwise correlation between the original
biannual entitlement measure and the interpolated annual entitlement measure is 1.
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migration rate for each country in a given year.® It is computed by the following equation:

Inflow of Immigrants-Outflow of Immigrants
1,000 Inhabitants

Net Migration Rate = (1)

Globalization We include three indicators of globalization to reflect the international
flow of labor, capital, and commodities: EU labor market integration, foreign direct in-

vestment (FDI), and foreign trade.

EU Labor Market Integration. Labor market integration reflects the international flow

of labor. The existing empirical literature provides various ways to measure integration of
the capital market in EU, yet provides little information on how to measure labor market
integration. Scholars who study the labor market and integration in the EU rely on EU
enlargement treaties and domestic labor market restrictions as indicators of labor market
openness. Commonly, they quantify integration treaties or domestic policies by creat-
ing a set of dummy variables that distinguish which countries participate in a particular
EU treaty or adopt a particular labor market restriction policy (Ha 2008; Hansson and
Olofsdotter 2008). While both EU treaties and domestic labor market restrictions reflect
important policy dimensions of labor market integration, these dummies are relatively
static measures that reflect little variation in the level of labor market integration across

countries and time.

To construct our integration measure of EU labor markets, we rely on the rule of “one
price” for an integrated market. In the presence of a competitive market structure and
in the absence of transport costs and other barriers to trade, prices of homogenous prod-

ucts sold in different markets would converge to “one price” because of market forces

®A more direct measure of labor immigration would be an indicator constructed based on counting
the stock of foreign workers flowing from less developed countries to EU member states. Unfortunately,
data on employed foreign workers by country of origin are only available from 1990 to 2007 in the OECD
migration database. If we compare the two measures, one using foreign population and the other based on
employed foreign workers, the pairwise correlation is .9774.
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(Baele et al.2004; Funke and Koske 2008; Goldberg and Verboven 2005; Rosenbloom 1990;
Sarno and Taylor 2002). The rule of one price implies that if assets in spatially separated
markets have sufficiently comparable characteristics and are evaluated by the same set
of market rules, cross market prices or yield differentials over time constitute a measure
that interprets time-varying integration (Baele et al.2004). More specifically, in a fully in-
tegrated labor market, the price of labor in different countries would converge toward
the same market equilibrium over the long run. If a particular labor market segment (i.e.
the labor market in one country) is less integrated into the common market, labor price
in that market segment would be more dispersed from the market equilibrium. Based on
this concept of price convergence, we construct a labor-price-based measure for EU labor
market integration using the OECD annual data on average unit labor cost in each coun-

try (OECD 2009). The integration measure is calculated based on the following equation:

7

it Lab t;
EU Labor Market Integration,, = e Avli?alge ?Jr(l)il; E;)]:S)O; Cost (2)
t

Figure 1 plots the integration measure for each country. A “1” represents the perfect
integration scenario, whereby the domestic labor price is the same as the EU average
labor price. As shown in the figure, the ratio measure has been quite dispersed from 1 in
both the 1970s and 1980s. The ratio measure has been closer to 1 since the introduction of

the Single European Act (SEA), but it still varies across countries.

[Figure 1 about here]

FDI and Foreign Trade. We use foreign direct investment as an indicator of capital mo-

’In equation (2), the nominator is the unit labor cost in country i at time ¢, and the denominator is the
EU average unit labor cost at time ¢. The unit labor cost indexes are calculated as the quotient of total labor
costs and real output in total economy (including manufacturing, industry, construction, trade, transport,
communication, financial and business services, market services, and agriculture).
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bility and measure it as a share of GDP. For foreign trade, we measure it using total im-
ports and exports as a share of GDP to reflect international flows of goods and commodi-
ties. Both of these measures indicate the openness of the domestic economies. Data for
them are drawn from the Penn World Tables (Alan Heston, Robert Summers and Bettina

Aten 2009).%

Domestic Political Institutions. Based on the existing literature, we include indicators
for two domestic political institutions: (1) Left-wing parliamentary seats, and (2) the ef-
fective power of labor unions. We rely on a measure of left parliamentary seats from
Swank (2002) that is calculated based on left party legislative seats as a share of all leg-
islative seats.” Following the work of Wallerstein, Golden, and Lange (1997), our indicator
of union density is net union membership as a share of wage and salary earners in em-
ployment. This institutional indicator reflects the domestic wage bargaining system and

the industrial relations in advanced democracies.!°

Economic Controls. To isolate the relationship between immigration, labor market inte-
gration, and unemployment welfare entitlements, we include two economic control vari-
ables that are commonly used in empirical models investigating the political economy of
welfare changes. First, we include per capita GDP as a control for the domestic economy,
which we expect to be positively associated with unemployment entitlements. Second,

we include the unemployment rate as a control for the domestic labor market scenarios,

8PWT (version 6.3) accessed: http:/ /pwt.econ.upenn.edu/php _site/pwt_index.php.

‘Data for the left government measure are from Swank’s “Comparative Parties Datasets:
Political ~Strength of Political Parties by Ideological Group in Capitalist Democracies”
(http:/ /www.marquette.edu/polisci/faculty_swank.shtml).

"Data for the union density measure are drawn from two sources: (1) Golden, Wallerstein, and Lange’s
dataset on industrialized democracies, and (2) ICTWSS, a database on the institutional characteristics of
trade unions, wage setting, state intervention, and social pacts, maintained by the Amsterdam Institute
for Advanced Labor Studies (AIAS). Both datasets use the same equation to calculate the union density
measures. Data in the Golden, Wallerstein, and Lange dataset do not cover years after 2000. The ICTWSS
database includes data from 1960 to 2007. To maximize our year observations, we merge the two datasets.
The correlation between union density measures in these two datasets is .9847.

14



which we expect to be positively associated with unemployment provisions.'!

Method and Model Specification

We construct the dataset for our empirical analyses by pooling data for 15 EU states from
1971 to 2007. A common practice for analyzing panel data for comparative political econ-
omy models is to use a lagged dependent variable with country fixed effects and panel
corrected standard errors based on Beck and Katz’s (1995) recommendation. But if non-
stationary variables are included and if random-effects are present across country-year
cases, then the fixed-effects model specification with a lagged dependent variable will
produce biased results (Achen 2000; Baltagi 2008). When testing each of our variables for
panel unit roots, we find that variables for foreign trade, GDP, and unemployment rate

are not stationary.'? Therefore, we take a first order difference for these variables.

The second methodological consideration concerns the error structure in our panel
data. Beck and Katz(1995) argue that if data have panel level heteroskedasticity and only
spatial autocorrelation is present, using a lagged dependent variable with panel corrected
standard errors is more efficient. However, we also need to consider the problem of au-
tocorrelation when using a lagged dependent variable(Baltagi 2008), and we do find both
panel wise heteroskedasticity and first order autocorrelation. In addition to the lagged
dependent variable in our model, we also implement an AR(1) correction for the auto-

correlated error structure. * Based on the statistical diagnoses, we use ordinary least

1GDP is measured by real gross domestic product per capita, in current prices. Data for per capital GDP
are from the Penn World Tables (version 6.3). Unemployment is measured as % of civilian labor force, and
the data are from the International Labor Organization(ILO) Yearly Labor Statistics.

12The Chi-square statistics (df=30) based on the Fisher Test (Maddala and Wu 1999) for these three vari-
ables are: GDP-.0019 (p=1.0000), Trade-24.6716(p=.7408), Unemployment-25.0103(p=.7245). Based on the
same test, these three variables are stationary after taking a first order difference.

13We conduct the White Test and the test for group wise heteroskedasticity. Group-wise heteroskedastic-
ity is detected, and we conduct the Arellano and Bond Test (Arellano and Bond 1991) for AR(1) and the test
results show first-order autocorrelation.
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squares (OLS) with a lagged dependent variable and country fixed effects, as well as

panel-corrected standard errors and an AR(1) correction.

Our theoretical interests and empirical hypotheses require an interactive model to de-
cipher how immigration, along with integration and domestic institutions shape unem-
ployment benefits. The model includes interaction terms between immigration and inte-
gration, as well as immigration and the domestic institutions. Note that the ¢ and ¢ index

the country and year observations.'*

Model 1: Entitlement;; = By + BrEntitlement;_1 + BiAImmigration
+ByIntegration;; + B Le ft Parties; + ByUnions; + BiyAlmmigration; X Integration;
+ B Almmigration, x Le ftParties;; + BiypAImmigration x Unions;

+BrAFEconomic Controls; + €

3)

Results of Pooled Time-Series Regression Analysis

Our argument focuses on how the movement of immigrant labor shapes unemployment
benefits; therefore, it does not hinge on the independent effects of immigration, integra-
tion, or domestic institutions affecting entitlements. We contend that immigration plays
an intervening role in influencing unemployment entitlements but that the domestic or

integrative context of the country influences whether or not unemployment provisions

4Because most empirical studies of globalization and welfare policy use spending measures for welfare,
scholars usually lag the variables for domestic institutions. The underlying logic is that fiscal decisions on
government spending are made based on yearly cycles. Spending changes in year t are determined by the
institutional characteristics in year t-1. We do not lag our institutional variables, because we contend that
unemployment entitlements are different policy instruments from government budgets. Entitlements are
not necessarily reviewed and changed with the budgets; the effects occur outside of budgetary decision-
making cycles.
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change. Table 1 shows the results from our model.'®

[Table 1 about here]

Because we interact the variables of interest with other variables, it is best to use sta-
tistical simulations to gauge both the substantive and statistical significances of marginal
changes in the variables of interest (Brambor et.al. 2006; Kam and Franzese 2007). The
figures that we use to show our results rely on the creation of scenarios where we set a
variable of interest to two values while allowing another variable to vary across its ob-
served range of values. We hold all other variables in the model constant at their mean
levels. For each simulated value of the two interacted variables, we calculate the 95th
confidence interval for unemployment entitlement.!® Note that for each graph we are
interested in two relationships: 1) if there are significant differences in the dependent
variable’s level between the two set values of the first variable, and 2) if there are signifi-
cant differences in the dependent variable’s level across the values of the second variable.
From these, we can conclude the impact of each interactive relationship on the level of

unemployment entitlement.

Figure 2 presents the predicted level of unemployment entitlement across the range
of observed values of change in immigration for two levels of integration. The two sce-
narios depicted in this figure come from setting integration first to a low level and then a
high level (as determined by the observed values at the 10th and 90th percentiles in our
data). First, we can see in this figure that across the values of change in immigration, the
two integration scenarios overlap, indicating that integration does not have a statistically

significant effect regardless of the change in the immigration rate and offering no support

1°Note that we performed robustness checks on our results in the form of jackknifing them for each
country and year. Given the variance pattern in the integration measure, we also checked our results using
a subset of the data, that before 1999.

1®These figures were produced using the Clarify program (Tomz et.al. 2003).
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for Hypothesis #1. Second, to assess the impact of changes in immigration, we need to
compare across the confidence intervals for the same scenario. For both low and high
levels of integration, the confidence intervals on the left side of the figure do not overlap
those on the right side of the figure. Therefore, we can see that changes in immigration do
have a statistically significant effect on unemployment entitlement regardless of the level

of integration.

[Figure 2 about here]

If we illustrate this same relationship by allowing integration to vary across its ob-
served values and setting the change in immigration at two levels, then in Figure 3 we
see another picture of this relationship. At first glance, this figure highlights a signifi-
cant relationship between integration and changing immigrant flows for countries with
mid-range levels of integration. Further analysis reveals that this range of between .5 and
1.1 includes 80 percent of the cases in the study. At the same level of integration, coun-
tries with high rates of change in their immigration flows (a 10 percent increase from the
previous year) have higher percentages of unemployment benefits than those with a low
level of immigration rate change (a 2 percentage point decrease from the previous year).
Second, when comparing each immigration scenario across the range of integration, their
confidence intervals overlap from less to more integration, indicating no statistically sig-
nificant influence of integration. The results of the scenarios in these figures point to
situations where countries with increased immigration, regardless of the extent of their
integration, have more generous unemployment benefits. Therefore, we find no support

for Hypothesis #1.

[Figure 3 about here]
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When changes in immigration interact with different domestic political contexts, does
this lead to varying levels of unemployment entitlement? Beginning with government
institutions, Figures 4 and 5 show the results from scenarios illustrating the differences
in benefit levels when setting the percentage of left parliamentary seats at two points—a
minority (20 percent) or majority share (51 percent) of left party seats—and allowing the
change in immigration rates to vary across its observed values. By letting the change in
immigration differ across its values in Figure 4, we can see how the government scenar-
ios lead to different benefit outcomes. First, there is no discernible statistical difference
between the two scenarios in the level of unemployment benefits as immigrant flows
change. The confidence intervals for the scenarios overlap as changes in immigration
move from lower to higher levels. However, secondly, there are significant differences
in the level of benefits as the change in immigration varies but only when left parties
control a majority of parliamentary seats. Larger changes in immigration combined with
strong left party support in parliament lead to more generous unemployment provisions,
and we find no corresponding relationship when left parties control only 20 percent of

parliamentary seats. This offers some support for Hypothesis #2a.

[Figure 4 about here]

Turning to Figure 5 to flesh out this relationship further, we can see a more nuanced
picture of how changes in immigration and domestic politics interact to alter unemploy-
ment entitlements. We find that a true majority of left party seats is not necessary. When
immigration increases substantially from the previous year and the left holds at least
35 percent of seats, then unemployment entitlements are significantly more than when
the change in immigration is negative, which supports Hypothesis #2a. In tracing each
the level of change in immigration across the range of left party seats, we find that the

confidence intervals overlap, indicating that the changing rates of immigration do not
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significantly vary across the percentage of left party seats.

[Figure 5 about here]

Next, we turn to how changes in the immigration rate and the effective power of labor
unions interact to affect unemployment entitlements. Figures 6 and 7 illustrate the rela-
tionship between varying levels of change in immigration, union density, and unemploy-
ment entitlements. As Figure 6 shows, there are no significant differences between the
levels of entitlements for low and high levels of union density; the confidence intervals
overlap across the full range of observed values for immigration change. When compar-
ing each scenario across the range of changes in immigration, we also find no significant
relationships; the confidence intervals for each level of union density across changes in

immigration overlap.

[Figure 6 about here]

However, in Figure 7, we see that changes in immigration rates do have a signifi-
cant influence on unemployment entitlements once union density achieves a certain level
(around 40 percent). Compared to countries with negative change rates of immigration,
countries with higher rates of change have significantly higher levels of unemployment
entitlements, but this difference only occurs when countries have substantial labor union
power. The results from this scenario offer support for Hypothesis #2b, which suggested
that increased immigration into states with substantial labor union power would result
in higher unemployment entitlements. When looking at the confidence intervals across
union density for the two levels of immigration change, we find overlap, indicating that
the different rates of immigration do not significantly vary across the percentage of union-

ization.
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[Figure 7 about here]

Discussion

How immigration affects unemployment protection is not a straight-forward relation-
ship. From a neoliberal viewpoint, changes in immigrant labor can produce economic
pressures on a domestic labor market, resulting in falling benefits. But if we consider
the compensation argument, then depending on a country’s domestic political context,
these same pressures may correspond with higher levels of welfare provisions. Our em-
pirical findings in this paper provide some support for the compensation argument that
immigration does not generate a race-to-the-bottom in unemployment entitlements in
EU welfare states. The policy mechanisms that support more generous unemployment
provisions hinge on the interactive relationships among economic forces and various in-
stitutional arrangements. Interestingly, globalization plays less of a role than previous

research would have us expect.

Turning to how the movement of immigrant labor interacts with different institutional
mechanisms, our empirical results suggest that EU integrative forces demonstrate less
of an impact on unemployment entitlements than domestic institutional forces. Immi-
gration has the same effect in countries regardless of their level of integration into the
common EU labor market. Countries more open to the market are not more likely to de-
crease or increase their unemployment benefits. In fact, an increased immigration rate
from the previous year has a positive effect on welfare provisions in countries at all levels
of integration, illustrating how this globalizing force takes a backseat to the influence of

domestic policymakers.

We argue that one reason why the effect of immigration depends on domestic politics

is because left parties and labor unions directly represent domestic workers” policy pref-
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erences. To make decisions on unemployment entitlements, however, governments need
to balance the economic interests of capital and labor (Basinger and Hallerberg 2004).
With rising immigration rates, we expect substantial left party strength and labor union
strength to have more salient impacts in sustaining high levels of unemployment entitle-
ments. Corresponding with others’ findings (Huber and Stephens 2001; Swank 2002), we
find that when immigration rates increase and left parties have majoritarian positions in
parliament, these parties are able to translate labor preferences into policies that benefit

their main constituents.

Furthermore, we find consistent evidence in line with the institutional literature in
terms of how both domestic institutions—left parties and labor unions—condition the
effects of immigration on unemployment entitlements. As long-term policy provisions
for compensating job market risks, unemployment entitlements are determined by both
domestic workers” demands and whether there are policymaking institutions that can
translate these demands into policies (Burgoon 2001; Iversen and Cusack 2000). We find
in both cases that as the share of left party seats in parliaments and the extent of union-
ization reach a substantial level, the generosity of unemployment entitlements is greater
than under other domestic contexts. When either left parties or labor unions are weak,
unemployment entitlements do not vary significantly across levels of immigration, indi-
cating that immigration exhibits different impacts on welfare provisions depending on

the institutional landscapes.

Under certain conditions, labor market openness and welfare policy may be able to re-
inforce each other. Our findings suggest the importance of considering various aspects of
globalization in order to further disentangle the connections between economic integra-
tion, openness, and welfare policy (Burgoon 2001). Domestic policy changes, meanwhile,

could vary across time due to different immigration scenarios. The varying policy re-
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sponses to globalizing forces might generate very different compensation politics benefit
different labor groups in EU member states. Further disaggregating both welfare policy
efforts and immigration patterns would contribute to add knowledge for understanding

the complex dynamics of welfare compensations.

Conclusion

In this paper, we argue that compared with the capital side of economic globalization, la-
bor immigration can generate higher domestic demands for welfare compensation, through
various political mechanisms. Modeling immigration as an economic shock to unemploy-
ment benefits, we show that focusing on the capital side of globalization may limit our
understanding of how countries adjust their welfare policies under global economic pres-
sures. By including the influences of both capital and labor in our model of welfare policy,
we are better able to explain how the interconnectedness of countries at an economic level
affects domestic public policies. We show that open labor markets and free labor move-
ment can create pressures for European welfare states to maintain a generous level of

unemployment benefits.

The impact of immigrants on unemployment, however, is filtered through domestic
institutions. We transcend the unidirectional aspects of these previous arguments by em-
phasizing the complex and interactive nature of the relationships between immigration
and multiple institutions. Our empirical findings demonstrate that the EU labor market
integration mechanism shows less impact on welfare changes than domestic political in-
stitutions. As global economic forces have generated a more open and interdependent
world among states, changes in labor demographics and relevant welfare policies will
be an important arena in order to further investigate the relationship between growth,

development, and inequality.
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Table 1: Effects of Immigration, Integration, and Domestic Institutions on the Level of
Unemployment Entitlement in Developed EU Welfare State: 1971-2007

Variable Coefficient (PCSEs)
Almmigration -0.189 (0.154)
Integration 0.957 (0.647)
ATrade 0.005 (0.015)
AFDI -0.073* (0.043)
Union Density -3.106* (1.627)
Left Seats 0.001 (0.012)
AGDP -0.0001 (0.0002)
AUnemployment -0.104 (0.083)
Almmigration
x Integration -0.068 (0.093)
Almmigration
x Union Density  0.368 (0.260)
Almmigration
x Left Seats 0.005* (0.003)
Entitlement; 0.874** (0.021)
Intercept 3.904** (1.142)
N 482
p 0.410
R? 0.963

*p < .10, two-tailed t-test
** p < .05, two tailed t-test

Notes:
- Dependent variable is the level of unemployment entitlements.
- Coefficients for country dummies not reported.
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