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The Economic Benefits
from Immigration

George J. Borjas

States, the major changes in the national origin composition of the

immigrant population, and the decline in the skills of immigrants
relative to the skills of native workers have rekindled the debate over immigra-
tion policy. The current debate revives the old concerns over immigrants
“taking jobs away” from native workers and finding it difficult to adapt in the
American economy, as well as questions whether immigrants pay their way in
the welfare state.

A large literature investigates each of these issues in detail; Borjas (1994)
offers a survey. The empirical evidence indicates that more recent immigrant
waves will remain economically disadvantaged throughout their working lives;
that this disadvantage may be partly transmitted to their offspring; that recent
immigrants are more likely to participate in welfare programs than natives; and
that immigration may have contributed to the increase in wage inequality
observed during the 1980s.

Table 1 summarizes some of the key trends in immigrant skills and welfare
participation. The relative educational attainment of successive immigrant waves
fell dramatically in recent decades. In 1970, the typical immigrant who had just
arrived in the United States had 11.1 years of schooling, as compared to 11.5
years for the typical native worker. By 1990, the typical immigrant who had just
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Table 1
Socioeconomic Characteristics of Immigrants and Natives
in the United States, 1970-1990

Group / Variable 1970 1980 1990
Natives:
Mean Educational Attainment (in years) 11.5 12.7 13.2
Percent of Households Receiving Public 6.0 7.9 7.4
Assistance
All Immigrants:
Mean Educational Attainment (in years) 10.7 11.7 11.6
Percent Wage Differential Between +.9 -9.2 —15.2
Immigrants and Natives
Percent of Households Receiving Public 59 8.7 9.1
Assistance

Recent Immigants (< 5 years in U.S.):

Mean Educational Attainment (in years) 11.1 11.8 11.9

Percent Wage Differential Between —16.6 —27.6 -31.7
Immigrants and Natives

Percent of Households Receiving Public 55 8.3 8.3
Assistance

Source: Author’s tabulations from 1970, 1980, and 1990 Public Use Samples of U.S. Census.
Educational attainment and relative wages are calculated in the sample of working men aged
95-64. The fraction of households receiving public assistance is calculated in the sample of
households where the household head is at least 18 years old.

arrived in the United States had 11.9 years of schooling, as compared to 13.2
years for natives. The data also reveal a corresponding decline in the relative
wage of immigrants. The most recent arrivals enumerated in the 1970 Census
earned 16.6 percent less than natives. By 1990, the wage disadvantage between
the most recent immigrant wave and natives had grown to 31.7 percent.

Because less-skilled workers tend to qualify for and participate in public
assistance programs, the deteriorating skill composition of the immigrant flow
may have increased the fiscal costs of immigration substantially. Table 1 shows
that immigrants were less likely than natives to receive public assistance in
1970. By 1990, the welfare participation rate of immigrant households had
risen to 9.1 percent, or 1.7 percentage points higher than the participation rate
of native households.

Overall, the available evidence extensively documents the various costs that
immigration imposes on native workers and taxpayers. Surprisingly, the litera-
ture does not address an equally important set of issues: Do natives benefit
from immigration? Where do these benefits come from? How are these benefits
dispensed to the native population? And how large are the benefits? The
absence of any serious discussion regarding the gains from immigration is
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puzzling because costs must be contrasted with benefits before we conclude that
immigrants are a “boon or bane” for the United States." If the economic
benefits from immigration are sufficiently large, for example, the costs resulting
from increased expenditures in social programs can be reinterpreted as the
outlay on an investment that has a very high rate of return.

This paper uses a simple economic framework to describe how natives
benefit from immigration, provides a back-of-the-envelope calculation of these
benefits, and suggests the parameters of an immigration policy that would
maximize the economic benefits. The discussion indicates that natives do
benefit from immigration mainly because of production complementarities
between immigrant workers and other factors of production, and that these
benefits are larger when immigrants are sufficiently “different” from the stock
of native productive inputs. The available evidence suggests that the economic
benefits from immigration are relatively small, on the order of $7 billion, and
almost certainly less than $25 billion, annually. The discussion also indicates,
however, that these gains could be increased considerably if the United States
pursued an immigration policy that attracted a more skilled immigrant flow.

The analysis presented below discusses the impact of immigration on a host
country within a competitive, market-clearing framework. In this context, as
long as there are no externalities, an application of the fundamental theorems
of welfare economics and the principles of free trade suggests that allowing
factors of production to move from one country to another increases total
welfare and efficiency. Because of the potential implications of the results,
however, it is important to point out at the outset that the discussion ignores
some very important issues. For example, by focusing on the economic benefits
accruing to natives residing in the host country, the study ignores the impact of
immigration both on the immigrants themselves and on the persons who
remain in the source countries. Similarly, by focusing on a competitive econ-
omy with market-clearing and full employment, the analysis ignores the poten-
tially harmful effects of immigration when there is structural unemployment in
the host economy, and jobs might be a “prize” that are captured partly by
immigrants.

The Immigration Surplus

We begin by specifying the production technology in the host country
(which, for concreteness, will be the United States throughout the discussion).
Suppose that the technology can be summarized in terms of an aggre-
gate production function with two inputs, capital (K) and labor (L), so that
output Q = f(K, L). The workforce is composed of N native workers and M

'A number of theoretical models in the international trade literature explore how immigrants affect
the welfare of natives; see, for example, Bhagwati and Srinivasan (1983) and Ethier (1985). A rare
empirical analysis is given by Svorny (1991), who estimates the gains to American consumers from
the immigration of physicians.
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immigrant workers. Initially, let’s assume that all capital is owned by natives, so
that we ignore the possibility that immigrants might augment the host country’s
capital stock. We will also ignore skill differentials among immigrant and native
workers and assume that all workers are perfect substitutes in production
(hence L = N + M). Finally, we will assume that the supplies of capital and of
both native- and foreign-born labor are perfectly inelastic.?

The aggregate production function exhibits constant returns to scale. As a
result, the entire output is distributed to the owners of capital and to workers.
The equilibrium in this economy prior to the admission of M immigrants
requires that each factor price equals the respective value of marginal product.
Suppose that the price of capital is initially r, and the price of labor is w,. The
price of the output is the numeraire (so that the input prices are measured in
units of output). Before the admission of immigrants, therefore, the national
income accruing to natives, Q , is the price of capital times the quantity used,
plus the price of labor times the number of workers hired, or Q y = 7K + w,N.

Figure 1 illustrates this initial equilibrium in the labor market. Because the
supply of capital is inelastic, the area under the marginal product of labor curve
(MP,) gives the economy’s total output. Prior to the entry of immigrants,
therefore, the national income accruing to natives Q 5 is given by the trapezoid
ABNO.

What happens to national income when immigrants enter the country?
The supply curve shifts, and the market wage falls to w,. National income is
now given by the area in the trapezoid ACLO. Part of the increase in national
income, however, is distributed directly to immigrants (who get w,M in labor
earnings). Inspection of Figure 1 thus reveals that the increase in national
income accruing to natives, or the immigration surplus, is given by the triangle
BCD. Because the market wage equals the productivity of the last immigrant
hired, immigrants increase national income by more than what it costs to
employ them.

Note that if the demand curve for labor were perfectly elastic, so that
immigrants had no impact on the wage rate, immigrants would receive the
entire additional product, and natives would gain nothing from immigration.
An immigration surplus arises only when the native wage falls as a result of
immigration. Although native workers get a lower wage rate, these losses are
more than offset by the increase in income accruing to capitalists, through a
higher rental price of capital 7.

The immigration surplus is given approximately by the area of the triangle
BCD, which can be calculated as § X (w, — w;) X M. By manipulating this
formula, it is easy to show that the immigration surplus, as a fraction of national

®It is easy to relax the assumption of inelastic supply curves. However, the calculation of the gains
from immigration would be more cumbersome because we would have to account for the change in
utility experienced by native workers as they move between the market and nonmarket sectors.
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Figure 1
The Immigration Surplus
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where s is labor’s share of national income; e is the elasticity of factor price for
labor (that is, the percentage change in the wage resulting from a 1 percent
change in the size of the labor force); and m is the fraction of the workforce that
is foreign born (m = M/ L).

What does this formulation imply about the size of the immigration surplus
in the United States? The share of labor income is on the order of 70 percent,
and the fraction of immigrants in the workforce is slightly less than 10 per-
cent. The vast empirical evidence on labor demand, surveyed recently by
Hamermesh (1993), suggests that the elasticity of factor price for labor is on the
order of —.3, so that a 10 percent increase in the number of workers reduces
the wage by 3 percent.* The immigration surplus, therefore, is only on the
order of .1 percent of GDP (that is, one-tenth of 1 percent!). The economic
gains from immigration in a $7 trillion economy, therefore, are relatively small,
about $7 billion per year or less than $30 per native-born person in the United
States. Even if we assume that the elasticity of factor price is —1 (so that a 10
percent increase in labor supply decreases the native wage rate by 10 percent),
the gains from immigration would still be on the order of $25 billion per year.

It is important to note that the immigration surplus is proportional to the
elasticity of factor price for labor e. If the increase in labor supply greatly

*In particular, note that if we let (w; — wy) = (Aw/ AL) X M, the immigration surplus can be
rewritten as:

AQy 1 [ Aw M 1 wlL (AwlL)y M M

o 2 \aL Q 2 @ \ALw) L .-
*If there are only two factors of production, the elasticity of factor price for labor must equal
(1 —5)2/7, where m is the output-constant elasticity of labor demand (Hamermesh, 1993,
pp- 26-29). There is some consensus that 7 is about —.3. Because the share of labor income is .7,
the elasticity of factor price is also —.3.



