Costs and benefits of illegal immigration
Gerking, S.D.; Mutti, J.H.

Published in:
Social Science Quarterly

Publication date:
1980

Link to publication

Citation for published version (APA):
Gerking, S. D., & Mutti, J. H. (1980). Costs and benefits of illegal immigration: Key issues for government policy.
Social Science Quarterly, 61(1), 71-85.

General rights
Copyright and moral rights for the publications made accessible in the public portal are retained by the authors and/or other copyright owners
and it is a condition of accessing publications that users recognise and abide by the legal requirements associated with these rights.

- Users may download and print one copy of any publication from the public portal for the purpose of private study or research
- You may not further distribute the material or use it for any profit-making activity or commercial gain
- You may freely distribute the URL identifying the publication in the public portal

Take down policy
If you believe that this document breaches copyright, please contact us providing details, and we will remove access to the work immediately
and investigate your claim.

Download date: 25. Nov. 2020


https://research.tilburguniversity.edu/en/publications/19cee390-bc38-4884-a406-6dc1b99c0ee0

COSTS AND BENEFITS OF ILLEGAL
IMMIGRATION: KEY ISSUES FOR
GOVERNMENT POLICY'

SHELBY D. GERKING
JOHN H. MUTTI
University of Wyoming

increased at an explosive rate over the past decade. According to the

Immigration and Naturalization Service (INS) records, 105,406 aliens
were required to leave the country during fiscal 1965, whereas by fiscal
1976, this figure had grown to 793,092. In fact, the number of expulsions
during fiscal 1976 actually exceeded the number of legal immigrants in
the United States by a multiple of approximately two (U.S. Immigration
and Naturalization Service, 1976). A portion of this large increase in ex-
pulsions may be attributed to the increased vigor with which INS
enforces the U.S. immigration statutes. However, the largest share seems
to be best explained by the rapidly increasing stock of illegal migrants
available for apprehension.

Although this evidence is incomplete, considerable public pressure has
been generated in favor of government action to reduce the inflow of
illegal aliens. Academic attention has focused on researching the past
history of U.S. immigration policy, and on determining the characteristics
of illegal aliens and the reasons why they have come to the United
States.® Such analyses provide a useful background for considering yet
another important aspect of this complex situation: the consequences of
greater immigration on the distribution of income in the United States.

The purpose of this paper is to build on these insights in order to de-
velop a general equilibrium model that will highlight the often conflicting
interests of different labor groups and capital owners. While the model
presented below may seem overly technical and at the same time sim-
plistic, a primary advantage of such an approach is that the relative
importance of several factors that operate simultaneously can be readil
assessed, and key trade-offs among these factors can be identified. The

ILLECAL IMMIGRATION INTO THE UNITED STATES WOULD APPEAR TO HAVE

1 The authors thank William Schulze for constructive comments and Donna Lake
for editorial assistance.

2 Recent contributions to these two areas of the literature include the following:
(1) the historical and institutional framework (Abrams and Abrams, 1975; Bustamante,
1972; Domestic Council Committee on Illegal Aliens, 1976; Fogel, 1977; and Zolberg,
1977) and (2) why they are coming and how many are really here (Goldberg, 1975;
Frishie, 1975; Ladman, 1978; Moore et al., 1975; Portes, 1978; and Stoddard, 1976).
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economic repercussions that occur as resources are moved ou‘t.of some
industries and into others produce results that are by no means intuitive-
ly obvious. In fact, the conclusions Q1'2}\vn here suggest that mtuntxo_n alone
may be a poor foundation for predicting changfis in \/\fag_es an_d ou%put.

The distributional consequences of greater immigration are also‘ sum-
marized below. Not surprisingly, workers \yhose skills are most‘sxmlla.r
to those possessed by illegal alien labor will suffer a decrease in their
wage rate. However, the analysis also demonstrates. that a change in the
rate of illegal immigration will not I-mv‘e an unamblgm)usly favorab.le. or
unfavorable impact on the economic interests qf exthe}' Fhe remaining
members of the labor force or the owners of capital. This indeterminacy
is particularly interesting because the nomm.al returns qf the two groups
move in the opposite direction. That result is relevant: in explaining the
way sides have been drawn in the heated' congrc?s&’onal debate over
public policy measures, such as Representative Rodino’s proposal to fine
employers of illegal aliens. -

While distributional consequences would seem to donpnatg any analy-
sis of government action taken to deal with illegal immigration, another
relevant issue to be considered is the effect on total national output. That
question will be dealt with very briefly. The focus on national welfare
is also a useful standpoint from which to consider two alternative meth-
ods of restricting illegal entry, either through more .vigormls border
patrol activity, or through Rodino’s proposed system of fines. Reasons for

favoring one policy over the other will also be discussed.
é

MODELLING THE IMPACT OF ILLEGAL IMMIGRATION

Obviously, it would be desirable if this analysis were able to treat
the entire illegal immigration question from a national viewpoint. Un-
fortunately, because of the extreme diversity in these individuals with
respect to national origin, demographic characteristics and labor market
skills, this objective is simply too ambitious. As a consequence, the model
described below is applied only to questions involving illegal immigra-
tion from Mexico into the southwestern United States. This particular
application was chosen for three reasons. First, Texas, New Mexico,
Arizona and California appear to receive far more illegal immigrants
than the remaining states combined. Second, the illegal entrants into
these four states are largely, if not exclusively, of Mexican descent. Third,
the Mexican illegals are a considerably more homogeneous socioeco-
nomic group than is the total population of illegal migrants to the
United States.

Recognizing the homogeneity of the illegal Mexican migrant popula-
tion with respect to labor market skills is an especially useful starting
point in modelling their impacts in the southwestern U.S. Empirical
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justification for this characterization comes from studies by Samora
(1971), North and Houston (1977), Cornelius (1977), Villalpando
(1977) and Dagodag (1975). These studies indicate that illegal aliens
from Mexico tend to be poorly educated young males from an agricul-
tural background. These migrants generally do not reside in the U.S.
permanently. Rather, they return to Mexico periodically to maintain
contact with their families. Due to this combination of circumstances,
illegal Mexican immigrants work largely in the agricultural, service and
light manufacturing sectors of the economy, jobs that require relative-
ly few skills and where turnover rates are high.

The formal model, which extends the work of Jones (1965, 1971),
hypothesizes an economy that produces two final goods, X, and Xs, using
three factor inputs. One factor is assumed to be employed only in the
production of X, another factor is assumed to be employed only in the
production of X», while the third factor is utilized in the production of
both goods. In Jones’s work, the two industry-specific factors are assumed
to be different types of land or capital, and the factor common to both
sectors is labor. The relevant distinction here is between two different
types of labor that are used with the common factor, capital. This dis-
tinction between labor markets might be interpreted as reflecting a
difference in skills required in the two sectors, or as depending upon
institutional differences more fully discussed in the dual labor market
literature (see Cain, 1976). With respect to more explicit labels for
these sectors and factors, one sector, X, is assumed to represent the
agricultural, service and light manufacturing segments of the economy,
which generally requires less skilled workers. Illegal aliens work pre-
dominantly in this sector.

Production in both sectors of the economy is assumed to occur under
constant returns to scale. In addition, each sector is assumed to be
perfectly competitive, so that entrepreneurs earn zero profits and so that
price equals marginal cost. Factor markets also are assumed to be
perfectly competitive, which implies that there is no involuntary un-
employment, and that all factor supplies are taken as fixed.?®

The demand side of the model is not developed as thoroughly as the
production side, since the latter effects are the more critical ones to be
captured initially. All individuals are assumed to have similar tastes and
are aggregated to give market-demand curves for output from the two
sectors. No distinction is made between legal residents and illegal aliens,
which implies that the combination of goods that illegal migrants con-
sume in the U.S. and take back to Mexico are similar to what legal

3 A more complete analysis is available from the authors that allows all factor
supply elasticities to be greater than zero. The qualitative results derived in that
situation are similar to those explained here, but somewhat more complex since real
wage changes must be calculated to project the various factor supply shifts and
consequent output changes.



74 Social Science Quarterly

residents consume in the U.S.* That condition can be relaxed quite
easily if separate consumption patterns can be speleﬁe.d. .

An important distinction is that no special attention is paid to demand
and labor market conditions in Mexico. Obv1o’usly, such an approagh
would be inappropriate if the major focus of this paper were to explain
why illegal aliens come to the Umtefi Stgtes_. Even given the present
objective of analyzing the economic implications of 1lleggls once they
are in the United States, this shortcut requires that emigration from
Mexico will not create any labor shortages which woulc.i drive up Mexican
wages and affect prices of goods produced in Mexico. If those price
effects were to occur, then more traditional international trade analyses
would be relevant, which consider terms of trade effects from labor mi-
gration, as well as the optimal combination of income tax and tariff

olicies to maximize national welfare (Kemp, 1969; Casas and Scully,
1972). The high levels of unemployment that have e'xisted' in Mexico
make that approach less appropriate. Instead, the major price and re-
distributive effects that result from illegal immigration occur as a result
of the greater production of nontraded goods in the U.S., a situation
which is illustrated in the model developed here.

By setting quantity supplied equal to quantity demanded in all factor
and output markets, and by imposing the full employment and marginal
cost pricing conditions mentioned above, the model can be solved in
terms of the following endogenous variables: output in both sectors,
relative output prices, the returns to labor in both sectors and the return

to capital.

PROJECTED EFFECTS OF INCREASED ILLEGAL IMMIGRATION

This section describes the effects on the model’s endogenous variables
that occur in response to a change in the rate of illegal immigration. In
particular, the effect on the output of X,, the relative price of X; and
the wage paid to Sector 1 labor are unambiguous and these results are
reviewed first. However, the impact on the output of X,, the wages paid
to Sector 2 labor and the return to the owners of capital cannot be pre-
dicted so conclusively. Consequently, the effects upon these three en-
dogenous variables of a change in the rate of illegal immigration will
be accorded somewhat more attention in order to show how these am-
biguities arise. Finally, the appropriateness of the stances on the illegal
alien question taken by various trade and labor groups will be analyzed
in light of the model’s projections.

Before discussing the distributional consequences of illegal immigration

4 This discussion of repatriated earnings may seem unfamiliar since immigrant
remittances often are thought of as financial flows. The difference is more apparent
than real, since those financial claims generally are traded for goods, a result which
is useful in a model that has no monetary sector.



COSTS AND BENEFITS OF ILLEGAL IMMIGRATION 75

that are implied by this model, a benchmark can be established by sum-
marizing the conclusions reached by previous writers on this subject.
These conclusions can be classified according to whether they support
one of two polar hypotheses. To illustrate, Briggs (1975a, 1975b) has
articulated what might be termed the replacement hypothesis. He has
asserted that illegal aliens take jobs that otherwise would be held by
domestic workers. In addition, Hartley (1972: 66) has supported this
view, which appears to be consistent with the position taken by the AFL-
CIO, in arguing that illegal aliens work: “ . . as farm laborers and in
factory ‘sweatshops.” They displace low income American workers, ham-
pering unionizing efforts, encourage employers to disregard wage, hours,
and working conditions statutes and generally depress the labor market.”
Other writers, such as Abrams and Abrams (1975), Gordon (1975)
and Nafziger (1975), have taken virtually the opposite view by argu-
ing that jobs occupied by the illegal aliens are, by American stan-
dards, low-wage, periodic and relatively undesirable. Therefore, these
jobs are not of the type that would be of interest to U.S. workers.
The statement of Abrams and Abrams (1975: 25) is typical: “As to
the assertion that illegal aliens take jobs away from Americans, there
is a . .. lack of evidence. Certainly it is not logical to conclude that if
they are actually employed they are taking a job away from one of our
American citizens’; the fact that a sizeable number of illegals have or
could get labor certifications belies that ‘logic’ and indicates that many
illegal aliens are filling shortages that even the Labor Department con-
siders genuine.” This argument, which might be called the segmentation
hypothesis, assumes that American workers are insulated from the direct
employment effects of illegal immigration.

Both the replacement and segmentation hypotheses stand in contrast
to the implications of the model presented in the preceding section. The
model suggests that when illegal immigration increases, the wage received
both by illegal aliens and by competing legal workers in Sector 1 will
fall. This decline in the cost of production X; gives entrepreneurs an in-
centive to expand output, although some reduction in the relative price
of Xi must occur in order for the increased output to be sold. Given the
particular interest in distributional issues, a graphical analysis of this
result is presented that allows the results of the model to be compared
directly with the predictions of the replacement and segmentation hy-
potheses.

Figure 1 is an adaptation of MacDougall’s (1960) analysis of inter-
national investment. The left-hand vertical axis shows the wage received
by workers in Sector 1 and the right-hand vertical axis indicates the
wages earned by their counterparts in Mexico. In addition, the two
demand curves for unskilled labor are those for Mexico ( Dmex) and for
the southwestern U.S. (Dusa). On the horizontal axis, the stock of
unskilled labor is measured for the two areas combined; the original
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FIGURE 1

The Market for Unskilled Labor in the Southwestern U.S. and Mexico

MEXICAN

SOUTHWESTERN WAGE

U.S. WAGE

MEX

distribution of labor is shown by L,. Initially, this market is assumed to
clear in the U.S. at wage rate R, while involuntary unemployment exists
at the prevailing Mexican wage Rumex.® In response to this unemployment
problem, Mexican migrants enter the U.S., shifting the distribution of un-
skilled labor from L, to Ls. As Figure 1 indicates, this shift leaves the
Mexican wage unchanged at Ruex while the U.S. wage may at first
appear to fall from R, to Rs. However, because of the decline in the
relative price of X, output of X, rises, causing a shift in the demand

schedule from Dgsa to DU28A, This implies that the equilibrium wage
received by unskilled labor will be Ry where Ry < Ry < R

The segmentation hypothesis, that Americans cannot be found who are
willing to perform the work done by illegals, is captured by this frame-
work.® Any increased demand for workers in Sector I cannot be met at

®This assumption regarding the labor market in Mexico appears to be justified,
since official estimates of the unemployment rate are in excess of 25%. In many
rural areas, from which many of the illegal immigrants come, unemployment rates
are often even higher.

8 A more extreme representation of the segmentation hypothesis would be to claim
that there is no initial supply of competing unskilled workers in the United States.
The situation represented in Figure 1 is no longer relevant, but the subsequent
discussion of other economic effects experienced by U.S. capital and skilled labor
still holds. In fact, the magnitudes of these other offects become even larger.
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constant wages unless additional illegal aliens enter. Under these cir-
cumstances employers will complain that Congress must relax standards
limiting the inflow of Mexicans. The replacement hypothesis, that illegal
aliens take jobs that legal residents could fill instead, must be based on
a radically different view of the situation. That possibility arises if the
wage rate in Sector 1 is not determined as a result of competitive supply
and demand forces, but instead is set at some higher rate, perhaps
through union negotiations or minimum wage rate standards. In that
case, greater illegal immigration may not reduce the wage rate at all,
at least in the short run. One outcome is that legal workers become un-
employed. The displacement of labor is plausible, but for reasons beyond
the scope of this model: illegals may have better work habits than
competing legal workers (the two may receive equal wages but they are
not perfect substitutes); or illegals may be forced to accept lower wages,
perhaps, through threats of deportation (there is not a uniform wage
paid for the same work performed). Such rationalizations are necessary
to extend the argument beyond the situation implied in the diagram.
Either the legals or the illegals may become unemployed where unem-
ployment occurs.

The present discussion is not intended to resolve the controversy over
the effect of increased illegal immigration on the wages and employment
prospects of competing legal workers. Interestingly enough, both polar
cases give similar qualitative answers: either wages or employment of
legals will be less than would have been the case in the absence of
greater illegal immigration. Instead, the unresolved distinction between
the two interpretations might rest on the assessment of how many
competing legal workers there are.

This latter issue is especially relevant in the model utilized here, be-
cause explicit attention is paid to the wages received by labor in the
other sector of the economy. If all other labor is also adversely affected
by increased immigration, an exact labelling of who competes with illegal
aliens may not be so important. Craft unions as well as the United
Farm Workers may have an incentive to testify in favor of measures
to reduce the inflow of illegal immigrants. On the other hand, if labor
in Sector 2 actually becomes better off as a result of increased illegal
immigration, the relative size and political strength of the two different
groups of legal workers become important since their economic interests
diverge.

The direction of change in the output of X, the return to labor in
Sector 2, and the return to capital cannot be predicted a priori. Rather,
the results depend upon a critical condition involving the size of the
elasticity of demand for the output of Sector 1, and the elasticity of
substitution between capital and labor in Sector 1. The reason that
these two parameters turn out to be so important can be illustrated most
easily by examining Figure 2, which demonstrates whether Sector 1
releases or absorbs capital when illegal immigration increases. These
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two possibilities are discussed in turn. Regardlgss of whefher the return
to capital rises or falls, the fall in the wag.e.pavld to unsl.ﬂlled I?bor'wlll
always be relatively greater in the new eqxlnhbrmm‘after }llegal immigra-
tion has increased.” Consequently, there wx.H be an incentive to substitute
labor for capital in Sector 1, a result th'_at is shown b).f a movement from
Ai to As along the isoquant Iy, which indicates t‘h‘e mxpal level of pro-
duction in Sector 1. Capital is released to be utilized in Secto%‘ 2. The
opposite effect is shown by a movement along thg new expansion path
through A» out to Az, This shift is caused by th(; mcregsed .demgnd for
X, at the lower price, which will occur after 1]lega} immigration has
increased. The extent of this increase in demand will be greater, the
larger the income-compensated elasticity of demand for Sector 1 output,
W, the greater the share of income spent on that output, ITj, :and the
greater the income elasticity of demand for it, m;. The expression that
combines these terms is simply

04}1'+Ux‘§0§ a,,:\l/,/(l~ﬂlm) (l)

where o, is the elasticity of substitution between labor and capital in
Sector 1. When the output-demand elasticity dominates, then capital must
be transferred out of Sector 2 and into Sector 1. Since capital now is used
with relatively more industry-specific labor in each sector, its return
rises. Output in Sector 2 falls, as does the return to labor in that sector,
since labor is used with less capital, causing its productivity to decline. In
the converse situation, when the elasticity of substitution dominates, then
capital is released from Sector 1, both output and the wage paid to
labor in Sector 2 rise and the return to capital falls. This last case, where
oy dominates «; dominates vy, is depicted in Figure 2. The new equili-
brium position in Sector 1 is Ay, where the quantity of capital in use has
declined from Cy to C..

This analysis has shown that if illegal immigration continues, then
wages of the industry-specific labor in Sector 2 will fall (rise) if the
returns to capital rise (fall). As demonstrated above, the wage paid to
labor in Sector 1 will fall unambiguously. Therefore, if ay; dominates oy
(which is just the condition under which Sector 2 labor is harmed) then
groups representing either type of labor might be expected to join forces
in support of proposals that would limit illegal immigration, while groups
representing employers should find themselves taking the opposite stance.
In reality, the battle lines on such proposals have been just this sharply
drawn, On the one hand, organizations such as the National Restaurant
Association, the Nationa!l Council of Agricultural Employers and the
American Farm Bureau have testified in opposition to measures that
would force employers to police the labor market. In addition, the

7 A demonstration of this result, and others cited in the paper, is given in a tech-
nical appendix available from the authors.
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FIGURE 2
The Absorption or Release of Capital from Sector 1
CAPITAL
Cip------ A
Cz ——————— Az ‘2
b

UNSKILLED LABOR

American Farm Bureau has taken the following stand in favor of re-
laxing current restrictions on employment of aliens (U.S. Senate, Com-
mittee on Judiciary, 1976: 174): “We favor reconsideration of a contract
labor program under agreement between the United States and other
countries, which would provide for legal and orderly entry of needed
workers. . . > On the other hand, labor organizations, such as the AFL-
CIO, have lent strong support to restrictive entry legislation because, as
Andrew J. Biemiller stated (U.S. Senate, Committee on Judiciary 1976:
149-50): “The net effect of the illegal’s presence in the job market has
been to depress and maintain low wage levels and substandard living
conditions for American citizens. . . . Obviously too, the effectiveness
of the rights of union organizations and collective bargaining are serious-
ly undermined.” Therefore, this model suggests that both groups envision
only limited possibilities for substitution between unskilled labor and
capital in the production of X;.

CHANGES IN COMMUNITY WELFARE

Is it possible to determine on balance whether the US. is better off
when increased illegal immigration occurs? One approach that allows
for economic efficiency effects alone, without any attention to changes





















