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Abstract

A model is set up where migrants must choose el lef/ social traits and
consumption of ethnic goods. As the consumpteell of ethnic goods increases,
the migrants become ever more different to the llgu@pulation and are less
assimilated. Less assimilation affects the reactibrthe local population to the
migrants and their willingness to accept the newasmThis social phenomenon and
affects wages and unemployment. We show that thvtgrin the unemployment and
social benefits of legal migrants increases theseoiption of ethnic goods, thus
creating a trap wherein the willingness of the Iguzpulation to accept the migrants
into the economy decreases. This process also aisesethe probability of the
migrants’ dependence on the welfare state. On tiner dvand, illegal migrants could

play an important role in the assimilation of tegdl migrants.
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1. Introduction
In this paper we wish to look at the relationshiptveen the welfare stdte
assimilation and the legal and illegal migrangstigipation in the labor market. We
consider the relationship between the migrantssemption of ethnic goods, the
willingness of the local population to accept thato the economy and the legality of
the migrants' status. This willingness affects gheductivity and the wages of both
legal and illegal migrants, and thus their emplogtne

Migrant participation in labor markets is quite qdex and, in many ways,
different from that of the local population. Stuslief migrants around the world
show, with a few exceptions, that they tend to emages substantially lower than
those of a comparable local population (see formgpta Chiswick, 1978 and Borjas,
1990). To a degree, this reflects a failure onghe of the migrants to undertake the
effort to assimilate. The “lack of effort” may wdde different for the legal and illegal
migrants. In general it can arise from a desiran@intain a cultural heritage or
separate identity, which would be lost or reduddtle group assimilated. The failure
to take active steps to assimilate can also anigbéd face of high adjustment costs,
such as inadequate language skills, inter-genewdtior familial conflicts, and
ignorance regarding the host country's labor market

Various indicators are used to measure the degreghtch migrants have
assimilated. The most common measures, in theogtios literature, are wages and
earnings, and there is an extremely large liteeatulrich examines the rate and degree
of decline in wage and earning differences amomipua groups. Other indicators
include labor force participation, poverty, and eahion, which is now more
frequently examined over several generations. b\ae for immigrants and their
descendants, as the length of time in the hosttopuncreases, and assimilation
occurs, ,immigrant earnings tend to approach tlmbgee comparable local workers.
On occasion, migrants out-perform those workersceRtly Constant, Gataullina and
Zimmermann (2009) presented #ihnosizerwhich measures the ethnic identify of a
migrant rather than his ethnicity, using informatsuch as language, culture, societal
interaction, history of migration, and ethnic seléntification. Using the GSOEP

2002 data, it becomes that. Alternative: ethnimiitye is more persistent in such

Y In all EU countries, immigrants are less likelyb® on old-age and health benefits because they are
younger. Therefore, our analysis concentratesnemiployment benefits.



specific groups as females, Muslims, and older amtg than in such
cultural/religious groups as Catholics or otheri§ifans who assimilate more easily.

Assimilation of migrants in the local culture isfanction of three main
elements: 1. The legality status of the migranégal or illegal. 2. The extent to
which the migrants wish to assimilate, the effdréyt invest in maintaining their
difference from the local population or holding d¢o their heritage, and the
consumption of ethnic goods, which distinguishesnthfrom the local population
(this may well differ depending on the migrant’atas). 3. The degree to which the
local population welcomes the migrants. Often kbeal population is less than
welcoming, blaming the migrants for depressing vgaayed displacing local workers —
i.e., causing unemployment of the local populatfonThis presumption has very
strong political implications, and is implicit ifme calls for increased regulations for
immigration, which are heard worldwide. Yet, these mixed evidence on the
migrants' impact on the local workers' majority wa@nd employment. The migrants'
influence depends on whether they are substitatesomplements To the local
workers (Gang and Rivera-Batiz 1994). This perceptf the local population exists
whether migrants actually lower wages and incraasamployment or not, but, the
local workers may take active steps to discouragentigrants from assimilating —
through discrimination, isolation, and sobn.

Local workers and migrants differ in many ways.neCdimension, which
distinguishes between the local population andntiigrants, is the consumption of
specific ethnic goods: the choices of ethnic atidicais traits are determined by the
consumption of these items. Social customs anccémsumptions of ethnic goods
take many forms. The simplest type to consideeligion. In all religions individuals
have to choose how intensely they wish to keepldles of their religion. For
example, in Islam it could be praying five timeslay, going to Mecca once a year,
maintaining their dress code, not eating certaindfolike pork etc. A Greek
immigrant to the USA has to decide if he will kealb the Greek traditions, and
whether he will speak Greek at home or send his to Sunday Greek school etc.?
The level of consumption of ethnic goods may difi}m individual to individual.

This choice will have an effect on the way the Iquapulation accepts the migrants.

2 On assimilation and international trade see Epstetl Gang (2006).
® The 1997 Euro Barometer survey contained a questio racism. Nearly 33 percent of those
interviewed openly described themselves as “qaitést” or “very racist”.



The level of consumption of ethnic goods may bedé&d (in equilibrium) by the
legal status of the migrants.

The question of assimilation and integration irite tabor market of the host
country has been analyzed in the literature (seeekample, Boeri, Hansen and
McCormick, 2002, Bauer, Lofstroem and Zimmerman®Q® andVenturini, 2004)
According to the standard economic models in tigilsl f the degree of assimilation is
influenced by individual factors, the charactecstof the home and host countries,
the migration motive, and the expected migratioratian. The greater the similarity
between the sending and the receiving countriesthe type of ethnic goods each
country consumes,, the more rapid is the assimil4ti

Migrants have to choose their actual level of ddcats. Choosing a person's
traits has a cost. For example, going every Sumdayurch, praying a few times a
day, not working on the Sabbath, not eating spetyfye of foods or at certain places,
wearing specific clothes etc., all have opportueitgts. On the other hand, there are
benefits from keeping their ideal (satiation) sbtiaits, and any deviation also has a
cost. Bisin and Verdier (2000) developed an enun framework, which studied a
similar type of evolution about the persistenceetbinic and religious traits and the
role of marriage in the development of the culturaits of children. In contrast to
Bisin and Verdier (2000), we look at how the wageicture and unemployment
benefits are affected by the choice of the migrant®oking at a specific group,
Berman (2000) considers the case of the Israefat®rthodox men, who study full-
time in yeshiva till the age of 40 on average. Paeer looks at the question of why
fathers, with families living in poverty, choosesy®va over work. Berman (2000)
shows that Yeshiva attendance signals commitmetietcommunity, which provides
mutual insurance to members. Our paper diffemnftiois approach since we do not
consider the specific type of economy where devotoweates a signal to the
community and provides benefits to the individuahi such devotion.

The growth perspectives of European Union membanties are seen to be
crucially related to the challenge of mobilizingopée to work. One issue is that non-

economic migrants have more difficulties in economerformance and labor market

“ 0On the concept of ethnic human capital, ChiswizR0Q) shows that economic determinants of
‘successful’ and ‘disadvantaged’ group outcomessargsitive to the relationship between ethnic and
general human capital, especially with regard ttemmalities in the processes by which they are
formed. Policies that welcome ethnic diversity witthe larger society without encouraging separmatio
would be desirable. A genuinely inclusive policynafilticulturalism would also be beneficial.



integration, and provide a larger potential burttemhe social security systems than
do economic migrants. Recent work in Denmark andnm@ay (see Tranaes and
Zimmermann, 2004, Schultz-Nielsen and Constant420@nstant and Zimmermann,
2005 and Constant, Gataullina and Zimmermann, 28@8)provided new evidence,
which indicates that an ever-rising quota of imraigs is unavailable to the labor
force. Instead, migrants arrive as refugees, asgeekers or for family reunification

purposes. Differences in labor market attachmerghtnbe due to differences in

individual characteristics across and within ethigs, as we claim in this paper.

We set up a model where migrants have to chooseléwel of social traits
and consumption of ethnic goods. Each migrant tisfher own ideal (satiation)
social traits on the basis of which they choosearthensumption level. As the
consumption of ethnic goods increases, the migraet®me more unlike the local
population and are less assimilated. Limited adation affects the reaction of the
local population to the migrants and their willimgs to accept them. This affects
wages and unemployment. We show that in unemplaysecial benefits affect the
migrant's social chosen traits and their dependenfdiie welfare state. This effect
differs depending on the migrant's legality statlisis also argued that employed
illegal migrants may increase the assimilation psscof the legal migrants into the

new host country.

2. Themode

Each individual (family) has to choose his/her abtiait level. This social trait can
be seen as ethnic goods consumed by the individiak migrant's utilityu, is a
function of four componentgi) the ideal level (the satiation) of the socialtea@hat
this individual (family) believes it should aspi | (this is also called many times in
the literature the bliss point or the satiationnppi (ii) the actual level of the social
traits the migrant decides to follow, % (iii) the consumption of other products
represented by produgtand(iv) the effort invested by the migrant at the workplace

e —those that are unemployed invest zero efferDf and those that work invest a

® This may help understanding the phenomena undechwimmigrants (Germany, Sweden and

Denmark) account for approximately 10 percent feé total population and [are recipients of]
receiving over 30 percent of the total cash weltageenditures (Wildasin, 2004).

® One could think ok as the level of ethnic identity as measured byethaosizeindex (see Constant,
Gataullina and Zimmermann, 2006).



fixed levelof e (>0). Below we explain how each of the differeatiables affects the
payoff function of the migrant.

All migrants, legal and illegal, differ in only endimension, and that is the
ideal (satiation) level of social traits they bekethey should hold. It is assumed that

migrants are distributed uniformly across differlvels of the ideal social traits on
the interva[I_,I_J: | ~ U(I_,I_).

Migranti's payoff equals td:®°
(1) ui:_v(li_xi) Tty —&

Let us now look into first component of the utiliynction: v(I, —x,) , which is the

migrant's decrease in utility after choosing arualktevel of ethnic goods, level
while his ideal (satiation) level Is The individual's utility decreases if the indivadu
deviates from his ideal social trait. This deviatman go both ways. Increasing the
actual level over the ideal or decreasing the lbedédw the ideal, which will cause the
utility to decrease. It is clear that the migrarduld prefer to be at his/her ideal
position (satiation point); however, this is notwals possible. Notice that if the
migrant chooses a trait level, which equals his/lieal, he/she will be at the
maximum utility level.

We assume that as thié) satisfies:

@ oMa) _,

Namely, deviating from the ideal (satiation/blips)jnt, I;, decreases the utility. Thus,
if we change the actual leveland get closer to the ideal poiht,then the decrease in
the utility, vi(.), will be smaller and thus the utility increaséswe increase the actual

level beyond (or decrease it below) the ideal pamen the utility will decrease as a

’ For exampleu;, = — (Ii —X; )2 +y, —€

8 There exists a disutility from working (ShapirageStiglitz, 1984 and Epstein and Hillman, 2003).

® The use of such a utility (loss function) is netwn see Brekke, Kverndokk and Nyborg (2003) and
Epstein (2007). Akerlof and Kranton (2000) offernavel theoretical framework of the utility
maximization function by incorporating an individsaself-identification as powerful motivation for
behavior. They imply that if individuals achieveeth“ideal self” and are comfortable with their
identity, then their utility increases, otherwigejecreases.



result of such a deviation. We have not assumgtheny regarding the symmetry of
the functionv(.). If the function is symmetric, then a deviationgach direction has
the same consequence on the payoff function of nigrant. In other words,
increasing the trait or decreasing it by one undrar below the ideal (satiation/bliss)
level, will have the same effect on the migrantistyt In reality, it may well be that
the function is not symmetric, namely, increasihg tevel of consumption of the
ethnic goods decreases the utility by less tharchiaamge in the other direction. This,
of course, will be a function of the migrants' erefnces. If the migrants care about
their special social traits, they may prefer ta@ase their actual traits above the ideal,

rather than decrease them.

Budget constraint

Each migrant can consume two types of productsstio@al traitsx, and all the rest
of the products represented by the producihe price of a unitx is denoted byPy
while we normalize the price of producto unity.

Each migrant either legal or illegal, denote théeks to represent the
migrants statuss = n for the illegal migrants ansl= | for the legal migrants.

Each individual can chose to either work or be urleygd. Unemployed
migrants obtain social benefits at a levelsb{s)(s=n,l), and an employed worker
obtains an income ofv(s) We assume that the earnings from working are yawa
greater than the social benefits obtained by tremployed:w(s)>sb(s) The income
w is a function of the social trait level chosentbg employed worker. There exists a
larger literatur€® which considers the connection between assimilatib migrants
and their earnings. It has been shown that the raongigrant assimilates, his/her
earnings increase, which means that the migrantsgsa low level of social trait (a
low level of x). For a more detailed analysis of the connectietwben wages,

production and ethnicity see the appendix. Theegfibtris assumed that as the lexel

See Constant and Zimmermann, (2005) and Cons@atgullina and Zimmermann, (2006) on

ethnicity and earnings. See Chiswick’s (1978, 198898), Dustman (1997), McManus, Gould and
Welch (1983), Trejo (1997), Berman, Lang and Sini{2003) and Pendakur (2002) on language
proficiency migrants and earnings. Culter and &eg1997) and Borjas (2000) on segregation of

minorities and earnings.



, O X;
increases, the wages are at decreas(ge.—')<0.11 Moreover, the wage of an
)é

assimilated migrant is given hy(0).
Denote byer; the earnings of migrant Therefore, the budget constraint of

migranti will be given by
(3) yi + Bx =er @)

The earningser, equal to the social benefitsph, in the case of an unemployed
migrant and equal to the wages earned at the wackph the case of an employed
migrant: w(x).

From (3) and (1) we obtain that the utility of ggnant is given by

u(uns)=-v(l, -x) + sb(s)- Px if unemployed

4
u(ems)=—-v(l, -x) +wx,s)-Px —e if employed

A migrant chooses the optimal level of consumptérethnic goods — social
traits that maximize his utility. The first order conditions of the unemployed and

employed are given by:

o (un) _ aV(Ii — Xi)
0%,

- P =0 if unemployed
OX;

(5)
if employed

au, (em) _ (- x) Jra""(xi’s)_|:>X -0
OX. OX: OX

We assume that the second order conditions asfisdfi

2 2 2
_5Vgiz_xi)<0 and_avgiz_Xi)+aaV\,(;(i)<o
Xi Xi X

(6)

™ One way of looking at this is that as one investse time in consuming ethnic goods, he has less
time for work.



Denote byx (un,s) and x (ems) the optimal level of consumption of ethnic goods

— as the social traits of the migrant for the unkygd and employed migrants,
respectively, with a legality status f

From (5) it is clear that for the same ideal lelyeghe consumption of ethnic
goods of the employed migrant will be lower thaattbf the unemployed. The reason
for this is that the employed has additional casttliose of the unemployed for
consuming the ethnic goods. This additional costhe reduction in wages from
consuming ethnic goods. Unemployed migrants oladired social benefit which is

not a function of the level of consumption of ethgoods. Thus,

(i) For any given ideal level,lthe unemployed migrant consumes more ethnic goods

(social trait) than the employed migrant’ (un,s) > x (ems).

Let us now consider the effect an increase in tteali level has on the optimal

o%u,

consumption of ethic goods. It can be verifiedttl%x—i =- a;(‘zali . Since the
i l“i
Ox?

2 *
second order conditions are satisfit—%agl,uTi <0, the sign of% equals to the sign of
X, )

2 2

oy ) oy equals (for both employed and unemployed migratus
ox; ol ox; ol

2 ¥ e
ol =x) v, X'). Since from (6) we know that—mzx')<0 it follows that
ox, ol o,
ov(l, —x)

>0. Thus,%>0 :

(i) Increasing the ideal leve| Increases the optimal choice of consumption afieth

goods by the migrant.

Denote by u’(ems)andu’ (un,s) the optimal utility the employed and
unemployed migrant with an illegality statussofiven their optimal consumption of

social trait. Thus,



()

U’ (un,s)=—v(I, -x' (un;s)) + sh(s)- RX (uns) if unemployed
u (ems) =-v(I, - x (ems)) +wx (ems))-Px (ems)-e if employed

Let us now consider the case where an immigranttbashoose whether to be

employed or unemployed. The migrant will chooseeéaemployed if his utility from
being employed is greater than his utility fromrggunemployed. Denote by the
level of the ideal consumption of ethnic goods whivill make an individual
indifferent to whether he/she is employed or noamély, |” must satisfy the

following equality:

(8)
V" =X (Uns)) + sb(9)— Rx (uns) =-v{I" - X (ems)) +w(x (ems))-Px (ems)-e

Remember fronfi) that for any given ideal levél x (un,s) > x (ems). Moreover,
from the first order conditions of the employed am#mployed migrants (eq. (5)) it

is clear that for any. |

x (un,s) is constant, and for the employed migrant the

higher the ideal level, the larger will be the éiffnce between the ideal and actual

ol -x(em)
ol

0
level of consumption of ethnic goods(social traits) > 0. Therefore,

we may conclude that,

(i) Those migrants who have an ideal (satiatiqmeference lower than ~will

choose to be employed and those with an ideakpeée abovd ™ will chose to be

unemployed*?

2 If we would assume that a high level of actualstonption of social traits provides the individual
with recognition of the community status and, asniB&n (2000) shows, it signals commitment to the
community providing mutual insurance to those caomgg high levels of social traits, we will find tha
the utility would have an extra component, whichuldobe positively related to the individual
consuming a social trait higher than the averalges clear from the analysis presented above ithat



Figurel

Employed Unemployed

I I’

T T
The proportion of unemployed migrants would thusaqo _[ f()dl = j%dl .
1 L

It is clear from (8) that if we increase the uneoyphent benefitssh, the ideal
(satiation) preference, which will make the migramtifferent to being employed or
unemployed, will decrease. Moreover, if for evgiyen x the wage level of the
employed decreases, the ideal levelwhich will make the migrants indifferent to
being employed or unemployed, will decrease andenmoigrants will choice to be
unemployed.

(iv) Increasing social benefits will increase fi®portion of unemployed migrants.
(v) Decreasing the wages, which each employed migexeives for a given level of

consumption of ethnic goods, will increase the nemub unemployed migrants.

Legality Status of the Migrants

Let us now consider how the legality status of higrants affects the level of the
ideal consumption of ethnic goods which will make iadividual indifferent to
whether he/she is employed or not. Denote thid leyé (s) (s=n, I).

There are two main differences between legal)(and illegal §=n) migrants:

this utility is obtained from higher levels of camsption of ethnic goods, then only the individuals
consuming lower levels of ethnic goods will be eoyeld and those consuming high levels will be
unemployed.

10



(1) Unemployed legal migrants obtain higher social fiesérom the host country
while illegal migrants may not even obtain any. edployed illegal migrants
may obtain assistance from the legal migrants aowch ffamily at the home
country. Thus, it holds thath(l) > sh(n) > 0.

(2) Legal immigrants earn, on average, higher wages itteal migrants: Legal
migrants pay taxes while illegal migrants do noy paxes. The gross income
of the legal migrants may or may not be higher thiaat of the illegal
migrants. The net income of the legal migrants rnaygreater or lower than
the illegal migrants. However, if the expected imeo is taken into
consideration over the life span, the legal miggantome would be greater
than that of the illegal migrant since the illegaigrant has a probability of
being caught and deported. Thus, it holds thg) > w(n).

We may conclude from resulfiz) and(v) that

(vi) If both the illegal and legal migrants earretsame wages, ther(r)> 1 (I). Thus,
the unemployment level of the illegal migrants w#l lower than that of the legal
migrants.

(vii) Sincew(l) > w(n), then if the unemployment benefits the illegalrarigobtains
are zero or very close to zersb(n) =0, then I(n)> I'(I).Thus, the unemployment

level of the illegal migrants will be lower tharettof the legal migrants.

From (i), (vi) and(vii) we obtain that
(viii) If the wages the legal and illegal migrantsarn are identical, on average, the

illegal migrants will consume less ethnic goodaithize legal migrants.

Expected Consumption of Ethnic Goods
Let us now calculate the expected amount of consompf ethnic goods by both the

employed and unemployed migrants. Denote E{y(] the expected amount of

consumption of ethnic goods by all the migrantetbgr.

9)

11



E[x’]|= _[ x (eml ildl +II 0 unI)—IdI

() . 1
+ e n—dl + X (un,n)=—dl
[, x(emn) — I i )|-|

I" (n)

It is clear that as the social benefits increasgh(lior the legal and illegal migrants),

more migrants will be unemployed, and since thempieyed consume more ethnic

goods than the employed migrants, increasing tluéalsbenefits will increase the
osk

expected (average level of) consumption of ethomdg: >0.

Wages, consumption of ethnic goods, and the expected consumption of ethnic goods
We assume that migrants and the local populatiennat identical. As long as the
migrants hold on to their ethnicity, the local ptgtion will not recognize them as full
substitutes to the local population and the locatkers will not always be willing to
cooperate entirely with them. Using the exampless@nted in the appendix, if a
Moslem migrant prays five times a day, this maylwleturb his interaction with the
local workers, and, as such, the local workers m@tywant to work enthusiastically
with him. If a migrant Jew will only eat kosheroft, this may limit the places the
workers can go to a "working lunch,” which may affeproductivity and the
willingness of the local population to work withetimigrants, etc. In other words,
migrants that hold on to their ethnicity may affabeir productivity via their
interaction with the local population. As a resailtthe consumption of these ethnic
goods the level of efficiency of the migrants deses. The decline in productivity
and efficiency can result from such hostile adegtby the local population as
harassing the members of the migration group, nobperating with them,
discriminating against them, and so on. Such #ietsv decrease the migrants'

productivity, and thus their efficiendy* *°

13 This is similar to the cooperation and harassnetivities described in insider-outsider theory
(Lindbeck and Snower, 1998).

14 Assimilation is not always beneficial for the miitg; see Epstein (2003) for a discussion of migran
assimilation. For now, we ignore such possibt#itieut we will return to them later in this paper.

5 Another reason for the difference in the levelsefficiency between migrants and the local
population can be seen in Kahar(@006).He shows that in a world where heterogeneous skils a
available in skill-specific social networks theg@ogency differentials systematically expose miitypr
and majority peoples to different incentives thataern skill choice, and depending on the equilitori
organization of skill acquisition, make them acqudifferent (combinations of) skills.

12



Let us now discuss the migrant's wages The wages are determined by the
actions taken by the migrants, and the generaluddti of the population to the
migrants. This attitude is reflected in the averdgeel of consumption of ethnic
goods, E[X*], which is a function of the consumption of sodialits of both the
employed and unemployed migrants. The more ethoazlg the migrants consume,
the more they distinguish themselves from the Iggdulation. This will decrease
the willingness of the local population to work ithem, and will increase the
"harassment” activities of the local populatiohisltherefore assumed that the wages

are a function both of the consumption of the ettgoods of the unemployed and

employed migrants and the individual level chosgntite employed migran, :
w, (E[X" | x) such that®

(10) ow (EX|X) o g 2 EXTDX)
OE[X ox

As we have shown above, the consumption of ethoarlg is a function of different
parameters. In particular, it is a function of theemployment benefitsh
w, = w (E[X" (sb)} " (sb)

Increasing unemployment benefits will thus have threct effects: First, the
consumption of ethnic goods for those migrants, \ah® employed but decide to
become unemployed, will increase, and secondly,cinsumption of ethnic goods
will not change for those migrants who decide tmaa employed. On the whole, the
expected consumption of ethnic goods will increasel as a result wages will

decrease:

11 W _ oW (E[x" (sb), xi*(sb))aE[X*(sb)]Jravvi (E[x" (sb)] x (sb) o, (sb) %
osb OE|X " (sb)| asb ox.” (sh) asb

An important consequence of such differentiatiorthist wages per efficiency unit of minority and
majority labor typically differ since these are loager perfect substitutes.

18 In terms of the production function describedtia appendix we may wrigtas a function of wages

and unemployment benefitd, () = d (ElX* (W, sb), x " (W, ,Sb)J).

13



Increasing the social benefitsh, will increase the unemployment level and
the consumption of ethnic goods. Since wages vall ecrease, some employed
migrants will choose to become unemployed, and thesconsumption of ethnic
goods will increase, which will again decrease vsagé

Increasing the social benefits of the unemploydtimérease the consumption
of ethnic goods and decrease wages. Decreasingvdiges of the migrants will
decrease the number of the employed, and incregga the consumption of ethnic
goods. Thus,

(ix) Increasing the social benefits of the unemetbwvill increase consumption of

ethnic goods decreasing employment and wages.

lllegality of the Migrants

As presented above, if the legal and illegal mitgagarn similar wages while the
illegal migrants do not earn social benefits anel ldgal do, the illegal workers will
consume less ethnic goods than the legal. (Thisnaggt may also hold in the case
where the illegal workers earn less than the legakers. Since the consumption of
ethnic goods is costly, decreasing earnings wabalecrease the consumption of
ethnic goods. Thus, there would be thus two opeasfiects: as income decreases,
the consumption of ethnic goods also decreasedemvtaybe start a new sentence
here with "on the other hand" a decrease in incaeereases the opportunity of

purchasing, and thus also decreasing the consumpficethnic goodsThus there

17 Using the analysis presented in the appendix:nasghat the wages of the local population are fixed

at a level ofw, thus using the analysis presented in the apped((iE[X*(WF ,Sb)]) W= We.

dd (E[x"]) _ad (E[x")) oE[x"]

Since >0. Assuming that the wages are greater than one.

dw; aElX*J OWe
ad (E[X*(WF.Sb)]) 6E[X*(WF,Sb)] w, = 1.Namely
E[X"] OWe L |
od (E[X*(WF’Sb)]) aE[X*(WF’Sb)] _1 thus O<M<l. The solution of
E[X" | oW, weo o

d (E[X*(WF ,Sb)]) W,_ = W would be in a diagram with= on one axis andw_ on the other we

would get that the 45ine intercepts with the functicthw at the equilibrium wage of the migrations.

14



exists a situation under which the illegal migrawii consume more ethnic goods
than the legal migrants.

We can conclude that

(x) there exis/ conditions under which increasihg illegal migration population
will:

a. decrease the expected consumption of ethoidsyo

b. increase the wages of the legal migration

c. decrease the consumption of ethnic good byetya imigrants

d. increase assimilation.

This last result states that increasing the nurobélegal migrants may well increase
the assimilation of the legal migrants. In order this to happen the wages of the
illegal migrants should not be too low, and theg#l migrants should not gain from
social benefits, if unemployed.

If there is a quota for the number of migrantsnthiee optimal strategy would
be to divide it between legal and illegal migrantéith time, the number of illegal
migrants can decrease while the number of legatantg increases.

In a dynamic setting, when permitting migrationerd should be both legal
and illegal migration. Over time the number ofgdals should decrease while
increasing the number of legals. This is true esitie illegal migrants will allow the
assimilation of the legal migrants, and new legaramts entering will be assimilated
easier since the expected consumption of ethnidgwall be lower as a result of the
assimilation of the former migrants.

We conclude from this that illegal migrants mayllvpday a positive role in

the assimilation of migrants into the host country.

3. Concluding Remarks

We developed a model that deals with the relatipnbbtween the welfare state, the

choice of social traits, the consumption of ethgoods, the employment of migrants,

and their legal status. We begin by showing thajesaearned by the migrants depend

on their assimilation level. We then continuddok at the choice of the migrants
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with regard to the consumption of ethnic goods.sThonsumption makes the
migrants differ from the local population, and aseault affects their wages. We
show that if wages are a function of the level ofisumption of ethnic goods, then
those migrants, who have low ideal preferencexdmsumption of these items, will
tend to be employed while the others remain unepgplo The average level of
consumption of ethnic goods of the employed will loever than that of the

unemployed.

lllegal migrants may well choose to consume lebsietgoods than the legal
migrants. As a result, this will affect the expecteverage level of consumption of
ethnic goods by the migrants and affect the witiess of the local population to
accept then.

In our model, migrants have to choose their levelsocial traits and
consumption of ethnic goods. Each migrant hasiéisdwn ideal traits, and given the
average level in the society, chooses his consaempével. As the consumption
increases, the migrants differ from the local pafioh, and assimilate less. Less
assimilation affects the reaction of the local dapan towards the migrants and their
willingness to accept them. This affects wages ameimployment, and thus social
benefits affect the level of the migrant's chosenia traits. Therefore, countries
providing high welfare benefits create a trap incliithe migrants who receive these
benefits consume a larger amount of ethnic godus tlecreasing the willingness of
the local population to accept them into the econoifhis unwillingness of the local
population to accept them increases their prolighdf being dependant on the
welfare staté®® On the other hand, illegal migrammywell play an important role
in the assimilation of the legal migrants. The ewgpH illegal migrants decrease the
average consumption of ethnic goods which incrediseswillingness of the local
population to accept the migrants. This increalsesnigrants’ wages and willingness

to work, and decreases the dependency of the heigants on the welfare state.

18 In the USA in 1996 it was determined that migsaféss than three years in the country, will not
receive food stamps. This would increase the aopsion of ethnic goods by the unemployed and
decrease the probability of being unemployed.

¥ The results presented also add to the blossoritérgture on the majority — minority conflict artd i
resolution, assimilation, and the reestablishmérguttural identity (see, for example, Gradsteinda
Justman, 2005, Anas, 2002, Bisin and Verdier, 200G&tmann, Fabbri and Preston, 2004, and Lazear,
1999).
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Appendix: Production and wages

Consider a firm that has two factors of productidacal workersL,, and migrants,
Lv . For simplicity, we assume that there is only oneugrof migrants. We assume
that migrants and the local population are nottidah As long as the migrants hold
on to their ethnicity, the local population will thecognize them as fully substitutes
to the local population and the local workers wibt always be willing to cooperate
fully with them. As presented in the paper, if adon migrant prays five times a
day, this may well disturb his interaction with tleeal workers and, as such, the local
worker may not want to work enthusiastically wittimh If a migrant Jew will only
eat kosher food, this may limit the places the weslcan go to a "working lunch" and
may affect productivity and the willingness of tloeal population to work with the
migrants, etc. In other words, migrants, that hofdto their ethnicity, may affect
there productivity via their interaction with thechl population.

We normalize the efficiency level of local workeosunity and the migrants'
productive/efficiency level to equal.). d() plays an important role in the
determination of production and wages; aside froese, labor is homogeneous.

d(), the migrants' productive/efficiency leveD<d()<1), is a function of

the level of consumption of ethnic goods. As a Itesfithe consumption of these
goods the level of efficiency of the migrants deses as stated above this can be a
result of different activities by the local poputat such as harassing the members of
the migration group, not cooperating with themgcdiginating against them, and so
on. Such activities decrease the migrants' pradtctand thus their efficiencs’

d() reflects the productivity and efficiency of the grants, relative to the local

population. The representative firm's productianction is given by

(A1) QL) = f(L +d()Ly,),
such that ﬂl') >0 and azf—(L) <0 .
oL oL?

Letw_ be the local worker's wage, amg be the migrant's wage. We assume
that the wages the local population and the migraeteive equals their marginal
product values. We could assume that the locallpdipn has market power over

their employers; this would not change our results.

20 Similar to the harassment activities in the insioetsider theory (see, Lindbeck and Snower, 1998).
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Normalizing the price of the product to unity, thefits of the firm are given

by
(A2) ()= FLo+d()Ly) - (Wl +we L) .
The first order conditions for maximization are
(A3) aL('):f'—wL:O =>f"=w,,
oL,
and,
or() , ,
(A4) =d()f' - w, =0 = d()f' = w.
oLy,

Equation (A3) represents the wage conditions fer ltcal population workers and
(A4) represents the wage conditions for the migrasinceO<d (.)<1 the wages the
migrants earn are lower than that of the local jpatman. The ratio of the wagesV\:/—F

WL
equals tod(.). We now wish to discuss what determirt9. Let us look at the
determinacy ofi(.) which, as we discussed above, is a function ottmsumption of
ethnic goods by the migrants. The consumptiorthofie goods is by both employed
and unemployed migrants and will have an effecthenproductivity of the migrants
via the willingness of the local population to wprkooperate and coordinate

production with the migrants.

20



