Order Code 95-408

CRS Report for Congress

Immigration: The Effects on Low-Skilled and
High-Skilled Native-Born Workers

Updated January 16, 2007

Linda Levine
Specialist in Labor Economics
Domestic Social Policy Division

Prepared for Members and
Committees of Congress

Congressional

Research
~ § Service



Michele Kim
ILW Stamp


Immigration: the Effects on Low-Skilled and
High-Skilled Native-Born Workers

Summary

Thelargeinflux of immigrantsin recent decades hasled to an equally long, still
unresolved debate over their effect on the labor market outcomes of native-born
workers. Economic theory positsthat anincreaseinthe supply of labor, such asfrom
immigration, will reduce the wages and employment of native-born workers.
Studies, utilizing two approachesto test the theory, have produced conflicting results
with differing implications for public policy.

The concentration of foreign-born workersin certain citiesand skill groupsled
some economists to posit that immigration’s greatest impact would be felt by
similarly skilled native-born workers living in those areas. Studies thus have
compared differences in labor market outcomes between native-born workers who
livein high- versuslow-immigrant areas and who most often compete for jobs with
foreign-born workers,; given the composition of the recent immigrant flow, these
would be low-skilled U.S. workers. Most inter-area analyses have found scant
evidencethat foreign-born | abor adversely affectsthelabor market prospectsof U.S.
workersin general. A few inter-areastudies have estimated aslight negative impact
on low-skilled natives — who represent a small share of total U.S. employment.
Other economists have argued that the inter-area approach underestimates
immigration’ s consequences because it assumesthat labor, capital, and goods do not
rapidly adjust to the immigration-induced increase in the supply of labor. If, for
example, native-born competitorsquickly decidetoleavehigh-immigrant areas, their
movements would spread any employment and wage effects due to immigration
across the nation, and thereby make it difficult for spatially based research to detect
any impact. Some analysts, therefore, have concluded that immigration’s labor
market effects can best be identified by examining data at the nationa level. The
economy-wide approach is not without its limitations, however. The relationship
between internal labor migration and immigration remains unsettled as well.

Many national studies have estimated that immigration, given its composition
in recent decades, especially hurtsthelabor market opportunities of low-skilled U.S.
workers. If apolicy goa istoimprovethe prospectsof U.S. workerswho have fewer
than 12 years of schooling, then changing the skill composition of legal immigrants
and reducing the flow of unauthorized aliens might be fruitful courses of action,
accordingto thisresearch. However, someof the analysesthat have focused on high-
skilled workersin particular (e.g., thosein computer science and engineering fields),
aswell as an economy-wide study that has examined workers at various education-
experience levels, estimated that an increase in foreign labor adversely affects
comparably skilled native-bornworkers. Thus, shiftingtheimmigrant supply toward
higher-skilled workers might not only harm this native-born skill group, but also
undercut the most often-recommended means of ameliorating immigration’ simpact
on low-skilled U.S. workers, namely, pursuing additional education. But, unlike
these studies, arecent analysisthat built upon the economy-wide approach estimated
that immigration has not reduced the wages of native-born workers with more
education and experience. Thisreport will be updated as warranted.
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Immigration: the Effects on Low-Skilled and
High-Skilled Native-Born Workers

Introduction

Immigration has been a contentious issue since the nation’ sinception. During
periods of substantial immigration, it has not been unusual for the native-born
population to raise objections on many grounds — cultural, religious, ethnic, and
economic. Thefocusof thelatest national debate over high levels of immigrationis
largely onits economic effects, that is, whether immigration provides net economic
benefits to society.

The current debate has been concerned with the impact of immigration on the
public budget and the private economy. Interms of budgetary effects, the question
is whether immigrants receive more in public services than they pay in taxes.
Immigrants also affect the private economy in their capacity as workers:. if the
admission of foreign-born workers lowers wages, which, in turn, results in more
goods being produced at lower prices, then U.S. consumers would benefit; if
immigration resultsinlower wages, then U.S. workerswould beharmed. Thedebate
over immigration policy has been devoted more to the well-being of U.S. workers
thanto consumer welfare. Regardless of which privateeconomic effect isof interest,
the impact of immigration on natives' labor market outcomes must be estimated to
ascertain whether foreign-born workers confer net economic benefits on society.

Thereport opens with adiscussion of how to analyze the impact of immigrants
on the pay and job opportunities of native-born workers. It then usesthisframework
to examineand interpret theempirical literature on the subject. Thereport concludes
with adiscussion of policy implications.

Immigration and the Labor Market

Before the entrance of foreign-born workers to the U.S. labor market, the
amount of labor that workersarewilling to supply to employersisrepresented by the
curvelabeled S, in Figure 1. The supply curveisupward sloping because workers
are willing to offer more labor (e.g., work more hours) in response to higher rea
wages. Employers’ demand for labor is represented by the curve labeled D, which
slopes downward because each worker that is hired contributes less to the firm’'s
revenues than the prior worker. A firm stops hiring workers when the last empl oyee
added to the payroll contributes as much to revenues as the wage the employee is
willing to accept. This is represented by point A, with total pre-immigration
employment equal to E; and natives' real wage equal to W,.
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Figure 1. The Effects on Native-Born Workers of an Increase
in the Supply of Foreign-Born Workers
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Theincreasein the supply of labor due to the addition of foreign-born workers
isrepresented by S,. At any given wage rate, more workers now are willing to offer
their servicesto employers. Because the contribution of thelast worker hired (E,) to
the firm’ srevenuesis greater than his asking wage (W", which islower than the pre-
immigration wage, W,), the firm iswilling to expand employment beyond E,. The
firm once again continues to add workersto the payroll until the contribution of the
last employee hired isjust equal to the wage the employeeiswilling to accept. This
is represented by point B, with total post-immigration employment equal to E, and
the wage rate of native- and foreign-born workers equal to W,.

In summary, supply-and-demand theory predicts that the real wage rate for all
workers will fall from W, to W, after the entrance of immigrants to the U.S. labor
market. In the process, total U.S. employment expands from E, to E,, native-born
employment contracts from E, to E;, and foreign-born employment increases from
zero to E, minus E,.

Distributional Issues

In this manner, immigration is expected to redistribute national employment.
Because the lower post-immigration wage (W,) makes work less rewarding, some
native-bornworkerswill find other activitiesmoreattractive. Asaconsegquence, they
leave the labor force and employment among the native-born population, as noted
above, declines(from E, to E;). Theinitial employment of foreign-born workers (E,
minus E,) expands asthey assume a portion of the jobsformerly held by native-born
workers (E; minus E;). The latter has been referred to as the * displacement effect.”
The actua size of the displacement aswell asthe wage effect will depend upon how
sensitive labor demand and domestic labor supply are to a change in the wage rate.*

! This sensitivity is depicted graphically by the steepness of the supply or demand curve's
dope. The steeper (more inelastic) the slope, the less the supply of or demand for labor
changesfor agiven changein the wagerate. Theflatter (more elastic) the slope, the more

(continued...)
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In addition to reallocating national employment, immigration also is expected
to redistribute national income by reducing the amount that accrues to native-born
workersand increasing the amount that accruesto owners of capital and foreign-born
workers. Thedifferencebetweenthe pre- and post-immigration wagesof native-born
workersisnot lost to the economy but isinstead reallocated: part of the wages that
previously went to native-born workers (W,ACW,) now go to capital holders and
part (E;FCE,) to foreign-born workers.

In addition to its distributional effects, immigration is expected to expand
national output andincome. Theincreaseintotal employment (from E, toE,), which
results from the entrance of immigrants to the U.S. labor market, adds to national
income (by E;ABE,). Part of theincrease (E,CBE,) goesto foreign-born workersin
the form of wages. The remainder of the increase in national income (the
“immigration surplus,” ABC) goesto nonlabor factorsof production, such asowners
of capital.? Thetotal benefitsthat capital ownersderive fromincreased immigration
is equal to the immigration surplus (ABC) and part of the wages transferred from
native-born workers (W,ACW,).

The Model’s Assumptions

The simple neoclassical model just presented makes a variety of assumptions,
includingthat |abor ishomogenousand that immigrantsare perfectly interchangeable
with all native-born workers. Depending upon the socioeconomic characteristics of
foreign-born workers, however, their effect on different groups of native-born
workers could vary.® If immigrants are close substitutes for a subset of native-born
workers — the less skilled, for example — then only this group’s wages or
employment prospects might be depressed in the manner shown in Figure 1.
Alternatively, the demand for and returns to those production factors that
complement immigrants’ skills might rise as a result of the increase in immigrant
employment (e.g., capital and skilled native-born labor). Thus, the skill composition
of foreign-born vis-a-vis native-born workersis expected to influence which native-
born workers' labor market outcomes might benefit from or be harmed by an
expansion of immigration.

Themodel also assumesthat, in the short run,*immigration affectslabor supply
but not labor demand. However, by doing such things as investing financial capital
they might have brought with them, using their human capita (e.g., entrepreneurial

1 (...continued)
supply or demand changes for a given change in the wage rate.

2 George J. Borjas, “The Economic Benefits from Immigration” (working paper, no. 4955,
National Bureau of Economic Research, Cambridge, Massachusetts, December 1994).

¥ Michael J. Greenwood and John M. McDowell, “ The Factor Market Consequencesof U.S.
Immigration,” Journal of Economic Literature, December 1986. (Hereafter cited as
Greenwood and McDowell, The Factor Market Consequences of U.S. Immigration.)

* The short run is defined as that period in which at least one of the firm's factors of
production is fixed (e.g., the state of technology and the quantity of physical capital or of
highly skilled labor).
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or innovativeabilities), or purchasing U.S.-produced goodsand services, immigrants
may well expand aggregate output and increase labor demand beyond their own
employment.®> If immigration were to raise the demand for labor in the U.S.
economy, which would be represented by a rightward shift of the demand curvein
Figure 1, it would mitigate its potentially adverse consequences for native-born
workers.

In addition, the model does not take into account long-run adjustments that
native-born workers might make in response to immigration. It assumes that the
guantity and quality of native-born workers do not change after an inflow of
immigrants. If some native-born workers perceive that their labor market prospects
have changed for the worse, however, they might invest in their own human capital
(i.e., undertake education and training).® This could raisetheir productivity in their
current jobs or it could cause them to change occupations. The wage prospects of
native-born workers who increased their human capital investment would thus tend
to rise — thereby offsetting any initial adverse effects of immigration — and to
equalize the net gain for all native-born labor force participants.

Native-born workers also can make long-run adjustments to immigration by
moving across local economies. Factors of production — both labor and capital —
are geographically mobile and they, like goods, can flow between areas thereby
linking seemingly unconnected local markets. If, for example, some native-born
workers who are close substitutes for immigrants saw their wage or job prospects
being eroded, they might migrate to areas with fewer competitors and better
opportunities. Native-born substituteswho areresiding el sewheremight avoid high-
immigrant communities, as well. Similarly, firms that rely heavily on less-skilled
workers might have an incentive to open plants in high-immigrant communities if
their labor costs would be lower and their profits higher than expanding in their
current locations, thereby suppressing job opportunities in the communities where
the existing plants are located.” Over some period, then, these movements of |abor,
capital, and goods could spread immigration’s labor market impacts from high-
immigrant areas to the rest of the country.

What Does the Empirical Literature Have to Say?

Does the theory sketched in Figure 1 trandate into fact? The model suggests
that some native-born workers may be made worse off through lower wages or
diminished job prospectsbecauseimmigration increasesthe supply of |abor available
to the nation’s employers. But, theory aso suggests that immigration would make
consumers (including the above-mentioned native-born workers) better off because

®> Greenwood and McDowell, The Factor Market Consequences of U.S. Immigration.

® Carmel U. Chiswick, “The Impact of Immigration on the Human Capital of Natives,”
Journal of Labor Economics, v. 17, no. 4, 1989.

" James P. Smith and Barry Edmonston (eds), The New Americans. Economic,
Demographic, and Fiscal Effects of Immigration, (Washington, DC, National Academy
Press, 1997). (Hereafter cited as Smith and Edmonston, The New Americans.)
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it holds down wages and thereby holds down prices of goods and services. The
empirical issueishow best to measure the existence and magnitude of the potential
wage and employment effects of immigration that the model describes.

Overview of the Literature

Despitethe greatly increased presence of foreign-born workerssincethe 1970s,
the foreign-born make up just 14.5% of current U.S. labor force participants.®
Therefore, immigration is unlikely to have substantially affected the wage or job
prospects of the average native-born worker. But, if immigrants are concentrated in
particul ar geographic areas, then native-born workerswho liveinthose communities
and possess characteristics similar to those of foreign-born workers might be
affected.

Such an impact might be detected by comparing the wage and employment
opportunitiesof selected groupsof native-bornworkersin areaswith high versuslow
concentrations of immigrants. Consequently, the first group of analyses reviewed
below utilize data for a sample of cities or states disaggregated by immigrant share
to estimate the relationship between an increase in their immigrant popul ation and
the labor market outcomes of U.S. workers thought to compete with foreign-born
workers. Most of the inter-area studies have found little if any statistically
significant and economically meaningful difference between the wage and
employment experiencesof native-bornworkers—overall, or disaggregated by race,
gender, or skill level —in areaswith high versus|ow concentrations of immigrants.
A few studies have estimated a slight negative impact on a small share of the U.S.
labor force—Iow-skilled natives (e.g., those with fewer than 12 year s of schooling).

It has been suggested that inter-area research does not provide a complete
picture of immigration’s effects, however:

The spatially based studies correctly tell usthat immigrants have no measurable
effect on particular labor markets, but they are not informative about the
economy-wide effects of immigrants.”® (Emphasis added.)

Asnoted in the section of this report concerning the model’ s assumptions, mobility
of production factorsand goods coul d dispersethelocal effectsof immigration across
thenation. Differences between areasin the supply of labor by skill category would
be minimized if, for example, many low-skilled U.S. workers in high-immigrant
cities whose wages had been depressed quickly overcame the monetary,
psychological, and information costs of moving, and relocated to cities with better
opportunities(i.e., low-immigrant communities). Themobility of labor, capital, and

& U.S. Congressiona Budget Office (CBO), The Role of Immigrants in the U.S. Labor
Market, (Washington, DC, November 2005). Hereafter referred to as CBO, The Role of
Immigrantsin the U.S Labor Market.

° George J. Borjas and Richard B. Freeman, “Introduction and Summary,” p. 14 in George
J. Borjas and Richard B. Freeman, ed., Immigration and the Work Force: The Economic
Conseguencesfor the United Sates and Source Areas, (Chicago, IL, University of Chicago
Press, 1992).
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goods between areas thus could makeit difficult for spatially based studies to detect
thelabor market consequencesof immigration.” Thisalleged deficiency of theinter-
areaapproach has prompted research into immigration’ seffect on the aggregate(i.e.,
national) labor market.

The second group of studies discussed below utilize national data to assessthe
impact of immigration on native-born workers by skill level. Various explanations
have been offered for the increase since the 1970s in wage inequality (i.e., workers
increased concentration at the lower end of the wage distribution). Although skill-
biased technological change is considered the leading contributor, others include
international trade, the level of the federal minimum wage, changes in corporate
wage-setting ingtitutions, and immigration.”* National analyses typically have
estimated that, by immigration’s changing the nation’s skill composition toward
relatively moreinexperienced workerswho lack a high school degreethan otherwise
would have been the case,* immigrants have harmed the labor market prospects of
low-skilled native-born workersto a greater extent than those of other skill groups
with whom immigrants compete.

The economy-wide studies that have examined the relationship between
immigration and changesin therelative proportions of labor by skill category are not
without their own drawbacks, however. Initia studies that utilized the “factor-
proportions” methodology have been faulted because they did not directly estimate
the responsiveness of natives wages to the immigration-induced increase in the
relative supply of low-skilled workers, and for this reason, might overstate
immigrants' wage effect on U.S. workers.™® (The more recent work of researchers

10 Randall K. Filer (“The Effect of Immigrant Arrivals on Migratory Patterns of Native
Workers,” in Borjas and Freeman, Immigration and the Work Force) estimated that an
increase in immigration to a particular locality prompts increased out-migration among
native-born residentsand decreased i n-migration among native-born nonresidents. William
H. Frey (“Immigration and the Internal Migration ‘Flight' from U.S. Metropolitan Aresas:
Toward a New Demographic Balkanisation.” Urban Sudies, v. 32, nos. 4-5, 1995) found
that natives (e.g., non-Latino white high school dropouts) are apt to leave areas that
experiencelargeimmigrant inflows. Michael J. Whiteand Lori M. Hunter (The Migratory
Response of Native-Born Workers to the Presence of Immigrants in the Labor Market,
Brown University, PSTC Working Paper Series 93-08, 1993) provided evidence that
workers in some less-skilled occupations are likely to move away from areas with high
immigrant concentrations.

" ThomasK litgaard and Adam Posen, “Morning Session: Summary of Discussion,” FRBNY
Economic Poalicy Review, January 1995.

12 |mmigrants comprise adisproportionate share of workerswho lack ahigh school diploma.
Foreign-bornworkers' representation amongall low-skilledworkersintheUnited Stateshas
increased over time, as well, “because of the influx of workers from Mexico and Central
Americawith little education and because of adeclinein the number of native-born workers
who have not finished high school.” Accordingly, immigrants from Mexico and Central
America are concentrated in occupations characterized by low educational requirements
such as construction, building and grounds cleaning, and food preparation. CBO, The Role
of Immigrantsin the U.S. Labor Market, p. 8.

13 Rachel M. Friedberg and Jennifer Hunt, “The Impact of Immigrants on Host Country
(continued...)



CRS-7

who take a national approach has responded to this, among other, criticisms.)
Economy-wide analyses also might overstate the impact of immigration in thelong
runif, for example, they do not take into account natives adjustment to the increased
presence of immigrants by compl eting more years of schooling or choosing different
fields of study which takes them out of competition with immigrants for jobs in
which foreign-born workers have made substantial inroads.

The assumption by proponents of the national approach — that native-born
“substitutes” for and “complements” of foreign-born workers quickly diffuse the
effect of immigration across the country — is suspect, as well, because other
economic shocks typically have been followed by longer adjustment periods.** In
addition, the precise relationship between immigration and internal labor migration
remainsunresolved: studiesfind anegative, apositive, or no connection between the
in- or out-migration of native-bornworkersand an area’ simmigrant concentration;™

13 (...continued)

Wages, Employment, and Growth,” Journal of Economic Policy, v. 1, no. 2, spring 1995.
Note: The studiesin question assumed that an increasein the supply of low-skilled workers
depressesthe group’ srelative wageto the same extent regardl ess of the source of the supply
hike (i.e., foreign-born or native-born labor).

14 John DiNardo, “Comments and Discussion,” of Borjas, Freeman, and Katz in Brookings
Papers on Economic Activity.

> Kristin Butcher and David Card (“Immigration and Wages: Evidence from the 1980s,”
American Economic Review, v. 81, no. 2, May 1991) found that, with the exception of three
cities that received 51% of recent immigrants between 1980 and 1985 (New York, Los
Angeles, and Miami), native in-migration was positively correlated with inflows of
immigrantsto the 21 other citiesin their analysis. Michael J. Whiteand Y oshielmai (“The
Impact of U.S. Immigration Upon Internal Migration,” Population and Environment, v. 15,
no. 3, January 1994) estimated a slight but statistically insignificant decrease over timein
nativein-migration to metropolitan areasastheir immigrant concentration increased aswell
as avirtually unchanged trend in out-migration in the face of heightened immigrant area
density. Mary M. Kritzand Douglas T. Gurak (“ The Impact of Immigration onthe Internal
Migration of Natives and Immigrants,” Demography, vol. 38, no. 1, February 2001) found
evidence of non-Hispanic native-born white men leaving states that experienced large
immigrant inflows during the 1980s, but only for inflows of Latin American and Carribean
immigrants; in addition, both native-born and foreign-born men were less likely to leave
states that experienced large immigrant inflows compared to other states. The research of
Michael J. Greenwood and Gary Hunt (“Economic Effects of Immigrants on Native and
Foreign-Born Workers:  Complementarity, Substitutability, and Other Channels of
Influence,” Southern Economic Journal, v. 61, April 1995) suggested that these positive,
weak negative, or absent correlations might exist because the adverse wage or employment
effect on nativesis completely offset by immigrants’ impact on local demand for products
and on area net exports demanded. Richard A. Wright, Mark Ellis, and Michael Reibel
(“The Linkage between Immigration and Internal Labor Migration in Large Metropolitan
Areas in the United States,” Economic Geography, vol. 73, no. 2, April 1997) concluded
that differencesin the specificationsthat analysts have utilized to estimate the rel ationship
between immigration and internal migration account for their disparate results, including
failure to take into account the labor force size of a metropolitan area. See footnote 9 for
a description of studies that found evidence of a negative link between immigration and
internal labor migration.
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and they do not establish causdlity (i.e., that the observed migration patterns of
natives are due to immigration’s impact on the labor market).*

Based on its review of the inconsistent results provided by inter-area and
national studies through the mid-1990s, the National Research Council concluded
that

immigration has only a small adverse impact on the wage and employment
opportunities of competing native-born groups. This effect appears not to be
concentrated in the local areas where immigrants live; much of it is probably
dispersed across the United States as competing native workers migrate out of
the areas to which immigrants move. The migration of native labor and native
capital across cities (to take advantage of whatever differential economic
opportunities initially arise from immigration), as well as the beneficial effect
that immigrant groups have on other native groups, suggest the unlikelihood of
detecting any sizable negative effect on native workers.'’

The Findings of Studies Using a Spatial Approach

Bean, Lowell and Taylor estimated the effect of authorized and unauthorized
Mexican workers on the earnings of native-born workers in metropolitan labor
markets in the southwestern United States in 1980. Regardless of the native-born
group in question (e.g., black males, non-Hispanic white males, native Mexican
males, and women), the numerical impact of Mexican male immigrants on natives
annual earnings was small.®® Using an aternative estimation procedure, the
researchers found that legal Mexican immigrants slightly lowered the earnings of
native-born women and native-born non-Hispanic white men while not affecting the
earnings of native-born minorities. In contrast, they estimated that unauthorized
Mexican immigrants dlightly raised the earnings of al groups studied except
Mexican-origin men. The authors explained these results by suggesting that
unauthorized Mexicanimmigrantsdo not compete with native-born workersas|egal
immigrants appear to — unauthorized Mexican immigrants may take “ secondary”
jobs, which are low-paying and unattractive to native-born workers, while legal
M exicanimmigrantsmay possess characteristicsneeded to competewith native-born
workers for “primary” jobs. Nonetheless, regardless of the estimation procedure
used, the impact of authorized and unauthorized Mexican workers on the annual
earnings of native-born workers was small.

LalLonde and Topel found no evidence that immigrants reduce the annual
earnings of young native-born black and Hispanic males (i.e., the relationship is

16 Harriet Orcutt Duleep, The Economic Impact of Immigration: Past Results and New
Approaches, paper presented at the annual meeting of the Association of Public Policy
Analysis and Management, Washington, DC, 1995.

7 Smith and Edmonston, The New Americans, p. 230.

8 Frank D. Bean, Lindsay B. Lowell, and Lowell J. Taylor, “Undocumented Mexican
Immigrants and the Earnings of Other Workers in the United States,” Demography,
February 1988. (Note: The authors assume that Mexicans who entered the United States
before 1975 did so legally and those who entered after 1975 did soillegally.)
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statistically insignificant). Because the results were about the same with either
weekly or annual earnings as the outcome variable, they surmised that immigrants
also have an inconsequential impact on the amount of time worked (i.e., number of
weeks worked) by the two native-born groups.*

A study by Altonji and Card focused on the implications of increased
immigration for less-skilled native-born workers (i.e., those with 12 or less years of
schooling). Whentheresearchersaccounted for thelocation decisionsof immigrants
and compared differences over time in inter-area wage growth, they found that
immigration significantly reduced the earnings of the less-skilled group.?® Altonji
and Card analyzed immigration’ simpact on the employment outcomes of | ess-skilled
nativesaswell. They concluded that, on balance, inflows of foreign-born labor had
neither alarge nor systematically positive or negativeimpact on thejob opportunities
of less-skilled native-born workers.?* They did find some evidence of displacement
among native-born workers in high-immigrant cities in those industries that
employed relatively large and increasing numbers of immigrants between 1970 and
1980, including low-wage manufacturing industries(e.g., apparel), serviceindustries
(e.g., private households), and agriculture. Because the employment outcomes of
less-skilled natives across al industries were unaffected, however, the authors
suspected that the job losers were able to get new positionsin other industriesor in
other metropolitan areas.

Utilizing data from the 1990 census, Card subsequently analyzed the
employment effects of recent immigrants on native-born workers and on earlier
immigrants employed in the same occupation-based skill groups. He estimated that
immigrants admitted to the United States between 1985 and 1990 who were
employed in laborer and low-skilled service occupations slightly reduced the
employment rates of natives and older immigrantsin thislowest paid, least educated
group. Only in the few cities in which the inflow of foreign-born low-skilled
competitors during the 1985-1990 period “expanded their unskilled labor forces by
as much or more than the Mariel boatlift affected the Miami labor market” did
immigration substantialy lower the employment rates of young, less-educated
natives.”? Card similarly found that, based upon data from the 2000 census, an
increaseintherelative supply of maleimmigrantswho failed to complete high school
had only a small adverse effect on the relative employment of male native-born
dropouts.”® In contrast, he estimated no relationship between a city’s increased

1 Robert J. LalLonde and Robert H. Topel, “Labor Market Adjustments to Increased
Immigration,” inJohn M. Abowd and Richard B. Freeman, ed., Immigration, Trade, and the
Labor Market, (Chicago, IL, University of Chicago Press, 1991).

% Joseph G. Altonji and David Card, “The Effects of Immigration on the Labor Market
Outcomes of Less-Skilled Natives,” in Abowd and Freeman, Immigration, Trade, and the
Labor Market.

2 bid.

2 David Card, “Immigrant Inflows, Native Outflows, and the Local Labor Market Impacts
of Higher Immigration, Journal of Labor Economics, 2001, vol. 19, no. 1, p. 58.

% David Card, Isthe New Immigration Really So Bad?, (Cambridge, MA, National Bureau
(continued...)
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supply of low-skilled male immigrants and the wages of their native-born
competitors. Card’'s research led him to suggest that those industries in high-
immigrant areas which rely heavily on low-skilled labor (e.g., agriculture; textiles,
apparel, and footwear; and low-skilled service industries) have been able to absorb
the increase in immigrant supply without harming similar native-born workers.

Schoeni addressed some of the shortcomings of the spatial approach by
examining a period of time (the 1970s and 1980s) rather than one year, asistrue of
most of the other cross-sectional studiesdiscussed above.?* Healso adjusted for cost-
of-living differences between cities with varying immigrant concentrations and for
theinfluence of immigrants’ location decisions, both of which could biastheresults.
Schoeni found evidence that immigration has the largest adverse effect on the
earnings and employment outcomes of natives with less than a high school degree.
To alesser degree, the labor market experiences of high school graduates appear
depressed aswell. For example, increased immigration during the 1970s might have
caused a 2.2% decline over the decade in the real (inflation-adjusted) wage of low-
skilled white men, and increased immigration during the 1980s might have led to a
1.18 percentage point risein unemployment over that period among low-skilled black
men. Similarly, heightened immigration during the 1970s might have prompted a
7.5% decreasein the real weekly wage of low-skilled black women, and heightened
immigration during the 1980s might have produced a 0.55 percentage point increase
in unemployment among low-skilled white women. Thus, the form of the labor
market effect may have changed over time: in the 1970s, the wage of native-born
workers bore the brunt of immigration’simpact; in the 1980s, the impact shifted to
native-bornworkers employment according to Schoeni’ sanalysis. Whilehisresults
support the notion that immigration imposes considerable costs on native-born
workerswith 12 or lessyears of schooling, Schoeni concluded that itseconomy-wide
effects are small, because in 1990 unaffected workers (i.e., those with more than a
high school diploma) made up more than half of all workers.

Johannsson and Weiler similarly covered a span of time (1998-2002) and took
the location decisions of low-skilled immigrants into account. They estimated that
metropolitan areas experiencing an increase in their low-skilled immigrant
population have asignificantly lower rate of labor force participation among similar
native-bornworkers. Thewithdrawal of nativesfromthelocal |abor forcemay partly
explainthemarkedly reduced unempl oyment rate among low-skilled nativesin areas
with increased immigration. The researchers suggest that “lower-skilled older
natives with considerable mobility costs may opt to reduce their participation rather
than out-migrate in response to adverse loca labor market shocks’ such as an
immigration-induced increase in the supply of labor.

2 (...continued)
of Economic Research, August 2005).

4 Robert F. Schoeni, The Effects of Immigration on the Employment and Wages of Native
Workers: Evidence fromthe 1970s and 1980s, (Santa Monica, CA, RAND, March 1997).

% Hannes Johannsson and Stephan Weiler, “Local Labor Market Adjustment to
Immigration,” Growth and Change, vol. 35, no. 1, winter 2004, p. 74.
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Federman, Harrington, and Krynski found evidence of displacement among
native-born manicuristsin California between 1987 and 2002 when areaswithin the
state experienced a very large influx of Vietnamese manicurists. Specifically, it
appearsthat two native (i.e., non-Vietnamese) manicurists were displaced for every
five Viethamese manicurists who entered the labor market. The displacement was
manifested morethrough native-bornworkersnot becoming manicuriststhan theexit
of native-born manicuristsfrom the occupation, which the researchers suggest iswhy
economists find little or no overall effect of immigration on employment among
native-born workers. “The dramatic increase in the number of manicuring jobs
following the entry of Vietnamese immigrants should dispel the notion that
immigrants and natives competefor afixed number of jobs.”® New formsof service
(e.g., walk-in nail salons) could be partly responsiblefor theincreasein demand for
manicurists, according to the authors.

The Findings of Studies Using a Nationwide Approach

Topel analyzed thelocal supply and demand factorsthat might have affected the
wage of low-skilled compared to high-skilled men during the 1980s. Not only did
he find that the wage gap between the two groups widened in every region but that
this happened at different ratesin different regions. In particular, the West recorded
the largest decline in low-skilled men’s relative wage.?” Topel estimated that if it
were not for the increased presence of immigrants in the West's labor force, the
supply of low-skilled compared to high-skilled men would have fallen by morethan
it actually did, and therel ative wage of low-skilled men consequently would not have
fallen by as much as it did. He concluded “... that immigration has played ... [a
significant] rolein affecting the supply and welfare of low-skilled men,” especially
in the West where it might have reduced their relative wage by some 10%.%

Enchautegui examined how much of the decline during the 1980s in the level
of real (inflation-adjusted) wages among workerswithout ahigh school diplomawas
duetotheinflux of low-skilled foreign-born labor. Sheestimated that, at the national
level, the increased presence in the U.S. labor force of low-skilled foreign-born
workersexplained just 4% of the 13% declinein real annual earningsof workerswith
lessthan 12 yearsof schooling. From anational perspective, then, theincreaseinthe
supply of foreign-born workerswithout ahigh school degree had little impact on the
erosion in low-skilled workers' earnings during the 1980s. But, the explanatory
power of the heightened presence of low-skilled foreign-born workers appears to
increase with an area’ simmigrant density:

%MayaN. Federman, David E. Harrington, and K athy J. Krynski, “ Vietnamese M anicurists:
Arelmmigrants Displacing Nativesor Finding New Nailsto Polish?’, Industrial and Labor
Relations Review, vol. 59, no. 2, January 2006, p. 315.

" Robert H. Topel, “Regional Labor Markets and the Determinants of Wage Inequality,”
AEA Papers and Proceedings, May 1994.

% bid., p. 21-22. (Note: Part of the relative wage decline could have occurred because of
changes in composition rather than in labor supply per se. In other words, if unskilled
immigrants earn less than unskilled natives the group’ s average wage would fall. To the
extent thisistrue, the analysis overstates the negative impact of immigration ontherelative

wage.)
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Inareasof low immigration, only 2 percent of the wage change can be attributed
to increased immigrant representation in the work force. In areas of medium
immigration, 14 percent of the wage drop is due to the larger immigrant share
among the low skilled, while in areas of high immigration, the influx of
immigrants accounts for 43 percent of the 7-percent decline in wages
experienced in these areas.... In Los Angeles [an example of a high-immigrant
area], the changeinthe proportion of natives and immigrantsaccounted for more
than half of the 9-percent decline in real wages of low-skilled workers.?®

Another study directly examinedimmigration’ slabor marketimpact by relating
occupational differencesinimmigrants’ shareof employment to thewagesof natives.
Although it could not address whether foreign-born labor contributed to the decline
over timeinthewagelevel of low-skilled workers because the research covered just
one period, the cross-occupation analysis was conducted on a nationwide basis so it
is not susceptible to the previously discussed drawback of the inter-area approach.
Camarota estimated that as the share of foreign-born employment in an occupation
rose, the earnings of native-born workersfell significantly.*® Specifically, for every
1% increase in immigrant composition in an occupation, the weekly wage of the
average native-born worker in that occupation declined by 0.5%. The data suggest
that thelargest negative effectswerefelt by low-skilled labor: amongall nativeswith
12 or lessyears of schooling, a 1% increasein the employment share of foreign-born
workers reduced weekly wages by 0.66%; among all natives in low-skilled
occupations (i.e., jobs typically performed by workers with no more than a high
school degree), a 1% increase in immigrant composition lowered weekly wages by
0.8%.

Although Borjas, Freeman, and Katz found that immigration played a
statistically significant part in the declining relative wage of low-skilled workers,
they concluded that it had little effect on either the growth in wage inequality or in
the wage gap between college and high school graduates. The economists estimated
that, between 1980 and 1995, immigration expanded the relative supply of workers
with less than a high school degree by some 15%.% If immigration had not been
skewed in this manner, the relative wage of the scarcer low-skilled natives would
have increased (assuming unchanged employer demand). By becoming a major
supplier of low-skilled workers and thereby changing the nation’ s skill endowment
fromwhat it otherwise would have been, immigration may have accounted for some

% Maria E. Enchautegui, “Immigration and Wage Changes of High School Dropouts,”
Monthly Labor Review, October 1997, p. 8.

% Steven A. Camarota, “The Effect of Immigration on Low-Skilled Native Workers:
Evidence from the June 1991 Current Population Survey,” Social Science Quarterly, v. 78,
no. 2, June 1997; and Stephen A. Camarota, The Wages of Immigration: the Effect on the
Low-Skilled Labor Market, (Washington, DC, Center for Immigration Studies, January
1998). (Note: Thisresearch employsthe same procedure asthe Borjas, Freeman, and Katz
study to adjust for the undercount of illegal aliens.)

3 George J. Borjas, Richard B. Freeman, and Lawrence F. Katz, “How Much Do
Immigration and Trade Affect Labor Market Outcomes?’, Brookings Paperson Economic
Activity, no. 1, 1997. (Note: The authors adjust for the undercount of illegal aliensin the
government data series and estimate the educational attainment of the undercounted
component of the foreign-born labor force.)
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44% of the decrease over the 15-year period in the relative wage of workerswith less
than 12 years of schooling. The economists further estimated that immigration
lowered the wage of low-skilled workers by about 5% between 1980 and 1995.

Borjas, in more recent analyses, made refinementsto the national approach that
address some of the previously mentioned criticisms. He found that an increasein
the supply of immigrant labor by skill group (defined by educational attainment and
years of work experience) over the 1960-2000 period had a significantly adverse
impact on the wages of native-born men with whom they competed: a 10% increase
in the number of workersin agiven skill group reduced the absol ute weekly wage of
similar native-born males by some 4%, and their employment (i.e., weeks worked),
by some 3%.% Even after allowing for the positive earningsimpact that low-skilled
(high-skilled) immigrants can have on native-born workers in high-skilled (low-
skilled) groups, Borjas estimated that recent (1980-2000) immigration reduced the
wage of native-born workers in each skill group. Young (i.e., less experienced)
native-born males without a high school degree appear to have experienced the
greatest negative wage effect, which seemingly was due to the entrance into the
United States between 1980 and 2000 of predominantly low-skilled authorized and
unauthorized Mexican workers. The author found that the overall wage impact of
increased immigration was more modest over the long run as the capital stock
adjusted to the greater labor supply, but he suggested that distributional differences
remained in light of the concentration of Mexican-born immigrants in low-skilled
groups.® Similarly, Borjas estimated that natives adjustment to the inflow of
immigrantsthrough migration within the United States attenuatesthe adverse effects
of immigration:

the internal native migration response of native workers accounts for about 40
percent of the gap between the wage effects estimated at the state and at the
national level. At the metropolitan arealevel, the data indicate that the native
internal response may account for as much as 60 percent of the difference.®

Ottaviano and Peri similarly studied the effect of immigration between 1990 and
2004 on native-born workers by taking into account both education and experience,
but reached very different conclusions, in part because they found foreign-born
workers were imperfect substitutes for native-born workers within an education-
experiencegroup (i.e., they worked in different occupations and had different skills).
The two researchers estimated that, in the long run, the average real wage of U.S.
workersincreased significantly (by 1.8%) as aresult of immigration over the 1990-
2004 period. The short-run wage impact, as of 2004, before capital had fully
adjusted to the increase in immigrants, was still a positive albeit more modest
increase (0.7%). Ottaviano and Peri further found a significantly smaller real wage

% George J. Borjas, “The Labor Demand Curve is Downward Sloping: Reexamining the
Impact of Immigration on the Labor Market,” The Quarterly Journal of Economics, vol. 68,
no. 4, November 2003.

% George J. Borjas, The Evolution of the Mexican-Born Workforce in the United Sates,
(Cambridge, MA, National Bureau of Economic Research, April 2005).

% George J. Borjas, “Native Internal Migration and the Labor Market Impact of
Immigration,” Journal of Human Resources, vol. XLI, no. 2, spring 2006.
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lossamong theleast educated U.S. workers—-1.1%inthelong runand-2.2%inthe
short run — than had previously been derived. Further, thissmall share of the U.S.
labor force was the only group found to have been adversely affected. They also
estimated that immigration had little impact on relative wages. it made only asmall
contribution to the widening of the wage gap between college graduates and high
school dropouts, and hel ped to reducewageinequality between college graduatesand
high school graduates over the 1990-2004 period.

Policy Implications

Some policymakers have proposed further strengthening the U.S. border with
Mexico to curtail the entrance of unauthorized aliens and improving enforcement of
morestringent sanctionsagai nst employerswho hirethese predominantly low-skilled
workers, based in part upon the belief that immigration does, in fact, have adverse
conseguences for low-skilled native-born workers. It also has been suggested that
Congress address the distributional issue some empirical studies have raised by
changing the composition of legal immigration. If, for example, individuals
permanently admitted to the United States under the employment-based category are
largely high-skilled, while those admitted under one or more of the other categories
(i.e., family preference, immediate relatives, diversity, or refugees and asylees) are
largely low-skilled, then the current numerical limits on the latter might be lowered
to mitigate immigration’ s presumed adverse consequences for less-skilled natives.
Indeed, if the skill levels of immigrants do differ by admission category, then an
across-the-board cutback in the number of foreign-born persons alowed into the
United States would not be an effective remedy for the poor labor market
performance of low-skilled nativesin recent decades. Only if foreign-born workers
who enter under each of the categories has roughly the same skill distribution would
an untargeted reduction in the overall level of immigration assist less-skilled U.S.
workers.

Y et, changing the composition of immigration may not be the most effective
way toimprovethe plight of low-skilled native-bornworkers. Asnoted earlierinthis
report, several explanations have been offered for the increase in U.S. wage
inequality. If other factors (e.g., skill-biased technological change) have played a
greater role than the inflow of low-skilled foreign-born workers, then curtailing the
immigration of thisgroup may not much affect the wage and employment outcomes
of low-skilled U.S. workers.®

% Augustine J. Kposowa (“The Impact of Immigration on Unemployment and Earnings
among Racial Minoritiesin the United States,” Ethnic and Racial Sudies, v.18, no. 3, July
1995) estimatesthat, althoughimmigration significantly reduced theearningsof native-born
non-white workers in 1980, the low skill levels of minorities were a much stronger
explanatory factor. “While findingsin this study show evidence of competition” between
native-born non-whites and immigrants in the labor market, “the real solution to the
disadvantaged position of minorities in the US labour market is to address and redress
fundamental problemsthat may belinkedtotheir skill levels. ... Fromapolicy point of view,
restrictingimmigration sol ely becauseimmigrantscompetewith minoritiesinthe secondary
labour market for jobs that are obviously low-paying and menial is a tacit admission that

(continued...)
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Moreover, a policy that shifts the composition of foreign-born persons who
legally enter the United States — through permanent admissions or guest worker
programs — toward the more skilled might have unintended consequences. An
increase in the supply of foreign-born workers to high-skilled occupations might
adversely affect the wage and job opportunities of native-born workers in those
fields. Despitethe considerabl e debatethat preceded amendmentsto the professional
specialty (H-1B visa) guest worker program made by Congress to increase the
arguably inadequate supply of native-born workers qualified to fill information
technology jobs,® little research has been undertaken to assess the effects of the
policy changes on native-born workers.®

Perhaps not surprisingly, in light of the conflicting results of the previously
discussed literature, there is no consensus among the few studies that have looked
specifically at the impact on high-skilled native-born workers of an increase in the
supply of comparable foreign-born workers. One researcher tentatively concluded
that while allowing into the country H-1B workers with information technology (IT)
skills may not depress the wages of U.S. workers in computer-related occupations,
the program might adversely affect the group’s unemployment rate.® Another
analysissimilarly estimated that anincreaseintemporary and permanent immigrants
does not negatively affect the wages of U.S. workersin professional occupations.®
Although a third study determined that H-1B workers in computer programming
occupationstypically arepaid much lessthan U.S. workerssimilarly employedinthe
same state,” perhaps the number of H-1B programmers in a given state is not
sufficiently largeto lower the wages of native-born programmersin agiven state. In
contrast, yet another empirical study found that an increase in the supply of labor to
a particular doctoral field caused by an influx of foreign students reduced the
earnings of competing science and engineering Ph.D. students who graduated at
about the same time. The economist attributed “roughly half of the adverse wage
impact of immigration on high-skill labor markets ... to theincreased use of low-pay

% (...continued)

such jobs should exist and that they are there for minoritiesto fill. A sounder and fairer
strategy would be one that attempted to provide equal opportunities and incentives to
minorities so that they too could move to the higher level sectors of the economy.” p. 625
and 626.

% For information see CRS Report RL 31973, Programs Funded by theH-1B Visa Education
and Training Fee, and the Labor Market Conditions of Information Technology (IT)
Workers, by Linda Levine.

7 B. Lindsay Lowell, “ Skilled Temporary and Permanent Immigrantsin the United States,”
Population Research and Policy Review, Apr. 2001, vol. 20, no. 1-2.

¥ Madeline Zavodny, “The H-1B Program and Its Effects on Information Technology
Workers,” Federal Reserve Bank of Atlanta Economic Review, Third Quarter 2003.

% Pia M. Orrenius and Madeline Zavodny, Does Immigration Affect Wages? A Look at
Occupation-Level Evidence, Federal Reserve Bank of Atlanta Working Paper 2003-2a,
Aug. 2003.

0 John Miano, The Bottom of the Pay Scale: Wages for H-1B Computer Programmers,
Center for Immigration Studies Backgrounder, Dec. 2005.
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postdoctoral appointments [in science and engineering] as away of adjusting to the
increase in [labor] supply.”*

If thecomposition of foreign-bornworkerswere shifted toward the high-skilled,
it could makeit more difficult to utilize one means commonly suggested to mitigate
any adverse distributional effects of immigration. Students and low-skilled native-
born workers often have been encouraged to become complements of rather than
substitutesfor foreign-born workers. Expressed differently, they have been urged to
obtain a bachelor's degree or undertake retraining at community colleges, for
example, to acquire higher order skills expected to remove them from competition
with low-skilled immigrants. But with the admission of more high-skilled foreign-
born workers, just obtaining higher skill levels may not be sufficient to avoid
potential wage suppression and displacement, based upon theresultsof at |east some
of the above-described empirical literature.

“1 George J. Borjas, Immigration in High-Skill Labor Markets: The Impact of Foreign
Sudents on the Earnings of Doctorates, National Bureau of Economic Research Working
Paper 12085, Mar. 2006, p. 27.



