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CHAPTER OVERVIEW

The United States is a nation largely of immigrants and their descendents, yet immigration has long been a matter of heated controversy. Some immigration issues are political, social, and legal; others are economic. This chapter will focus on economic issues and economic immigrants—international migrants motivated by economic gain. 

Specifically, this chapter will address some of the following questions: How many such immigrants come to the United States each year? What is their motivation and what economic impact do they make? Should more or fewer people be allowed to enter legally? What criteria, if any, should be used in allowing legal entry? How should the United States handle extensive illegal immigration? 
WHAT’S NEW

This is a new chapter that expands and augments the existing contents on immigration in Chapter 34 in the 17th edition.

INSTRUCTIONAL OBJECTIVES

After completing this chapter, students should be able to:

1.     Understand the historical pattern of legal and illegal immigration the United States.

2.     Understand what motivates an individual to migrate.

3.     List the factors influencing the decision to migrate..

4.     Understand the potential impact immigration can have on wage rates, efficiency, and output.

5.     Understand how immigration can affect income shares.

6.     Identify potential complications with the traditional model of immigration: Remittances, Full-Employment or Unemployment, and Complements and Substitutes.

7.     Understand the effect immigration to the United States has on Federal, State, and Local governments’ fiscal position.

8.     Understand the illegal immigration debate in the context of job “crowd-out”.
9.     Explain the potential price effects that illegal immigration can have on an economy.

10.     Understand the concept of ‘optimal’ immigration.

LECTURE NOTES

I.
Introduction

A.
Learning objectives – In this chapter the students will learn:



1.
The extent of legal and illegal immigration into the United States.



2.
Why economists view economic immigration as a personal human capital investment.



3.
How immigration affects average wages, resource allocation, domestic output, and group income shares.



4.
How illegal immigration affects employment and wages in low-wage labor markets and impacts state and local budgets.



5.
How economics can inform current immigration discussions and attempts to reform immigration laws.

II.
Number of Immigrants.

A.
Legal Immigrants



1.
Figure 22.1 shows the annual level of legal immigration into the United States since 1980.



a.
The spike in legal immigration from 1989 to 1991 resulted form the amnesty program through which many formerly illegal immigrants became legal residents.




b.
Between 2000 and 2007 legal immigration averaged 1 million a year



2. 
About 66 percent of all legal immigrants were family sponsored. The next component was employment based preferences at 15.4%. These categories are summarized in Figure 22.2.


B.
Illegal Immigrants


1.
The U.S. Census Bureau estimates the number of illegal immigrants using a residual based approach. First, it estimates the number all immigrants then subtracts the number of legal immigrants to find an estimate of illegal immigrants. 



2.
In 2007 it was estimated that as many as 12 million illegal immigrants were residing continuously in the United States

III.  
The Decision to Migrate

A.
People immigrate to the United States for the following reasons:

1.
To take advantage of superior economic opportunities.

2.
To escape political or religious oppression in their home countries.

3.
To reunite with family members or other loved ones.


B.
Earnings Opportunities: The main driver of economic immigration is the opportunity to improve the immigrant’s earnings and therefore increase their living standard.



1.
Other things equal, larger wage differences between nations strengthen the incentive to migrate.



2.
Global Perspectives 22.1 provides an overview of the fraction of immigrants as part of the labor force for a selected set of countries.


C.
Moving Costs



1.
Immigration can be viewed as an investment decision. As with other investments, current sacrifices are necessary to achieve future benefits. These costs can be explicit, such as the actual cost of moving, or implicit, such as moving away from the family.


D.
Factors Affecting Costs and Benefits Are:



1. 
Distance: The greater the distance, the higher the cost associated with immigration.



2.
Age: Younger workers are much more likely to immigrate than older workers.  Younger workers have longer to recoup the cost associated with immigration.


E.
The prospective immigrant estimates and weighs the potential costs and benefits when deciding whether to immigrate. If the benefits exceed the costs, the individual immigrates. If not, they don’t.  

IV.
The Economic Effects of Immigration.


A. Personal Gains and the Impact on Wages, Efficiency and Output

1.
A standard immigration model is portrayed in Figure 22.3.  It assumes that workers migrate from Mexico to the U.S. where technology is more sophisticated and labor demand stronger; it also assumes that full employment exists in both countries.  Theoretically, workers will migrate to the U.S. until wage rates in the two countries are equalized.  The elimination of barriers to immigration should enhance economic efficiency, as workers from low productivity countries move to where they have higher levels of productivity.  U.S. business will benefit from migration while Mexican business will lose as they end up paying higher wages to a diminished supply of workers.

2.
Business incomes in the U.S. should improve and those in Mexico should fall.  America is receiving the “cheap” labor and Mexico loses this “cheap” labor.  This explains why, historically, American employers have sometimes actively recruited immigrants.

3.
With personal gains and overall productivity gains, why would anyone appose immigration? Also shown in figure 22.3 those individuals working in the U.S. prior to immigration, in the effected market, will see a decrease in their wage. Also, Mexico will see a decrease in output (although those who remain in Mexico will see higher wages after emigration from Mexico)


B.
Complications and modifications to this model change the conclusions somewhat.


1.
There are costs to migration, so wages will always remain higher in the U.S. as migrants consider the costs compared to the benefits.


2.
Many migrants come temporarily and either return or send money home, which causes a redistribution of the net gain between the countries involved. (The World Bank estimates $25 billion in remittances per year to Mexico, mostly from the U.S.)


3.
Different households in the economy may benefit or lose following immigration depending on whether the skill set of the immigrants complement or substitute for labor in their profession.



4.
Mexico will gain if its unemployed and underemployed migrate to the U.S.  If the migrants become unemployed in the U.S., the U.S. will lose.


5.
Although the fiscal impact of immigrants is debatable, the consensus has been that they are probably net contributors to the fiscal system of the host country.  They are more often young people with skills who are productive and tend not to bring children with them.  On the other hand, immigrants since the 1970s may have lower levels of education and skills and may require several years of public or philanthropic aid to assimilate.  Immigrants now make up 10 percent of the Supplemental Security Income (SSI) rolls as compared with only 3.3 percent a decade earlier.  The 1996 welfare reform denies benefits to new immigrants for their first five years in the United States. 
V.
The Illegal Immigration Debate


A.
Much of the recent concern about immigration has focused on illegal immigration, not immigration per se. 


1.
Economists point out that the strong flow of undocumented workers to some extent reflects the increasing scarcity of domestic unskilled labor in the United States.


B.
Employment Effects: There are two extreme views on illegal immigration’s effect on employment.



1.
The first view is that illegal immigrants decrease domestic employment on a one-for-one basis (complete crowd-out of domestic workers). The second view is that illegal immigrants accept jobs that legal residents will not perform (no crowd out).



2.
Both of these approaches are misleading as shown in Figure 22.4. There is a combination of crowding-out and lower wages for domestic workers. However these Wage Effects are also potentially important.



C.

Price Effects are also potentially important. Because illegal immigrants work for lower pay than would be necessary to attract native-born workers, the prices of goods and services that illegal workers produce are lower than they would be otherwise.


D.
 
Fiscal Impact on Local and State Governments: The average fiscal burden (government benefits minus taxes paid) on state and local governments for each low-skilled immigrant household may be as high as $9000 per person per year.

VI.
Optimal Immigration


A.

From a strictly economic perspective, immigration should be expanded until its marginal benefits equals its marginal costs. However, this analysis is difficult because of political considerations and measuring costs and benefits at the margin.
VII.
LAST WORD: Immigration Reform: The Beaten Path to the Current Stalemate
A.
In 2007 a consensus emerged that comprehensive immigration reform was needed to stem the tide of illegal immigration.

B.
There are nearly 12 million illegal immigrants living in the United States. The question is how does the United States maintain the desirable flow of temporary workers while controlling the number of immigrants entering the country?
1.
Between 1921 and 1965 only 10 million people entered the United States following quota laws (although half of these immigrants were non-quota immigrants).

2.
In 1965 the United States shifted the quota preferences away Europe toward a wider set of nationalities. Approximately 500,000 to 600,000 immigrants entered during the period (1965 to 1986) following this change. But illegal immigrants, mainly from Mexico, poured across the border during this time as well.
3.
The Bush immigration reform proposal of 2007 contained the following:
a.
Boost funding for fencing, monitoring, and policing the U.S. Mexican border.

b.
Increase fines on employers that hire illegal immigrants.

c.
Rebalance the current system of filling the immigration quota away from applicants with family ties and toward applicants with advanced education, high work skills, and greater English proficiency.

c.
Allow most of the illegal immigrants to apply for “Z Visas” that would have allowed them to live and work in the United States.

d.
Create a guest-worker program.


C.
The debate over illegal immigration, and the status of current illegal immigrants, is far from settled.
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