A Burden to America?

IMMIGRATION

he number of immigrants entering

the United States legally is greater

today than it was at the turn of the
century. In fact, after peaking in the early
1900s and registering little activity since,
legal immigration has recently surpassed
those earlier record levels.! The current
rate of U.S. immigration—the level of
immigration adjusted for population—
however, is much lower today than it was
a century ago. Between 1900 and 1910,
about 11 immigrants per thousand resi-
dents entered the United States legally.
The current rate is about five per thou-
sand, but rising.

Despite the decline in the immigration
rate, many Americans still believe that
immigration hurts U.S. workers and the
economy. Immigrants are perceived as
taking jobs away from native-born
Americans and filling the rolls for public
assistance without paying their share of

taxes to replenish the kitty. Nothing could

be further from the truth.

A recent report prepared by a panel of
economists and sociologists, and pub-
lished by the National Research Council
(NRC), shows that immigrants not only
diversify the American economy, but also
contribute to economic growth.?2 And it
is because they are different from natives
that the economy as a whole profits. In
many instances, immigrants both cause

prices to fall, which benefits all consumers,

and enable the economy to domestically
produce a wider variety of goods than
natives alone could.® If immigrants
weren’t different from natives, they would
only augment the population and the

scale of the economy, but not have an
effect on the overall growth rate of per
capita income.

As the NRC report shows, the overall
effect immigration has on gross domestic
product is between $1 billion and $10 bil-
lion a year. While these amounts may
seem negligible in an $8 trillion economy
(about one-eighth of 1 percent at most),
they are still a gain—and not the drain
many believe immigration to be.

How Should Immigration
Affect the Economy?

Immigrants increase the supply of labor
in the economy. In the most basic labor
market scenario, where all workers are pro-
ducing only one good, this increase—
when nothing else changes—will result in
a lower market wage for all workers if all
workers are the same. But all workers are not
the same. Some natives will compete with
immigrants for positions because they pos-
sess similar skills; others will work along-
side immigrants, complementing the
immigrants’ skills with their own. This
skill distinction means that not all native
workers will receive a lower wage. Those
who compete with—are substitutes for—
immigrants will receive a lower wage than
they would without immigration, while
those who complement immigrants will
receive a higher wage.

As explained in the sidebar on pages 8
and 9, immigration produces net econo-
mic gains for all native-born workers, even
though one group—which most econo-
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NOTE: Data for the 1980s and 1990s include immigrants who had
entered the country illegally, but obtained legal status under the

mists believe to be unskilled domestic
workers—experiences a monetary loss
(that is, a lower wage). Unskilled
domestic workers benefit from the
added diversity of goods that immi-
grants enable the economy to produce.
Skilled domestic workers, who are
believed to complement immigrant
labor, benefit from a higher wage, as
well as the added diversity of goods. If
the wages of these two groups of native
workers did not change in response to
immigration, there would be no
domestic economic gain for them
because the value of the immigrants’
production would return directly to
the immigrants.

But what if immigrants arrive with
skills that do not substitute for any
native workers’ skills? For instance,
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Although recent
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(red bars) have
surpassed the records
set at the turn of
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immigration rates

(blue bars), which
adjust for population,
are far below rates
in the 1800s.
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what if all immigrants had less than a

high school education, while all natives

had more than a high school educa-
tion? Then all native labor would com-
plement immigrant labor and all
natives—skilled and unskilled—would
gain. On the other hand, what if
immigrants were perfect substitutes for
native workers, matching the native
labor force exactly? That is, what if
immigrants arrived in the same propor-
tion of skilled and unskilled workers as
the native population? In this case, no
loss in native wages would occur. Total
national output would increase because
immigrants would now produce all of
the additional output, and the fruits of
their labor would return directly to
them. Native workers would be no bet-
ter or worse off. Thus, natives gain
only when the immigrants’ skills differ
from their own.

To make this account more realistic,
assume that the economy now pro-
duces two goods instead of just one, as
before. Let’s call the two goods kibbles
and bits. While this change may seem
trivial, it opens a new realm of choices

for workers and consumers because the
relative price—the price of one good in
terms of the other—can now change.
With this change, workers can now
choose which industry they want to
work in, with immigration likely influ-
encing the choice.

Producing kibbles requires a lot of
unskilled labor and only a little skilled
labor. Producing bits requires just the
opposite. Without immigration or for-
eign trade, the economy can efficiently
produce and consume a certain amount
of kibbles and bits. What happens,
then, when unskilled labor immigrates
to the economy? As before, the wage
of native unskilled workers declines
and that of skilled workers increases.
And now, because it has become
cheaper to produce kibbles, which uses
a lot of unskilled labor, their price falls
relative to bits. Because of this relative
price change, more consumers demand
kibbles. Those who really like kibbles
gain the most from the price reduction;
those who prefer bits don’t gain as
much. As in the single-good scenario,
there are winners and losers.

In addition to lower production
costs, the increased supply of unskilled
labor also lets some domestic kibbles
workers shift to bits production, where
they have the comparative advantage
over immigrant workers. More kibbles
and bits can now be produced because
the native labor force is more effi-
ciently allocated as a result of immi-
gration. Thus, in this two-good
scenario, the economy gains on two
fronts: 1) through a lower relative
price for the good that immigrants are
better at producing; and 2) through
the redistribution of domestic labor to
the production of the good for which
it has the comparative advantage.
Lower prices and greater variety bene-
fit all in the economy.

How Does Immigration
Affect Wages?

The effects of immigration on the
U.S. economy have been studied
extensively. A common finding of
these studies is that immigrants nor-
mally receive higher wages in the
United States than they would in their
native countries. If this weren’t true,
most would not leave home.* Still,
the majority of recent immigrants
earn less than their domestic counter-
parts. According to the NRC report,
the hourly wages of foreign-born men
in 1990 were on average 7 percent
lower than those of native-born men,
and annual earnings were 15 percent
lower. This was not true in 1970,
though. In that year, the hourly
wages of foreign-born men were 1.5
percent greater than those of native-




born men, and annual earnings were
3 percent lower.

What could cause such a dramatic
shift in 20 years? Two things: 1) the
changing mix of countries of origin;
and 2) the widening gap in the edu-
cational levels of immigrants and
their native counterparts. For men,
native wages have been quite flat
over the past few decades, which
implies that the growing wage gap
between native- and foreign-born
workers stems from an absolute
decline in the real wages and earn-
ings of recent immigrants.
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5.6 percent decline in the wages of
other recent immigrants.” The
authors also found that, at the same
time, wages of earlier immigrants
rise, while those of natives decline
slightly, leading the authors to con-
clude that immigration has a rather
weak effect on the employment and
income of domestic workers.

... And in Education

As the composition of immigrant
native countries has shifted from
Europe to Asia and Central and South

In contrast to the men’s wage
gap, the hourly wages of foreign-
born women in 1990 were on
average only 1.4 percent lower

SOURCE COUNTRY AND EDUCATIONAL COMPOSITION OF U.S. IMMIGRANTS

than those of native-born % of immigrants % of immigrants
women, with annual earnings 5 arriving between % of immigrants with less than a
percent lower. As with the men 1951-60 arriving in 1993 high school education
this marks a dramatic shift from EUROPE 527 18.3 19.3
cign-born woman were 2.5 per- | A9A 61 w2 284
cent greater than their native CANADA 150 26 140
counterparts, and annual earn- MEXICO 119 14.0 76.1
ings were 3 percent more. SOUTH AND CENTRAL AMERICA 12.7 23.3 48.4
During this 20-year period, the AFRICA 0.6 2.8 12.5

real wages of native-born women OTHER 1.0 0.7 238

have risen, making the widening
gap consistent with flat, or mod-
erately rising, immigrant wages.
The rapidly increasing employ-
ment rates of native women
helps explain this growing earn-
ings gap.

A Difference in Skills . . .

Most of the studies on the subject
attribute the bulk of the wage gap
between immigrants (particularly
those from poor countries) and
natives to underlying skill differ-
ences. In particular, a great deal of
evidence suggests that much of the
wage gap between Hispanics and
non-Hispanics, for example, is due to
differences in socioeconomic charac-
teristics, especially educational level
and English proficiency. One study
found that differences in socioeco-
nomic characteristics accounted for
27 points of a 34 percentage-point
wage gap between non-Hispanic
white men and men of Mexican
ancestry.> Another study found that,
once adjustments had been made for
disparities in other socioeconomic
characteristics, there was no statisti-
cally significant wage difference
between non-Hispanic white men
and Hispanic men proficient in
English.®

The evidence also suggests that
the arrival of new immigrants affects
the wages of other immigrants more
than it does those of natives. For
example, a recent study found that a
1 percent increase in the number of
recent immigrants causes a nearly

NOTE: ““% of immigrants with less than a high school education™ is the percentage of those who immigrated
to the United States in 1980-90 who were 25 or older and did not possess a high school degree in 1990.

SOURCE: Friedberg and Hunt (1995), Table 2, with data from the U.S. Immigration and Naturalization
Service and the U.S. Bureau of the Census

America, so has immigrant educa-
tional attainment. Despite common
perceptions, recent immigrants are
generally better educated than earlier
ones, even though most recent immi-
grants are not as well-educated as
other U.S. residents. In fact, educa-
tion levels in the native population
have recently accelerated, further
widening the gap between natives
and immigrants.

As the table above shows, increas-
ing numbers of U.S. immigrants are
coming from countries with low lev-
els of average education—generally
less than a high school diploma—
than before. Despite this shift, a 1995
study still found that immigrants
have very little adverse impact on the
wages and employment opportunities
of natives—even natives with the
fewest skills who directly compete
with immigrants in the market.2 The
authors concluded that there is no
evidence that levels of native employ-
ment are significantly reduced
because of immigration. The authors
also noted that most analyses of vari-
ous countries have found that a 10
percent increase in the immigrant
share of the population reduces
native wages by 1 percent at most.
This finding suggests that most
immigrants are not substituting for







