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This article investigates if the location choices made by immigrants
when they arrive in the United States are influenced by the interstate
dispersion in welfare benefits. Income-maximizing behavior implies
that foreign-born welfare recipients, unlike their native-born coun-
terparts, may be clustered in the states that offer the highest benefits.
The empirical analysis indicates that immigrant welfare recipients are
indeed more heavily clustered in high-benefit states than the immi-
grants who do not receive welfare, or than natves. As a result, the
welfare participation rate of immigrants is much more sensitive to
changes in welfare benefits than that of natives.

I. Introduction

There is widespread concern that the resurgence of immigration in the
United States has had an adverse effect on the cost of maintaining the
many programs that make up the welfare state. This anxiety plaved a
major role in the recent debate over welfare reform, and, in fact, key
provisions in the Personal Responsibility and Work Opportunity Rec-
onciliation Act of 1996 deny noncitizens the right to receive most types
of public assistance.

The debate over the link between immigration and weltare focuses on
two related issues. The first is the perception that there has been a rapid
rise in the number of immigrants who receive public assistance. Although
early studies of immigrant participation in welfare programs concluded
that immigrant households had a lower probability of receiving public
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assistance than U.S.-born households, more recent studies have shown
that this conclusion no longer holds—immigrant households are now
more likely to receive welfare than native households.! Borjas and Hilton
(1996) report that when one includes both cash and noncash benefits
(such as Medicaid and Food Stamps) in the definition of welfare, nearly
21% of immigrant households received some type of assistance in the
early 1990s, as compared to only 14% of native households. The increas-
ing participation of immigrants in welfare programs has spawned a rap-
idlv growing literature that attempts to determine if immigrants “pay
their wav” in the welfare state.”

There is also some concern over the possibility that the generous welfare
programs offered by many U.S. states have become a “magnet” for immi-
grants. The magnet hypothesis has several facets. It is possible, for example,
that welfare programs attract immigrants who otherwise would not have
migrated to the United States; or that the safety net discourages immigrants
who “fail” in the United States from returning to their source countries; or
that the huge interstate dispersion in welfare benefits atfects the residential
location choices of immigrants in the United States and places a heavy fiscal
burden on relatively generous states. Despite their potential importance,
there has been little systematic study of these magnetic effects, and there 1s
little empirical evidence that either supports or refutcs the conjecture that
welfare programs have affected the size, composition, or geographic location
of the immigrant flow.’

This article begins to document the link between immigrant welfare use
and some of the potential magnetic effects of welfare benefits. In parte-
ular, I investigate whether the residential choices made by immigrants in
the United States are influenced by the interstate dispersion in benefits. It
turns out that these magnetic cffects can lead to striking and easily
observable outcomes as long as immigration is motvated by Income-
maximizing behavior. In particular, foreign-born welfare recipients, wun-

! See, e.g., Blau (1984), Tienda and Jensen (1986), and Borjas and Trejo (1991).
? See, e.g., Huddle (1993} and Passel and Clark (1994). Smith and Edmonston
(1997, chaps 6 and 7) present a very careful accounting of the fiscal effect of
1mmlgrat;on both in the short run and in the long run.
> The recent work of Olsen and Reagan (1996) investigates the cut-migration
decision of foreign-born persons surveyed by the National L ongitudinal Surveys
of Youth and finds that young immigrants who receive welfare are less likely to
leave the United States. Blank (1988), Gramlich and Laren (1984), Walker {1994),
and Mever (1998) analyze the effect of welfare programs on location decisions for
the entire population ‘but reach somewhat conflicting conclusions. The Blank,
Gramlich-Laren, and Mever studies report evidence that women eligible for
welfare are less likely to migrate out of {or more likely to migrate into) states with
high benefic levels, while Walker does not find any evidence that low-income
households migrate in search of higher welfare benéfits.
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like native welfare recipients, should be clustered in the state that offers
the highest benefits. As a result of this geographic clustering. the sensi-
tvity of welfare participation rates to differences in state benefit levels
should be greater in the immigrant population than in the native popu-
lation.

The empirical analysis presented in this article uses the 1982 and 1990
Public Use Microdata Samples (PUMS) of the decennial census to test the
theoretical implications. The data reveal a great deal of dispersion in the
welfare participatuon rate of immigrants across states and indicate that
less-skilled immigrants —and, more specifically, imm:grant welfare recip-
tents—are much more heavily clustered in high-benefit states than immi-
grants who do not receive welfare, or than natives. The evidence, there-
fore, is consistent with the hypothesis that the generous welfare benefits
offered by some states have magnetic effects and alter the geographic
sorting of immigrants in the United States.

I1. Theory

The intuition underlying the hypothesis developed in this article is easy
to explain. Persons born in the United States and living in a particular
state often find it difficult (i.e., expensive) to move across states. Suppose
that migration costs are, for the most part, fixed costs—and that these
fixed costs are relatively high. The existing ditferences in welfare benefits
across states, therefore. may not motivate large numbers of natives to
move because the interstate benefit differentials might be swamped by the
migration costs. In contrast, immigrants arriving in the United States are
a self-selected sample of persons who have chosen to bear the fixed costs
ot the geographic move. Suppose that once the costs of moving to the
United States are incurred, it costs little to choose one particular state
over another. The sample of newly arrived immigrants will then tend to
live in the “right” state.

Income-maximizing behavior on the part of immigrants and natives
thus generates two interesting and empirically testable propositions. First,
while welfare recipients in the native population are “stuck” in the state
where thev were born, welfare recipients among new immigrants should
be clustered in the states that offer the highest welfare benefits. Second,
the probability that a newly arrived immigrant receives welfare should
exhibit “excess sensitivity” (relative to natives) to the level of welfare
benefits.

To develop these ideas formally, consider first how natives in the
United States decide where they wish to reside.* Suppose there are two

* The thearetical framework builds on the multiregion extension of the Roy
model developed bv Borjas, Bronars, and Trejo (1992).
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states in the country, states 1 and 2. Initially, the native population is
randomly distributed across states. The relationship between log wages
and skills in state j is given by

log w, = p; + m, (1)

where @ gives the worker’s earnings in state ;; p, gives the mean log
earnings 1n the state; and the random variable v measures deviations from
mean log earnings and has finite variance.” It is useful to interpret v as a
measure of relative ability or skills that are perfectly transferable across
regions, so that the parameter m, gives the rate of return to skills in state
7. Without loss of generality, rank the states so that m, > m,. Finally,
assume that natives (and immigrants) are income maximizers.

I introduce the welfare program offered by each state in a very simple
tashion. Fach state guarantees a minimum level of log income @, to all its
residents, regardless of whether the person was born in the state. For
simplicity, I assume that @; is exogenously determined, and [ ignore the
issues related to the funding of the welfare program.®

Suppose initially that it is costless to move from one state to the other.
Panel a of figure 1 illustrates the optimal geographic sorting that occurs
when state 1 offers a more generous program, or %, > @,. The figure
indicates that all persons who have skills below v, choose to enter the
welfare system offered by state 1; all those with skills between v 4 and vg
choose to work in state 1; and all those with skills exceeding v 5 end up
working in state 2.” Note that the assumption of perfect mobility gener-
ates a clustering of the least-skilled workers in the state that offers the
highest welfare benefits (state 1). Panel & shows that a similar clustering,
but in a different state, occurs when @, > w,. All persons below the
threshold skill level v 4, then choose to enter the welfare system in state 2.
The key implication of the analysis when there is perfect mobality 1s clear:

> A more general model would derive the wage-skills curves in eq. (1) from a
more primitive framework that takes into account interstate differences in natural
resources, amenities, and other forms of physical capital. This extension is 1m-
portant because it would help us understand why regions differ in the wage offers
they make to otherwise identical workers.

® The exogeneity assumption is invalid in the long run. A state’s welfare policy
is probably very sensitive to the in-migration of potential welfare recipients either
from other states or from abroad. The empirical analysis reported below uses data
from the 1980-9C period, a period of relative stability in the “fundamentals” of
welfare policy.

7 The most-skilled workers move to state 2 because that state offers the highest
rate of return to skills. Borjas (1987) presents a detailed discussion of how regional
differences in the rate of return to skills determine the type of selection that
characterizes the migrant sample.
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native welfare recipients will be clustered in only one state, the state that
otfers the highest welfare benefits.

Let’s now suppose that it is costly to move across states, and that these
migration costs are relatively high. Define the migration costs r as a
fraction of a person’s income in his or her state of birth. In particular, a
person born in state j finds that it costs ww, dollars to move to state £.°
For simplicity, I assume that the time-equivalent measure of migration
costs 7 1s fixed across persons.

Panel « of figure 2 illustrates how persons born in state 1 sort them-
selves across states. To illustrate the main insight, I assume that the
alternative destination offers higher welfare benefits than the state of
birth. Migration costs effectively raise the wage-skills curve in state 1. As
a result, the persons who would have potentially migrated to a “welfare
magnet” now stay put in their native state. As drawn, the migration costs
are not sufficiently high to deter all migration, but they do deter the
migration of all potential welfare recipients. Panel & illustrates the sorting
of persons born in state 2. Before migration costs come into play, the
migrant flow leaving state 2 is negatively selected (i.e., the migrant flow is
composed of the least-skilled persons). As drawn, the high level of
migration costs stops the internal migration flow altogether. For suffi-
ciently high migration costs, therefore, the least-skilled persons in the
population will collect welfare benefits in the state where they were born.

We can now apply this framework to immigrants who criginate in

¥ Consider a person born in state 1. Migration occurs when w, — C > w,,
where € gives the migration costs (in dollars). An approximately equivalent
condition is that log w, > log w, + 7, where m = C/w .
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FiG. 2.— Geographic sorting of natives with fixed migration costs; a4, persons born in state
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source country 0. Persons residing in this country also face the log wage
distributions given in (1) for each state. Potential immigrants, however,
have an additional option, the wage offer made by the country of origin.
The source country’s log wage distribution is given by

10g We = P + Mo, (2)

where pg is the source country’s mean log income, and ng is the source
country’s rate of return to skills. For simplicity, I assume that the source
country does not offer a welfare system.

The potential immigrant knows that it is costly to move from the
source country to the United States. As before, I represent the migration
costs as a fraction of the income available to the workers in the source
country. It costs mw, dollars to move to the United States, and 7 is fixed
across persons. | also assume that the potential migrant does not incur any
additional costs in choosing state j over state k. In other words, it 1s
equally costly to move to any region of the United States.

Figure 3 illustrates how the population of persons born in the source
country will be sorted geographically. Note that the fixed migration costs
do not shift the wage-skills curves offered by states 1 and 2, but they do
raise (by a constant i) the wage-skills curve for the source country.
Panels 2 and & of the figure illustrate the case where the rate of return to
skills in the source country is higher than that available in the United
States (M >> Mz > m;) but differ in their assumption about which state
offers the highest welfare benefits. Panels ¢ and d illustrate the case where
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the rate of return to skills is lower in the source countryv (v, > n; = mg)
and, again, differ on their assumption of which state offers the highest

benefits.

The main insight of the model is easily grasped by working through a

couple of the possible sorting equilibria. Suppose that the rate of return to
skills in the source country is higher than in the United States, and that

state 1 offers more generous welfare benefits than state 2

2 (the case
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illustrated in panel & of fig. 3). Because migration costs shitt the wage-
skills curve only for the source country, the presence of these costs does
not change the relative position of the wage-skills curves otffered by states
1 and 2. The figure shows that persons who have skills below v 4, move to
state 1 and receive welfare; persons with skills between v, and vy also
move to state 1 but enter the labor force; persons with skills between v
and v move to state 2 and work there; and persons with skills exceeding
v remain in the country of origin.”

The analysis, therefore, indicates that welfare recipients in the immi-
grant population are clustered in the state that offers the highest welfare
benefits— even where there are fixed costs of migration. In other words,
the geographic sorting of immigrants across the United States looks
qualitatively similar to the geographic sorting that would have been
observed among natives in the absence of migration costs.'®

Consider now the case where the source country has a low rate of
return to skills, and state 2 offers more generous welfare benefits (see
panel d of fig. 3). All persons with skills below v, move to state 2 and
enter the welfare system; those with skills between v 4 and v, stay in the
source country; those with skills between v and v move to state 1 and
work; while the most skilled persons move to state 2 and work there.
Again, the optimal sorting of persons across states suggests that welfare
recipients should be clustered in the state that offers the highest welfare
benefits.

In sum, the income-maximization hypothesis, combined with the
assumption that there are relatively high fixed costs of migration,
generates a very strong theoretical prediction. The sample of immi-
grant welfare recipients will be clustered in the state that otfers the
highest welfare benefits, while the sample of native weltare recipients
will be much more dispersed across the states. In eftect, the “magnetic”
effects of welfare lead to a different geographic sorting of immigrant
and native welfare recipients.'’

? Panels # and b of fig. 3 indicate that if countries that offer a relatively high rate
of return to skills export any immigrants to the United States, they will certainly
have to export some welfare recipients. Since many immigrants do, in fact,
originate in such countries, the fixed costs of migration probably do not swamp
the income differential between the source country and the welfare programs
offered by some of the states. This fact is crucial for understanding why there are
some welfare recipients in the immigrant population, but there may be no welfare
recipients in the respective subsample of native mlgrants

Compare, e.g., panel a in fig. 3 with panel a in g. 1

"' The model also illustrates the existence of a different type of magnetic effect:
some persons who would not have migrated in the absence ot welfare programs
will now choose to move to the United States. In panels ¢ and d of fig. 3, the
immigrants who become welfare recipients would have stayed in the source
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This equiiibrium sorting implies that the welfare participation rate of
immigrants should be much more sensitive to interstate differences in
benefits than the welfare participation rate of natives. As a result, the
“benefit elasticity” —that is, the change in the welfare participation rate
induced by a given percentage change in the benefit level--should be
greater in the immigrant population than in the native population. The
empirical analysis presented below will attempt to determine if the data
on immigrant welfare participation exhibit both the clustering effect and
the excess sensitivity of welfare participation rates to benefit levels.

These strong predictions are obviously derived by making very strong
assumptions. The model ignores many other factors that determine loca-
tion decisions. For example, the residential segregation of ethnic groups in
a small number of states promotes the formation of ethnic networks that
provide information about labor market opportunities and welfare ben-
efits to potential migrants in the source countries.'? These informational
flows effectively reduce the costs of migrating to specific states for
particular ethnic groups and might lead to a different geographic sorting
than the one predicted by the model. Anv empirical analvsis of the
magnetic effects induced by interstate differences in welfare benefits,
therefore, must take into account the information networks that might
exist within ethnic groups.

III. Geographic Clustering

The empirical analysis uses data drawn from the 1980 and 1990 PUMS.
The houschold is the unit of observation. A household is classified as an
immigrant household if the household head was born outside the United
States and is either an alien or a naturalized citizen. All other households
are classified as native households. The immigrant extract drawn from
each census consists of a 5% random sample from the population, while
each native extract consists of a .5% random sample. The empirical
analvsis is restricted to households that do not reside in group quarters
and are headed by persons who are at least 18 years of age.

I classify a household as receiving public assistance it any member of
the household received public assistance income in the calendar year prior
to the census. The cash benefit programs for which the census reports
public assistance income include Aid to Families with Dependent Chil-

country if the welfare programs were not available. Borjas and Trejo (1993)
present a more detailed discussion of how welfare programs alter the type of
selection that characterizes the immigrant population.

'2 Borjas and Fhilton (1996) conclude that there is some transmission of infor-
mation about welfare programs from the older immigrant waves to new arrivals
within an ethnic group.
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dren (AFDC), Supplemental Security Income (SSI), and general assis-
tance. The data do not contain any information on the household’s
participation in noncash programs, such as Food Stamps and Medicaid.

Table 1 reports the welfare participation rates (i.e., the percent of
households receiving cash benehfits) for the various states and the District
of Columbia. Overall, the fraction of immigrants who received public
assistance rose between 1980 and 1990 — at the same time that the fraction
of natives who received assistance declined. In 1990, 9.1% of immigrant
households received benefits as compared to 7.4% of native households.

There is a lot of interstate variation in both the direction and magnitude
of the welfare gap between immigrants and natives. The data for Califor-
nia, the state with the largest immigrant population and some of the
highest benefits, mirror the national results. The fraction of native house-
holds that received public assistance declined from 9.1% to 8.6% during
the decade, while the fraction of immigrant households receiving assis-
tance rose from 10.9% to 12.0%. Similarly, in New York, the state with
the second largest immigrant population, the native welfare participation
rate fell from 9.7% to 8.6%, while the immigrant participation rate rose
from 9.3% to 10.0%."’

Other immigrant-receiving states experienced different trends. In
Texas, the welfare participation rate of natives rose from 5.8% to 6.4%,
while that of immigrants fell from 10.8% to 10.0%. In Florida, the welfare
participation rate of natives fell from 5.9% to 5.5%, but that of immi-
grants fell even faster, from 10.2% to 8.5%.

The theoretical analysis presented earlier suggests that immigrant wel-
fare recipients should flock to the state that offers the highest level of
welfare benefits — much more so than native welfare recipients. It 1s well
known that there is a great deal of dispersion in AFDC benefit levels
across states.'* Figure 4 summarizes the trends in AFDC benefits between
1970 and 1990 for the main immigrant receiving states-—relative to the
benefits provided by the median state. In 1970, California was the median
state. In 1990, California’s benefits were almost twice as high as those
offered by the median state. In fact, by 1990, California’s AFDC benefit

package was (almost) the most generous in the nation: 20% larger than

'*In 1990, 28.5% of immigrant households lived in California, 15.6% in New
York, 9.2% 1in Florida, 7.5% in Texas, 5.2% in New ]erse\ and 5.1% in Illinois.

'* In principle, what matters is the interstate variation in AFDC benefit levels
after adjusting for cost-of-living differences across states. Unfortunately, federal
statistical agencies do not report state-specific cost-of-living indices. The empir-
ical analysis reported below partially controls for this problem by including
state-specific fixed effects in the regressions, so that the variation that identifies
many of the key parameters is generated by within-state changes in welfare
benefits.
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Table 1
Welfare Participation Rates of Natives and Immigrants, by State

1980 1990

State Nartives Immigrants Natuves Immugrants

Alabama 1
Alaska

Arizona

Arkansas 1
California

Colorado

Connecticut

Delaware

District of Columbia 12.
Florida

Georgla

Hawail

Idaho

Illinois

Indiana

Iowa

Kansas

Kentucky

Louisiana 1
Maine

Maryland

Massachuserts

Michigan

Minnesota

Mississippi 15.
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersev
New Mexico
New York
North Carolina
North Dakota
Ohio

Oklahoma
Oregon
Pennsylvania
Rhode Island
South Caroclina
South Dakota
Tennessee

Texas

Utah

Vermont
Virginia
Washingron
West Virginia
Wisconsin
Wyoming
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