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Abstract

The European Union’s rules on free movement of [geapd the right to cross-
border welfare are increasingly contested and lewoiked one of the most salient
debates in EU politics. The assumption that EU igramts pose a net ‘welfare
burden’ on the host member state has sounded loddvade in recent years. This
calls for an empirical test. In this article, weaexne the fiscal impact of EU

immigration on the universalistic, tax-financed fmet state of Denmark. We
analyse EU citizens’ contribution to and consumptad welfare benefits between
2002 and 2013 on the basis of a unique datasedmingstrative data, consisting of
repeated cross sections of 100% of the EU popula@siding in Denmark. We find

that EU immigrants made a significant positive gentribution to the Danish

welfare state over the long time span examinedthus reject the ‘welfare burden’
thesis for the crucial case of Denmark.

Key words: European Union, fiscal impact, free movement obpbe, ‘welfare
burden’ thesis, welfare state



Introduction

The European Union (EU) has long embarked on acah@xperiment’ with open,
internal borders for its citizens and conditionetess to cross-border welfare for
those on the move (Geddes and Hadj-Abdou, 2016). Z&20ss the globe, states
tend to carefully guard their borders, residenghts and access to their welfare
schemes. A trade-off between countries’ opennesslhoitting immigrants and the
rights granted to immigrantfter admission has been identified (Ruhs, 2013). The
international trend is that openness comes withice pn the sense that states with
more liberal immigration policies are more resivietregarding access to rights,
including social rights (Ruhs, 2013). Here, EU sutentrast sharply. The EU has for
decades moved in the opposite direction and institalized a logic of opening. In
particular, EU citizens’ entitlement to become menstof the welfare community of
another member state is rather exceptional, asareeltates otherwise rely on a
profound logic of closure (Ferrera, 2005; Heindlenaand Blauberger, 2017;
Martinsen and Vollaard, 2014;).

The viability of this exceptionalism is questionédwever, and its implications for
the welfare state discussed. Political concernsv@fare states’ sustainability in a
community where Union citizens can move and redrdely have been loudly
expressed (Hemerijck, 2013; Heindlmaier and Blagéer2017; Hjorth, 2016; Kvist,
2004. Concerns that EU immigrants ‘take out’ mohant they ‘put in’ are
increasingly voiced (Dustmann et al., 2010: 2; hestn and Frattini, 2014: 628;
Ruist, 2014). In particular, such concerns wereewiin relation to the grand EU
enlargement of 2004, where eight Central and HasEmropean statédecame
members (Dustmann et al., 2010: 2; Ruist, 2014: Pdyether, the enlargements of
2004 and 2007 implied an enormous increase in satutional, economic and
social heterogeneity of the Union (Hemerijck, 20290; Hopner and Schéfer, 2012:
436-437), leading to a resurgence of nationalist\aelfare chauvinist sentiments in
the old member states (Hemerijck, 2013: 320; Hjd201.6).

Governing politicians have also sounded their corgeevith increasing volume. In
April 2013, the ministers of the interior from Geany, Austria, the Netherlands and
the UK sent a joint letter to the Council of ther&gaean Union stating the view that



free movement of persons and access to welfareldshmat be unconditional.
Together with Denmark, these member states havee sh®13 pushed for the
European Commission to propose more restrictivesrah access to EU cross-border
welfare. In particular, concerns about more immtedaccess to welfare have been
expressed, where EU immigrants after a short paiasdsidence and/or work would
be granted benefits before having earned theirimtaythe system. The politicization
of the free movement and welfare state nexus rgceaine to an extreme with the
UK referendum on EU membership. Free movement obgms and ‘welfare
tourism’ were main themes in the political debatel according to Reenan among
the most important reasons for the UK exit decis(®&eenen, 2016). In sum,
constitutive EU principles are increasingly congdstand with the results of the UK
referendum, the very fundament of the Union itsslfindeed shattered. More

member states may follow the UK exit path (Ree2€i6).

Thus, the assumption that immigration of EU citedrom other member states
poses a net burden on the welfare state is widited The assumption has
considerable political implications, as it bringsnstitutive EU principles into

guestion and regards them as unsustainable. Datpi@de and growing political

implications for the European Union, few schofanave addressed this ‘welfare
burden’ thesis empirically. In this article, we @stigate the fiscal impact of EU
immigration on the Danish welfare state over a ltinge span to put the ‘welfare
burden’ thesis to empirical test. Our purpose igxamine the extent to which EU
immigrants ‘pay their way in the welfare systemu@@mann et al., 2010: 2) or affect
public revenues negatively. We argue that the Danisiversalistic, tax-based
welfare state is a crucial case for examining weeElJ immigrants are net burdens
on the welfare state of a hosting country. In thedfare state type, the link between
contributions and entitlements is only indirectx¥eanced welfare benefits can be
accessed without having paid social security cbations or without being a long-
term member of the welfare community. Denmark iather pure example of this
welfare state type, with the largest share of nemitbutory benefits among its EU

counterparts.



Our analysis on fiscal impact is carried out on Hasis of a unique dataset of
individual Danish register data. We have gainedesecto a host of public
administrative register data, i.e. individual ddta, the full EU population’s use of
welfare benefits and services and their contrimgito the public revenues, primarily
by means of tax-payment in 2002—-2013. Danish regidata are directly reported
from the Danish tax agency and the municipaliteeshie Danish national statistical
office ‘Statistics Denmark’. The fact that data aeported directly by the public
authorities, instead of by individuals themselvis,the national statistical office
makes them highly reliable. Denmark is the only itop where researchers can
merge information across sectors and have detarBmmation about benefits
received and contributions made on a weekly andthhprbasis. The level of
information is remarkable and unique. Thus, forhegear, we have computed
contributions and expenditures from 100% of theytajon of EU citizens residing
in Denmark and estimated the net fiscal impacthierEU population as a whole and

subdivided into different groups.

Our analysis extends substantially beyond exissinglies of EU immigrants’ fiscal

impact because it provides a comprehensive exaimmaft the full EU population

over a long time span. Furthermore, it should bedthat the 2002—-2013 time span
involves important structural changes for the Easyp Union that test the welfare
sustainability of EU rules: three enlargements vdtltonsiderable increase in the
Union’s socio-economic heterogeneity, financial @sdnomic crises and important
changes in EU rules and rights concerning EU migrdike most other EU member
states, Denmark had a transition agreement afee2@94 and 2007 enlargements
according to which immigration from the new Eastdpean member states required
a work permit. The Danish transition agreement fram 1 May 2004 to 1 May

2009. Thus, our time span examines fiscal impagentwan four years after the end

of the transition agreement.

Below, we present the EU free movement rules aadight to cross-border welfare
and argue why they can be regarded as rather excaptules, although the rights of
EU citizens to equal treatment in terms of welfare still conditioned. We then

present the characteristics of the Danish univistggl tax-based welfare state as



unique in its own right, making it more likely torirm the ‘welfare burden’ thesis.
The data of our study are subsequently presenddddwed by analysis of the fiscal
impact of EU immigration on the universalistic vael state of Denmark. We
examine the evolution of EU immigration to Denmatg,fiscal impact in aggregate
and on average and by different components, naragby, years since migration and
country of origin. We conclude by rejecting the Haee burden’ thesis on the basis
of our findings. Even in a period of consideralieictural change, EU immigrants

made a significant positive net contribution to Bemnish welfare state.

European Union exceptionalism: free movement and oss-border welfare

Compared to other advanced economies, the Europedon’'s free movement
principle for persons is exceptional indeed (RW3l5). Since the adoption of the
Treaty of Rome in 1957, free movement of workers Ib@en a constitutive principle
of the European Community (see article 48 of theCEHeaty (now article 45
TFEU)). The right to move and reside freely in theion has subsequently been
extended to all EU citizens, meaning all personislihg citizenship of one of the
member states and their family members. This imgl@at member states in general
cannot deny residence rights to citizens from tHeillow member states. Such
exceptionalism is even more remarkable given thatftee movement right applies
to all, disregarding qualifications or educationtle¢ migrant worker. Whereas there
is a clear international tendency for countriesiégign their immigration policies to
attract the highly skilled and well educated (CHadmd Lemaitre, 2009), this is not
possible according to the EU rules. All EU workergoy the right to reside in
another member state. Furthermore, EU free movemighis also apply to
economically inactive citizens, as long as theyndd constitute an ‘unreasonable
burden’ on the social assistance system of the rhestber state (see article 14 (1)
of Directive 2004/38/EC).

The unique character of EU free movement is evererauident considering that
when EU citizens use their right to free movemeney also have access to the

welfare benefits of the host state. Not only dié ffireaty of Rome adopt free



movement for workers, but it also stated that akenomoving from one member

state to another has the right to access the seetairity schemes of other member
states and to export previously earned social ggaughts to other member states
(see article 51 of the EEC Treaty (now article 4ED)).

From the outset, Community rules have contradithednegative trade-off between
openness and welfare rights (Ruhs, 2013) in fawfuhe idea that effective free
movement depends on access to welfare across bofideo Community regulations
are meant to facilitate free movement. Regulati88/3004 covers all EU citizens
and their family members and grants access to apdrebility of a wide range of
social security benefits, including health care;tematy and equivalent paternity
benefits; old-age benefits; unemployment beneditsl family benefits, but not social
assistance. Regulation 492/2011 further consokdtte rights of migrant workers.
This regulation covers workers only, but the Canirfustice of the European Union
(CJEU) has developed a broad definition hereofuting workers with low income
and part-time work (See thempf(C-139/85) Megner and SchefféC-444/93) and
Ninni-Orasche (C-413/01) cases among other cases). In additiom,regulation
ensures that worker status is maintained if onalsi$ lost and gives access to all
‘social advantages’ in a host member state, inolydiocial assistance and study
grants. However, these social advantages cannekparted® The family members
of EU citizens and workers are also covered byritjte to free movement within the
Union and the right to EU cross-border welfareatidition, the CJEU has had an
important role in interpreting the scope of EUzgtis’ rights to the welfare benefits
of a host member state and to treatment equahtcsthte’s own nationals. Thus, in a
number of cases, the Court embarked on a more sieahne of interpretation,
granting Union citizens right of residence and édueatment as well as access to the
welfare schemes of a host member state, despitgy lB&ionomically inactive (See
the Sala (C-85/96), Grzelczyk(C-184/99) andBaumbast(C-413/99) cases among
other cases). In these cases, the Court developelstiamct vision of Union
citizenship as a fundamental status of Member Stat®nals (Dougan, 2013: 133).
The Court stated that if a certain link had beenal#ished between a citizen and a

host member state, this could justify the rightviedfare benefits.



However, whereas the Union rules mark a fundamemtatvention into the national
prerogative to define the members of social comiresi(Cornelissen, 1996;
Ferrera, 2005), it is not without limits. In 200the EU adopted the Residence
Directive 2004/38, which further details the linktlveen the right to reside and
access to welfare benefits for the European migim directive’s article 24 states
that the right to equal treatment is subject todbeditions laid down in the Treaty
and in secondary law. The residence directive pasesmber of conditions on the
right to reside, of which the need for social assise is the most important. The
need for social assistance may terminate the tighgsidence. Whether one qualifies
for equal treatment depends on one’s status as riewand/or the length of
residence. The more recent judicial interpretatiopshe CJEU mark a further turn
away from the previous distinct vision of Europeeitizenship. The Court has
embarked on a more restrictive course of legalgnatgon, turning away from
granting rights based on the Treaty’'s provisionEamopean citizenship and instead
paying closer attention to the words of the EUdkgure, as stated in the Residence
Directive (Dougan 2013: 140). In particular the e&edaw of Dano (C-333/13),
Alimanovic (C-67/14), Garcia-Nieto (C—299/14) andEuropean Commission V.
United Kingdom(C-308/14) clearly depart from the earlier, expamaterpretations
of the Court. These cases are, however, ruled tifteperiod analysed in this article

and thus do not affect the fiscal impact study cated below.

In sum, European citizens are equal, but some Earopitizens are more equal than
others. EU rules on free movement within the Uraad cross-border welfare remain

exceptional compared to other immigration policlag, they are not unconditional.

Free movement and the universalistic welfare state

Like the other Nordic welfare states, the Danishifave state is often presented as
distinct. It is characterized as universalist, édygde-commodified, residence-based,
non-contributory and relatively generous (Cox, 20Bdping-Andersen, 1990; Ruhs,
2015). First, the Danish welfare state has traddiiy been characterized as

universalist, promoting equality of status amorg ditizens. In the Scandinavian



systems of universalism, the needy is not distisiged from the non-needy. Welfare
universalism benefits the middle class and the pmerause most benefits are
available to all citizens. Social policies are targeted to low-income groups as in
the residual welfare state, and they are not deggeérmh labour market participation
as in the insurance-based welfare state. Secomdrdacg to Esping-Andersen’s
famous welfare worlds, a key feature of the Nordimdel is the high degree of ‘de-
commodified’ welfare rights. A de-commodified wekastate will thus grant social
rights on the basis of citizenship or residencéeathan on the basis of market

performance, i.e. attachment to the labour maikspihg-Andersen, 1990).

Third, social rights are granted on the basis sidence (Cornelissen, 1996). A
person is entitled to welfare because s/he isizeaitor a habitual resident, not qua
individual contributions paid to a specific scherfieurth, benefits have traditionally
been tax-financed. However, tax payment is notractlirequirement to receive a
specific social benefit. The Scandinavian welfaegeshas thus traditionally had an
institutionalized principle of equal treatment fdne members of its welfare
communities. Finally, the Scandinavian model haso dbeen characterized by

relatively generous benefits and extensive welargices (Lindbom, 2001).

Because of these characteristics, the Danish wedftate has been viewed as ‘unfit’
for Union rules where EU citizens have a right éside and access welfare across
borders. Its universalistic, relatively de-commaaif and generous nature should
make it particularly attractive to EU immigrantsirthermore, its residence and non-
contributory character would make it vulnerableaircommunity of open welfare
borders because the organizing logic of the systees not ensure that those who
benefit also contribute (Scharpf, 2002, 2010). &by, this type of welfare state is
found to be out of tune in its current institutibreet-up but also for historical
reasons. When the cross-border welfare rules weignally designed, the six
founding members all had insurance-based welfaséesys. The community rules
came to match this insurance-based logic. Welfaghts were to be granted
according to where one works, i.e. according to‘ligve loci laboris’ principle and
where one paid into the social security schemei¢tmsen and Malmstedt, 2000;

Cornelissen, 1996). This would ensure a balancesdmst contributions paid and



benefits received. This contrasts with the residdmgsed and non-contributory
welfare state, which compared to the other memia¢es has been perceived as most
exposed to the rationale of EU cross-border weléar@, as a distinct welfare state

within an exceptional system, more vulnerable (Magn, 2005).

The Danish welfare state is thus a most likelyrocial case to examine core claims
of the ‘welfare burden’ thesis (for the logic bethimost likely or crucial cases and its
strong ability to serve as empirical theory testisge George and Bennett, 2005,
Gerring, 2007). We identify at least three coranctathat should be considered for

empirical test:

1) The EU free movement and cross-border welfdesrare more likely to pose

a burden on more inclusive and generous welfatessta

2) EU immigrants from the new member states areerfikely to be net burdens
to the host welfare state than EU immigrants fréva 6ld member states, as
their wage levels will be low, and they will cotmite less to the public purse.

3) EU immigrants with short-term residence are niidedy to be net burdens to
the host welfare state than EU immigrants with Emtgrm residence, as they

may benefit from the system before they have eatimeidway into it.

Data

Our research design has common features with thentditerature on EU fiscal
impact assessment. We adopt a static approach avueng period of time, as
Dustmann and Frattini (2014) do, to assess theugwal of fiscal contribution under
different degrees of EU mobility and accessibitityDanish welfare. However, we
depart from the studies of Dustmann and co-authgrestimating net fiscal impact
directly on the basis of individual data (see Ruiétl4, for similar methodslRanish

administrative register data allow us to directlgcrébe to each EU citizen tax

contributions, income transfers and use of puldiwises.



The main contribution of this study is the compiotatof fiscal impact for 100% of
the population of EU citizens in another EU coun®@yr dataset includes repeated
cross sections of 100% of the population of Elkeitis in Denmark on 31 December
of each year between 2002 and 2013. We have bdertabain access to the full
population of EU citizens, which seldom granted and has to our knowledge not
been compiled before in Denmark or beyond. Thus,uhique dataset enables us to
describe the evolution of EU citizens’ welfare camption and contribution over a
long period of time. Differently from other studjege do not exclude EU citizens on
the basis ofheir length of residencelnstead, we estimate fiscal impact for the stock
of EU population in Denmark and for the subsampfeshorter term and longer term
migrants. This separate analysis permits assessigual changes over time in the
composition of inflow and outflow of EU migrants iarms of their contribution to
Danish welfare. We study, in addition, the sepafatal impact of migrants from
old EU countries and new EU countries, as the rigrgpopulation from Central
and Eastern European countries is growing fasten tinat from traditional EU

countries. Finally, we consider also the fiscaltdbation of different age groups.

We construct a dataset for each year by mergihgst of administrative registets
such populations of EU citizen¥hese data contain information on each person’s
total amount of public income transfers and to@yment of personal income tax,
labour market contribution and tax on real prop€eftye dataset, in addition, contains
individual information on the use of health carevees, criminal charges, day-care,
school, and secondary and higher education. Finallg use population and
migration administrative register information to asare socio-demographic and

income information and the length of residence anidark.

For EU citizens residing in Denmark on 31 Decenfti$)2—2013, we examined their
fiscal contribution and welfare consumption for keaear. The fiscal contributions
include income tax, property tax, labour markettdbaotion and value added tax
(VAT). We have compiled most contribution itemseditly based on administrative
information at the individual level, with the extigm of contribution via VAT and

levies. VAT is calculated indirectly as 24.5% of Eltizens’ disposable income, a

highly reliable variable that we observe for theolkghpopulation. We here rely on

10



the Danish authorities’ standard estimation of bation via VAT, which is used in

general across age groups and nationafitiesnay, however, be argued that EU
immigrants with shorter term residence in a hosintxy save more or send part of
their income to relatives in their country of ongand therefore do not contribute as
much as the national population via VAT. To takes ihto account, we calculated a
lower percentage of VAT contribution for the fifste years of residence, starting
with 12.25% VAT contribution during the first yeaf residence and then increasing
linearly to 24.5% VAT contribution after five yean§ residence. This means that for
the first five years of residence, we estimate rimittance from VAT payment

rather conservatively.

Concerning the public expenditures from EU immigsan Denmark, we compiled
data for received cash benefits and benefits id.KHor cash benefits, it is possible to
extract data on the exact paid out amount by meari3anish register data. The
expenditures for all accessible cash benefits werapiled at an individual level:
unemployment benefits, health and parental benefdsial assistance, integration
allowance, social pension, study grant, family bésie pension benefits, early

retirement benefit and housing allowance.

For welfare services, granted as benefits in kiadiministrative individual data
informs us of the consumption hereof, but not & tosts. As the use of welfare
services is a relatively important part of expemdis in the Danish public sector, we
compiled data on EU immigrants’ use hereof at tidividual level. The data on
individual enrolment in day-care and elementaryosthallow us to identify
individuals’ use of pre-school and school servi€ast dataset furthermore allows us
to identify individuals enrolled in secondary edima or higher education
programmes. In addition, our data allow us to iderthe individual use of the
healthcare sector: consultation by a general pi@oéir or dentist and hospitalization.
Finally, criminal charges against EU immigrants als identifiable in our dataset.
It should be noted that our estimate of criminatitysts can be considered as an
upper bound because not all charges end with cbhongc We have estimated the
costs of welfare services for each year betweer? 20 2013 based on different

sources. The cost per unit estimates of havingld ehrolled in day-care (i.e. cover
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creche, day-care, nursery schools and age-integiradgtutions) per year rely on the
official estimates developed by the Ministry of #bdAffairs and the Interior. The
costs per unit estimates for being enrolled in eletary school per year rely on the
official estimates developed by the Ministry of #bdAffairs and the Interior. The
cost per secondary education enrolment per yganoiged by the rate the state pays
to each secondary educational institution per tiole equivalent (FTE; i.e.
‘Taxametertakst’). These data are retrieved fronre Winistry for Children,
Education and Gender Equality. Data on the costupér for higher education is
proxied by the rate the state pays to each higtecation institution per FTE (i.e.
‘Taxametertakst’). These data are available from Nhnistry of Higher Education
and Sciences. The yearly total public expendittwegeneral practitioners have been
extracted from the financial statement of the Regjiorhe number of consultations
per year is retrieved from Statistics Denmark. Tlst per unit is calculated by
dividing total expenditures by total number of adiestions. Data on the total
expenditures to dentistry and on consultations exéracted from Statistics
Denmark’s database. The cost per unit is calcullayedividing total expenditures by
total number of consultations. Data on the totagial expenditures and number of
hospitalizations have been extracted from Stasidienmark’s public expenditures
section. The cost per unit estimate is the totpkexditures divided by the number of
hospitalizations (for the same method, see Jacobseah, 2011: 23). For the unit
cost of criminal charges, we base our estimatether2009 estimate in Jacobsen et
al. (Jacobsen et al., 2011: 23). The 2009 estimsaised for the whole period under

investigation’

Concerning public goods, the ideal would be to Wake the marginal costs for
providing public goods for each arriving immigrafsee Dustmann and Frattini,
2014: 599 for their considerations on using maigusssus average cost of public
goods). However, no data are available for the margosts of providing public

goods to immigrants. We therefore calculated theraye costs of public goods, i.e.
the ratio of total expenditures for public goodsttie total populatiofi.The public

goods’ costs cover a long list of items, includilgsts for legislative and
administrative institutions, fiscal affairs, extalnaffairs, defence, transport and
infrastructure maintenance, fire protection, publcder and safety, waste

12



management, environmental protection, etc. Manyhef items are ‘pure’ public

goods in the sense that costs are fixed irrespeciithe size of the population. The
average costs of public goods are therefore likelpverestimate the actual costs
implied by the EU immigrant. In our analysis belome therefore generally hold the
marginal cost of public goods equal to zero but adower bound calculation of the
average fiscal impact where the marginal cost dlipgoods is equal to the average

cost (see Figure 2c below).

For the examination of the net fiscal contributi@n different populations of EU

citizens in Denmark, this is obtained by the dd#feze in means between
contributions and expenditures. In this way, we eaamine the extent to which EU
immigrants in Denmark ‘pay their way’ in the wekasystem (Dustmann et al.,
2010: 2) over a long period of time.

Finally, it should be noted that we have not beble do take into account the
contribution of EU citizens to corporate tax in Dwark, a feature that can

underestimate the total contribution of EU citizémshe Danish welfare system.

EU Immigration to Denmark 2002-2013

We define an EU immigrant as an individual residimgpenmark in the observation
year with citizenship from a country member of 88 on 31 December of the
observation year, irrespective of the year of afror length of migration. In Figure
1, we report graphically the population of EU imnaigts in Denmark during the
years between 2002 and 2013 by different individureracteristics. In this period,
the number of EU citizens in Denmark increased icemably from 53,782 to

159,857 people (see Figure la). Over the 12-yessipan, EU citizens residing in
Denmark increased by approximately 146%. Howewes,itnportant increase in EU
immigration to Denmark is not equally distributedrass different age groups
(Figure 1b)° Notably, the group of EU immigrants aged betwe&na®d 44 has

grown at a much faster pace than the remaining gagaps, such that the age
distribution of EU immigrants in Denmark is increggy concentrated in this young
worker age group, with the other age groups foll@asimilar trends. The groups of

13



retired EU immigrants and children are the small€sese are also the groups with
potentially the most negative impact on the fiszaitribution of EU citizens. Figure
1c plots the evolution of the population of immigis from old EU countries and
from new EU countries. This plot clearly shows timathe future, the number of EU
citizens from the new member states will outnunthermore traditional population
of EU immigrants. Ultimo 2013, the five main statsorigin for EU citizens in
Denmark were Poland, Romania, Sweden, GermanyrentdK. Finally, Figure 1d
shows the evolution of temporary (under three yesanse migration) and more
permanent EU immigrants (at least three years smiggation). This plot reveals
that both groups are growing at a similar pace #rad the stock of temporary
immigrants is more sensitive to the business cybtesum up, over the examined
time span, we see an important increase in the aumb EU immigrants in
Denmark, changing the EU immigration pattern towaath immigrant population
that increasingly originates in the new memberestaand is concentrated at a

younger working age.
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(a) EU Citizens in Denmark (b) EU  Citizens in Denmark By  Age

180000 90000 -
160000 80000 1

70000 -
140000

60000 -
120000 50000 4
100000 40000 -
80000 - 80000 1

20000 -
60000 -

10000 -
40000 - o

20000 - 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

0 T T T T T r T r T T T v esesesess 0-16 YEARS OLD = « = . 17-24 YEARS OLD
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 25-44 YEARS OLD — = = = 45-64 YEARS OLD
EU CITIZENS = .« + = 65- YEARS OLD

(c) EU Citizens in Denmark By Country of Origin(d) EU Citizens in Denmark By Years Since Migration
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Figure 1. Population of EU Citizens in Denmark, by Individ@aracteristics
Notes:(a) The number of residents in Denmark each 3leer of the current year with
citizenship from a member state of the EU; (b) Tihenber of EU citizens in Denmark by
age group; (¢) The number of EU citizens with eitighip of countries entering the EU
before May 2004 (solid line) and the number of Elizens from countries entering the EU
after May 2004 (dashed line); (d) The number of Eitizens in Denmark for two
subsamples according to their years since migratiddenmark. The solid line denotes the
numbers of EU citizens who have been in Denmarkatoleast three years, whereas the
dashed line denotes EU citizens who have been mmagk for less than three years. Note
that the descriptive evidence on the cohorts comegryears since migration are not
available for 100% population of EU citizens witsidence in Denmark as there are some

missing observations in Danish register data.

The Online appendix presents summary statisticdhferoverall EU population in

Denmark, by year of observation and by length sfdence. The table shows that on
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average an EU citizen is approximately 35 yearsaalll has been in Denmark for 5.5
years. However, the average age of EU citizens talér the studied period from 38
in 2002 to 34 years old in 2013 because of the lpgksence of younger EU
immigrants from the new member states. Despite itgortant increase in the
number of EU immigrants and the changes in age amnohtry of origin, many
characteristics of EU immigrants in Denmark haverbstable. Residence length,
presence of women, employment, hospitalization arachinal charges remain at
similar levels across 2002—-2013. In fact, the paBges of main drivers of social
expenditure such as unemployment insurance andlsssistance are lower in 2013
than in 2002. When distinguishing EU citizens bgrgeof residence in Denmark, we
see that EU citizens with shorter term residenee at most three years in Denmark,
tend to be much younger, have fewer children, gartd a smaller percentage of key
social benefits such as study grant, unemploymahirance and social assistance,
and are less frequent users of the health carerdbein EU citizens with longer term
residence, i.e. more than three years in Denmark. tus see that ‘social
integration’, here conceptualized as the extemthiwh the welfare system is used, is

weaker for EU citizens with shorter-term residence.

Fiscal impact of EU citizens in Denmark between 2@and 2013

We computed the fiscal impact of EU citizens byedily ascribing individuals their
public transfer and estimated cost for each putditvice and their contribution to
each of the revenue sources in the dataset. Tlhissalis to calculate for each year
overall net fiscal impact of the 100% of populatioh EU citizens registered in
Denmark. The fiscal impact is attained by calcualgtihe difference in contributions
and expenditures (for similar methods, see Dustmamh Frattini, 2014; Ruist,
2014). Below, Figure 2 presents the contributioqpeaditure and net fiscal impact
for the full EU population each year from 2002 il 2, in aggregated and average
figures!® Our estimates show that over the entire periodnigrants from EU
countries contribute with €15,538m to Danish welfeexpended €8905m in public
income transfer and services and therefore madesdiye fiscal contribution to
Denmark of €6633m. As shown in Figure 2a, the agmped contribution and
expenditure increase substantially over time, driv®y the fast growth in EU
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immigration to Denmark. The figure also shows tihat total fiscal contribution has

grown almost every year, with the only exceptiomgehe period 2002010.

Figure 2b, which reports the average figures, destmates that the upward trend in
net fiscal impact is driven by EU population growiburing the studied period, the
average fiscal impact dropped somewhat when comgpa602 with 2013. However,
apart from the years of crisis, 202810, it is also remarkable that the average fiscal
impact remained rather constant around €6000 per didizen. The 2004,
enlargement slightly reduced individual contribatioThe average expenditure
increased temporarily during the worst years ofnecaic downturn, but individual
expenditure returned to pre-crisis levels in 220A3. To sum up, the fiscal
contribution of EU citizens in Denmark improvesastdy over time, driven by a fast
growing immigration population. EU citizens’ extextdaccess to Danish welfare,
enlargements and the onset of one of the mostes@genomic crises in Europe have
had a limited and temporary impact on individuaisteption of public income

transfers and consumption of public services.

17



(a) Total Fiscal Impact, in Million €2013
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Fiscal impact by components: age, years since migran and country of origin

As discussed previously, the evolution of EU imratgyn to Denmark clearly shows
a fast increasing trend in the presence of EUasiszin the young worker age group.
Not surprisingly, Figure 3a, which reports averéigeal impact by age group, shows
that the net fiscal impact of EU immigrants is eénvby the working age population
of EU citizens. When we focus on children and yogtioups, their average
contribution is stable across the period, withaiteh costing approximategp000 to
the Danish welfare state and the youth group (1)yg24ctically having no fiscal
impact because of the presence of both studentsvarkers in their first years on
the labour market. A different picture arises foe group of retired EU citizens. In
this case, their negative fiscal impact drops betw2007 and 2011 and returns to
pre-2007 levels in 2012—-2013. The differences afibcal impact across age groups
show the importance of the age distribution of pypation. EU citizens in Denmark
are, however, overrepresented in the age groupghwiakes a positive fiscal

impact.

We now turn our focus to the different contribusoof temporary, e.g. immigrants
with residence under three years, and those witbdoresidence in Denmark, e.g.
more than three years of residence. Figure 3 detmades that both groups of EU
citizens have a positive contribution to Danishfewe. However, the contribution of
EU citizens with shorter term residence in Denmarkn average4000 lower than

that of immigrants with more years in Denmark. Néweless, the consumption of

public income and services of more recently arrikzébcitizens is also much lower.

When comparing citizens from old versus new mensbates, Figure 3 shows that
citizens from old member states contribute more d&dsb benefit more, i.e. social
expenditures are higher. The aggregated fiscal cmfram the two groups of
countries are positive for both throughout the exaah period but, as also shown by
Dustmann and Frattini (2014) and Ruist (2014),rtbefiscal contribution is higher
from EU citizens from old member states than froewrmember states. The fiscal
impact from EU citizens from the new member stameseases considerably from
the EU10 enlargement in 2004 to 2008 and then dhaps 2008 to 2010. From

2011 to 2013, we see a more modest increase afagnevolution is different for
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citizens from the old member states. We see a deernm the net fiscal contribution
until 2010, followed by an increase from 2011 t4.20
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Figure 3. Average fiscal impact of EU citizens in Denmank2002-2013 by age,
years since residence and country of origin, inl820

Conclusion

The EU rules on free movement of people and thbtrig cross-border welfare are

increasingly contested. The nexus between EU inatigr and the welfare state became
high politics in the UK referendum and has cast B¢ into its worst crisis ever. The

assumption that EU immigrants pose a net burdernhenhosting welfare system has
sounded loud and wide in recent years. The relstiipnbetween free movement rules and
the welfare state is one of the most salient debatecurrent EU politics. The ‘welfare

burden’ thesis has been the core of this debagerelturrent articulation calls for an

empirical test, which has been the research endeaddhis paper.

In this article, we have examined the fiscal imp#EdEU immigration on the universalistic,
tax-financed welfare state of Denmark. In the natBrceptional system of EU free
movement for persons and cross-border welfare, Rekmonstitutes a crucial case for
examining whether EU immigrants are net burdena welfare state with the largest share

of non-contributory social benefits, among othey kbaracteristics.

The main contribution of this study has been anieaogb inquiry into a solid claim with
wide and growing political implications on the ks a unique dataset, a long time span
and for a 100% of the EU citizens residing in Derkma@he main conclusion is that even
in this type of presumably exposed welfare stateard even during a time span of
considerable structural changes — EU immigrants emad significant positive net
contribution to the Danish welfare state. We thejsat the ‘welfare burden’ thesis for the
universalistic, tax-financed welfare state of Derkmélot only have EU citizens paid their
way into the welfare system, but they have alsoeradonsiderable contribution to its
fiscal sustainability through tax payment. The faet burden’ thesis disregards that
inclusive, generous welfare states also obliger thesidents to pay high taxes. Also
disregarded is that EU rules permit member staiesondition residence rights on EU
immigrants not being an ‘unreasonable burden’ @ndbcial assistance system of a host

State.
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During the 12-year time span examined, the EU imatign pattern in Denmark changed
substantively, but reliance on welfare remainetigastable. The number of EU citizens
residing in Denmark increased by approximately 146f@ the EU immigrant population

came increasingly from the new member states amdnbe more concentrated in the
young worker age group. However, the average fisoglact of EU citizens remained

positive — even during the economic downturns dd&€2010. Contributions decreased
during the crisis years, and expenditures incredsgdstayed positive on a net balance,
also when considering average cost of public godts. differences in the fiscal impact

across age groups showed the importance of thedeg@boution of a population. EU

citizens in Denmark are, however, overrepresentethé age groups, which makes a
positive fiscal impact. EU citizens with shortemteresidence proved to contribute less but
also to benefit less from the welfare state thasehwith longer term residence. Moreover,
our study compared the fiscal impact of EU citizésn old member states with citizens
from the new member states. The net contributiodittdens from new member states has
been positive since the beginning of their Unionmbership, but lower than that of

citizens from old member states. The latter growgkes higher contributions because of
higher earnings, but also benefits more from th#ane state than citizens from the new

member states.

Our findings demonstrated that the universaligtx-based welfare budget of Denmark
has benefitted considerably from EU immigrationotlgh a period of political and
economic change. The findings did not support thigttype of welfare state depends on a
strong element of closure or is particularly umdit a Union based on a logic of opening.
We argue that because the Danish welfare statesepis a crucial case, more likely to
confirm the ‘welfare burden’ thesis than for examphore residual or insurance-based
welfare states, our findings have certain genahlity beyond Denmark. Having tested
the ‘welfare burden’ thesis on a crucial case, wgeet similar or higher positive fiscal

impact for other welfare state types (George amthB#, 2005, Gerring, 2007).

Our findings did not support the three key claimhshe ‘welfare burden’ thesis. Between

2002 and 2013, EU free movement and cross-bordéaneeules did not make a negative
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fiscal impact on the welfare state of Denmark. dadf EU citizens made a significant
positive contribution to the Danish welfare buddeairthermore, EU immigrants from the
new member states were positive contributors to wledfare budget throughout the
examined period. EU immigrants from the new memdates contributed less to the
welfare budget than immigrants from the old mendiates, but they also benefitted less.
Lastly, immigrants with short-term residence provwedcontribute less to the welfare
budget but also to benefit less. Also this groujidfcitizens proved to pay their way into

the Danish welfare state.

These findings strongly suggest that welfare statesmore resilient to open borders than
current political claims articulate. This shouldiite us to rethink the free movement—
welfare state nexus. EU rules are rather excepfitmié not unconditional. They offer no
open invitation into the welfare state. The averpg#ile of EU immigrants in Denmark
departs remarkably from what is coined in concepits‘'welfare tourism’, ‘welfare
migration’ or ‘welfare burdens’. Instead, EU immagts in Denmark are relatively young,
tend not to stay over the long term and contrifutancially to the maintenance of the

welfare state.
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Notes

1. In May 2004, eight Central and Eastern Europgtates became members of the
European Union: Czech Republic, Estonia, Hungamtvig, Lithuania, Poland,
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Slovakia and Slovenia, hereafter termed as EU& Alalta and Cyprus became EU
members in 2004.

2. The recent studies by the economists Dustmanattjrit and Hall and Ruist are the
seminal exceptions here. UK studies based on sunf@ynation from the national
Labour Force Survey have demonstrated positivalfisansequences of different
samples of EU immigrants in the UK. Dustmann, kragnd Halls show that
immigrants from EU8 countries that joined the Ewap Union in 2004 had a higher
net fiscal impact than similar UK citizens (Dustmaet al., 2010). EU8 immigrants
made higher direct and indirect tax contributiamg #ghey claimed less public
benefits and services than similar UK citizenghigir 2014 paper, Dustmann and
Frattini considered the fiscal impact of two difat populations: the population of
migrants from the European Economic Area (EEAh®m WK between 1995 and
2011 and the immigrants from EU10 countries, E€I8 plus Bulgaria and Romania,
and rest of EU countries over the period betwedi 2thd 2011 (Dustmann and
Frattini, 2014). Dustmann and Frattini found th&AEmigrants contributed 10%
more than UK citizens and that immigrants arrivimghe 2000s also made a positive
fiscal contribution, irrespective of their countforigin. Moreover, a Swedish study
based on administrative data of approximately 48@Qigrants from old EU
countries and 3000 immigrants from EU10 countneSweden found that compared
to Swedish citizens, migrants from old EU counthasd a larger contribution, and
migrants from new EU countries had a similar cdmittion (Ruist, 2014). The EU10
countries investigated by Ruist are EU8 countrlas Malta and Cyprus.

3. See Eurostat data for social protection staisin financing concerning social

protection receipts by typéttp://ec.europa.eu/eurostat/statistics-

explained/index.php/Social_protection_statistics_ -

financing#Social _protection_receipts_by type

4. However, the rights of frontier workers depaoinh the general rule of non-
exportability, as workers residing in one membatesand working in another have a
right to export their social advantages.

5. Ruist (2014) estimates the net fiscal impact ofdtizens in Sweden in 2007 with
at most 4 years of residence. Jacobsen, Junge kakdeh (2011) consider for the
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same purpose a sample of higher educated immigmari2@nmark in 2009 with at
most 7 years of residence.

6. For Danish authorities’ standard estimation aftdgbution via VAT and levies,
see section 6.1.3.1 of the Danish tax authoritieshods for the calculation of tax
revenues (2013) http://www.skm.dk/media/138783/pmw 0g_metode.pdf.

7. The online appendix ‘Estimations of welfare ssgvcosts in Denmark, 2002—
2013. A note on data collection’ further detaile gorocedures for the estimations.
Table 1 in the appendix sets out the final estiomatiused for each services between
2002 and 2013.

8. Data on yearly costs of providing public goods extracted from Statistics
Denmark, at
http://www.statistikbanken.dk/statbank5a/Select\&@fDefine.asp?MainTable=OFF
24&PLanguage=0&PXSId=0&wsid=cfsear¢hD: ‘OFF24’). ltems of expenditure

include rows one through five (i.e., ‘General Pal8ervices’, ‘Defense’, ‘Public

Order and Security’, ‘Economic Affairs’ and ‘Envitmental Protection’). Data on
the population size are extracted from Statistiearark at
http://www.statistikbanken.dk/statbank5a/Select\&@fDefine.asp?MainTable=HIS
B3&PLanguage=0&PXSId=QID: ‘HISB3’). The unit cost of yearly public gosd

provision is calculated by dividing the total costgublic goods provision in the

given year with the total population size in thensayear.

9. The Online appendix presents the age distohuwif EU citizens during the last 5
years of our sample, disaggregated by countryigfrorAs in the Swedish case
(Ruist, 2014), immigrants from new EU countries imi@e concentrated in the
younger working age group than immigrants fromld countries, and both groups
are much more heavily concentrated for the EU paipan than the population with
Danish citizenship.

19 The Online appendix reports the amount per yea€d013 for the full EU

population and for the different groups consideretthis article.
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