The Irrationality of Enforcement?
An Economic Analysis of U.S. Immigration Law

Larry J. Obhof

As the influence, and indeed the precision, of the science of economics have
grown, economic arguments have come to play an increasingly dominant role in the
public debates surrounding many issues. Legislators, legal scholars, and other
policymakers have long used economic analyses to explain or predict laws’ long-term
impacts and effectiveness in achieving public policy goals. Such analysis, however,
has been lacking in the field of immigration law. It is an area that tends to be governed
more by economic fallacies than by facts.

Few would dispute that economic self-interest is the primary impetus behind
the imposition of restrictive immigration laws. Surprisingly few decision-makers,
however, have applied economic theory to the analysis of immigration laws.! Most
legal scholars have failed to utilize empirical studies to examine the costs and benefits
of immigration restrictions. As others have noted, even the leading immigration law
textbooks lack so much as a basic introduction to the economics of migration.” In this
Essay, I will explain the economic theory that predicts the results of restrictive
immigration policies. I will then analyze the empirical findings associated with
immigration in the United States, and explain what they tell us about restrictive
immigration policies.

The economic welfare of natives and “distributive justice” among natives are
often advanced as reasons to reduce immigration.’ Data suggest, however, that
“neither [of these] objective[s] provides a sound justification for restrictive laws
regarding employment-based and family-

based immigration.” In fact, an economic
analysis of U.S. immigration law and its
consequences suggests that relaxing various
restrictions on immigration would raise both
global and national economic welfare.’

This Essay does not discuss issues
relating to immigration that are not
economic in nature. Recent terrorist attacks
and subsequent threats to national security
have drawn attention to this extremely
important but often neglected area of the
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law. There are a number of non-economic arguments in favor of restrictive
immigration laws, some of which are likely to have merit, and many of which do not.
These arguments, particularly those dealing with national security, are beyond the
scope of this Essay. Because economic concerns have traditionally provided the social
and political thrust for restricting immigration, this Essay discusses only the economic
critique put forward by the critics of expansive immigration.

I begin with a discussion of the basics of international labor mobility, which
illustrates the relationship between labor and other factors of production. It describes
the economic model of international labor mobility, and explains how the free
movement of labor is substantively similar to the free trade of goods. Second, I offer
an overview of the international labor market. I describe the economic incentives that
lead to migration, and point out the various ways immigration policies can affect these
incentives.

I next analyze the impact of immigration, both legal and illegal, on the U.S.
economy. [ review the relevant research and dispel several myths about the
relationship between immigration and labor-market outcomes for native workers. Like
many economists, I find scarce evidence that immigrants have an adverse impact on
the earnings and employment opportunities of natives. Last, I critique the current
status of immigration restrictions in the United States, and find that such laws ignore
economic realities and fail to represent the interests of the polity. I propose a number
of changes to current policy, including easing or eliminating a number of
counterproductive restrictions. Among these suggestions are loosening restrictions on
family-based immigration, expanding employment-based immigration, increasing
guest-worker programs (including a new bilateral guest-worker agreement between the
United States and Mexico), and replacing immigration quotas with “immigration
tariffs.”

I INTERNATIONAL LABOR MOBILITY

Labor migration is an international factor movement, much like the transfer of
capital via international borrowing and lending.® “The principles of international
factor movement do not differ in their essentials from those underlying international
trade in goods.”” Just as labor-abundant countries may import capital-intensive goods
or acquire capital by borrowing abroad, capital-abundant countries may import labor-
intensive goods or employ migrant workers.*

It is easiest to explain factor mobility through the use of a simple economic
model in which the world is not economically integrated.” Assume that the world is
made up of only two countries, “Mexico” and the “United States,”'’ “each with two
factors of production, land and labor.”"' The two countries produce only one good,
known generically as “output.”'? In the absence of trade, “[t]he only way for these
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economies to become integrated with each other is via movement of either land or
labor.”"® Because land “by definition cannot move . . . this is a model of integration
via international labor mobility.”"* Without the introduction of factor movements, the
output of each country will depend solely on the quantities of land and labor with
which it is endowed."

Assume also that Mexico and the United States have the same level of
technology but different land-to-labor ratios.'® If Mexico is the labor-abundant
country, workers in Mexico will earn less than those in the United States, while land in
Mexico will earn more than land in the United States.” Mexican workers would
therefore like to move to the United States.'® If workers are permitted to move
between the two countries, workers will move from Mexico to the United States.”” As
economists Paul R. Krugman and Maurice Obstfeld have noted, such movement would
“reduce the [Mexican] labor force and thus raise the real wage in [Mexico], while
increasing the labor force and reducing the real wage in [the United States].”* If there
are no obstacles to labor movement, this process should continue until each country
has the same labor-to-land ratio, and the marginal product of labor is the same in the
two countries.”'

This redistribution of the world’s labor force has two main effects. First, real
wage rates converge.22 The marginal product of labor in the United States falls as the
ratio of labor to land rises; with each substitution of labor for land, it becomes
increasingly difficult to employ more labor on a given amount of land.”> Thus, real
wages rise in Mexico and fall in the United States.** Second, the world’s output
increases.”> The United States’ output rises due to the increased supply of labor, while
Mexico’s falls due to its decrease in labor.® The United States’ gain is larger than
Mexico’s loss because workers have migrated to the country in which they have a
higher marginal product of labor (i.e., they have moved to the country which had the
lower initial labor-to-land ratio).”’” These overall gains may be substantial. “In fact,”
states Howard F. Chang, “studies suggest that the gains to the world economy from
removing immigration barriers [would] be enormous.”*

Despite an overall gain, some people may be hurt by the change.”” “Those who
would have originally worked in [Mexico] receive higher real wages, but those who
would have originally worked in [the United States] receive lower real wages,” point
out Krugman and Obstfeld.* They add that “[lJandowners in [the United States]
benefit from the larger labor supply, but landowners in [Mexico] are [relatively] worse
off.”*! Thus, while international labor mobility may theoretically allow everyone to be
made better off, it may actually leave some groups worse off in practice.*

The main impetus behind restrictive immigration policies (and the concern
about illegal immigration) comes from the belief that large immigrant flows, while not
reducing native-held jobs one-for-one, may indeed be harmful to American workers.”
Such arguments are based on a single-market analysis where only the effects on the
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market for unskilled labor are examined.** In this model, immigration increases the
supply of unskilled labor and lowers both wages and employment levels of unskilled
native workers.”> Ronald G. Ehrenberg and Robert S. Smith state that some natives
“leave the market in response to the reduced wage, and those who stay earn less.”®
Even if immigration flows had this result, however, it is wrong to assume that such
flows would have a negative effect on Americans as a whole.”” As wages decrease and
employment increases, the goods and services produced by this labor increase in
quantity and decrease in price.”® Thus, as Ehrenberg and Smith point out, immigration
of labor “benefits consumers using the output of this labor.”’ Furthermore, low-
skilled immigrants often work in agriculture and similar markets that produce food and
other necessities; it is therefore low-income natives that benefit the most from these
decreases in price.

Employers of immigrant labor increase profits due to the rise in production and
the decrease in per-unit labor costs.”’ Increasing profits lead to increased investment
and provide an incentive for more people to become employers, ultimately increasing
the country’s capital stock and creating the opportunities for some workers to become
owners.”' Thus, even using a single-market analysis in which demand for unskilled
labor remains stable, the effects of immigration are likely to range from ambiguous to
quite beneficial.

This analysis of the market for labor has assumed that an influx of immigrants
has no effect on the demand curve for unskilled labor.* This is probably a valid
assumption when one looks at only one market, because the fraction of their earnings
that the immigrants in this market spend on the goods and services that they
themselves produce may be relatively small.* In the real world, however, immigrants
spend money in a number of other markets, and the increased demand for goods and
services creates job opportunities for others.** “Thus,” argue Ehrenberg and Smith,
“workers who are not close substitutes for . . . immigrant labor may benefit from
immigration because of the increase in consumer demand” caused by the increase in
the size of the working population.*

Trade in factors of production is, in purely economic terms, very much like
trade in goods; it occurs for the same reasons and produces similar results.* One
scholar notes that “[f]ree trade theory taken to its limits thus means that it would be
redundant to advocate for both free trade in goods and free migration because the
former would simply be a substitute for the latter.”*’ One must look beyond economic
theories, however, and examine how those theories hold up in the real world. A theory
is valid only so long as it accurately portrays reality, and data are essential to the public
debate surrounding immigration.
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I1. WHO MIGRATES?

The mechanics of the labor market are substantively no different than the
exchange of goods for currency. In this market, transactions involve the exchange of
monetary compensation from buyer to seller for one’s labor.”® The international labor
market allocates persons willing to leave their current countries among the host
countries willing to admit them.” Potential migrants are looking for the best country
in which they can live.”® As George J. Borjas notes, “[jJust as the labor market guides
the allocation of workers to firms, the immigration market guides the allocation of
persons to countries.”"

Changes in parameters guiding these transactions, such as immigration policies,
alter the size and composition of immigrant flows into the recipient countries.”> For
example, regulations often generate variations in the costs among potential migrants.
U.S. immigration policy makes immigration costs almost prohibitive for persons who
do not already have a relative residing here, and several countries, including Australia
and Canada, use a “point system” designed to promote the immigration of “desirable”
persons.”> Whenever Congress changes immigration policy, immigration costs are
altered for potential migrants, and a different flow of people will enter the United
States.>*

Highly educated workers have much to gain by moving to countries that pay a
higher price for their skills.”> Because immigration is costly, and workers with little
education have relatively less to gain by immigrating to such countries, they are less
likely to move.”® Migrating to the United States is therefore most attractive to highly
educated immigrants if the rate of return to increased schooling is higher here than in
the country of origin; the United States is less likely to attract educated immigrants if
the workers originate in countries that value education more.”’

According to Borjas, “there is a strong positive correlation between the extent
of income inequality in a particular country and the rate of return to schooling in that
country.”® Countries with highly dispersed incomes pay relatively higher returns to
education and skills than do countries with more egalitarian income distributions.”” In
Mexico, for example, education is rewarded with very high relative incomes. Less-
skilled Mexican workers, however, have little protection from poor labor-market
outcomes.”’ Unskilled Mexicans thus have the most incentive to come to the United
States, while skilled Mexicans have the least incentive to migrate.®’ Mexican migrants
to the United States are therefore likely to be unskilled.®?

Two arguments are typically used to justify restrictions on immigration. “The
first,” says Borjas, “is that immigrants have an adverse impact on the earnings and
employment opportunities of native-born Americans.”® The second is that immigrants
find it hard to adapt or assimilate in the United States because of their very different
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cultural, political, and economic backgrounds; this not only prevents immigrants from
assimilating but also “splinter[s] the nation’s national identity.”** Proponents of these
arguments typically base their case on the following axioms, rather than evidence.
First, it is commonly believed that immigrants “crowd natives out” of the labor market,
and thus have a significant adverse impact on native earnings and employment
opportunities.”’ Second, it is believed that most legal immigrants are highly skilled,
hard-working people who are relatively successful in the labor market,”® and that most
illegal aliens are “single men working in agricultural jobs,” and “have an adverse
impact on the opportunities of less skilled natives.”®’ Lastly, it is an axiom of the anti-
immigration argument that U.S. immigration policy is a “ticking population time
bomb,” and that family-based immigration could allow practically everyone in the
world to qualify for entry into the United States.®®

These impressions about the immigrant experience are false. Immigrants in the
United States have only a small impact on the earnings and employment opportunities
of natives. Empirical analysis shows that even a significant increase in the number of
immigrants has negligible effects on the average wage of natives and has little or no
effect on the labor force participation rates and employment of practically all native
groups.”” Furthermore, even illegal aliens have only a minor impact on the earnings
and employment opportunities of natives.”” Despite the common stereotype, moreover,
most illegal aliens are not single men working in agriculture. Like their legal
counterparts, illegals are typically men and women who live with their immediate
families and who work in non-agricultural jobs.”"

There is also little reason to suspect that the immigrant population will explode
because of family-reunification provisions in current immigration policy. In fact,
“[c]ontrary to popular belief, the number of relatives sponsored by immigrants residing
in the United States is relatively small.”’> Evidence also suggests that “persons who
migrate as part of a family unit are more skilled than single or unattached immigrants,”
which contrasts sharply with the commonly held belief that family-sponsored
immigration leads to waves of migration of unskilled foreigners.”

How can one explain the discrepancies between empirical facts, common
misperceptions, and the law? Why do the public and the majority of policymakers
hold beliefs contrary to the facts? What, if any, policy changes should be made to
conform law and economic realities?

III. THE LABOR-MARKET IMPACT OF IMMIGRATION ON NATIVE
WORKERS

The presumption that immigrants have an adverse impact on the labor market
has long been the main justification for policies designed to restrict the size and
composition of immigrant flows into the United States. Despite this almost universal
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assumption, however, economists have come to a very different conclusion. There is
little evidence that immigrants have a sizeable adverse impact on the earnings and
employment opportunities of natives in the United States.”* There appears to be a
“deep chasm” dividing public opinion and the findings of academic studies.”

There are two popular theories about the ways that immigrants affect the native
labor market, both of which lack any solid empirical basis. Some observers assert that
immigrants take jobs away from natives; as immigrants enter the labor market, natives
are displaced from jobs. “At its most extreme,” says Borjas, “this hypothesis suggests
that immigrants displace natives on a one-to-one basis.”’® It assumes that a native
worker inevitably loses his job every time an immigrant enters the United States. This
assertion, George Borjas argues, is based not on any empirical evidence but on a set of
assumptions about the way the U.S. labor market works and the types of immigrants
allocated to the United States by the immigration market.”” These premises are: (1) the
number of jobs in the American economy is fixed, and new workers must compete
with native workers for that limited number of jobs; (2) immigrants are perfectly
interchangeable with natives in the production process (i.e., immigrants and natives are
“perfect substitutes™); and (3) “immigrants are willing to work for lower wages than
equally productive natives.””®

The assertion that the U.S. economy has a fixed number of jobs is false. Even
the most basic economic model shows that increases in population, including those
stemming from immigration, boost demand for goods and services and thus lead to
higher employment.” It is also unlikely that a typical immigrant is a perfect substitute
in production for a native worker. New entrants differ in their familiarity with the
labor market, proficiency in English, and educational background. Finally, there is no
evidence that immigrant labor is actually cheaper than equally skilled native labor.*
The wage rates of legal immigrants are equal to those of their native counterparts in
similar jobs, and even illegal aliens have the same wage rates as legal immigrants once
differences in observable demographic characteristics are taken into account.”

The second popular theory about the immigrant experience in the U.S. labor
market holds that immigrants have no impact on the labor-market opportunities of
natives. Under this view, immigrants cause little displacement of natives because
immigrants “take on a distinct set of jobs, jobs that the native labor force refuses to
accept.”® This theory divides the labor market into two sectors, a primary sector
(where the “good” jobs are), and a secondary sector (where the “bad” jobs are). In this
model, immigrants are crowded into the “bad” jobs that natives do not want.*®

This theory is easily dispelled. The hypothesis that the economy is segmented
is extremely simplistic and not empirically justified. In a market economy, a labor
shortage in the secondary sector would increase competition for the workers willing to
provide these services and lead to a bidding war among employers for the few persons
willing to work in that sector. This would tend to equalize wages between the primary
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and secondary sectors, and eventually even natives would be willing to work in the so-
called “bad” jobs.

Economic theory has held true — there is a great deal of overlap among the
occupational distributions of immigrants and natives. It is true, for example, that 15%
of immigrant workers are operators and fabricators, but so are 11% of natives.**
Similarly, 28% of native workers are managers and professionals, but so are 21% of
immigrants.*® Moreover, if immigrants indeed take jobs that natives do not want, the
non-wage aspects of the jobs employing the typical immigrant and those employing the
typical native should differ significantly. Borjas suggests, for example, that one might
expect immigrants to face more unpleasant working conditions.*® This does not appear
to be the case. “In fact,” says Borjas, “the available evidence indicates that immigrants
and natives have roughly similar working conditions.”’

Borjas concludes that there is no compelling reason for assuming that
immigrants are either “good” or “bad” for natives. Some immigrant groups will be
substitutes in production for some native groups but may complement the skills of
others. He contends that:

If immigrants and natives are substitutes, the earnings and employment

of native workers should be relatively lower in markets in which

immigrants are in abundant supply. By the same token, if immigrants

and natives are complements, native earnings and employment should be

relatively lower in labor markets where few immigrants reside.*®

Thus, when immigrants and natives are complements, the presence of
immigrants should increase native productivity in tasks where native workers have a
comparative advantage, and therefore lead to higher native employment as well.

Comparing native earnings in labor markets in which immigrants are a large
part of the labor force with earnings where their number is statistically insignificant,
data from a 1980 U.S. Census geographic cross-section reveal that immigration has
had a small impact on native wages. In fact, the decline in wages attributable to an
increase in the number of immigrants is typically very small. A 10% increase in the
size of the immigrant population reduces native earnings by only 0.2%.*° This
supports the hypothesis that natives and immigrants are, on average, very weak
substitutes in production. Furthermore, disaggregating the labor force by sex, age,
race, and ethnicity does not alter the basic finding.”’

Such findings have been remarkably consistent over time. In a more recent
analysis, Borjas draws on two studies that correlate changes in the weekly earnings of
native workers with increases in immigration that occurred over a ten-year period in
particular localities (using states and metropolitan areas as the units of analysis).”'
Borjas measures the impact of immigration on native wages during the 1980s, for
example, by correlating the change in native wages between 1980 and 1990 with the
change in the number of immigrants in the locality over the same period.

170



Immigration Law

If one interprets these correlations as measures of the effect of immigration on
native wages, the impacts of immigration range from positive, on one hand, to
statistically irrelevant on the other. Borjas notes:

[T]The entry of one more immigrant for every ten native workers

increase[d] the average wage of native men by 6 percent if the

immigrants entered in the 1960s, increase[d] it by 1 percent if the
immigrants entered in the 1970s, and reduce[d] it by 1 percent if the
immigrants entered in the 1980s.”> A similar change in the number of
immigrants reduce[d] the wage of native men who are high school
graduates by 3 percent in the 1970s, but increase[d] it by 2 percent in the
1980s.”

The negative effects of immigration, if one is to believe these findings, are nonexistent

at best and ambiguous at worst.

It is most frequently argued that blacks (particularly those who are unskilled)
comprise the group whose economic progress is most likely to be hampered by the
entry of immigrants into the United States.”* On the contrary, Borjas reports that
blacks residing in cities with relatively large numbers of immigrants actually have
higher wages than those in other labor markets.” He finds that a 10% increase in the
number of immigrants increases the average black wage by about 0.2% percent.”
More recent empirical studies have also shown neutral and even positive effects of
immigration on low-income Americans.’’

Using Immigration and Naturalization Service (INS) administrative data,
Borjas extrapolates these findings to allow comparison between labor markets with
relatively high and low levels of illegal immigrants. These comparisons also
demonstrate no significant impacts on native wages. For example, a 10% increase in
the size of the Mexican illegal population reduces the earnings of men by an average of
less than 0.1%, but increases the earnings of women by 0.2%.”

If there is no evidence that an increase in the supply of immigrants has a
significant adverse impact on the earnings of natives, why is this negative effect a
typical assumption of the political debate? Policymakers often assume that immigrants
and natives are strong substitutes in production. Additional studies, however, indicate
that the employment effects of immigration are as negligible as the wage effects.”” It is
commonly, and erroneously, believed that immigrants adversely affect native
employment in a number of ways. If the entry of immigrants into the labor market
lowered the native wage, natives would have fewer incentives to work because
decreasing wages would reduce the attractiveness of entering (or remaining in) the
labor market. It is also commonly held that increased labor-market competition will
cause natives to have difficulty finding work and thus lead to higher unemployment
rates.
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Studies using the same methodology followed in Borjas’ analyses of wage rates
have found that a 10% increase in the number of immigrants reduces the labor force
participation of white natives by only 0.1%, reduces the number of weeks worked by
0.3% (or less than 1 day), and does not affect the native unemployment rate.'” Data
also indicate that immigrants have little measurable impact on the labor force
participation rates or weeks worked of black men.'"!

Although Borjas and others have made significant contributions through the use
of geographic-area comparisons, a variety of problems impede this methodology.
Most importantly, immigrants tend to locate in large cities, which have both high costs
of living and high wage rates. Using a cross-section in metropolitan areas therefore
yields large and positive effects, which may not accurately reflect how immigration
would affect the wage levels of natives who do not live in metropolitan areas.'” A
second approach to metropolitan-area studies involves using data from two time
periods and asking whether the changes in labor-market outcomes for natives are
affected by changes in the immigrant concentration.'” Using the change in
metropolitan-level outcomes controls any fixed differences between cities. Permanent
differences in cost-of-living effects, and thus higher wage rates, are also controlled
using this approach.'” An important problem remains. If immigrants migrate to cities
that are experiencing economic growth (during a flourishing labor market, for
example), then an increase in the percentage of immigrants will be correlated with
transitory changes in the local labor market.'” This will bias results toward finding a
positive effect of immigration on labor-market outcomes.'® The important question is
thus not whether the labor-market outcomes appear positive in these metropolitan
areas, but what the labor market would have been like if the immigrants had not come.
If the market would have been even better, then one could say that immigration had an
adverse effect.'”’

To avoid this problem, one must find an instrument for measuring the effects of
the change in the percentage of immigrants in an area.'” Such an instrument must be
strongly correlated with the change in the percentage of immigrants but uncorrelated
with the change in the labor-market outcome of the study.'”” Joseph Altonji and David
Card advocate using the “initial stock” of immigrants in a metropolitan region as an
instrument for measuring the difference in the percentage of workers who are of
foreign origin.''” Altonji and Card use Census data to analyze the effects of an
increase in the immigrant concentration in Standard Metropolitan Statistical Areas on
the labor-market outcomes of low-skilled native workers between 1970 and 1980.""
Their estimates set the average age, average education, and total population in each
metropolitan area.''>  They find that immigration unexpectedly improves the
unemployment rate and has no significant effect on labor participation.'"® Thus,
although the conjecture that immigrants take away jobs from natives has been a prime
force behind efforts to make immigration policy more restrictive throughout American
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history, the relevant evidence demonstrates that such displacement is (at least in recent
years) numerically insignificant.

These findings on employment effects are reinforced by David Card’s study of
the impact of the “Mariel Boatlift” on Miami’s wage and unemployment rates.'™
Between April and September 1980, approximately 125,000 Cubans left Cuba from the
port of Mariel in a flotilla of pleasure boats, rafts, and fishing vessels. The Mariel
immigration added 45,000 to the Miami labor force, increasing its size by 7%.'"> Two-
thirds of the “Mariels” had not completed high school, and because unskilled workers
made up 30% of Miami’s labor force, this represented an increase in Miami’s unskilled
labor force of more than 16%. One would expect the wages and employment levels of
Miami’s unskilled workers to fall as a result, but this did not occur. The wages and
employment levels of unskilled black workers in Miami actually rose relative to those
of unskilled blacks in four comparison cities (Atlanta, Los Angeles, Houston, and
Tampa). Even among Hispanics, the unemployment rate fell faster than in comparison
cities from 1982 to 1985.''° For outward migration flows of natives to account for this
result, natives would have had to respond by moving almost immediately.'"”  As
Howard Chang has noted, however, this is inconsistent with evidence that an adverse
shock reduces wages for up to a decade before interstate migration equilibrates wages
across regions.''® Card concluded that there is no indication of any short- or long-term
impact of the Mariel Boatlift on the wages and unemployment rates of non-Cubans in
Miami.'"

A number of relatively low-wage industries employ large numbers of semi-
skilled laborers, including apparel and textiles, agriculture, furniture, and
restaurants.'?’ It is possible that immigrants could move heavily into one industry in a
given area and thus depress that industry’s wages. This does not, however, change the
fact that over the great expanse of the American economy, including all industries and
labor markets, the average effect of increased immigration on both wages and
employment levels will be negligible.

IV.  EXTENDING THE ANALYSIS

A 1997 analysis by the National Research Council (NRC) offered the most
thorough inquiry to date into the economic effects of immigration. This study reached
the conclusion that economic theory predicts: If we examine the impact of immigrants
on the labor market, we find that the natives of the host country, taken together, will
gain from the immigration of labor. Although wages may fall for some native workers
who compete with immigrant labor, this is merely a transfer of wealth among natives.
This loss is offset by an equal gain for those who employ labor, who gain surplus in
excess of what they pay immigrants for their labor. Consumers also gain as they
obtain goods and services from immigrant-intensive industries at a lower cost. Natives
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as a group enjoy a net gain, which has been calculated to be between 1 and 10 billion
dollars per year.'””' This may be modest in relation to the size of the U.S. economy, but
it represents a significant gain in absolute terms.'” Indeed, as Chang points out, “like
trade barriers, immigration barriers sacrifice these potential gains and . . . reduce the
total wealth of natives as a group.”'>

To measure the economic effect that immigrants have on the public sector, the
NRC study calculates the estimated taxes paid and costs imposed by immigrants.'**
Past calculations have typically estimated only the fiscal effects of immigrant-headed
households; the NRC correctly notes that a proper accounting of the total fiscal impact
of immigration must also include the fiscal effects of all the descendants of
immigrants.125 Once the NRC includes projections regarding the education and
income of future generations and adds their fiscal effects to those of their forebears, the
data suggest that descendants of current immigrants are likely to have a net positive
fiscal impact, whether or not their immigrant forbears are educated.'”® This occurs
because the descendants of relatively unskilled immigrants show substantial upward
mobility.'”” The positive fiscal impact of an immigrant’s descendants ranges from
$76,000 to $93,000, depending on the immigrant’s education level.!8 Overall, the
NRC finds that the average immigrant will produce a net fiscal benefit of $80,000 (in
1996 dollars).'*’

Although the NRC finds that the average immigrant with less than a high
school education imposes a net fiscal cost of $13,000,"° this is greatly affected by the
immigrant’s age. The younger the immigrant at time of entry, the more tax revenues
the immigrant will contribute. Even an immigrant with less than a high school
education produces a net fiscal benefit if he or she enters the United States by the age
of twenty-one."”! The average immigrant with a high school education produces a net
surplus of $51,000, and the average immigrant with more than a high school education
produces a net surplus of $198,000."* Because these immigrants make a positive
contribution to the public sector, there is no economic rationale for excluding them.'*?
Based on the NRC’s findings, concerns about the fiscal impact of immigration are
justified only with regard to the unskilled and the elderly.'**

In addition to the benefits that we can quantify, immigration also yields a
number of economic benefits that are difficult to quantify. Skilled foreign workers
may “(1) increase the quality of the workforce, (2) bring new ideas and know-how to
U.S. firms, which can lead to innovation, (3) transfer new skills and knowledge to their
[native] co-workers, and (4) increase diversity in the workplace . . . 2133 Reducing
restrictions on skilled foreign workers makes a larger applicant pool available to U.S.
companies and raises the skill level of workers employed."*® As Jonathan Todres has
noted, immigration could also push native workers to improve their skills to compete
more effectively.'?’
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The presence of skilled foreign workers would drive innovation in U.S.
businesses. The U.S.-Japanese auto industry example illustrates that U.S. businesses
can learn from the methods of production utilized in other countries.'*® Indeed, the
"greater the size of the pool of knowledge and ideas," the greater the chances of
innovation.”*” By employing skilled foreign workers, a corporation greatly expands
the size of the pool of knowledge in the firm.

Employing skilled foreign workers facilitates the transfer of knowledge to U.S.
workers, producing gains beyond what can be achieved by merely examining foreign
countries' business practices.'” Employing such workers is particularly important
because the United States cannot expect all new ideas and innovations to come from
within its own borders. Studies show, in fact, that a large percentage of new technical
ideas of some firms are attributable to outside sources.'*! These may constitute as
much as two-thirds of some firms’ ideas, with up to one-third coming from overseas.'**
The most common method of transfer of ideas has been the movement of persons to
new areas.'” U.S. firms and workers must have access to foreign workers if they are
to fully benefit from new ideas developed in other countries.

V. THE IRRATIONALITY OF ENFORCEMENT?

The evidence that legal immigrants benefit the U.S. economy is clear. In
addition, however, several factors suggest that unskilled illegal immigration may
actually provide a larger net surplus than unskilled /ega/ immigration. First, illegal
immigrants typically come to the U.S. to work, not for family reunification.'**
Although these workers tend to be poor, they are ineligible for government programs
that transfer wealth to low-income citizens.'* Importantly, though, despite their wish
to hide from the government, even illegal immigrants cannot avoid paying most taxes
(including payroll, sales, and property taxes).'*® In fact, approximately 75% of illegal
immigrants have their income taxes withheld, and less than a third of these file for a
refund.'*’ In addition to contributing to the efficiency of American labor markets,
illegal immigrants often disproportionately favor public coffers.

If the transaction of illegal immigration is an economically efficient offense,
then who are its victims? Not the migrants themselves. Because their conduct is
voluntary, we can presume that it benefits them.'*® In fact, unauthorized immigrants
from Mexico receive wages in the U.S. nearly nine times larger than those in their
homeland."” If the data show that the benefits to the country as a whole are quite
large, while the presumed harm is ambiguous or nonexistent, no economic rationale
exists for enforcement, especially when it is expensive. If the presence of illegal
immigrants yields a benefit, then enforcing restrictive immigration barriers not only
hurts the economy, but also consumes scarce resources that could be more productively
employed somewhere else. At the very least, one would expect the net effects of
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illegal immigration to be studied more before the polity allocates enormous resources
to stopping it."*’

The view of illegal immigration as a “victimless crime” is quite widespread."”'
Many people employ illegal aliens, Congress regularly grants amnesty to large
numbers of undocumented aliens, numerous local governments refuse to cooperate
with the INS or to enforce the Illegal Immigration Reform and Immigrant
Responsibility Act of 1996 (IIRIRA), and most citizens are reluctant or unwilling to
report suspected illegal immigrants to the authorities.'”> Furthermore, the United
States is the only major immigrant-receiving country without a significant nativist or
restrictionist political party.'> Even organized labor, traditionally a strong opponent of
expansive immigration, favors both a new amnesty for long-term resident
undocumented aliens and the repeal of the 1986 employer sanctions law that
discourages firms from hiring undocumented workers.'>*

The law presumably coincides with some appraisal of the polity’s best interests.
But if the law is actually inconsistent with those interests, then one has no choice but to
question its value. The United States should develop policies more in tune with
economic realities. Some changes in U.S. immigration law, based on these realities,
may alleviate many of the problems associated with immigration.

VI. POLICY PROPOSALS

Although some immigrants have a negative impact on the public sector,
increased restrictions on immigration are not appropriate responses. Such measures
would limit productive as well as unproductive migration. As Howard Chang has
pointed out, the appropriate response is fiscal.'”> Restrictions on eligibility for public
benefits, for example, can eliminate the fiscal impact of unskilled immigration without
excluding would-be migrants from the United States.® This objective already
underlies restrictions on access to various entitlement programs; indeed, current law
generally excludes non-citizens from any federal public benefits."””’ Aliens admitted
for permanent residence are ineligible for federal benefits for their first five years
within the country,”® and permanent resident aliens are ineligible for Supplemental
Security Income and food stamps.'”” States may also exclude resident aliens from
benefits under both federal and state programs.'® These laws, codified in Congress’
1996 welfare legislation, improve the total fiscal impact of the average immigrant by
$8,000.'"!

Aliens deemed “to become a public charge” may be excluded,'®® and consular
officers have broad powers to screen out immigrants who may negatively affect the
public treasury.'® To avoid these grounds for non-admission, sponsoring relatives
frequently provide affidavits of support. Consequently, the availability of family-
based visas is effectively limited to those petitioners (or sponsors) with adequate levels
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of income. This process attracts relatively skilled aliens, whose potential incomes
allow them to benefit from family-sponsored immigration. Even if a skilled sponsor’s
relatives are unskilled, as long as the family as a whole does not impose a net fiscal
cost, the immigration of that family is in the economic interests of natives.'®* Further,
the IIRIRA requires nearly all family-based immigrants to submit an affidavit of
support, which binds the sponsor to support the sponsored alien.'® This renders many
family-based immigrants ineligible for public benefits by making them more reliant on
their sponsors.'®  Although this policy may pose a problem if the sponsor’s resources
are somehow depleted, such concerns are at least partly met by a further requirement.
The sponsor must demonstrate “the means to maintain” at least 125% of the federal
poverty income for “a family unit of a size equal to the number of members of the
sponsor’s household (including family and non-family dependents) plus the total
number of other dependents and aliens sponsored by that sponsor.”'®” Such a policy
improves the fiscal impact of those who choose to migrate, while dissuading those of
modest means from sponsoring relatives for immigration.

Given current policies, it is likely that liberalizing or eliminating family-based
quotas would serve the national economic interest. This would increase the
immigration of valuable workers; it would also allow individuals to enter sooner, thus
increasing the economic contribution made by each immigrant.'® Liberalized quotas
would reduce costly backlogs, which would allow immigrants to spend more of their
working (and taxpaying) lives in the United States, thereby improving the fiscal impact
of the average family-based immigrant.'”® Based on the NRC study, it appears that the
national economic interest would be served best by a rule admitting young or educated
immigrants regardless of their sponsors’ incomes.'”’

It is difficult to see how quantitative restrictions on employment-based
immigration visas serve the national economic interest. Quotas allocate visas of this
kind primarily to “priority workers,” a group that typically includes skilled
professionals. Few unskilled workers obtain such visas (the total is usually around
10,000 out of 140,000),'”" and fiscal policies, employer sponsorship, and the “public
charge” provision already ensure that skilled immigrants should have a net positive
economic effect. Visa allocations for these types of immigrants are therefore
redundant. Furthermore, even unskilled and uneducated immigrants can have a net
positive impact if their access to public benefits is restricted.'”> Groups deemed likely
to have a negative fiscal impact if treated as citizens can be admitted instead as non-
citizens (i.e., workers not eligible for many government assistance programs, such as
Medicaid or Supplemental Security Income). Temporary workers, even if unskilled,
are likely to have a net positive fiscal impact on natives, '’ so there is no economic
rationale for restricting their entry.

Increased guest-worker programs would help to relieve the market pressures
that lead to illegal immigration. This was clear during and after the “Bracero”
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program, through which the U.S. brought in hundreds of thousands of guest workers
annually from 1942 to 1964. The decline in the admission of such workers was closely
correlated with an increase in illegal immigration,'” so one could infer from this that a
legal temporary worker program will actually reduce illegal immigration.'” 1In fact,
former INS Commissioner Raymond F. Farrell attributed dramatic increases in
Mexican illegal immigration to the end of the Bracero program and the imposition of
quotas.'’® In 1961, the INS reported 30,000 deportations of Mexicans.'”” After the
end of the Bracero program in 1964 and the imposition of quotas in 1965, these
numbers skyrocketed. By 1967, the INS had reported 108,000 deportations in a single
year.'”

A new bilateral labor agreement between the United States and Mexico could
provide significant advantages over unilateral immigration policy.'”  First, the
countries could more effectively achieve their goals through a cooperative effort. The
policies of each nation can influence migration patterns, and an optimal agreement
would take this into account. Secondly, the differences in the socio-political
atmosphere of the two countries, as well as weaknesses in the Bracero program itself,
indicate that a new agreement should not follow the Bracero model."* Nevertheless,
the Bracero program provides some insight into how any future bilateral immigration
program should be structured.

Conditions pulling Mexicans to the United States include the demand for
immigrant labor by U.S. employers, opportunities for much higher wages, and family
connections in this country.'™ Conditions pushing Mexicans to leave Mexico include
demographic population growth, urban and rural insecurity, economic restructuring
disruptions, and severe degradation of the environment in Mexico.'™ Because these
conditions provide powerful incentives to migrate, it may be impossible to completely
control illegal immigration from Mexico. The relevant goal, rather, should be
maintaining migration at a tolerable level.'™ As during the Bracero program, both
countries can benefit from having legitimate Mexican migrants temporarily work in the
United States. Emigration provides Mexico with a safety valve for economic and
political pressure from a large, poverty-stricken population.'™ Mexican immigrants
provide U.S. employers with efficient labor, keeping the cost of products down for
consumers.'™ Furthermore, if the migrants are legal, the governments can impose
safeguards to protect human rights."®® These overlapping goals highlight the
desirability of a new bilateral program.

A novel idea suggested by Howard Chang involves the payment of an
“immigration tariff,” equal to the present discounted value of any net costs that we
expect a worker who attains citizenship to impose on natives after attaining
citizenship.'®” Although tariffs sacrifice gains from trade (or, in this case, gains from
the free movement of labor), they produce some revenue for the government, which
quotas do not.
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Quotas on immigration make the option to immigrate scarce, and this scarcity
makes the option to immigrate valuable. Such value can be measured in "quota rents,"
which are equal to the amount that an immigrant’s after-tax wages are higher than
those that prevail in alternative labor markets.'™ An ideal tariff would take the form of
a charge for admission, which would be similar to quantitative restrictions, except that
the available visas would be allocated to their highest-value users (i.e., those most
willing to pay).'"™ Selling visas would allow the United States to capture quota
rents."”® It would also allow the immigrants themselves to choose whether and when to
migrate, based on their own preferences, rather than limiting migration of certain
groups to meet artificial quotas.

The payments suggested by Chang, while tariffs by definition, could have the
opposite effect of traditional tariffs. Although such a policy would discourage
immigration by those who are unable or unwilling to pay, the use of such tariffs may
actually increase the total number of immigrants if more protectionist policies, such as
labor-certification requirements, are loosened. Assume, for example, that labor-
certification requirements have a dissuasive effect on more potential immigrants than
do immigration tariffs. The incremental increase of new immigrants will be larger than
the incremental decrease imposed by the tariff — the total immigrant flow will thus
increase. This contrasts sharply with tariffs on goods, which lead to a decrease in
trade.

Immigrants need not have the resources to pay a tariff at the border; tariffs
could easily take the form of monies withheld from income earned after
immigration.'”! Given the relatively modest size of the average unskilled immigrant’s
negative fiscal effect ($13,000),"* such tariffs would not be exorbitant. Many
immigrants already pay smugglers large sums (in many cases multiple times) to enter
as illegals. This implies that the same workers would be willing to pay a significant
fraction of their incomes as a tariff, particularly given that the tariff, unlike the
smuggler, offers an ensured result.'”” Natives would also benefit from this money
going to the treasury, which could allow either a reduction in their taxes or an increase
in government services.'”*

To the extent that unskilled guest workers and immigrants affect the income
distribution among natives, the correct response is fiscal.'”> The deadweight loss of
protectionism is greater than the potential deadweight loss of redistributive measures,
such as progressive tax and transfer policies. We can replace an inefficient rule with a
more efficient rule without making any class worse off, provided that we compensate
those that are hurt by the change.'”® If immigration reduces the wages of some natives,
then raising taxes on those natives who are benefited while lowering taxes on those
who are hurt by immigration could leave all classes better off."”” Protectionist policies
already cost more than would a tax designed to compensate those hurt by increased
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immigration. It simply makes economic sense to allow broader immigration and to
compensate natives through the use of redistributive measures.

VII. CONCLUSION

Americans cling to the nation’s immigrant roots. Nearly all political figures
support expansionist immigration policies, most citizens support legal immigration,
and many view illegal immigration as a “victimless crime.” The purported negative
economic effects of immigration are ambiguous and unsubstantiated, but the benefits
are established and substantial. Increasing immigration leads not only to more efficient
markets, but also to greater innovation among native workers and firms. Even if
promoting the welfare of natives is our only objective, basic economics argues that our
laws should allow more immigration than they currently do.

The reforms I suggest here are not meant to be all-inclusive, and they promise
not a panacea, but only the possibility of a more effective and coherent law than we
currently have. It is likely that one or more of these measures would alleviate some
problems associated with migration into the United States, though it is not clear to
what extent. What is clear, however, is that current policy is failing to meet both of its
primary objectives: to embody the will of the citizenry and to act in the polity’s best
interests. New policies, based on sound economic principles and facts, must replace
policies based on false assumptions and economic fallacies.
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