Center for Amerlcan PIOgICSS

-

Administrative Action
on Immigration Reform

The Fiscal Benefits of Temporary Work Permits

By Patrick Oakford September 2014

WWW.AMERICANPROGRESS.ORG



Center for American Progress

=

Administrative Action
on Immigration Reform

The Fiscal Benefits of Temporary Work Permits

By Patrick Oakford September 2014



Contents

12

14

21

Introduction and summary

Putting millions of workers
and employers on the tax rolls

Higher wages for workers,
increased tax revenues for America

Estimating fiscal benefits
of administrative action

Conclusion

Appendix

Endnotes



Introduction and summary

In the coming months, President Barack Obama is expected to announce a series
of administrative actions on immigration.' These actions will come after more
than a decade of inaction on immigration reform in Congress, including the
House of Representatives’ recent refusal to vote on the bipartisan immigration
reform bill, S. 744, passed by the Senate last summer.” The Congressional Budget
Office estimated that S. 744 would significantly reduce our nation’s deficit and

spur economic growth.’

Although any executive action adopted by the president will pale in comparison
to the economic and fiscal impact of a comprehensive legislative solution such
as S. 744, such actions can nonetheless deliver significant fiscal benefits. This
report examines the fiscal impact of a variety of scenarios in which undocu-
mented immigrants are temporarily protected from deportation and authorized

to work in the interim.

Confronted by a deteriorating immigration system and continued paralysis in
Congress, President Obama requested Secretary of Homeland Security Jeh
Johnson and Attorney General Eric Holder to identify which administrative
actions could be adopted to begin the process of fixing our immigration system.
One of the significant administrative steps the president can take is expand-

ing a policy authorizing undocumented immigrants who are deemed to be low
enforcement priorities to affirmatively request deferred action. Deferred action
is a temporary, discretionary reprieve from deportation that enables the govern-
ment to focus its limited resources on high-priority enforcement targets while
bringing low-priority individuals out of the shadows. In addition to the obvious
enforcement and security benefits that flow from expanding the universe of indi-
viduals eligible to register and request this exercise of discretion, enabling these
individuals to work lawfully, albeit temporarily, also triggers significant fiscal

benefits in the form of additional payroll tax revenues.
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Granting deferred action with work permits would increase the
amount of payroll tax revenue collected each year. First, by allow-
ing undocumented immigrants to work legally, many workers and
employers will be able to emerge from the underground economy
and pay payroll taxes for the first time. Today, slightly more than
one-third of undocumented workers and their employers are
contributing payroll taxes.” Providing work permits would create

alegal avenue for workers and employers to contribute taxes.

Second, allowing undocumented immigrants to work legally
will lead to higher wages. Providing work authorization to
eligible undocumented immigrants would equip them with a
shield against workplace exploitation and enable them to move
freely across the labor market to find jobs that best match their
skills. Consequently, undocumented immigrants will observe an
increase in their earnings. And as workers’ wages rise, so too will

their payroll tax contributions.

The magnitude of the tax revenue gains, however, varies based on
the number of immigrants eligible for deferred action. There are a
number of criteria that President Obama could choose from when
determining who will be eligible for deferred action. For example,
deferred action may only be available to those who have been in
the United States for at least 10 years. Alternatively, the president
could extend deferred action to those who would have been able
to apply for legal status and citizenship under the immigration
reform bill, S. 744, passed by the Senate in June 2013.

In the following analysis, the Center for American Progress
estimates the fiscal impact of a deferred action program for each

of these groups:

* Undocumented immigrants who have lived in the United

States for at least five years.

Deferred action

The president has the legal authority and a great
deal of latitude when deciding how to enforce
our immigration laws in the most efficient and
effective way. Just like a local police chief has the
ability to decide whether to focus resources on
ticketing people for jay walking or arresting peo-
ple for driving while intoxicated, the president has
the legal authority to determine which individuals
are a priority forimmigration enforcement. This is
known as prosecutorial discretion.

One type of prosecutorial discretion policies in the
immigration context is “deferred action,” which
was formerly recognized by the Immigration and
Naturalization Services in 1975.% A deferred action
policy identifies low-priority individuals, such as
non-criminals, who are not the target of immigra-
tion enforcement efforts, and creates a process for
them to come forward and affirmatively apply for
temporary relief from deportation. Most recently,
this form of discretion was utilized in the Deferred
Action for Childhood Arrivals, or DACA, program.
DACA was announced in June 2012 and extends
to undocumented immigrants who have entered
the United States before the age of 16 and meet
education requirements such as graduating high
school.® To date, DACA has successfully allowed
the U.S. Department of Homeland Security, or
DHS, to better focus its resources on higher
priorities by granting temporary reprieves from
deportation to nearly 600,000 individuals.®

* Undocumented immigrants who have lived in the United States for at least

10 years.

* Undocumented immigrants who have a minor child living in the United States.
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TABLE 1
Fiscal benefits from deferred action

Increase in payroll tax revenues by criteria of eligibility

Number of eligible

undocumented Pa'yro.ll tax gain Cumul.:ative pay.roll

L in first year, tax gains over five
immigrants, L o
R - in billions years, in billions
in millions

U.S. residency for at least 9.95 $6.08 $44.96

5 years

U.S. residency for at least 74 $4.52 $33.44

10 years

Undocumented immi-

grants with 47 $2.87 $21.24

a minor child in the
United States

Source: Author’s calculations. See Methodology.

The analysis shows that the United States stands to gain a significant amount of
new revenue from a deferred action program. Most striking is that the payroll tax
revenue gains would be realized immediately—within the first year—and only
grow over time as more immigrants apply for relief under the program and receive

a work permit. The analysis finds:

* Temporary work permits would increase the earnings of undocumented immi-
grants by about 8.5 percent as they are able to work legally and find jobs that
match their skills.

* A deferred action program that allows undocumented immigrants who have
lived in the United States for at least five years to apply for a temporary work
permit would increase payroll tax revenues by $6.08 billion in the first year alone

and increase revenues by $44.96 billion over five years.

* If President Obama instead extends deferred action to a smaller number of undoc-

umented immigrants then the payroll tax revenue gains would not be as high.

This report begins with a discussion of why deferred action would trigger an
increase in tax revenues. It then presents the findings of the CAP analysis that
quantifies the increase in payroll tax revenues that would result from extending

deferred action to undocumented immigrants.
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Putting millions of workers
and employers on the tax rolls

Our broken immigration system has created a situation in which millions of
undocumented immigrants are working, yet none of them have a legal avenue to
contribute payroll taxes.® Thus, billions of dollars are lost every year in tax revenues.
A deferred action program, which allows undocumented immigrants to apply for

a temporary work permit, would correct these inadequacies of our current system

and increase payroll tax revenues by increasing the number of people paying taxes.

There are currently 8 million undocumented immigrants in the United States who
are working in a variety of industries, from agriculture to manufacturing.” While
these workers are vital to our economy and workforce, there is no legal way for Ultimately, extending
them to pay payroll taxes: Given their unlawful status and inability to work legally,
these workers are unable obtain a Social Security number and therefore cannot file 3 WOrk permit to
payroll taxes like other American workers."

undocumented
Despite this structural shortcoming, the Social Security Administration, or SSA,
has estimated that about 3 million undocumented workers and their employ- immigrants will create
ers paid payroll taxes in 2010, or about 38 percent of the estimated 8 million
undocumented workers."' According to the SSA, many of these workers likely a path for those
pay payroll taxes through the use of false Social Security numbers.'? While these

workers’ contributions have been significant, they are far less than what they al ready working in the
could be if the United States created the opportunity for undocumented work-

ers to both legally work and pay taxes. United States to come
Under a deferred action program, undocumented immigrants whose applica- forward and pay taxes.

tions for a work permit have been approved would receive an Employment
Authorization Card, or EAC." These cards contain a unique nine-digit number.
Similar to a Social Security number, an EAC proves that an individual is eligible

to work legally and allows him or her to fill out the needed IRS forms with an
employer to contribute payroll taxes. Given that only a minority of undocumented
workers and their employers are currently paying payroll taxes, providing undocu-
mented immigrants with EACs would lead to a significant increase in the number
of workers and employers contributing payroll taxes. Ultimately, extending a work
permit to undocumented immigrants will create a path for those already working

in the United States to come forward and pay taxes.
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Higher wages for workers,
increased tax revenues for America

In addition to putting more employers and workers on the books, tax revenues
would increase because the acquisition of a temporary work permit would likely

increase the earnings of undocumented immigrants for two main reasons:

* It enables workers to shed the negative effect their immigration status has on
their earnings.
* It allows undocumented workers to have full access to the labor market,

enabling them to find jobs that match their skills and maximize their earnings.

Since payroll tax contributions are based on an employee’s wages, as an employee’s

earnings increase, their tax contributions generally increase as well.*

Eliminating negative wage effects of undocumented status

The interaction between our broken immigration system and employment and
labor laws have made undocumented workers more susceptible to exploitation in

the workplace, leading them to earn lower wages than they otherwise could.

Undocumented immigrants, while not legally allowed to work in the United
States, are still covered by many U.S. employment and labor laws, such as mini-
mum-wage requirements and the right to organize a union." Despite having the
same workplace rights as other American workers, undocumented immigrants in
practice are not able to execute their workplace rights, making them more vul-
nerable to exploitation.'® Given that in recent history, immigration officials have
conducted enforcement actions in the interior of the country at workplaces or
roadside checkpoints, rather than just at the border, many undocumented workers
are fearful of coming forward and identifying employer wrongdoing.'” Similarly,
employers use their duty to check workers” immigration status under IRCA as

a tool to deter employment complaints or to retaliate against undocumented
immigrants who file such complaints.'® Thus, unscrupulous employers are able to
take advantage of undocumented immigrants with minimal fear of being caught or

penalized for their unlawful employment practices.
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As a result of this tension between our immigration and employ-
ment laws, researchers have found that undocumented immi-
grants are nearly two times more likely to be paid below minimum
wage than native-born workers." Similarly, a study of undocu-
mented workers in Chicago found that these workers were three
times more likely than documented immigrants to experience
wage theft—such as nonpayment or underpayment of wages*

—and 1.8 times more likely to work in unsafe conditions.”!

Providing a temporary work permit would remove the vulner-
ability associated with unlawful immigration status and dimin-
ish the likelihood of employers exploiting undocumented
workers. Moreover, in the event that workers are still exploited,
they will be better positioned to exert their workplace rights,
since they will not be afraid that invoking their rights will result
in deportation. In short, allowing undocumented immigrants to
work legally decreases their workplace vulnerability, and their

earnings will likely rise as a result.

Increasing undocumented immigrants’
labor-market mobility

There are millions of undocumented immigrants already working
in our economy in a variety of jobs. Their experience in the labor

market at large, however, is very different than that of legal work-

Undermining undocumented
immigrants’ workplace rights
harms all workers

In the United States, labor and employment laws
are most effective when everyone covered by
these laws are able to execute their rights. Stifling
undocumented workers employment rights,
therefore, means that all workers are at a greater
risk of being victims of unlawful employment
practices. Most employment investigations are
initiated by individual workers filing complaints
against their employers. Thus, if undocumented
immigrants are not able to report an employer’s il-
legal practices, then all workers who are victims of
this wrongdoing are less likely to receive relief. In
addition, penalties imposed on employers aim not
only to correct a specific instance of wrongdoing
but also to deter other businesses from engag-
ing in similar unlawful practices. The likelihood

of other employers engaging in unlawful actions
against American workers, therefore, increases

as the deterrence effect of enforcing labor and
employment laws is weakened by undocumented
immigrants’inability to file formal complaints.

ers. Since it is illegal for employers to knowingly hire an undocumented immi-

grant, these workers often self-select into jobs that minimize their risk of being

detected as an undocumented immigrant and ultimately deported.** The result

is that undocumented workers frequently find themselves in low-wage jobs with

little opportunity for upward occupational mobility.>® Unlike other workers in

the labor market who can maximize their earnings by finding jobs that best match
their skills and abilities, undocumented immigrants cannot do this and therefore

ultimately earn less than they otherwise could.?

For example, higher levels of education generally lead to higher earnings: A per-
son with a high school degree is likely able to make more money than a person
who has not graduated from high school, and so on. The relationship between

education and earnings, however, is drastically different for undocumented
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immigrants than it is for legal immigrants.”* One study found that legal Mexican
immigrants’ wage returns on education attainment were double the returns

observed by undocumented Mexican immigrants.

A temporary work permit would give undocumented workers greater labor-mar-
ket mobility, allowing them to realize the wage potential of their skills. The ability
to work legally allows undocumented immigrants to access jobs that value their

human capital and compensate them fairly for it.
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Estimating the fiscal benefits
of administrative action

It is clear from the discussion above that deferred action would increase payroll

tax revenues, but by how much?

If President Obama takes administrative action, there are many groups of undocu-
mented immigrants who might benefit from deferred action. For example, the
president could extend a deferred action program to undocumented immigrants
who have been in the United States for at least five years, or he could extend the
program to a smaller group, such as undocumented immigrants with minor chil-
dren in the United States. In the following analysis, CAP estimates fiscal benefits
if a deferred action program were available to three different groups of undocu-

mented immigrants. (see Table 2)

After considering the wage effects of acquiring legal status and analyzing cur-

rent wage gaps between undocumented and legal immigrants, it is reasonable to
expect undocumented immigrants’ wages to increase by about 8.5 percent under

a deferred action program. (see the Appendix for a full discussion of the wage
effects of deferred action) Moreover, the analysis assumes that undocumented
immigrants who receive a work permit would have similar labor-force participation
and employment rates as legal, noncitizen immigrants. Finally, since 38 percent of
undocumented immigrants are already paying payroll taxes, the analysis assumes
that the remaining 62 percent of undocumented workers will go on the books for

the first time. (see the Appendix for a full discussion of the methodology)
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TABLE 2
Fiscal benefits from deferred action

Increase in payroll tax revenues by criteria of eligibility

Number of eligible

undocumented Pa.yro.ll tax gain Cumul.:ative pay.roll

L in first year, tax gains over five
immigrants, L o
R - in billions years, in billions
in millions

U.S. residency for at least 9.95 $6.08 $44.96

5 years

U.S. residency for at least 74 $4.52 $33.44

10 years

Undocumented immi-

grants with 47 $2.87 $21.24

a minor child in the
United States

Source: Author’s calculations. See Methodology.

This analysis shows that the United States would observe significant increases in
payroll tax revenues if any of these groups were eligible for work permits under a
deferred action program. Most notably, the analysis illustrates that benefits would
begin accruing immediately. Within the first year of a program being established,
U.S. tax revenues would increase by $6.08 billion, if undocumented immigrants
with at least five years of U.S. residency were eligible to apply.*” Since not all
eligible individuals will be able to apply and receive a permit within the first year,
the tax gains will continue to rise as more immigrants receive their temporary
work permit. Over five years, the benefits would only continue to grow to an
estimated total of $44.96 billion.*®
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FIGURE 1
Payroll tax revenue gains from deferred action

First-year increase in payroll tax revenues by number of eligible immigrants
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Similarly, if undocumented immigrants with minor children in the United States
were able to apply for deferred action, tax revenues would increase by an esti-
mated $2.87 billion in the first year and grow to an estimated $21.24 billion over
five years.” These findings indicate that the larger the number of undocumented
immigrants who are covered by a deferred action program, the larger the tax rev-
enue gains will be. Therefore, it would be in the United States’ financial interest to
ensure that as many immigrants as possible who are eligible for a deferred action

program are able to apply and receive work permits as soon as possible.
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Impact of deferred action on American workers

The impact of providing temporary work permits to undocumented
immigrants would not negatively affect American workers'job op-
portunities or their wages. While an undocumented immigrant will
have greater access to the labor market and be able to apply for a
wider range of jobs, this will not increase labor-market competition for
native-born workers. This is because undocumented immigrants—de-
spite greater mobility in the labor market—uwill not be applying for the
same jobs as native-born workers. For a better understanding of why
providing work permits to undocumented immigrants will not increase
competition for native-born workers, consider the current labor-market
relationship between legal immigrant workers and the native born.

Researchers have long found that immigrants at large—not just un-
documented immigrants—and native-born workers do not compete
for the same jobs; instead, they often complement each other in the
workforce as immigrants and native-born workers tend to work in
different industries.>° Even when they do work in the same industries,
immigrants and native-born workers often occupy different jobs.>' For
example, immigrants make up 31 percent of all workers in the accom-

modation sector,32 but these workers are not distributed evenly across
jobs within the industry. Instead, the majority of immigrants work
within only five occupations in the accommodation industry and fill 53
percent of all housekeeping jobs in the sector. Conversely, the majority
of native-born workers are concentrated in higher skilled jobs and ac-
count for nearly 90 percent of all desk clerks in the industry.33

The experience of the broader, legal immigrant population in the
labor force indicates that providing greater labor-market mobil-
ity to immigrants would not take jobs away from Americans but
instead would allow them to enter jobs that complement the work
of native-born workers.

Similarly, undocumented immigrants’increase in earnings will not
have a negative wage effect on native-born workers. The reasoning

is straightforward: As immigrants earn more, they will spend more,
leading to greater demand for goods and services and potentially
higher profits for businesses. This will likely result not only in job cre-
ation but also in higher wages for all workers as the economy grows.*

The fiscal benefits of providing deferred action are significant, but they are far less
than the fiscal and economic benefits of legislative immigration reform. As the
analysis shows, the fiscal benefits of deferred action stem in part from the increase
in earnings it would generate for undocumented immigrants. While deferred
action will lead to an estimated 8.5 percent increase in wages, another CAP study
shows that legislative reform that provides a pathway to citizenship would result in
a 2§ percent boost in earnings—meaning tax contributions and economic growth
would be larger.* The reason why legislative reform provides a higher wage
increase is simple: The permanent nature of this reform creates an incentive for
immigrants to invest in their education, which subsequently raises wages further.
Moreover, researchers have found that the acquisition of citizenship is associ-
ated with a 10 percent increase in wages.** Comprehensive reform that includes a
pathway to citizenship will, therefore, further boost immigration earnings, leading

to bigger fiscal and economic impacts.
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Conclusion

A deferred action program that provides both a temporary reprieve from depor-
tation and a work permit for millions of undocumented immigrants would offer
much needed relief to American families and would mark an important step
toward fixing our broken immigration system. But it isn’t just immigrant families
that would benefit from this program: All Americans would be better off as the

program would increase U.S. tax revenues.

Our current broken immigration system has pushed undocumented work under-
ground and resulted in the loss of billions of dollars in payroll taxes every year. A
deferred action program would help fix this problem by allowing undocumented
immigrants to apply for a temporary work permit, work legally, and move freely
around the labor market to find jobs that best suit their skills. This would result in
more workers being on the books and paying taxes, in addition to earning higher

wages, resulting in a further boost in payroll tax revenues.

In the first year of a deferred action program alone, the United States stands to
gain $6.08 billion in payroll taxes.”” While these gains are significant, they are far
less than the fiscal and economic benefits of full legislative reform. A pathway

to citizenship would provide a greater increase in undocumented immigrants
earnings and therefore generate a greater cascade of fiscal and economic benefits.
In fact, the Congressional Budget Office has estimated that the Senate’s immigra-
tion reform bill S. 744 would reduce the nation’s deficit by $13$ billion over 10
years.*® The analysis in this report shows that it is in all Americans’ best interest for
President Obama to establish an expanded deferred action program to begin to fix

our broken immigration system.
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Appendix

Methodology

Estimating the wage gains of a temporary work permit

In general, the effects of legalization on undocumented immigrants’ wages are the

function of three things:

* Changes in characteristics and human capital
* Changes in the returns on human capital

* The removal of discriminatory effect of one’s undocumented status

Under a deferred action program, one would expect wages to increase due to the
last two factors: A temporary work permit would increase labor-market mobility
and would remove undocumented immigrants’ vulnerability to exploitation. It
should be noted, however, that a temporary work permit may spur undocumented
immigrants to invest in their human capital. In this analysis, we do not account for

that effect as there is not a good indication of how much investment might occur.

In this report’s analysis, CAP assumes that deferred action would increase the
undocumented immigrants’ wages by 8.5 percent. This estimate is the midpoint
between two different estimates of wage increases that might occur under a
deferred action program. While no one can be completely certain about what
will happen to undocumented immigrants’ future earnings, we considered likely

increases under two approaches:

* Historical: We can use the experience of immigrants in previous legalization
programs to glean what might happen to undocumented immigrants’ earnings

under a deferred action program.

* Current disparities: The current wage differentials between undocumented
immigrants and legal immigrants serve as a good indication of how much a

worker’s wages would increase as a result of receiving a temporary work permit.
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Lessons from the Immigration Reform and Control Act

The United States passed the Immigration Reform and Control Act, or IRCA,

in 1986, which legalized nearly 3 million undocumented immigrants in the
United States.*” In the years following the enactment of IRCA, the United States
conducted an extensive survey of recipients of legal status. Through this survey,
researchers were able to identify the wage gains undocumented immigrants
experienced after receiving legal status. The Department of Labor estimated that
on average, immigrants’ earnings increased by 15 percent.* Similarly, Rivera-Batiz
found that on average, immigrants’ earnings increased by 17.7 percent. This wage
gain, however, is not just the result of correcting the negative consequences of a
worker’s undocumented status; it also reflects undocumented immigrants’ invest-

ments in their human capital, such as increasing their level of education.

While a deferred action program would likely increase undocumented immi-
grants’ wages, the temporary nature of the program may not create the same
incentive for undocumented immigrants to invest in their human capital. Thus,
using immigrants’ wage gains under IRCA as an estimate of the potential increase
in earnings under a deferred action program requires isolating the increase in

wages that were due to immigrants’ change in legal status alone.

Through the use of a Blinder-Oaxaca wage decomposition,* researchers have been
able to identify which share of the wage increase under IRCA is attributed to immi-
grants’ change in legal status and how much is due to changes in human capital and
other characteristics. Francisco Rivera-Batiz found that 40 percent of the observed
wage gain by undocumented immigrant under IRCA was due to changes in their
education attainment, language skills, and other measurable characteristic, while 60
percent of the boost in earnings cannot be explained.* In describing this portion of
the wage gap, Rivera-Batiz writes that the unexplained wage gains “strongly suggest
that the change in the legal status of [undocumented] immigrants had a strong
positive effect on their earnings.”* In other words, the unexplained portion of the
wage decomposition can be viewed as a proxy for the increase in earnings due to a
change in legal status. Thus, under IRCA, undocumented immigrants observed a

10.5 percent wage increase as a result of acquiring legal status.

Similar to the immigrants who received legal status through IRCA, undocu-
mented immigrants who could apply for deferred action would be able to shed
the negative wage effects of their unlawful immigration status. Thus, Rivera-Batiz’s

analysis of undocumented immigrants’ experiences under IRCA provides a good
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estimate of how much the earnings of undocumented immigrants would increase
if they were eligible for deferred action. To be sure, some of the unobservable
wage increases in Rivera-Batiz’s analysis may be due to less easily measurable
changes in characteristics such as health outcomes. However, the changes that
occurred as a result of changes in legal status under IRCA would likely also occur

under deferred action as well.

Current wage disparities between undocumented
immigrants and legal immigrants

A second approach to estimating the wage increase of undocumented immigrants
if they received a temporary work permit is to identify the current wage penalty

for being undocumented.

Using the American Community Survey, or ACS, CAP first identified likely
undocumented Mexican immigrants and legal noncitizen Mexican immigrants
through an augmented residual method.* Specifically, CAP used year of entry,
government employee status, recipient of welfare benefits, veteran status, occupa-
tion, health insurance coverage, and other indicators to identify likely undocu-
mented Mexican immigrants in the ACS. CAP then estimated that the wage

gap between undocumented Mexican immigrants and legal noncitizen Mexican
immigrants is 9.89 percent. CAP conducted a Blinder-Oaxaca wage decomposi-
tion to identify which portion of the wage gap is due to difference in measurable
characteristics between the two groups. In the analysis, we controlled for the
following: age, sex, marital status, number of children, English language abilities,
education attainment, recent entry into the United States, self-employment status,

and average hours of work.

CAP found that differences in measurable characteristics can explain 34 percent of
the 9.89 percent wage gap, meaning that there is a 3.4 percent wage gap between
undocumented Mexican immigrants and legal noncitizen Mexican immigrants as

aresult of difference in group characteristics.*

Most importantly, however, the wage decomposition illustrated that 66 percent of
the 9.89 percent wage gap between the two groups cannot be explained by mea-
surable characteristics. In other words, there is a 6.5 percent wage gap between
undocumented Mexican immigrants and legal noncitizen Mexican immigrants due

to reasons not explained by measurable characteristics. This 6.5 percent wage gap is
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a reasonable estimate of the negative wage impact that undocumented immigrants
experience due to their legal status.* These findings are consistent with other stud-
ies. For example, Mathew Hall and his co-researchers found that, when controlling
for other characteristics, legal status was associated with a 2.73 percent wage advan-

tage for Mexican women and a 7.42 percent wage advantage for Mexican men.*

CAP selected to use a Blinder-Oaxaca wage decomposition for two reason: First, to
ensure that the approach was similar and consistent with that used by Rivera-Batiz;
but more importantly, because it is a common approach when attempting to quan-
tify the wage impact of discrimination in the workplace. Similar to discrimination
based on race or sex, the negative wage effects of an undocumented status are the
result of discrimination and or exploitation by employers on the basis of a worker’s
immigration status. Therefore, the use of a Blinder-Oaxaca wage decomposition is a

reasonable way to quantify the negative wage impact of a workers unlawful status.

Similar to the conclusions that can be drawn from Rivera-Batiz’s study, CAP’s
analysis indicates that undocumented Mexican immigrants’ wages will increase
by about 6.5 percent with the acquisition of a temporary work permit, as it would

eliminate the negative wage effects associated with their undocumented status.

Estimating payroll tax contributions

CAP estimated the increase in payroll tax revenues contributed by undocumented
immigrants and their employers by identifying which share of undocumented
immigrants already pay payroll taxes, estimating undocumented immigrants’
earnings, and the wage increase that would result from acquiring a temporary
work permit. The analysis assumes that 38 percent of undocumented immigrants
already pay taxes, meaning that 62 percent of undocumented immigrant would
contribute payroll taxes for the first time. Using the sample of likely undocu-
mented Mexican immigrants, CAP estimates that the average earnings of undocu-
mented workers is $22,029. The analysis assumes that earnings of undocumented
immigrants would increase by 8.5 percent. This number is the midpoint between

the wage gains estimated under the two approaches discussed above.

Under this analysis, CAP utilized the application rates observed under DACA
and assumes that similar application rates would occur under a deferred action
program. Specifically, CAP utilized a 62 percent application rate in the first year
and raised it to 68 percent by the second year based on DACA. Recognizing that
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applications would be filed over the course of two years, CAP phased in the acqui-
sition of temporary work permits over the first two years, meaning the payroll tax
benefits are also phased in. Moreover, CAP applied the labor-force participation
rate and unemployment rates of noncitizen immigrants to the undocumented

population under deferred action.

Literature review

There are multiple studies that have considered IRCA’s effect on the wages of for-
merly undocumented immigrants. A review of the literature below is divided into
studies that identify the wage impact of legalization and wage disparities between

undocumented workers and legal workers.

Wage impact of legalization

Department of Labor (1996)

Charged by Congress to investigate the social and economic characteristics of
undocumented immigrants who were legalized under IRCA, the Department of
Labor, or DOL, released a report in 1996 that, in part, identified what happened
to the earnings of formerly undocumented immigrants five years after legalization.
Specifically in this study, the DOL compared the earnings of undocumented
immigrants at the time they applied for legal status to their earnings in 1992. The
report found that legalized workers’ earnings rose on average by 15 percent. The
DOL utilized the Legalized Population Survey to make these estimates and only
studied those immigrants who received legal status under section 245A of the

Immigration and Nationality Act.*®

Sherrie A. Kossoudji and Deborah A. Cobb-Clark (2002)

In this study, Kossoudji and Cobb-Clark aimed to determine whether observed
changes in formerly undocumented immigrants’ wages were the result of the
acquisition of legal status or merely changes in the labor market, which affect
wages. In order to answer this question, the authors compared the changes in
undocumented immigrants’ earnings in the Legalization Population Survey, or
LPS, to a group of legal workers in the National Longitudinal Survey of Youth.
The authors first found that legalization lead to a change in the wage determi-
nants of formerly undocumented immigrants. Specifically, they found that lack of

English language ability after legalization led to higher wage penalties. They also
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found that post legalization, workers received higher returns on their education
levels, with the greatest increase on returns occurring for those with higher than
a high school education. When taking into account the changes that occurred to
the wages of the comparison group between 1986 and 1992, the authors con-
cluded that the earnings of undocumented immigrants increased by 6 percent as
a result of changes in returns on human capital. This estimate does not include

increases in earnings as a result of changes in human capital.*

Francisco L. Rivera-Batiz (1999)

As described in the report above, Rivera-Batiz compared undocumented workers’
wages before legalization to their earnings after they acquired legal status. Rivera-
Batiz utilized the LPS to conduct this analysis. Similar to the DOL study, he found
that wages of formerly undocumented men increased by 14.8 percent and the
wages of women increased by 20.6 percent. On average, he found that 40 percent

of the wage gains were due to changes in human capital and other characteristics.*

Wage disparity

Similar to the analysis CAP performed to identify the wage disparity between
legal and undocumented immigrants, there are other studies that have compared
the earnings of legal workers to that of undocumented workers. The following is a

brief review of the most recent literature.

Sherrie A. Kossoudji and Deborah A. Cobb-Clark (2002)

In addition to looking at legalization’s impact on earnings, Kossoudji and Cobb-
Clark also identified the wage gaps between undocumented and legal workers
prior to legalization. The authors compared earnings of undocumented immi-
grants as reported in the LPS survey to those of legal workers—both immigrants
and natives—in the National Longitudinal Youth Survey. The authors found

that if undocumented immigrants had received the wage returns of legal work-
ers, their earnings would be 14 percent to 26 percent higher. It should be noted,
however, that the authors were comparing undocumented immigrants to both
legal immigrants—citizens and noncitizens—in addition to native-born workers.
The authors’ comparison group is much broader than that used in CAP’s analysis,
and therefore the result from this study is expected to be larger than that of CAP’s

since both legal status and citizenship are associated with higher earnings.*!
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Mathew Hall and others (2010)

This study’s authors compared the wage disparity between legal Mexican immi-
grants to undocumented Mexican immigrants as reported in the Survey of Income
and Program Participation. Additionally, the authors identified differences in wage
determinants between these two groups. Similar to Kossoudji and Cobb-Clark,
this study also found that undocumented workers received lower returns on their
human capital, specifically education, than legal immigrants. With respect to the
authors’ analysis of wage disparities, they found that after controlling for human
capital, undocumented men earned 7.5 percent less than legal immigrant men,

and women earned 3.8 percent less than legal immigrant women.*
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