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Abstract

The issue of the free movement of persons occupies center stage in the negotiations on EU
enlargement. Opinion polls and household surveys reveal that a majority of EU citizens are
fearful of the consequences of the free movement of persons. Influenced by these surveys, the
EU Commission and several studies have reviewed the pros and cons of alternative flexible
transitional arrangement proposals ranging from the current bilateral guest-worker
arrangements practiced by some EU members to the establishment of fixed quotas during a
limited period of time. These suggestions are reminiscent of the Swiss experience with
immigration. At the same time, under the system of direct democracy, the Swiss electorate has
voted regularly since 1970 on the policies towards immigrants and on the shape of
immigration policy. The paper reviews the Swiss experience with immigration policy and
draws on the unique direct-democracy setting to bypass the problem of “hypothetical bias”
plaguing the analysis of conventional survey data. Determinants of attitudes towards
immigration are analyzed using individual-level survey data for 2000.
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1. Introduction

The EU is about to take in 12 European states as new members raising the population by 28%
to 480 million. Under current community law, the new member states would benefit from the
four basic freedoms of the Treaty of Rome. This means that people, capital, goods and
services would circulate freely. Also under current Community law, welfare payments are
attributable according to country of residence. As a result, despite the results from several
studies suggesting that enlargement under current rules should have small positive aggregate
effects on the welfare of EU-15 citizens," there is fear of adjustment difficulties with respect
to the free movement of persons, especially in Austria and Germany. As the EU is worried
that this issue threatens to affect public support for enlargement, a flexible system of

transitional arrangements has been put forward in the negotiations with candidate countries.

The EU’s position is based on opinion polls that suggest that EU citizens are reluctant to
further immigration. In a 1997 Eurobarometer survey, in most European countries (except
Finland, Spain, Ireland) a majority of respondents considered that further immigration would
cause problems domestically. Moreover, only 12 percent of respondents in the EU thought
that Eastern Europeans who wish to work in the West should be accepted without restrictions.
These attitudes contrast with the rather modest labor-market effects that can be expected from

projected migration flows in case of EU enlargement.

Are attitudes towards EU enlargement linked to projected migration flows or stocks?
According to several authors (Bricker et al., 2001; Dustmann and Preston, 2000), attitudes
towards immigration can be explained by three components: labor-market effects, welfare
take-up and racial or xenophobic prejudice. Most studies addressing the first issue have
concentrated on estimating the change in stocks that would result from CEECs’ accession to

the EU.? Such an approach gives, however, an incomplete picture of the effects of EU

! See e.g. the multi-author studies by Boeri et al. (2001a), Briicker et al. (2001) and Sinn et al. (2001). The latter
emphasize, for Germany, potential problems during the transitional phase.

2 Evidence, mostly based on estimates of inflows from the 10 aspiring countries, suggests that the stock of
people (not only workers) would rise to 4.0 million (up from the current 830,000) with their share in EU
population rising from 0.2% to 1.1%. The estimates suggest that the increase in immigrant population from
enlargement will be largely concentrated in Germany that is to absorb over 2/3 of projected immigrant inflow,
with an additional 10% to go to Austria (Sinn et al. (2001) forecast that between 3.4% and 4.3% of the
population in acceding countries will flow to Germany, while Boeri et al. (2001) have a lower forecast between
1.8% and 2.4%). According to Sinn et al. (2001), over the next 15 years, the stock of immigrants in Germany
would increase to between 4% and 5% of the native population. Boeri et al., over the next 30 years, estimate that



enlargement since it will also involve a change in the legal status of workers in the labor
market. For example, bilateral guest-worker and seasonal-worker arrangements currently used
by several EU members with the CEECs (see Boeri et al. 20014, table 4.4), which have good
reasons to exist from a political-economy perspective, will have to be abolished. With few
exceptions (Bauer et al. 2000; Briicker et al. 2001, chp.2), these political economy aspects of
the migration consequences of enlargement have been largely ignored in the current debate

(see section 2 below for a theoretical exploration of this issue).

As to welfare dependence, Fertig and Schmidt (2001) show that the negative perception of
immigrants by natives is not in accordance with the moderate risk of immigrants to depend on
public assistance in Germany. Nonetheless, Sinn et al. (2001) consider that the problem is
serious enough to recommend delayed integration of immigrants into the social welfare
system in order to avoid an erosion of the welfare state through competition between
receiving countries. Turning to the role of non-economic factors, it is difficult to gauge from
the rare studies available whether racial prejudices influence significantly attitudes towards

EU enlargement.?

This paper contributes to the debate on the political economy of migration policy. It recounts
the Swiss experience with immigration policy which is pertinent for the current debate along
several dimensions. First, Switzerland has absorbed a great number of immigrants, not only
before 1974 (when European countries switched to a restrictive immigration policy) but also
over the last twenty years (the share of foreigners has risen from 14% to 20% between 1980
and 2000). This increase is more important, in relative terms, than the projected rise in the
immigrant stock in Germany following EU enlargement. At the same time, anti-immigration
attitudes seem to be less widespread in Switzerland than in other European countries
according to a recent Eurobarometer survey (see section 4). It is therefore worthwhile to

examine more closely the characteristics of Swiss migration policy.

the share of immigrants from the CEEC-10 in German population would increase from the current level of 0.6%
in 1998 to 3.5% in 2030 and in Austria from 1.3% to 5.5%. (As a reference, the stock of foreigners in
Switzerland has more than tripled since the end of World War Il to reach over 18% of the population.) Other
estimates also suggest that past immigration has had little effect on unemployment, and that any negative impact
on wages would be limited.

® Dustmann and Preston (2000) find that racial prejudice is the most important component explaining negative
inclination towards immigration of ethnically different populations (West Indies, Asia). By contrast, for
European immigrants, the estimated contributions of welfare and job concerns are as strong as those of racial
prejudices.



Second, Switzerland has carried out reforms in immigration laws and policies that are close in
spirit to several of the alternatives envisaged in the debate towards enlargement, as discussed
in European Commission (2001). Of particular interest in the Swiss case, is the interaction of
economic interests with the expression of these interests via the political system. The system
of direct democracy has forced the Swiss government to conduct its immigration policy so as

to avoid that restrictive propositions would be adopted by popular vote.

Third, the Swiss version of direct democracy is also interesting at the empirical level. Since
1970 the Swiss electorate has voted regularly on immigration policy and individual surveys
were carried out after most votes. From the point of view of understanding attitudes towards
immigration, this is in sharp contrast with attitudes drawn from survey polls which may suffer

from “hypothetical bias”.

The remainder of the paper is structured as follows. Section 2 reviews the political economy
dimensions of immigration policy in a direct-democracy framework, which is relevant both
for Switzerland and for interpreting the results from recent polls, taking into account that
Swiss migration policy has been of the guest-worker type and that labor markets are
segmented. Section 3 then briefly recounts how the votes on referenda and popular initiatives
shaped Swiss immigration policy over the last thirty years. Section 4 uses a household survey
conducted in connection with the 2000 vote on establishing a quota on the stock of
immigrants (slightly below the existing level). That poll allows us both to estimate the
probability of participation in terms of individual characteristics, and to predict what the
outcome would have been had all voters participated (the participation rate was 44%). While
it may not be valid to infer that such predictions correspond to what is captured in opinion
polls (where there are no participation costs and all participate), it might give a first handle on
what EU citizens might in fact vote, if they really were brought to the booth. Conclusions

follow in section 5.
2. The political economy of immigration policy
Attitudes towards immigrants, as expressed in opinion polls and at the voting booth, can be

usefully decomposed into three components: cultural preferences or social capital,

implications for the functioning of the welfare state and economic effects (fear of



unemployment and/or lower wages). Cultural preference aspects have been examined in
Hillman and Weiss (1999a), Schiff (1998, 1999) and have been summarized in Grether et al.
(2001). The welfare implications in the context of EU enlargement have been recently
covered in Sinn (2000), Bricker et al. (2001) and Boeri et al. (2001a). Here we wish to
emphasize the role of economic effects in the determination of migration policies in a direct
democracy framework.® We consider first the political economy of skill requirements, then
we explore whether low-skill immigration is likely to be accepted in a direct democracy if

“guest-worker” policies are pursued.

2.1 Skilled or unskilled labor?

Following in the footsteps of Canada and New-Zealand, several countries have introduced a
point system to determine eligibility for applicant migrants, which could correspond to one of
the transitional arrangements considered in the accession negotiations for the CEECs. As
shown by Bauer et al. (2000), cross-country evidence seems to suggest better assimilation

rates for countries that have relied on such programs.

From a theoretical viewpoint, what policies regarding skill requirements for immigrants are
likely to be adopted in a direct democracy? Benhabib (1996) considers this question in a
median-voter framework where capital is distributed unequally among natives. He assumes
that there is a fixed pool of potential immigrants with different capital endowments (or skill
levels) and his main result is the following. If the median capital endowment ki, is smaller
than some critical level k., a minimum skill requirement will defeat any other policy under

majority voting with pairwise alternatives.’

* The median-voter model is well suited to represent how citizens’ preferences over immigration translate into
actual migration policies. Indeed, Scheve and Slaughter (1999) find that individuals form their opinions in
accord with their interests as labor-force participants. Moreover, the median-voter model gives a realistic
description of the Swiss political system, where people actually vote on immigration issues, but also of
representative democracies with governments monitoring closely the public’s mood on immigration. In this
approach, the links to the underlying economic model are more transparent than in other political economy
approaches. Alternatively, one could rely on the pressure group model. In that case, policy is the result of the
maximisation of a welfare function whose weights are often arbitrarily chosen. For examples of this approach,
see Buckley (1996) and Mezza and Winden (1996).

> By symmetry, if k,, > k, a maximum skill requirement would defeat all other policy alternatives. However,
such a policy might be difficult to enforce in the case of non-human capital, since immigrants might be able to
conceal their capital holdings.



To gain some more intuition on this issue, consider a less general setting with only two
alternatives up for vote: no immigration vs. admission of a fixed number of immigrants.
Variations in income determine the attitude towards immigrants. Each native household is
endowed with one unit of labor and a certain amount of capital, which is unequally
distributed. If immigration lowers his income, he will oppose it. If no other issue is on the
political agenda, preferences are single-peaked and the national stance towards immigration is
determined by the median voter. When will the immigration option be accepted in this
framework? Consider first the simple case of a constant-returns aggregate production function
F(K,L) and competitive labor markets. If the number of immigrants M is small relative to the
number of natives N (L=N+M), immigration produces the following change in income y of a

resident endowed with k units of capital:®
dy/y _Hk —kHk -k L(l—sL)E O
dM /L k k mo(y’y)

where k is the country’s aggregate capital-labor ratio, k; the new immigrants’ average capital-

labor ratio, 9 per capita income, s, the share of labor in national income and o the elasticity of

substitution between labor and capital. Define the critical capital (or skill) level k. as the level
of capital k at which an individual is indifferent with respect to immigration. In this simple

set-up, the critical capital level k is equal to k . If the distribution of capital, which should be
interpreted as encompassing physical and human capital, is skewed to the right (as in figure 1)
then the median skill level k, is smaller than k. and the immigration option will be accepted if
the immigrants’ average skill level k; is greater than the critical level k.. By contrast, unskilled

immigration (k; < kc) will be opposed.’

It is useful to relate this setting to the traditional analysis of immigration which focuses on the
efficiency gain (“immigration surplus™) occurring with finite immigration. It should be noted,
however, that the distributional changes produced by immigration are first-order effects,

whereas the immigration surplus is only of the second order. As we emphasize distributional

® Equation (1) is obtained by differentiating y = F, +kF,, with F,, =—(L/K)F, =—(K/L)F and
o=FF J(F.F).



considerations in our politico-economic analysis, we neglect the efficiency gain by assuming
that the immigration option, which is up for vote, involves only a small number of potential

immigrants.

Voting costs. Their existence might alter the above conclusion. Assume that, as in Mayer
(1984), all individuals face identical voting costs, C. A voter will only take part in the vote

about immigration if the expected change in his income exceeds voting costs, i.e. if

|dy/dM| > C . If the distribution of capital is asymmetric, the outcome of the vote depends on

voting costs. In particular, figure 1 makes it clear that if the distribution of capital is skewed to
the right, it is possible that unskilled immigration (k; < k;) will be accepted by vote, even if
this option is opposed by a majority of the population.? Indeed, among those who choose not
to vote in the example depicted in figure 1, a clear majority would be against unskilled
immigration. The issue of participation will become prominent in the empirical analysis of

section 4.

Insert figure 1: Skewed distribution of capital and attitudes towards migration

This first approach provides a good rationale for the recent implementation, in several
European countries, of migration policies relying explicitly on skill criteria (e.g. the recent
introduction of a “green card” in Germany; a similar scheme is underway in Switzerland).
However, this simple framework is unable to explain policies of temporary migration or of the
“guest-worker” type, which can be characterized by active recruitment of low-skill
immigrants. Although these temporary migration policies were more prominent in the 1960s,
they still play an important role in the current regulation of East-West migration. The
remainder of this section will explore the channels through which these policies tend to
decrease the critical capital level, making it more likely for low-skill immigration to be
accepted in a direct-democracy framework.’

" See also Bilal et al. (2003) who deal with the case of a beta distribution of capital in a direct-democracy model
with three factors and two sectors.
® Note that the voting costs ¢ depicted in figure 1 are expressed in terms of capital per capita. They are linked to

voting costs C through the following expression: ¢ = Ck 2oL /((k — K,)S. S« Y).
® Consider the following simple example which lowers the critical capital level k. (relative to the case considered

above). Assume that, at the moment of the vote on migration policy, unskilled immigrants make up an important
share of the initial population. If these immigrants do not have the right to vote then k., equal to the average



2.2 Guest workers and temporary migration

With the Eastern enlargement of the EU, the current guest-worker policies and temporary
migration schemes that apply currently to CEEC workers will have to be abandoned for the
Community acquis.’® To understand how such a policy change would fare in a direct
democracy framework, it is crucial to see why guest-worker policies were adopted in the first

place.

Most guest-worker policies or temporary migration schemes aim at channeling immigrants
into occupations or sectors where they do not compete with native workers. The sectoral
segregation between natives and migrants is either the direct result of legal regulations (e.g.
by issuing work permits limited to certain sectors) or the indirect outcome of differing
economic incentives. We discuss both cases in turn. To account for the structural effects of
guest-worker policies, the model is expanded to two sectors (Ricardo-Viner model)."* The
economy produces two traded goods: X (import-competing) and Y (export-competing), using
three factors: labor (L) which is mobile between the two sectors, and two types of sector-
specific capital (Kx, Ky). We keep the assumption that capital is unequally distributed among
natives; capital owners are paid at the average return of the two sectors. We assume
furthermore that the median capital endowment (among voters) is smaller than the average
capital-labor ratio, and that immigrants are unskilled (i.e. they do not bring any capital with
them).

capital-labor ratio of total population, is smaller than the average capital-labor ratio of the native population.
Thus the capital endowment of the (native) median voter might well be greater than k.. However, this case,
which is reminiscent of the current Swiss situation, does not provide an explanation of why the (old) immigrants
were accepted in the first place. The consequences of allowing for immigrants that do not have a right to vote in
a Ricardo-Viner direct-democracy model are analyzed in Grether et al. (2001).

% In EU countries, currently immigration from the CEECs takes mostly the form of temporary migration,
regulated either unilaterally by the host country or by bilateral agreements (see Boeri et al. (2001a), table 4.4).
Through these programs, workers from the CEECs are channeled into occupations with low skill requirements.
As a result, Boeri et al. (2001a, p.56) find that, although migrants from the CEECs are highly skilled, they work
in the same sectors as other foreigners (i.e. labor-intensive sectors with a high share of unskilled workers).

' The Ricardo-Viner model is a natural framework to examine the political-economy aspects of various
migration policies in an open economy. Its time-frame, with short-term rents, also probably corresponds to the
time-frame envisaged by many voters when they form an opinion on immigration policy. For example, Hillman
and Weiss (1999b) suggest that voters probably find the Heckscher-Ohlin model appealing when formulating
trade policy since it captures the indirect effect of labour (via embodiment in imports), and the Ricardo-Viner
model when formulating immigration policy since immigrants compete directly with domestic labour.



Traded goods only. Suppose first that both goods are traded, and guest-workers are confined
to one sector (guest-workers are not only CEEC nationals, but also from other countries such
as Turkey). In the absence of an immigration surplus, permanent immigration, which brings
down real wages, should never be observed as it will be opposed by a majority of voters.
However, guest-worker immigration may occur, and will be welcomed by all individuals
holding some capital. Indeed, suppose we start from an initial situation where there is already
a substantial number of guest-workers in the country. Moreover, assume that all guest-
workers have been confined to sector X by an exogenous segregation process which has
displaced all native workers to sector Y. Such a segregation process can be implemented (as in
the case of the CEEC workers in the EU countries) through a “rotation system” granting only
fixed-term labor contracts to immigrants, preventing any change in occupation during their

time of stay.

This situation is depicted in figure 2 where the number of guest-workers (M) is larger than the
critical amount of guest-workers (M*) that displaces the last native worker from sector X to
sector Y (M>M%*). This means that native labor (N) has become specific to sector Y and that
the wage rate of natives (wy) is higher than the wage rate of guest-workers (wg). In this case,
as shown by Djajic (1997), native workers are “immunized” against additional guest-worker
immigration. Indeed, any additional increase of the immigrant population (represented by the
dotted lines in figure 2) is Pareto improving for natives as it will depress the immigrants' wage

while increasing the real return to Ky and leaving unchanged both wy and the real return to Ky.

Insert figure 2 here: Guest-workers in the Ricardo-Viner model

What if immigration policy is now put up for vote in the host country? If mass expulsion is
not an option, the median voter will prefer to keep a guest-worker system rather than
introduce the free mobility of immigrants between sectors. The latter option would allow
CEEC immigrants to enter sector Y and would bring the natives’ wage down to w*. At the
same time, the guest-worker wage would increase from wg to w*, attracting more immigrants
from the CEECs. Thus the free movement of persons between the CEECs and EU countries
would be doubly opposed. By contrast, a vote on additional guest-worker immigration would
be positive as it would increase capital remuneration in sector Y while leaving indifferent

native workers holding no capital.



This simple framework provides a rationale for the flexible system of transitional
arrangements or the establishment of fixed quota systems as envisaged in the EU Commission
(2001) document. These conclusions are reinforced if one modifies the set-up to include a

non-traded sector.

Non-traded sector. Immigrants are often confined to the lodging, restaurant and domestic
help sectors, both in the context of European countries with guest-worker systems, and
currently in the bilateral EU relations with the CEECs (see Boeri et al. 20014, section 5.2).
Provided that preferences are the same across household groups, the previous conclusion is
reinforced if one of the two sectors produces non-traded goods. Suppose it is sector X, where
guest-worker immigration is frequently observed, and start again from an initial situation
where all natives are employed in sector Y (now the composite traded good). With respect to
the analysis of figure 2, the additional consequence of allowing more guest-worker
immigration would be a decrease in the relative price of non-traded goods (there is an increase
in the relative supply of non-traded goods while the relative demand is unchanged provided
immigrants share a common consumption pattern with natives). This leaves every household
better off than in the traded-goods case, generating a clear majority in favor of additional

guest-worker immigration.*?

The predictions here, according to which one would not vote to abandon the guest-worker
system in favor of the free sectoral mobility of immigrants (and a fortiori, the free movement

of persons) is supported by the history of Swiss migration policy.*®

Segmented labor markets. It is probably unrealistic to assume that fixed-term labor contracts
are the only source of segregation between natives and immigrants. Segregation can also be

observed in the case of immigrants who do not face any legal barriers to inter-sectoral

12 See Djajic (1997). This is all the more likely if one makes the assumption, as do Hillman and Weiss (1999b) in
the context of a similar analysis applied to illegal immigrants, that domestic (and permanent or legal immigrant)
households have stronger preferences for non-traded goods than illegal immigrant households.

B In 1964, Italy pressured Switzerland to renegotiate the 1948 bilateral recruiting agreement, leading to
important improvements in the legal situation of Italian immigrants in Switzerland. This new agreement aroused
much opposition in Switzerland, triggering the creation of several anti-immigration movements. In 1981, the
abolition of the seasonal worker status was also opposed by a large majority of Swiss voters (see details in
section 4 below).



mobility.** Also, the arguments developed above do not explain why the first M* guest-
workers were accepted initially. A more realistic set-up, analyzed in the same Ricardo-Viner
framework by Miller (2003a, 2003b), is to assume that segregation takes place because
immigrants and natives face different incentives in a segmented labor market. As immigrants
are likely to return to their home country, their incentives differ from the incentives of natives.
Discriminatory labor market regulations, such as the preferential hiring of natives, might
reinforce this effect. In the context of a dual labor market, this difference in incentives leads

to discrimination against immigrants if “good jobs” are rationed in an efficiency-wage set-up.

The dual labor market is modeled in a standard efficiency-wage framework following Shapiro
and Stiglitz (1984) and Bulow and Summers (1986). We continue to use the Ricardo-Viner
small-country model with both goods traded. Now Y is the primary sector offering good
working conditions with firms paying above-market clearing wages to induce workers to
supply effort, while X is the secondary residual sector where unattractive and repetitive jobs
can be monitored at no cost. As a consequence, jobs are rationed in the primary sector and
workers are queuing up for them. However, they can always find jobs in the secondary sector
where the wage rate is set competitively. There is no unemployment.™

At equilibrium, the wage rate is equal to the marginal product of labor in each sector. The
labor market equilibrium is depicted in figure 3 with and without immigration. The sectoral
wage differential is determined by the no-shirking constraint. As the initial equilibrium in the
dual labor-market is inefficient, immigration produces not only the conventional “immigration
surplus” (a second-order gain represented by the two triangles and which can be neglected if
immigration is infinitesimal), but also a first-order change in efficiency (represented by the
rectangle) due to the expansion of primary-sector employment (for simplicity, the wage

differential is assumed constant in figure 3).

Insert figure 3 here: Immigration and the dual labor market

 The economic performance of ethnic Germans in the German labor market seems to be similar to (or even
worse than) the performance of other immigrants, although ethnic Germans do not face any legal barriers to
mobility and can be assumed to have better language skills (Bricker et al., 2001, p.58). This points to the
conclusion that these immigrants suffer from an unequal access to the high-wage segment of the labor market.

10



Whether the natives can reap a share of this first-order efficiency gain depends in particular
on the immigrants’ incentives and on migration policy. Indeed, a distinctive characteristic of
immigrants is their probability of return.’® Therefore, even if migrants are identical to natives
in all other respects, their incentive not to shirk is influenced by the probability of return to
their home country which depends indirectly on various aspects of migration policy, such as
the existence of temporary work permits, or the government’s attitude towards social and
economic integration of immigrants. Also, firms are often forced by law to choose natives and

“old” migrants over “new’” migrants in their hiring decision.

All these factors contribute to segregation and thus discrimination against migrants. Since
competition ensures that natives and migrants are paid the same wages, discrimination is of
the type “equal pay for equal work, but not equal work”. Hence migrants have smaller
chances of finding “good” jobs than natives and suffer from sectoral segregation. With
segregation, immigration increases the natives’ chances of finding a job in the primary-sector

and reaping a greater share of the efficiency gain represented by the rectangle in figure 3.

These considerations suggest that the qualitative aspects of migration policy might influence
political decisions with respect to the desirability of further immigration. Indeed, it can be
shown that a “guest-worker” system makes a country more receptive for immigrants than a
less discriminatory policy (de Melo et al., 2002). In particular, an extreme “guest-worker”
policy (resulting in complete segregation) leads to a critical capital level k. which is smaller
than the economy’s average capital-labor ratio. If the distribution of capital is symmetric (or if
the median capital level is not too far below the average), the median voter will therefore be
in favor of immigration. Moreover, a less discriminatory policy entails a critical capital level

that is higher than in the extreme “guest-worker” case.

The Eastern enlargement of the EU will not only create new immigration flows, it will also
improve the legal situation of CEEC nationals who are currently working in the EU under
temporary migration or “guest-worker” schemes. Such a policy change would improve the

social and economic integration of immigrants and enhance their chances of finding “good”

1> For the effects of immigration in efficiency-wage models with unemployment, see Miiller (2003b) and Epstein
and Hillman (2000), where the natives’ willingness to exert effort increases with the number of immigrants.

11



jobs. How would such a qualitative policy change fare in a popular vote? In Grether et al.
(2001), we show that if the median capital endowment among natives is below the average
capital per capita, the improved integration of immigrants will be rejected by a majority of
natives who fear the deterioration of their own economic situation. It should be emphasized
that this is an inefficient outcome, since a policy of social integration would increase the
number of good jobs at the expense of bad jobs and therefore improve the aggregate welfare
of natives and immigrants (see Mdiller, 2003a). Indeed, were immigrants allowed to vote, it is

possible that a majority in favor of the policy change could be found.

In sum, our theoretical framework suggests three main conclusions. First, in the absence of
segmented labor markets, voters will be in favor of a policy of skill requirements for
immigrants. Second, restricting the mobility of guest-workers to non-traded sectors is likely to
gain support for immigration. Third, with segmented labor markets a discriminatory migration
policy, of the type used in the EU and Switzerland in the past, will obtain more support than
an unrestricted migration policy, and a shift from the former to the latter is likely to be

opposed by natives.

3. The shaping of Switzerland’s immigration policy

How does Switzerland’s immigration experience compare to other developed countries?
Table 1 describes the evolution of the share of foreigners across European countries from
1950 to 1998 along with the share of EU foreigners among foreigners.'” Switzerland stands
out in two dimensions. First, compared with other European countries, with the exception of
Austria (and Luxembourg), Switzerland had the highest initial share of foreigners in 1950
(6%), a lead it maintained until 1998 when the share had risen to 19%, while in Austria the
share which had started higher (11%) had actually fallen. Second, while, like all other

181n 1995, average return rates ranged from 1.5 per cent for Netherlands to 7.8 per cent for Germany, though
much higher return rates are attained for particular groups (25.6 per cent return rates for Polish immigrants in
Germany) or for certain legal categories (10.3 per cent for holders of annual work permits in Switzerland).

" Except for the UK where the figures are based on ‘foreign birth’, the figures in table 1 are based on
nationality. The statistics may misrepresent “immigrant pressure” for countries with high naturalization rates,
like France and the UK. In the case of Switzerland, in 1990, 20.5% of residents were foreign born and the
foreign population share was 18.1%, indicating a lower rate of naturalization than in France and the UK. In
1999, foreigners’ accounted for 21.1% of the population. Excluding seasonal workers, asylum seekers and short-
stay foreigners (19.6%); excluding international workers and foreigners born in Switzerland (16.3%).
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countries, the share of EU nationals among foreigners has declined sharply, the share of
Europeans among foreigners in 1998 (62%) is still among the highest.

Insert table 1 here: Foreign population share of the country of destination

It is instructive to consider the history of Swiss migration policy in connection with the
evolution of the foreign population share® (see figure 4). During the period of strong growth
in the post-war period, labor shortages in Switzerland were met by immigration, with the
foreigners’ share in the population increasing from 5.8% to 9.1% between 1950 and 1960. But
at the beginning of the 60's, tensions started building up and the government decreed two
federal orders (in 1963 and 1964) aiming at limiting the inflow of immigrants.*®

Insert figure 4 here: Foreign population share and migration policy in Switzerland

In 1965, the first popular initiative attempting to limit the number of foreigners to 10 % of the
population (instead of the prevailing 15%) was deposed. Confronted with this threat, in 1968,
the government decreed a new federal order aiming at stabilizing the stock of foreigners while
at the same time making it easier for foreigners’ children to become naturalized and giving
leeway on exemptions to assuage economic interests. The initiative was withdrawn but as the
number of foreigners with renewable or long term permits actually increased by close to 5%
(instead of falling by 3% as announced in the Federal decree of 1968), a second initiative
asking for limiting foreigners' share to 10% of the population was deposed in 1969, this time,

the initiators giving up the possibility of withdrawing the initiative.

8 A more detailed account of the recent history of Swiss migration policy can be found in Piguet and Mahnig
(2000).

9 Already then, foreign labor was grouped into three categories according to their work permit: Seasonal
workers who could not reside more than 9 months per year (permit A), annual renewable (permit B), and long-
term (permit C) allowing establishing residence. This reflected the view (expressed in the 1931 federal law on
foreigners) that as long as they were not seeking residence, foreigners were welcome. This changed, under
pressure from Italy, when the bilateral accord of 1964 allowed Italians residing for 5 years to change jobs, and
relaxed time limits for family reunification and for obtaining long-term residence permits. It is this accord that
unleashed opposition in the media to which the government replied by starting its quota policy prior to ratifying
the accord in March 1965.
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The vote of June 7 1970 marks a watershed in Switzerland’s policy towards immigrants (see
table 2(a)). It is the first of a series of popular initiatives taken to the polls over the next 30
years, and the beginning of a policy based on a complex system of yearly quotas that is still
applied today.?® This vote also registered one of the highest participation rates (75%), and it
was only narrowly rejected in spite of a last ditch effort by the government to bring consensus
around its immigration policy by introducing further restrictions on immigration. But the
system of popular initiatives (some aiming at controlling the flow of immigrants, others at
improving the status of immigrants) forced the government to compromise and design over

the years an effective, though not economically efficient, immigration policy.

Insert table 2 here: Initiatives and Referenda on immigration policy

During that period, the government was squeezed between economic interests seeking to
avoid or reduce the impact of quotas, and the popular pressure trying to tighten them. Its
response was to devise a complex system of quotas that gave it the flexibility to play both
sides, and to adjust rapidly to short-term objectives resulting from the combined pressures
coming from labor unions (wishing binding quotas), firms (wishing loose quotas) and parts of
the public (wishing to preserve cultural identity as expressed in its xenophobic requests). For
example, family reunification was not included in the quotas nor was the transformation of
seasonal to annual quotas. This ‘loophole’ led to the third popular initiative seeking to restrain
immigration. With a high participation rate, the initiative’s rejection on October 20 1974 by a
2/3 majority heralded the success of the government’s ‘give and take’ approach. Rejected by a
2/3 majority, one can conclude that the conjunction of direct democracy and lobbying was
shaping Switzerland’s policy towards immigrants.

The role of the democratic process was also evident in the 1981 vote on a popular initiative

aiming at creating more equality between Swiss nationals and foreigners, and eliminating the

% since 1970, yearly quotas are established on the basis of data on return immigrants. To appease senescent
sectors threatened to lose workers to expanding sectors, immigrants can only change jobs after one year, and
Cantons after three years with a consultative bargaining process at the canton level in cases of excess demands
for permits. The yearly quota policy also avoided a rise in unemployment during the economic crisis of the early
1970s with the stock of foreigners diminishing by 86,000 between 1974 and 1976. As unemployment insurance
was not compulsory at the time, many foreigners did not take it, which explains why the foreign population share
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seasonal workers status. This proposal was sharply opposed by the construction, catering, and
agriculture sectors that relied on this category of labor. As the economic interests were
opposed to the suppression of the seasonal workers status but not to the equality principle, the
government proposed a modification of the foreigners' law. As shown in table 2, both the
popular initiative (in 1981), and the proposed law (in 1982), were rejected by the electorate.
By that time, the foreign population was effectively stabilized but as the proportion of annual
permits had fallen from 70% in 1970 to 25% in 1980, flexibility in migratory policy was

waning.

It is only in the late 80s with the surge in asylum seekers and the prospects of a closer
relationship with the EU that immigration policy started again to be questioned: on the one
hand, distinguishing between economic and political motives for immigration was becoming
difficult; on the other hand, the guest-worker system appeared inappropriate if closer ties with
the EU were to develop. Sensing that the vote on the EEA act would be rejected because it
would call for an abolishment of the guest-worker system access, an immigration policy based
on “cultural proximity” often referred to as the ‘three circle’ policy was adopted by the
government.?* In 1992, the referendum to join the EEA was nevertheless rejected by Swiss

citizens.

The failure of the discriminatory “cultural proximity policy”, Switzerland’s participation in
the International Convention against racism in 1995, and the rising criticisms by the business
sector against the quota system lead to the proposal of a point system in 1998, akin to the
system in use in Canada and Australia. Although this proposal did not carry the day, the
government shifted to a ‘two-circle’ policy that would accommodate both the desire for closer
ties with the EU (with 57% of the electorate accepting the bilateral agreements with the EU in
May 2000) while catering to anti-foreigner feelings in the population. Meanwhile, guest

worker permits were cut in half to 88,000 during the decade of the 1990s.

fell by 2 percentage points during this crisis, but not in the subsequent crisis when unemployment insurance
became compulsory in the early eighties.

21 Under the “three circles’ policy, no restrictions on immigration applied for citizens of EU and EFTA countries,
while some restrictions were imposed on a second circle of countries with close cultural ties (including
Canadian, US and CEEC citizens), with only exceptional admission from the rest-of-the-world lumped in a third
circle.

15



If the share of foreigners in total population has reached 20% in Switzerland, what are their
characteristics compared to other countries? With respect to the main categories of newly
arriving immigrants, table 3 shows that, in 1998, Switzerland had an inflow composition
similar to other countries: about 50% of immigrants were entering as workers and 45% for
family reunification purposes. In this table, Sweden stands out with a large proportion of
asylum seekers, as well as France where motivation for immigration is less linked to work and
resembles that of the US.

Insert table 3 here: Immigration inflow by main categories

Having noted that averages hide differences across nationalities, Briicker et al. (2001, p.16)
summarize as follows the socio-economic characteristics of immigrants in the EU. Migrants
are concentrated in large cities, are younger than natives, with a higher proportion of males
among migrants than among natives, and migrants are also more than proportionally affected
by unemployment. Most of these stylized characteristics apply to Switzerland as well.? In the
EU, immigrants generally have lower skill levels than natives, which is also the case in
Switzerland if one considers immigrants from Southern Europe.”® They also note that
immigrants have an occupational status below those of natives with comparable skill levels.
In the case of Switzerland, at comparable skill levels, foreigners have lower salaries and have
smaller chances of reaching good hierarchical positions (Fliickiger and Ramirez, 2001).

4. Determinants of attitudes and voting behavior

The analysis of individual surveys points to the conclusion that attitudes towards immigration
differ significantly between countries. Using cross-country data at the individual level from
the International Social Survey Program for 1995, Bauer et al. (2000) find that most country
dummy variables conserve a significant influence in the probit model even if individual
demographic and education variables are included. They conclude, rather tentatively, that
sentiments towards immigrants are more favorable in countries using skill criteria in their

immigration policies. By contrast, Bricker et al. (2001) work with country averages of a 1997

22 The statistics for Switzerland (1999) are (nationals, foreigners): mean age (41; 33); male share (47.8%;
53.3%); urban dwellers (66.5%; 80.1%); unemployment rate (1.6%; 5.3%).
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Eurobarometer poll to study attitudes towards immigration with respect to labor market
effects, racism or xenophobia, and welfare take-up. Their strategy is to relate respondents’
attitudes to country characteristics (previous growth rate, the stock of foreigners, and rates of
unemployment). In their sample of 13 EU countries (Greece and Luxembourg are omitted)
they find a significant relationship revealing that the fears that further immigration would
cause problems domestically are positively related to the stock of foreign population and

negatively to the unemployment rate (Bruecker et al., table 2.3).

How does Switzerland fit into this picture? Unfortunately, the 1995 ISSP and 1997
Eurobarometer surveys were not carried out for Switzerland. In figure 5, we report country
averages from a 2000 Eurobarometer survey that includes Switzerland, choosing questions
that are closest to those analyzed by Briicker et al. (2001). In figure 5(a) it is striking that the
inclusion of Switzerland upsets the positive correlation between anti-immigration attitudes
and the share of foreign population. In figure 5(b), the negative correlation between anti-
immigration attitudes and the unemployment rate, reported by Briicker et al. (2001), is not
reproduced for the 13 EU member countries; this is even less so if Switzerland is included.
Switzerland can be considered an “outlier” among European countries in 2000: having the
highest foreign population share, it is the most open country towards foreigners. This result

should however be interpreted with caution.?

Insert figure 5 here: Attitudes towards Immigrants: Eurobarometer Survey, 2000

Because of its direct democracy, Switzerland provides a unique setting for analyzing the
determinants of voters’ attitudes towards immigration. After each vote (since 1983), the Gfs
institute carries out an individual-level survey (called VOX) asking Swiss citizens whether and
how they voted. In order to elucidate the voters’ motivations, other questions concerning the
issues at stake are also asked. The analysis of this survey allows us to improve on existing

28 About two thirds of foreigners living today in Switzerland come from Southern Europe (including Turkey and
Ex-Yugoslavia). Note, however, that an important share of immigrants from Northern Europe is highly skilled.

24 \We are grateful to the editors for the following remarks. First, to the extent that some people move randomly
in a regional context without paying attention to national borders, the fact that small countries have higher shares
of foreign residents can be seen as a statistical artifact. Second, Eurobarometer data is known to be rather volatile
over the years. Unfortunately, we are unable to carry out comparisons over time since there is only one
Eurobarometer survey (in 2000) with questions on immigration that included Switzerland.
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studies of attitudes towards immigration (Scheve and Slaughter (1999), Citrin et al. (1997),
Espenshade et Hempstead (1996), etc) in two respects. First, the Swiss direct-democracy
context enables us to address the issue of “hypothetical bias” which hampers the analysis of
conventional survey data.?® Since individuals are aware that if the popular initiative on vote is
accepted the proposed constitutional change will take place, there is no “hypothetical bias”.
Second, the information on participation behavior allows us to analyze how attitudes
materialize into actual voting behavior. Indeed, the outcome of a vote is influenced by the
decision to participate in the vote. Since it is likely that the decision to participate and the
attitude towards immigration are not independent, the outcome of a vote on immigration
cannot be inferred simply from survey questions on individuals’ attitudes as has been done in

previous studies.

How can the participation decision be explained if individuals are rational? If the result of the
vote (yes/no) is the only politically relevant outcome of a referendum, then a citizen’s
motivation to vote is very weak since his chances to change the decision are extremely small
(the voting paradox). As is evident from the discussion of immigration policy in section 3, the
voting paradox does not apply in the Swiss context: even if a popular initiative is rejected, the
outcome of the vote will be taken into account in later decisions by the government.”® Thus
the decision to participate in a popular vote can be interpreted more generally as a decision to

influence the political process.

Turn now to the analysis of the Swiss vote in September 2000 on a popular initiative asking
for a limitation of the number of foreigners. The proposed change in the constitution stated
that the share of foreigners in the Swiss population could not exceed 18%. Some categories of
resident foreigners would have been excluded from this count (e.g. academics, artists), but
some non-residents would have been included (e.g. asylum seekers). According to this
definition, the share of foreigners was 19.3% at the time of the vote. Therefore the initiative
would have forced the government to limit immigration severely. The popular initiative was

rejected by 63.7% of voters and the participation rate was 43.6%.

5 Cummings et al. (1995) and Cummings et al. (1997) discuss the reasons why intentions may differ from actual
behavior in the context of contingent valuation methods for valuing environmental goods.

% In certain circumstances, government decisions even anticipate the outcome of a popular vote. In order to
prevent a popular initiative from being accepted, the government takes in advance decisions that fulfill some of
the initiative’s demands. An example of such a procedure is the introduction of immigration quotas in the early
1970s, when a xenophobic popular initiative was up for vote (see section 3).
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The data that we are analyzing here stem from an individual-level VOX survey that was
carried out during the two weeks following the vote and includes 1024 Swiss citizens over 18

years old.

4.1 The econometric model

Our econometric framework is based on the direct-democracy model with voting costs
discussed in section 2 above. In order to account also for non economic determinants of
attitudes, we focus on immigration-induced changes in utility rather than income. The
participation and voting decisions are modeled simultaneously by defining two dichotomous
variables v (where v=1 denotes a positive vote) and p (where p=1 denotes participation) and

two latent variables v* and p*:*’

V¥ =X B+ &%, v=1 if v*>0, v=0 otherwise 9)

p*=xa+z’y+ &*, p=1 if p*>0, p=0 otherwise (10)

where equations are normalized (Var(e*)=Var(é*)=1). The interdependence between the
decision to participate and the vote in favor of the popular initiative is captured by the fact
that disturbances are assumed to be correlated: Corr(e*&*) = p. Equations (9) and (10) can be
interpreted as a simplified reduced form of a structural voting model (see Krishnakumar and
Mdiller, 2002).

In this survey only participating individuals were asked how they had voted. Therefore,
equations (9) and (10) must be estimated using a bivariate probit model with censoring: for a
given individual, v is not observed unless p=1. The maximum likelihood procedure which

applies in this context has been proposed by van de Ven and van Praag (1981).

In constructing the variables to estimate the model, we follow the literature (see e.g. Citrin et
al. (1997) and Scheve and Slaughter (1999)) by distinguishing between economic and non-
economic determinants of attitudes towards immigration. Economic determinants are related

to the costs and benefits of immigration at the aggregate or individual level. At the individual
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level, economic determinants include in particular factor endowments such as skills and
capital holdings. Non-economic determinants include individuals’ beliefs in areas such as

political ideology, attitudes towards other cultures and towards civil rights of immigrants.?®

From the viewpoint of an economist, the main question is whether skill or human capital is a
significant determinant of attitudes towards immigration even if one controls for political
ideology and other social and demographic variables. We explore carefully the role of
economic determinants by using two different measures of skills. First, as a measure of
educational attainment, we constructed an indicator of years of schooling according to the five
education types reported in the survey (descriptive statistics of variables are given in table 4).
The particularity of the dual education system in Switzerland is taken into account by defining
a dummy variable which takes value 1 for individuals who received most of their secondary

education as vocational training, such as apprenticeship, etc.

Second, we use a wider measure of skills by including also on-the-job training. The two types
of skills — schooling and on-the-job training — can be aggregated into a common indicator by
appealing to Mincer’s concept of “potential earnings”. In Mincer’s framework, observed
wages and potential earnings are closely linked. To construct the aggregate skill measure
(“earnings™), we ran a standard Mincer wage equation on data from the Swiss wage structure

survey. The “earnings” indicator is constructed using the following equation:

In (earnings) = constant + 0.04 - experience — 0.5 - experience® / 1000 + 0.09 - schooling

where experience is defined as: age - schooling - 6.2° The macroeconomic context is captured

by the unemployment rate in the individual’s canton of residence.*® In addition, we use a

%" This model draws on Krishnakumar and Miiller (2002).

% The distinction between economic and non-economic determinants is, however, controversial and cannot be
made easily in practice. For example, educational attainment is a measure of general human capital and is
therefore an important determinant of an individual’s wage. On the other hand, political values are certainly
influenced by education as well. This double nature of education explains why Scheve and Slaughter (1999)
classify education as an economic variable, whereas Citrin et al. (1997) interpret it as a demographic variable. A
similar ambiguity arises for the variable “age”, since it can be considered as a proxy for work experience, but
captures also differences in political attitudes between generations.

% The coefficients in this equation are based on a sample of Swiss men, bypassing problems associated with the
measure of labor market experience (women) or schooling quality (foreign workers). To adapt the wage equation
to the inactive citizens in our sample, we made some additional assumptions. For students, potential earnings are
computed as if they were active citizens without experience. For the unemployed and people working in their
home, potential earnings are computed as if they were active but dummy variables are added to the regression in
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variable measuring the share of foreigners in the population of the agglomeration where the

individual lives.

Among the non-economic determinants, we represent the political beliefs of citizens by a
variable based on the individual’s own judgment of his political position on a scale between 0
(left) and 10 (right). Cultural differences between the German, French and Italian speaking
parts of Switzerland are captured by dummy variables for minorities. The participation
equation includes furthermore dummy variables on gender and housing status (owner) and

two continuous variables for age and age squared.

Insert table 4 here: Variables of the empirical voting model

4.2 Results

We now report the results of four specifications of the voting and participation equations
using the two skill measures alternatively. Because there is multicollinearity between
variables that are defined at the level of a region (cultural variables), of a canton
(unemployment rate) or of an agglomeration (share of foreigners), we chose to include either

the cultural dummies or the two other variables.

Before discussing the results in detail, it is useful to gauge the importance of the participation
bias (sample selection bias) which can be done by estimating two versions of the model. First,
the full model given by (9) and (10) is estimated using a bivariate probit model with
censoring, as described above. Second, we ignore deliberately the selection mechanism and fit
a standard probit model to equation (9), using only the part of the sample that includes

observations on individuals who participated in the vote.

order to account for (unobserved) differences in work experience (as the coefficients of these dummies turn out
not to be significant in the regression, they are not reported in the results). As the retired are no more evolving in
the labor market, their attitude towards immigration is influenced by other considerations (such as the impact of
immigration on social security). Therefore, their potential earnings are set to zero and a dummy for the retired is
included in the voting and participation equations.

% 1n a dual-labor market with unemployment, Miiller (2003b) shows that the lower the unemployment rate, the
greater chances are that additional immigration is beneficial for natives.
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Insert table 5 here: Estimation results of the voting model

The results in table 5 demonstrate that the voting and participation decisions must be
estimated simultaneously in order to understand (i) individuals’ attitudes towards immigration
and (ii) the mechanism that links individual attitudes to actual voting behavior.** Indeed, the
correlation p between the disturbances of the two equations is significantly different from
zero and its estimate is close to —1. As a consequence, the naive probit model yields biased
results and would lead one to believe that schooling and the unemployment rate are not

significant determinants of attitudes towards immigration.

In the complete model with sample selection, the main parameters turn out to be significant
and have the expected sign: a lower education level and right-wing convictions are associated
with a higher probability of accepting the popular initiative.>* The probability to vote “yes”
decreases with age until it reaches a minimum around the age of 56. This age-voting profile
resembles (in the negative) an age-earnings profile. One might therefore be tempted to
conclude that in this regression “age” is a proxy for labor market experience (representing
another measure of skill). That this is indeed the case can be seen in table 6 which reports the
results of the three alternative specifications. When potential earnings (“wage”) are included
in the equation (specifications 3 and 4), they contribute significantly to the explanation of
voting and participation behavior and in this case no independent influence of the age can be
identified.

Insert table 6 here: Estimation results with different specifications

It is interesting to note that a high foreign population share in the voter’s agglomeration is not

associated with an anti-immigration vote (specification 3 suggests rather the opposite). The

%1 As the four specifications do not differ significantly with respect to the problem of sample selection, we report
only one of them.

®2 To test the robustness of these results, we analyzed also two auxiliary questions. Those who participated in the
vote were asked whether they agreed with the following statements: 1) “There are too many foreigners in
Switzerland” and 2) “The current immigration policy is too lax; it should become tougher”. Both estimations
confirmed the crucial role of the variables “schooling” and “political ideology” (with p-values smaller than
0.005).
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effects of the remaining explanatory variables in the voting equation are rather robust with
respect to the different specifications. Individuals living in cantons with high unemployment
rates tend to be more hostile to immigration. Italian speaking Swiss are significantly more
opposed to immigration, which is certainly due to the specific situation of the labor market

(with many low-wage border workers) and the strong influence of a local right-wing party
(Lega).

The estimation of the participation equation yields interesting results in its own right. First,
people from the political extremes are more likely to participate than those who hold centrist
beliefs. Indeed, the probability of participation is related to the political scale by a U-shaped
relationship, with the minimum (4.6) close to the sample mean (4.9). Second, participation is
positively related to education, a result found in many other studies (see Mueller, 1989,
p.365). Third, the participation of Swiss is greater in agglomerations where there are many
foreigners. Finally, the young, women, tenants and minorities are less likely to go to the polls.

Turn now to the link between attitudes towards immigration and voting behavior. The
estimates of marginal and conditional probabilities can inform us about this link (table 7 gives
the average probabilities calculated both for the entire sample and the sub-sample including
only people who participated). The conditional probability P(v=1| p=1) represents the
model’s fit for the outcome of the vote (the “yes” vote in the sample, 28.3%, is very well
predicted). The marginal probability P(v=1) indicates how people voted or would have voted,
whether they participated or not. For the entire sample, the average probability of accepting
the initiative is 54.6%. This is a startling result. Had all Swiss citizens voted, the anti-

immigration initiative would have been accepted!

Insert table 7 here: Probability of voting in favor of the popular initiative

The large divergence between conditional and marginal probabilities can be explained by
appealing to differences in observed and unobserved characteristics between those who voted

and those who did not. It turns out that observed characteristics account for only a fairly small

% By contrast to participation, the square of the “political ideology” variable was found to have no significant
influence on the vote; it was therefore dropped from the equation of the vote.
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part of this difference. The participation and voting equations show for example that more
skilled individuals were more likely to participate and to reject the initiative. However, this
effect is quantitatively not very important, since the marginal probability of accepting the
initiative is only slightly lower in the sub-sample of voters (51.8%) than in the entire sample
(54.6%).%*

The main difference between marginal and conditional probabilities is due to the negative
correlation between unobserved factors (disturbances) in the two equations. In other words,
individuals who were more likely to participate than others due to their unobserved
characteristics were generally more likely to reject the popular initiative. Indeed, this fact
accounts for the large difference between the marginal probability (51.8%) and the

conditional probability (28.3%) in the sub-sample of voters.*®

To put these results into perspective, consider what would have happened if the Swiss
government had followed opinion polls to define immigration policy, as some policymakers
are tempted to do today in the context of EU enlargement. According to our econometric
results, a general opinion poll would have shown that more than half of Swiss voters were in
favor of the popular initiative; interestingly, two “real” opinion polls came quite close to this
conclusion.® Instead, the clear result of the vote was interpreted as a political signal against a

restrictive immigration policy.

% |f there was no correlation between the disturbances of the two equations (0=0), the conditional probability of
voting “yes” would be equal to: P(v=1| p=1) = P(v=1, p=1)/P(p=1) = P(v=1). Therefore, the average of
probabilities P(v=1) calculated on the sub-sample of voters represents the outcome of the vote as if omitted
factors were not correlated across equations.

% The ratio between conditional and marginal probabilities is given by: P(v=1| p=1)/P(v=1) = P(v=1,
E=1)/[P(p=1)-P(v=1)]. This ratio is equal to 1 if and only if p=0.

® According to a poll carried out in July 2000 and commissioned by Swiss television (DSR/TSR), 40% of
respondents were in favor of the popular initiative, 42% against and 17% did not have an opinion. A similar poll,
commissioned by the Swiss government in May 2000, concluded that the popular initiative would be accepted
(see Le Temps, 17 July 2000).
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5. Conclusions

Perhaps the most controversial aspect of the ongoing negotiations about EU enlargement to
the East is the free mobility of persons. Fears of a large inflow of immigrants have been
apparent in recent economy-wide opinion polls. These fears are in sharp contrast with studies
suggesting a net welfare gain from allowing the free mobility of persons with the CEECs, and
with other studies predicting moderate inflows of immigrants into the current EU member

countries under free mobility.

This paper informs on the debate in two areas. First, we reviewed Switzerland’s long-standing
experience with immigration. We find that, compared with EU member countries, Swiss
respondents in the opinion polls are relatively more favourable to immigration in spite of a
higher stock of immigrants. The review of the debate and votes on initiatives and referenda
over the last thirty years shows that the results at the election booth have influenced
government policy on immigration which has stayed a course accommodating the conflicting
interests of unions, owners in largely non-competitive sectors internationally, and the public

at large as expressed in the results of the votes.

The resulting flexible system of annual quotas by worker categories combined with limited
mobility and exemptions allowing the progressive transfer of immigrants from temporary to
permanent status has successfully absorbed a large inflow of foreigners. Interestingly, many
of the elements of this policy that have survived repeated challenges at the polls, have been

used by EU members in their current immigration policies with the CEECs.

Second, and perhaps most interestingly, we have been able to show that the results from
opinion polls are probably overly pessimistic, if interpreted as reflecting what people would
actually vote if asked to. Indeed, drawing on a survey for the last vote in Switzerland
attempting to limit the stock of immigrants to its current level, we show that the government
would have been tempted to put a limit on the number of immigrants if it had listened to
opinion polls. In fact, the vote clearly rejected the proposal, confirming the notion that like in
the contingent valuation methods used to assess environmental damage, opinion polls are

likely to suffer from “hypothetical bias”.
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As to lessons for the current EU enlargement, it is interesting to contrast the Swiss experience
with the debate on the EU’s alleged “democratic deficit”. Schematically, the Swiss political
system derives its political legitimacy from direct-democratic procedures (“input legitimacy”)
whereas the EU’s legitimacy is based on the performance and efficient functioning of the
decision-making process (“output legitimacy”). The quasi-exclusive reliance on output
legitimacy has prompted the criticism of a democratic deficit in the EU’s political process.
But could the Eastern enlargement have been carried through if voters in Western Europe had
the possibility to oppose particularly “sensitive” issues, such as the free movement of
persons? The Swiss experience suggests that large immigration flows can be absorbed in the
context of a direct democracy since the foreign population share has tripled over a forty-year
period. But, in the presence of populist right-wing movements, this has been a long process. A
flexible system of quotas and the gradual integration of immigrants turned out to be crucial in
the case of Switzerland. Therefore, the Swiss experiences suggests that the proper sequencing
of policies towards immigrants during the transition period could turn out to be decisive for

the political acceptance of EU enlargement.

26



REFERENCES

Bauer, T., M. Lofstrom and K.F. Zimmerman (2000), “Immigration Policy, Assimilation of
Immigrants and Natives' Sentiments towards Immigrants: Evidence from 12 OECD-
Countries” Discussion Paper N° 187, IZA, Bonn.

Bauer, T. and K.F. Zimmerman (1999), “Assessment of Possible Migration Pressure and its
Labour Market Impact Following EU Enlargement to Central and Eastern Europe”, Study
for the UK Department of Education and Employment, IZA Research Report N 3, Bonn.

Benhabib, J. (1996), “On the Political Economy of Immigration”, European Economic
Review, 40, 1737-43.

Bilal S., J.-M. Grether and J. de Melo (2003), "Determinants of attitudes towards
immigration: a trade-theoric approach”, Review of International Economics, forthcoming.

Boeri T., H. Brucker et al.(2001a), “The Impact of Eastern Enlargement on Employment, and
Labour Markets in the EU Member States”, DIW, CEPR, FIEF, IGER, HIS, Berlin and
Milano.

Boeri, T. and H. Brucker (2001b), “Eastern Enlargement and EU-Labour Markets:
Perceptions, Challenges, and Opportunities”, World Economics 2(1).

Bricker, H., G. Epstein, B. McCormick, G. St. Paul, A. Venturini, K. Zimmerman (2001),
“Managing Migration in the European Welfare State”, mimeo.

Citrin J., D. Green. C. Muste and C. Wong (1997), "Public opinion toward immigration
reform: the role of economic motivation™, The Journal of Politics 59(3) : 858-881

Cummings, R.G., G.W. Harrison and E.E. Rutstrom (1995),”Homegrown Values and
Hypothetical Surveys: Is the Dichotomous Choice Approach Incentive Compatible?”,
American Economic Review, 85(1), 260-66.

Cummings, R.G., S. Elliott, G.W. Harrison and J. Murphy (1997), “Are Hypothetical
Referenda Incentive Compatible?” Journal of Political Economy, 105(3), 609-21.

Djajic, S. (1997), “lllegal Immigration and Resource Allocation”, International Economic
Review, 38(1), 97-117.

Dustmann C. and Preston I. (2000), "Racial and economic factors in attitudes to immigration”,
CEPR working paper n°® 2542

Espenshade T. and Hempstead K.(1996), "Contemporary American attitudes toward U.S.
immigration”, International Migration Review 30(2) : 535-570

European Commission (2001), “The Free Movement of Workers in the Context of
Enlargement”, (Information note), Brussels, DG-V

Faini R., Melo J. de, and Zimmerman K. eds., Migration: the controversies and the evidence,
Cambridge University Press.

27



Fluckiger, Y. et J. Ramirez (2001), "Positions hiérarchiques et ségrégation par origine en
Suisse”, in H.-R. Wicker, R. Fibbi and W. Haug, eds, La migration et la Suisse: Résultats
du Programme national "Migrations et relations interculturelles”, Zurich.

Gang, I.N. and F.L. Rivera-Batiz (1996), “Unemployment and attitudes towards foreigners in
the European Union: A statistical analysis”, mimeo.

Grether J.-M., J. de Melo and T. Mller (2001), “The political economy of international
migration in a Ricardo-Viner model”, in S. Djajic ed. International Migration: Trends,
policies and economic impact, Routledge, London.

Hillman A. and A. Weiss (1999a), “Beyond international factor movements: cultural
preferences, endogenous policies and the migration of people: an overview”, in Faini R.,
de Melo J. and Zimmerman K. eds.

Hillman A. and A. Weiss (1999b), “A theory of permissible immigration”, European Journal
of Political Economy, 15, 585-604.

Krishnakumar, J. and T. Miller (2002) “Participation and voting behavior in a direct
democracy: the case of migration policy in Switzerland”, in progress.

Mayer, W. (1984) “Endogenous Tariff Formation”, American Economic Review, 74(5), 970-
985.

Melo, J. de, F. Miguet, and T. Muller, 2002, “The Political Economy of Migration and EU
Enlargement: Lessons from Switzerland”, CEPR DP#3449

Mueller, D.C. (1989), Public Choice Il, Cambridge University Press, Cambridge.

Mdller, T. (2003a), “Migration Policy in a small open economy with a dual labor market”,
Review of International Economics, 11(1), 130-143.

Mdller, T. (2003b), “Migration, Unemployment and Discrimination”, European Economic
Review, forthcoming.

Piguet, E. and H. Mahnig (2000), “Quotas d’immigration: L’expérience de la Suisse”, Cahiers
de migration internationale, #37, ILO, Geneva.

Scheve K. and M. Slaughter (1999), "Labor-market competition and individual preferences
over immigration policy”, NBER working paper n° 6946

Schiff, M. (1998), “Trade, Migration, and Welfare: The Impact of Social Capital™ Policy
Research Working Paper 2044, World Bank.

Schiff, M. (1999), “Labor Market Integration in the Presence of Social Capital”, Policy
Research Working Paper 2222, World Bank.

Sinn, H.-W. (2000) “EU Enlargement and the Welfare State”, CESifo #307.

Sinn, H.-W., G. Flaig, M. Werding, S. Munz, N. Dill, H. Hofmann, A. Hanlein, J. Kruse, H.J.
Reinhard, B. Schulte (2001), “EU-Erweiterung und Arbeitskréftemigration: Wege zu einer

28



schrittweisen Annédherung der Arbeitsmarkte”, ifo Beitrdge zur Wirtschaftsforschung 2,
Mdnchen.

SOPEMI (2000), Trends in International Migration, OECD, Paris.

Van de Ven, W.P.M.M. and B.M.S. van Praag (1981), “The demand for deductibles in private
health insurance: a probit model with sample selection”, Journal of Econometrics, 17, 229-
252

VOX survey data from the Institut de recherche GfS, Biliro Bern: Hirschengraben 5/ 3001
Bern (www.gfs.ch).

29



Table 1: Foreign population in country of destination

1

1950 1960 1970 Share of EU 1980 1985 1990 1998 share of EU
foreigners foreigners
1950-1970 1998
North Europe
Denmark na Na 1.8% Na 1.9 2.2 2.5 4.8 20.7
Sweden 1.8 25 5 95 5 4.6 4.7 5.6 40
Norway 0.5 0.7 2 Na 2 2.4 2.6 3.7 45,7
Finland na Na na Na Na 0 0.4 1.6 18.4
Ireland na Na na Na 2.4 1.9 2.2 3 76.7
United 3.4 4,5 5.7 60 3 3.1 3.2 3.8 40
Kingdom
West Europe
Austria 11 Na 7 88 Na 4 4.1 9.1 13
Belgium 4.3 4.6 7.2 85 8.9 8.5 8.6 8.7 63.1
Netherlands 1.1 1 1.9 66 3.6 3.8 3.9 4.2 29
Switzerland® 6.1 10.8 17.2 96 14.1 14.6 14.7 19 62
Luxembourg 9.9 13.2 18.4 53 Na 26.5 26.3 35.6 87
France 4.2 4.6 5.3 61 6.8 na 6.8 6.3 36.5
Germany na 1.2 45 77 5.6 5.6 7.4 8.9 25.3
South Europe
Italy 0.1 0.1 0.2 39 0.1 0.1 1.2 2.1 13.7
Portugal 0.2 0.3 0.4 26 0.6 0.9 1. 1.8 27.1
Spain 0.3 0.2 0.4 60 0.5 0.6 1.1 1.8 41
Total Europe 24 2.3 3.6 Na 3.7 3.9 4.4 5.3 na

! Source: Briicker et al. (20014, table 1b)

Notes: Foreign population are expressed as percentage of total population. Na: Not available. * 1975, ® Seasonal workers

excluded.

Data for 1950, 1960 and 1970 are derived from Census: they represent the share of foreign population in total population
except for the United Kingdom where they represent the share of the foreign born population. Data for 1980-1998 are

derived from different national sources and represent foreign population share (in total population).




Table 2: Votes on immigration policy

Table 2(a): Popular Initatives'

Date CONTENT Result Part.
7 June 1970 Foreigners’ share in population < 10% (25%) in each Canton (Geneva) rejected 74 %
54 %
20 Oct. 1974 Foreigners’ share in population < 12% (25%) in each Canton (Geneva) with total | rejected 70 %
in Switzerland < 500,000 65.8 %
+ Naturalizations < 4,000 per year
13 March 1977 | Foreigners’ share in population < 12.5% in Switzerland rejected 45 %
70.5 %
13 March 1977 | Naturalizations < 4,000 per year rejected 45 %
66.2 %
5 April 1981 Abolish seasonal worker status rejected 39 %
+ Indefinite renewal of working permits 83.8%
+ Immigration flows to match emigration flows
4 Dec. 1988 Immigration flows < 2/3 of emigration flows (including asylum seekers) rejected 52 %
+ Limit on seasonal workers and cross-border commuters 67.3 %
1 Dec. 1996 Illegals cannot ask asylum seeker status rejected 46 %
+ Restrictions on rights of appeal 53.7 %
24 Sept. 2000 Foreigners’ share in population < 18% (including asylum seekers) rejected 45 %
63.8 %
Table 2(b): Referenda’
Date CONTENTS Result Part.
6 June 1982 Counter project to the initiative from the 5 April 1981: rejected 35%
Indefinite renewal of working permits 50.4 %
+ Immigration flows to match emigration flows
4 Dec. 1983 Tightening of naturalization criteria accepted 35%
+ Children of any Swiss citizen gets Swiss nationality 60.8 %
4 Dec. 1983 Loosening of naturalization requirements for foreigners’ children, refugees, rejected 35%
asylum seekers and the nationless 55.2 %
5 April 1987 Distribution of asylum seekers across Cantons accepted 42 %
+ Faster admission process 67.3%
+ Tightening of asylum law
5 April 1987 Amendment of the law regulating the stay and establishment of foreigners (e.g. | accepted 42 %
imprisonment of dangerous asylum seekers or who refuse to leave the country) |65.7 %
12 June 1994 Easier naturalization's right for young foreigners who grew up in Switzerland rejected 46 %
by cantons
4 Dec. 1994 Expanded search rights in asylum-seekers domiciles accepted 43 %
+ Tightening of law on foreigners' rights 72.9 %
13 June 1999 Amendment of asylum law (i.e. less restrictive provisory admission rights) accepted 45 %
70.6 %
13 June 1999 Stricter criteria for asylum status accepted 45 %
+ asylum seekers must be cooperative with authorities 70.8 %

! To be voted upon, an initiative must obtain 50,000 signatures before 1977 and 100,000 starting in 1977. Acceptance
implies changes in the Constitution.
2 Laws or Federal orders are put to vote if they obtain 50,000 signatures (1977 law).




Table 3: Immigration inflows by main categories®

Year Workers Family Asylum Others? Net Inflow of
reunification seekers and foreigners
refugees
in % of total immigration in % of total
population
Switzerland ° 1998 50 45 5 0 1.1
Sweden 1997 2 55 21 22 0.4
France 1996 21 55 10 16 0.1
Italy® 1999 50 39 3 8 0.2
United Kingdom® 1998 45 50 5 0 0.4
United States ° 1998 12 72 8 8 0.2
Canada ° 1998 55 29 13 3 0.6
Australia ® 1998 34 26 11 29 0.4

! Source: Briicker et al. (20001a, table 6) and SOPEMI (2000).
Notes: * With the exception of the UK and Switzerland, total inflows include also students, visitors, etc, thus the total does

not sum up to 100, ® Seasonal workers included, © Inflow of foreigners: 1998,  EU immigrants not included + inflow of
foreigners: 1997, ¢ Inflows of permanent setters.

Table 4: Variables of the voting model

Variables Mean Standard deviation
Vote 0.283 0.451
Participation 0.579 0.494
Schooling (years) 12.650 2.113
Vocational education 0.636 0.481
Wage 5'045.0 2'980.7
Retired 0.205 0.404
Age 47.769 17.074
Unemployment share (canton) 1.845 0.837
Share of foreigners (agglomeration) 19.308 6.386
French speaking® 0.195 0.396
Italian speaking® 0.067 0.250
Female 0.485 0.500
Owner 0.481 0.500
Political orientation (0 — 10) 4,916 1.481

Notes: There are 805 observations for all variables, except for the vote (466 observations).
& Reference group: German-speaking individuals.



Table 5: Estimation results of the voting model

(specification 1)

Probit Probit
with sample selection
vote vote participation marginal effect
Years of schooling 0. 042 -0. 068* 0.113*** -0.027*
(1.17) (1.81) (4.72) (1.85)
Vocat i onal education 0. 565*** 0. 259 0. 104 0. 103
(3.60) (1.61) (1.01) (1.59)
Age -0. 053** -0.072**x* 0. 052*** -0.028**x*
(2.22) (3.92) (3.25) (3.91)
Age squared / 1000 0.583** 0. 640*** -0. 348** 0. 253***
(2.56) (3.53) (2.17) (3.49)
Unenpl oynent rate -0. 003 0.196** -0.323*** 0.0776**
(0.03) (2.16) (4.39) (2.19)
Share of foreigners -0. 007 -0.017 0. 029*** -0. 007
(0.54) (1.54) (2.94) (1.55)
Fenal e -0. 159*
(1.94)
Omer 0. 389***
(3.57)
Political orientation 0. 234*** 0. 151**~* - 0. 440*** 0. 060***
(5.47) (3.71) (4.28) (3.59)
Political or. squared 48.168***
(4.38)
Const ant -1.524* 1.811** -2.028***
(1.90) (2.03) (3.73)
Observati ons 466 805
Uncensor ed observati ons 466
Log li kel i hood -247. 82 -720. 25
Rho -0.92%**

Not es: Absol ute value of z-statistics in parentheses

* significant at 10% ** significant at 5%

*** gignificant at 1%



Table 6: Estimation results with different specifications

Specification 2

Specification 3

Specification 4

vot e particip. vot e particip. vot e parti cip.
School i ng -0.073** 0. 115***
(2.02) (4.84)
Vocat i onal 0. 259* 0. 064 0. 230 0. 108 0.223 0. 066
educati on (1.69) (0.62) (1.43) (1.04) (1.38) (0.63)
Wage - 0. 140** 0.176*** - 0. 150** 0. 185***
(2.03) (3.40) (2.16) (3.60)
Retired -1.250** 1. 460*** -1.291** 1. 496***
(2.30) (3.36) (2.36) (3.45)
Age -0.071*** 0. 050* ** -0.042 0. 012 -0.037 0. 006
(4.00) (3.11) (1.51) (0.53) (1.32) (0. 26)
Age?/ 1000 0. 633*** -0.322** 0. 465* -0.093 0.413 -0.034
(3.56) (2.03) (1.70) (0.43) (1.49) (0. 16)
Unenpl oynent 0.213** -0.330***
rate (2.40) (4.49)
Shar e of -0.018* 0. 031***
foreigners (1.68) (3.17)
French 0. 133 -0.243** 0.170 -0.243**
speaki ng (0.92) (2.02) (1.17) (2.02)
Italian 0.567** -0.818*** 0. 600*** -0.836***
speaki ng (2.37) (4.27) (2.62) (4.38)
Politics 0. 149*** - 0. 442%** 0. 148*** - 0. 448*** 0. 144*** - 0. 450***
(3.83) (4.36) (3.68) (4.41) (3.72) (4.57)
Politics? 48. 508*** 48. 764*** 49. 088***
(4.47) (4.48) (4.67)
Femal e -0. 141* - 0. 190** -0.165**
(1.76) (2.33) (2.07)
Onner 0. 367*** 0. 396*** 0. 356***
(3.38) (3.31) (2.72)
Const ant 1.879** -1.911*** 0. 986* -0.504 0.983** -0. 307
(2.25) (3.58) (1.83) (1.09) (2.02) (0.70)
(bservations 805 805 805
Log li kel i hood -719.51 -725.16 -724.50
Rho - 0. 94*x** - 0. 94*** -0.96***

Not es: Absol ute value of z-statistics in parentheses
* significant at

10%

** significant at 5%

*** gignificant at



Table 7: Probability of voting in favor of the popular initiative

(Sample averages, in percent; specification 1)

Entire sanple Sub- sanpl e of voters (p=1)
(805 observati ons) (466 observati ons)

Probit without sanple selection
P(v=1) 27. 4 28.3
Probit with sanmple selection

P(v=1) 54.6 51.8
P(v=1| p=1) 28.3




Figure 1: Skewed distribution of capital and attitudes towards immigration
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Figure 2: Guest-workers in the Ricardo-Viner model
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Vyx:  marginal product of labor in sector X

Vy:  marginal product of labor in sector Y

N: number of native workers

M: number of immigrants

M*:  number of immigrants such that all natives are excluded from sector X



Figure 3: Immigration and the dual labor market
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Figure 4 : Foreign population share and migration policy in Switzerland
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Figure 5: Attitudes towards immigrants: Eurobarometer survey, 2000"

(a) “Other nationalities are disturbing”
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! Source: Eurobarometer survey 2000;

unemployment rate 1999.

Notes: Questions had to be answered by “agree with the statement”, “disagree” or “don't know”. The exact

statement of the questions were:

OECD (2000) for foreigners' share 1998;

(b) “Foreigners should be sent back”
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(a) “Do you personally find the presence of people of another nationality disturbing in your daily life?”

(b) “All immigrants, whether legal or illegal, from outside the EU and their children, even those who were born
in your country, should be sent back to their country of origin.”

OECD (2001) for
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