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In October 2013, the Bipartisan Policy Center (BPC) examined the macroeconomic impacts
of immigration reform in a major report, “*Immigration Reform: Implications for Growth,
Budgets and Housing.”* The study looked briefly at immigration’s impact on wages, finding
a small negative wage impact in the first ten years but a larger wage gain in the next ten
years after enforcement (relative to the no-reform baseline). As a follow-up to that study,
we took a closer look at immigration’s wage effects and why different studies reach
different conclusions. This issue brief decodes the economics of immigration and wages,
drawing broad results from literature reviews and highlighting studies that illustrate key
concepts.

Most economists find that immigration has a small impact on the wages of existing U.S.
workers.? This is because immigrants who enter the United States are not just workers
competing for a “slice of the same pie.” Immigrants are also consumers who buy goods and
services, which expands the economy and enables businesses to create more jobs. Studies
that find more negative wage effects often do so under “all else equal” scenarios that
assume additional workers enter the labor market, but presume that immigration does not
increase the demand for goods and services. In the economy, all else is not equal, and
understanding immigration’s wage effects requires looking at both labor supply and
consumer demand. Studies that make less extreme assumptions find smaller effects. These
effects are particularly small in comparison with immigration’s positive impacts on
economic growth and the federal budget.

Whether immigration’s small wage effects are positive or negative, and for which workers,
remains an area of debate. Over the past decade, the academic debate has focused on
immigration’s relative impact on different types of workers. These studies agree that “the
overall net impact on natives is small,” but disagree about whether immigrants compete
directly with native workers in the job market.® Different assumptions about the extent to
which immigrants “complement” or “substitute for” U.S.-born workers lead to somewhat
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different conclusions about immigration’s relative wage effects. First, immigration may
have modest positive wage effects on skill groups with few immigrants, and modest
negative effects on skill groups with many immigrants. Second, if immigrants and U.S.-
born workers tend not to be close substitutes in the labor market (i.e., if immigrants
“complement” U.S.-born workers), immigration may lead to relative wage increases for
most U.S.-born workers and relative wage reductions for previous immigrants.

Wide agreement exists in economic studies that immigration’s overall impact on existing
workers’ wages—particularly workers who were born in the United States—is small and
concentrated in the short-term.* The broadest available review of recent research
summarized 1,572 estimates from 45 studies between 1982 and 2007, including 923
estimates of effects on the United States. The analysis found that 21.6 percent of U.S.
estimates showed a positive effect on U.S.-born workers’ labor market outcomes, 54.6
percent showed no significant impact, and 23.8 percent showed a negative impact.’
Possibly because the U.S. economy tends to be more flexible in adjusting to new labor than
that of most other countries, studies of European and other countries tended to find fewer
positive effects than studies of the United States.

In general, immigration’s wage effects can be broken into two categories. First, the overall
impact on all workers’ wages and employment is determined by the economy’s response to
new workers and consumers. Second, the relative impact on different types of workers is
determined by how workers compete in the labor market. Economists generally agree on
the first factor (that the economy is dynamic and wage impacts are small), but disagree on
the second factor.

Overall Wages in a Dynamic Economy. To understand why most studies show that
immigration has small overall wage impacts, it is important to consider that immigrants
simultaneously increase both the supply of labor and the demand for goods and services.
When immigrants enter a country, state, or city, they increase the potential supply of
labor. At the same time, they immediately begin consuming goods and services, expanding
the market for businesses to sell their products.® This causes businesses to look for more
labor to meet the increased demand. In this way, new workers and consumers shift the
economy’s supply and demand curves outward, increasing growth and the number of jobs
available.’” For this reason, immigrants do not compete for a finite number of jobs. Instead,
immigration expands the economy, with new consumers increasing the overall number of
jobs available at the same time as new workers enter the labor market.

This broad economic impact has been confirmed by many recent macroeconomic studies.
Evaluations by the Congressional Budget Office (CBO), Social Security Administration
(SSA), BPC, and others show that an increase in immigration would boost economic growth
and that decreasing it would do the opposite.® A broad consensus exists that immigration
causes economic growth, even among organizations that support restricting immigration.®

Immigration’s impact on overall wages depends on how the economy “adjusts” to new
workers and consumers. Widely accepted models of economic growth describe a production
function with three inputs: labor (workers), capital (machines, factories, vehicles,



technology, etc.), and total factor productivity (output per unit of labor and capital, which is
thought to be closely related to technology).!® When immigrants enter the economy, the
presence of additional workers and consumers triggers two key effects. First, immigrant
consumers increase the total amount of goods and services businesses can sell, creating
incentives for businesses to hire more labor and invest in more capital. Second, new
workers increase the amount of labor available in the economy. If businesses quickly
adjust—expanding production to meet new demand by hiring new workers and making new
capital investments—the economy will easily absorb the new workers, and impacts on
existing workers’ wages and jobs will be minimized. On the other hand, if businesses adjust
slowly, the “shock” of new labor could reduce some workers’ wages and job prospects in
the short term until businesses boost production and make capital investments.

It can be convenient to think of immigration as a “shock,” or a sudden influx of workers
and consumers. However, the aggregate economy is constantly adjusting to increases in
the number of workers and consumers. If businesses anticipate growth in the worker and
consumer population, they may “adjust” their hiring and capital investments relatively
seamlessly. The finding that immigration has small effects on workers’ wages and
employment suggests that this may be the case. Over the past 20 years, the rate of U.S.
population growth followed a fairly steady downward trend, with immigration making up
about one-third of total population growth.!! In fact, compared with the size of its
population, immigration to the United States has recently been lower than the average
OECD country (Figure 1).

Broader labor market data for the United States support the idea of smooth adjustment to
increases in the worker and consumer population in the U.S. economy. Over time, the
amount of capital per labor force participant has increased steadily, clustering around the
long-term trend (Figure 2).'? This suggests that over time, businesses have made steady
capital investments in response to predictable additions of new workers and consumers.
Ruist and Bigsten (2010) argue that migration follows predictable patterns that businesses
can plan for: "We do not see [capital adjustment] as short-term or long-term responses to
a shock, but as a rather smooth and largely predictable process of adjustment to the labor
re-allocation.”*® Considering other factors that impact the business cycle—from commodity
price shocks to financial markets to international politics—steady population growth may be
among the easiest growth determinants for businesses to anticipate.



Figure 1. Immigration as a percent of population, United States
versus other OECD countries.
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Figure 2. Capital stock per labor force participant, 1950-2011.
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If the economy adjusts relatively smoothly to increases in the nhumber of workers and
consumers, why do some studies find negative impacts? The most widely cited studies that
find a negative impact look solely at immigration’s impact on the labor market, holding
consumer demand static. The most prominent example may be an influential paper by
George Borjas (2003). Borjas estimated that immigration reduced the average U.S.-born
worker’s wages by 3.2 percent between 1980 and 2000. This estimate was based on a one-
sided look at immigration’s wage effects: it increased the labor supply, but made the “all
else equal” assumption that consumer demand would remain static. This approach always
finds negative effects because it includes the main way immigrants could reduce wages,
but excludes the main way immigrants could increase them.'® Borjas cautioned that his
study ignored many important economic dynamics, writing that:



I suspect that we can learn a great deal more about the labor market impact
of immigration by documenting the many adjustments that take place, by
workers and firms, both inside and outside the labor market ... For instance,
my analysis ignored the long-run capital adjustments induced by immigration,
the role played by capital-skill complementarities, and the possibility that
high-skill immigration (e.g., scientists and high-tech workers) is an important
engine for endogenous technological change.’

Subsequent studies based on the methodology Borjas introduced have made estimates
using one or both of two extremes: (1) the original “all else equal” assumption and (2)
assuming that the economy adjusts perfectly (instantly) to new workers and consumers. By
design, the first approach always finds negative overall effects, and the second approach
always finds no overall effect.” It can be helpful to think of the first scenario as the extreme
end of the possible short-run effect (before any adjustment takes place) and the second
scenario as the long-run effect (after all adjustments take place). However, too strictly
applying a “short-run, long-run” framework to immigration would ignore the fact that
immigrants increase the supply of labor and the demand for goods and services at the
same time. If businesses adjust efficiently, the extreme end of the “all else equal” scenario
may never occur at all. This may be why studies that do not require an explicit assumption
about capital’s adjustment to labor still find small wage effects due to immigration.®
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Models with more moderate assumptions about how the economy adjusts, such as the CBO
and BPC studies, better illustrate the economy’s response to new immigrant workers and
consumers. The CBO and BPC also estimated wage effects over time, shedding light on how
the economy adjusts to immigration.'® Both CBO and BPC modeled immigration reform
scenarios based on the Senate’s June 2013 immigration bill, each estimating that reform
would increase the size of the labor force by about 5 percent over FY2014-2033. After the
first ten years, the studies found that real average wages would be 0.1 percent (CBO) and
0.2 percent (BPC) lower than the baseline (i.e., slightly slower growth than what is
projected to occur without immigration reform). By year 20, both studies estimated that
real average wages would be 0.5 percent higher than the baseline (i.e., slightly faster
growth).

In the CBO and BPC studies, the small size of the changes is more significant than their
positive or negative direction. Among the seven total immigration reform scenarios BPC
tested, none caused wages to deviate substantially from the economy’s long-term path
(Figure 3). The overall effects cited above suggest that for an average worker making
about $46,000 per year, real wages would grow about $5 to $9 per year slower over the
first ten years, and grow about $30 faster per year in years 11-20.2° By comparison, the
studies estimate deficit reduction of about $80 to $110 per worker per year in the first ten
years and more than five times that in years 11-20.2! In short, because the economy is
dynamic, immigration appears to have a small impact on overall wages, especially
compared with its effects on the overall economy.

* Here, the distinction between overall and relative effects is important. As described below, studies that make
either assumption about economic adjustment can still illustrate the relative effects on different types of workers.



Figure 3. Real wage forecasts under immigration reform
scenarios.
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Relative Wages and Labor Market Adjustment. Regardless of the impact on overall
wages in the economy, the relative impact on different types of workers depends on how
workers with different skills and characteristics compete in the labor market. Economists
have long noted that in order to gain a better understanding of these effects, it is essential
to examine “the many adjustments that take place, by workers and firms, both inside and
outside the labor market.”?® Two recent strands of research examine these effects. First,
since 2003, a series of studies has examined how different types of workers compete with
one another. Second, since 2009, economists have gained a better understanding of the
types of labor market adjustments that workers make in response to the entrance of new
workers.

The first group of studies has been cited prominently in public debates over immigration
policy. These researchers agree that “the overall net impact on natives is small,” but
disagree about how immigration impacts different groups of workers.?* The studies are
based on the principle that workers with similar skills and experience are close
“substitutes” for one another and are therefore likely to compete for the same jobs and
lower one another’s wages. Under this theory, when a lot of competition exists for a job,
workers may be willing to accept lower wages, and employers may know that they can
offer lower wages and still fill the job. Workers who fill very different roles in the labor
market and cannot easily substitute for one another are said to "complement” each other.
In the immigration context, two types of complement/substitute relationships are especially
important: (1) between immigrants and U.S.-born workers, and (2) between workers of
different skill levels.?

Economists disagree about these complement/substitute relationships, which has led to
disagreement about how immigration affects different types of workers. Table 1 illustrates
how this disagreement impacts study results in prominently-cited authors’ recent work.
When researchers treat immigrants and U.S.-born workers as imperfect substitutes—in
other words, when researchers emphasize their different skills and characteristics—they
find that immigration boosts the overall wages of U.S.-born workers and reduces the wages



of previous immigrants. Conversely, when researchers treat immigrants and U.S.-born
workers as the same, they find identical effects on the wages of both types of workers.

With regard to substitution between skill groups, treating high school graduates as similar
to workers who did not graduate high school results in small positive wage increases for
U.S.-born workers in both groups. By contrast, treating these workers as two distinct
classes increases the wages of U.S.-born high school graduates (where immigrants are less
represented), but decreases the wages of U.S.-born workers who did not complete high
school (where immigrants are more represented).

Table 1. Assumptions and results of key relative wage studies.

Substitution between... Impact on U.S.-born workers
Study and Economic Immigrants & HS grads & Overall Less HS arad Some College or
time period adjustment | U.S.-born dropouts than HS 9 college  more”
Ottaviano & Perfect Imperfect Low +0.6% -1.5% +1.3% +1.8% -0.2%
Peri (2012),
1990-2006 Perfect Imperfect Close +0.6% | +1.3% +0.6% +1.0% +0.2%
Borjas Perfect Perfect Low 0.0% -3.1% +0.4% +0.9% -0.4%
2013),
(1990_)2010 None Perfect Low -3.2% -6.2% -2.7% -2.3% -3.5%

N For the Borjas results, the “college or more” category is a weighted average of the reported effect on college
graduates and advanced degree earners. This adjustment was made for the sake of comparability.

Note: These are results of the authors’ preferred assumptions. Each study also tested the other’s preferred
substitution assumptions and found results more similar to those of their counterpart.

The second important line of research concerns how existing workers in the labor market
respond to the entrance of new workers. Since 2009, several studies of the United States
and Europe have documented that in response to immigration, native-born workers tend to
move to more complex jobs.?® Studies using the complex U.S. Applied General Equilibrium
(USAGE) model, originally developed for the U.S. International Trade Commission, illustrate
how this effect plays out in the economy. In 2009, Dixon and Rimmer found that:

Additional low-skilled immigration would not increase the unemployment rates
of low-skilled U.S. workers. While our modeling suggests that there would be
reductions in the number of jobs for U.S. workers in low-skilled occupations,
this does not mean that unemployment rates for these U.S. workers would rise.
With increases in low-skilled immigration, the U.S. economy would expand,
creating more jobs in higher-skilled areas. Over time, some workers now in
low-paying jobs would move up the occupational ladder, actually reducing the
wage pressure on low-skilled U.S. workers who remain in low-skilled jobs.?’

The USAGE model also illustrates that when less-educated immigrants are removed from
the economy, the inverse of this effect may occur. For example, a 2012 USDA study found
that removing unauthorized immigrants would cause the economy to shrink, in turn
causing some U.S.-born workers to lose high-paying jobs.?® As predicted by supporters of
“attrition through enforcement” approaches, the loss of less-skilled labor would increase
wages significantly in some lower-paying occupations (by 3.9 to 9.9 percent), inducing
U.S.-born workers to fill some of those jobs. However, the resulting economic contraction
and occupational downgrade by U.S.-born workers outweigh this effect. Overall, the study



found that removing unauthorized immigrants from the economy would decrease overall
average real wages by 0.3 to 0.6 percent.

A few important takeaways emerge from these studies. First, the models show that if any
groups see negative wage effects from immigration, it is likely to be the least-educated
workers, and especially the least-educated immigrant workers. Reviews confirm that this is
also the consensus of the broader literature.?® Second, the results show that flexible,
adaptive economies and labor markets are best-equipped to mitigate disproportionate
negative impacts on any one group of workers. Studies and models suggest that in the
United States and Europe, these labor market adjustments encourage native-born workers
to upgrade their skills.3°

The USAGE model’s insights may be the most significant takeaway. The model and related
research show that in a growing economy, existing workers have the opportunity to move
up the ladder and take better jobs.3! Importantly, the USAGE model also illustrates how
these factors would play out in a shrinking economy. When less-skilled workers are
removed from the economy, wages would indeed rise in less-skilled occupations, inducing
U.S.-born workers to fill those jobs. However, this would occur in the context of an
economic contraction (i.e., a shrinking economy, the hallmark of recessions). These models
suggest that the dynamics of a shrinking economy could reduce overall average wages.

Reviews of the economic literature reveal a consensus that immigration has small effects
on existing U.S. workers’ wages. Although immigration’s wage effects are small,
economists do not agree about precisely how immigration impacts different classes of
workers. Depending on how different types of workers compete in the labor market—most
significantly, whether immigrants and U.S.-born workers tend to “complement” or
“substitute” for one another—these small short-term effects may be positive or negative.

Despite the ambiguity surrounding relative wage effects, several key conclusions emerge
from the literature. First, economists agree that immigration’s overall wage effects are
small. This is because immigrants do not just compete with existing workers for jobs—as
consumers, they buy goods and services, enabling businesses to create jobs that expand
the economy for everyone. Second, though economists have not agreed on how
immigration impacts different types of workers, the workers most likely to experience
negative effects appear to be previous immigrants and less-educated individuals. Third,
newer research suggests that individuals who are adversely affected may mitigate those
effects by upgrading their skills and moving to a better job. Finally, because the economy
shrinks when workers and consumers are removed, it is possible that removing less-
educated workers from the economy would cause overall wages to fall (even as wages in
certain low-paying occupations rise).

In sum, research generally finds small wage effects from immigration, but has not
conclusively determined which types of workers experience small positive or small negative
effects. Compared with the clear positive implications for economic growth and the federal
budget, it appears that immigration’s small wage effects may not be its most significant
impact on the economy.
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