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Introduction
The National Academy of Sciences (NAS) has just published a major report on The
Economic and Fiscal Consequences of Immigration. The National Academy panel that
prepared the report consisted of about 20 social scientists, including economists,
sociologists, and demographers. The project was led by Francine Blau, a professor of
economics at Cornell, and Christopher Mackie, who is a study director with the Committee
on National Statistics at the NAS. Fran and Chris did an amazing job bringing this very
complicated project to fruition over a three-year period. They were (very) patient, fair,
professional, and made sure that all the work done by the members of the panel was
somehow weaved into a cohesive whole--and that's no small feat! And did I say they were
very patient?
Full disclosure: I was a member of the NAS panel that prepared the report, but anything I
say in this series of posts reflects only my take about what is in the report and what, I think,
is important. These posts have not been read or vetted by anyone in the panel.
I think the report has four major conclusions. But it is near 300,000 words long with big
chunks of it written in "technical-ese," comprehensible only to trained economists and
likely to appeal only to immigration geeks. So I'm going to write five posts that together
make up "A User's Guide." The User's Guide will link to the main tables and figures in the
report that document those conclusions.
Let me start by giving a brief outline of my User's Guide. All quotes below are from the
report's summary:
1 There has been a slowdown in assimilation during the immigrants' lifetime
(User's Guide, 1). "As time spent in the United States lengthens, immigrants’ wages
increase relative to those of natives and the initial wage gap narrows. However, this
process of economic integration appears to have slowed somewhat in recent
decades; the rate of relative wage growth and English language acquisition among
the foreign-born is now slightly slower than it was for earlier immigrant waves."
2 Immigration has a harmful effect on the earnings of low-skill workers (User's
Guide, 2):"When measured over a period of 10 years or more, the impact of
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immigration on the wages of natives overall is very small. However, estimates for
subgroups span a comparatively wider range, indicating a revised and somewhat
more detailed understanding of the wage impact of immigration since the 1990s. To
the extent that negative wage effects are found, prior immigrants—who are often
the closest substitutes for new immigrants—are most likely to experience them,
followed by native-born high-school dropouts, who share job qualifications similar
to the large share of low-skilled workers among immigrants to the United States."
3 Immigrants and their dependent children create a fiscal burden (User's Guide,
3; and User's Guide, 4): "On average, individuals in the first generation are more
costly to governments, mainly at the state and local levels, than are the native-born
generations...For 2013, the total fiscal shortfall (i.e., the excess of government
expenditures over taxes) was $279 billion for the first generation group...Viewed
over a long time horizon (75 years in our estimates), the fiscal impacts of
immigrants are generally positive at the federal level and negative at the state and
local levels." But these fiscal impact estimates are, rightly, stamped with a Consumer
Warning label: "Assumptions play a central role in analyses of the fiscal impacts of
immigration."
4 The bottom line. (User's Guide, 5): The NAS report does not conduct the final (and
obvious) calculation that adds up the economic gains and compares that number
with the fiscal burden. But anyone with a pencil and a proverbial back-of-anenvelope can do so using the numbers in the report. The only time the NAS comes
close to estimating the total gains is when it reports the "immigration surplus"--the
increase in the aggregate wealth of natives resulting from the
productive contributions of immigrants. Although much is left out when calculating
this theory-based surplus, it seems evident (at least to me) that the bottom line is
very simple: The economic impact of immigration is, at best, a net wash for the
average native-born person. The gains accruing from the immigrants' productive
contributions are probably offset by the fiscal burden. But even though the mythical
average person is unaffected, some groups gain a lot and some groups lose a lot.
Finally, let me re-emphasize that this User's Guide focuses on topics that I personally find
interesting and important. There's much more in the report, including (long and dense)
discussions of immigration, innovation, and economic growth, where the foundational
research is still a work in progress. Nevertheless, they provide an excellent introduction to
many research and policy questions.

1. Assimilation
It is well known that immigrants have an economic disadvantage when they first enter the
United States. Many are not fluent in English; they are not familiar with how the US labor
market works; and on and on. So it is not surprising that, at first, they earn far less than
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natives. Over time, the immigrants learn the language, acquire new skills, and begin to
"catch up" or assimilate to the native norm.
Economic assimilation is obviously an important component of any assessment of the
impact of immigration. And despite all the hype claiming that immigrants today are
assimilating just as well as earlier waves did (including another NAS report focusing
specifically on assimilation and released just one year ago; here's that report and the media
spin), the new NAS report gives a far more realistic and measured assessment of the
situation.
Chapter 3, which summarizes trends in the skills of immigrants, is quite detailed. But there
is one table (Table 3-12) and one figure (Figure 3-6) that speak volumes about what really
matters. Here's the table:

This table reports the age-adjusted percent wage gap between specific immigrant
waves and natives at different points in time. The table obviously shows that there was a
lot of wage growth for immigrants who arrived in the 1960s and 1970s, but far less for
immigrants who arrived in the 1980s and 1990s. For example, the 1965-1969 arrivals had
a 23.5% wage disadvantage at the time of arrival, and this had narrowed to a 12.0%
disadvantage after 10 years. But the 1995-99 arrivals had a 27.3% wage disadvantage at
the time of arrival, and it was still 26.9% after 10 years. As the report modestly puts it:
Male immigrants who arrived between 1965 and 1969 experienced rapid growth in their
relative wages, which allowed them to close the gap with native-born peers. This indication of
economic integration has shown signs of slowing in more recent decades. The relative wage
profile has flattened somewhat across recent arrival cohorts, indicating a slowing rate of
wage convergence.
And then here's the figure:
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It shows that immigrants who came in the 1970s became fluent in English at a faster
rate than the immigrants who arrived in the 1980s and 1990s. This is how the panel
describes the finding:
These trends generally corroborate the finding...that earlier cohorts of immigrants
experienced more rapid language assimilation than recent cohorts.
The NAS analysis of trends in immigrant skills brings to the immigration debate a new and
important fact: There has been a slowdown in the economic assimilation of
immigrants. Even though we do not yet fully understand why this slowdown occurred,
there is a crucial question lurking underneath: What does the assimilation slowdown mean
for the future?
An aside: Beware of adjectives and adverbs in the NAS report. Look at Table 3-12 and
Figure 3-6, and ask yourself: Is the assimilation slowdown numerically significant? This is
how the report's summary describes it: "The rate of relative wage growth and English
language acquisition among the foreign-born is now slightly slower than it was for earlier
immigrant waves." Maybe it's just me, but the finding that there is no wage growth
whatsoever by the time you get to the 1995-1999 wave is a tad stronger than the claim that
assimilation is "now slightly slower."
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2. Labor Market Impact
Chapter 5 of the report, entitled "Employment and Wage Impacts of Immigration," weighs
in at over 32,000 words (for context, that's over half the length of my new book, We
Wanted Workers). I am cynical enough to know that most of the people who will bother to
wade through the verbiage are fishing for "talking points" that will support their
ideological point of view. But they'll be missing something. This is, by far, the best and most
extensive survey of a difficult and voluminous literature. The report's emphasis on the
diversity of findings, and the many caveats that go along with those findings, reflects the
doubts and uncertainty in the existing academic literature.
Having said that, we still need "stylized facts" to help us think about this issue. The very
long chapter only has two tables (in the main text). And those two tables summarize the
key insights from the literature. So let me describe what those two tables do, and note the
take-away points.
Table 5-1, copied verbatim from tables that I published in my technical book Immigration
Economics, summarizes the evidence from "structural models" of the labor market. In plain
English. Let's assume that all the immigrants who arrived between 1990 and 2010 entered
the country all at once. We are then going to stream these data through a mathematical
model that purports to describe how the labor market works. This mathematical exercise
then lets us "see" how the market reacts in the "short run" (the instant after the immigrants
arrive) and the "long run" (after the market has fully adjusted to their entry).
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Although I am personally responsible for introducing this type of structural simulation in
the second half of my 2003 Quarterly Journal of Economics paper, I'm not a big fan of it.
Why? Because the mathematical model builds in many assumptions, and assumptions
matter. This opens up the door for a lot of mischief and obfuscation, as different
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researchers play with different assumptions and end up producing different answers. Let
me quote the report on what it is we learn from this type of structural analysis:
The key differences in the structural studies literature can be linked back to the studies’
modeling assumptions. Allowing capital to adjust (i.e., moving from a short-run to a long-run
scenario) reduces the estimated negative effects across the board [Going from Panel A to
Panel B of the table]...The simulations also show that allowing for imperfect substitution
between immigrants and natives [going from Scenario 1 to Scenario 2] does not greatly
attenuate the wage impact of immigration on high school dropouts. There is still a 2 to 5
percent wage loss, depending on whether one looks at the long run or short run...The scenario
that does lead to a much lower negative or even positive impact of immigration on the lowest
skilled workers is the one that also incorporates the possibility that high school dropouts and
high school graduates are perfect substitutes [going from Scenario 1 to Scenario 4].
Let me translate all this. Two assumptions have been used to claim that immigrants have
only a trivial wage effect on low-skill natives. The first is that low-skill immigrants are not
productive "clones" of low-skill natives--so that the entry of low-skill immigrants may
actually be making the low-skill natives more productive. This is precisely the claim first
made by Ottaviano and Peri a decade ago. We now know, as Peri-coauthor Ethan Lewis
concludes in footnote 7 of his survey, that this type of complementarity is, at best, "very
modest." Not surprisingly, the NAS reports that accounting for this issue "does not greatly
attenuate the wage impact of immigration on high school dropouts." What really matters is
adding in the other assumption: that high school dropouts and high school graduates are
productive clones. This, as the report acknowledges, is the assumption one needs to get the
data to finally "confess" that low-skill workers are not harmed by immigration.
(For the geeky reader. Scenario 2 in Table 5-1 assumes low-skill immigrants complement
low-skill natives; Scenario 3 assumes high school dropouts and high school graduates are
productive clones; and Scenario 4 assumes both).
The other table in the chapter (Table 5-2) skips all that math and all those assumptions,
and instead summarizes what we find when we simply correlate wages with immigration
(across cities or skill groups).
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This table is a "let-the-data-decide" kind of table (in Panels A and B). I think this is a far
more credible approach. And this is what the NAS report says about those correlations:
Some notable patterns emerge...Native dropouts tend to be more negatively affected than
better-educated natives (as indicated by comparing results for dropouts with the overall
results for all workers or all men or women). The results in the table also suggest that this
negative effect may be compounded for native minorities. Altonji and Card (1991) found
more-negative results for low-education blacks than low-education whites...Cortés examined a
number of groups and found the largest negative effects for Hispanic dropouts with poor
English, as well as larger negative effects for Hispanic dropouts than for all dropouts. This
could be because native dropout minorities are the closest native substitutes for immigrants.
In plain English: the actual data indicate that those natives who are most likely to be
affected by the immigrants because they share similar skills are, in fact, the natives most
affected by those immigrants. There is a delicious irony in Table 5-2 that I cannot
resist pointing out. Look and see which economist has produced the most negative impact
of immigration on the wage of low-skill workers. It happens to be none other than David
Card. [Full Disclosure: Another panel member was responsible for the construction of the
table].
And, after everything is said and done, the NAS report concludes:
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When measured over a period of 10 years or more, the impact of immigration on the overall
native wage may be small and close to zero. However, estimates for subgroups span a wider
range and suggest some revisions in understanding of the wage impact of immigration since
the 1990s...The intensive research on this topic over the past two decades, summarized in
Table 5-2, displays a much wider variation in the estimates of the wage impact on natives who
are most likely to compete with immigrants, with some studies suggesting sizable negative
wage effects on native high school dropouts...Thus, the evidence suggests that groups
comparable to the immigrants in terms of their skill may experience a wage reduction as a
result of immigration-induced increases in labor supply, although there are still a number of
studies that suggest small to zero effects.
Let me add an important caveat to this quote. The zero average wage effect in the long run
("10 years or more") is based on the structural estimates reported in Table 5-1. Take a look
at the last column of that table and note that the long-run impact of immigration on the
average wage of workers is always exactly equal to 0.0 percent, regardless of which
scenario we look at. What a remarkable statistical coincidence!
As the panel itself acknowledges, however, this zero wage effect is built in by the
mathematics of the model: "In the case of structural studies, when capital is assumed to be
perfectly flexible, [average] wage effects on natives are zero, although this result is built in
by theoretical assumptions." Put bluntly, claims that the long-run effect of immigration on
the average wage is "small and close to zero" have nothing to do with the data. That result
is instead a by-product of a mathematical assumption used to construct the model of the
labor market.
And, to make matters worse, this mathematical assumption cascades over to every other
number reported in Table 5-1. After all, the wage effects for the various skill groups must
average out to zero. This means that each particular wage impact needs to "align itself"
around zero so that the weighted average of the relevant numbers indeed adds up to the
mathematically built-in 0.0 long run wage effect. Put bluntly: Table 5-1 should come
stamped with a big Users Beware sign.

3. Short-Run Fiscal Impact
The NAS panel calculated the short-run fiscal impact by comparing the cost of providing
public services to immigrants with the taxes that those immigrants pay in a particular year.
Both Chapter 8 and Chapter 9 give estimates of the short-run fiscal impact. Chapter 8
includes federal expenditures and taxes when calculating the impact in
2013, while Chapter 9 focuses on the impact at the state and local level for the years 20112013.
Table 8-2 is the key short-run table in Chapter 8. The NAS panel used eight alternative
scenarios to calculate the fiscal impact.
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I think Scenarios 1 and 5 are the most interesting ones, and roughly define the extremes.
Scenario 1 assumes that the cost of providing public goods (such as national defense) is the
same for an immigrant as it is for a native, while Scenario 5 assumes that immigrants do
not increase the cost of public goods at all. There are 55.5 million persons who are either
immigrants or the minor children of immigrants (that is, their dependents). And this is how
the report describes the fiscal impact of this group under Scenario 1:
The total fiscal burden is $279 billion for the first generation group (average outlays of
$15,908 minus average receipts of $10,887, multiplied by 55.5 million individuals).
It is equally easy to estimate the fiscal burden in Scenario 5, where immigrants are
assumed not to increase the cost of public goods at all. The average outlay is then $11,669
and tax receipts remain at $10,887, creating a fiscal burden of $43.4 billion. The report tries
to put these statistics in context by noting that the United States runs a fiscal deficit
exceeding over a trillion dollars a year, so that everyone is a fiscal burden. Left unsaid is an
equally important point: Some burdens are avoidable, and some burdens are not. We may
not be able to do much about the fiscal burden of the native-born population. But there are
many obvious policy options available to ensure that the already-large burden is not
further increased by immigration.
Chapter 9 presents more detailed estimates of the short-run fiscal impact, focusing on
expenditures and taxes at the state and local government level. The panel allocated
expenditures on "local" public goods (such as public safety, hospitals, and libraries) on a
per-capita basis to immigrants and natives. Table 9-6 is the key table that summarizes the
evidence, and reports the taxes and expenditures for the first generation (the immigrants
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and their dependents). Here is the relevant table, where I cut out most of the state-specific
rows to make it more readable (here is the full table):

Nationwide, the typical immigrant generates a fiscal shortfall at the state-local level of
$1,600 annually. There are 36.1 million such first-generation "households" (see Table 9-13
in the report), so that the total shortfall is over $57 billion (or $1,600 times 36.1 million).
This is how the report describes that finding:
First generation independent person units (which include first and second generation children
assigned to independent first generation persons) cost the states on net about $1,600
each...These estimates of the fiscal impact imply that the total annual aggregate impact of the
first generation and their dependents, averaged across 2011-13, is a cost of $57.4 billion.
The data are so unambiguous that it is very easy to summarize what they say. On a year-toyear basis, the taxes that immigrant pay simply do not cover the public expenditures they
trigger. And the shortfall seems to be at least $50 billion annually.

4. Long-Run Fiscal Impact
By looking only at expenditures and taxes during a given year, the calculation of the shortrun fiscal impact ignores that some of those expenditures actually yield a return. The cost
of sending the children of immigrants to school today leads to higher earnings for those
children in the future. Plus the aging of the native-born population is creating severe fiscal
problems, as there is not enough money to fund the liabilities in Social Security and
Medicare unless we drastically raise taxes or cut benefits. Immigration brings in new
taxpayers who can fund some of those liabilities in the future.
Chapter 8 of the NAS report presents the calculation of the long-run fiscal impact. To see
how this is done, imagine the following sequence of events. An immigrant arrives today,
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paying taxes and receiving public services. That immigrant has children. Those children
may be costly, but they eventually grow up and pay taxes. The children have children, and
the process goes on. The panel did this calculation by "tracking" the immigrant and
all descendants over the 75-year period after arrival and adding up all the taxes paid and
expenditures incurred. The difference between total taxes and total expenditures is the
long-run fiscal impact.
Table 8-12 is the key table in the chapter.
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The table has two panels. The top panel reports the long-run impact if we tracked the
typical immigrant who arrived between 2011 and 2013, while the bottom panel reports the
long-run impact if we tracked the typical immigrant now living in the United States. The
tracking of the immigrant who arrived between 2011 and 2013 can be very misleading-just imagine what the fiscal impact would look like if the United States suddenly decided to
admit 300,000 refugees and we then tracked that typical immigrant. There are blips in who
the immigrants are from year to year, with "good" and "bad" years. To avoid slanting the
numbers in any particular direction, it is far preferable to track the average immigrant in
the country.
The table uses four different scenarios to calculate the long-run impact. The scenarios
differ on what they assume about whether immigrants increase the cost of public goods,
and on what they assume about the path of taxes and expenditures over the next 75 years.
And the panel helpfully added nice yellow highlights to Table 8-12 that isolate the key
number resulting from each scenario.
The long-run fiscal impact is positive only if immigrants do not affect the cost of public
goods and we assume that future tax rates and benefit payments will follow the projections
made by the Congressional Budget Office (CBO). If you get rid of either of those
assumptions, the positive long-term impact of an immigrant contributing a net of +$58,000
over the next 75 years becomes a loss as large as -$119,000. The role of assumptions in
generating the answer leads to several bolded bullet points in the NAS report:
Forward-looking projections of the net fiscal impact of an additional immigrant and
descendants generate a relatively wide range of possible results.
The future path of fiscal policy is important for assessing the fiscal impacts of
immigrants.
The treatment of spending on public goods is important for assessing the fiscal impact
of immigrants.
Let me translate. Assumptions matter, and different assumptions lead to wildly different
answers. I think there is an elephant in the room that the NAS report alludes to, but cannot
bring itself to say out loud. So I will: All estimates of the long-run fiscal impact are
useless!
It is extremely easy to manipulate assumptions and end up with either large positive or
large negative long-run impacts. Do you want a large positive number--as some people in
the debate surely do? Then pick a year where the new immigrants look particularly "good,"
assume that taxes will go up in the future, and ignore public goods. Do you want a large
negative number--as some other people in the debate surely do? Then pick a "bad" year,
assume immigrants increase expenditures in public goods, and assume that taxes and
expenditures stay in their current path for the remainder of this century.
I would also add: Don't be fooled by the CBO "experts" who claim to know how taxes and
expenditures will evolve over the next 75 years. Those same experts couldn't even predict
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Obamacare enrollment just a few months ago. What do they really know about taxes and
expenditures in the year 2075?
One final point. Table 8-12 also reports the long run fiscal impact for immigrants in each
education group. Regardless of scenario, it is obvious that low-skill immigrants impose a
fiscal burden in the long run, but that immigrants with at least a college
education are fiscally beneficial.

5. The Bottom Line
Immigrants have both a labor market impact and a fiscal impact. Do the
economic gains generated by working immigrants outweigh the fiscal burden that
immigrants impose? The NAS report (probably wisely) avoids putting two and two
together, but the report contains all the necessary ingredients to let us do it ourselves. So
let's take a crack at it.
There is a fiscal burden. Across all levels of governments, the annual burden ranges from a
minimum of $43 billion to a maximum of $299 billion, depending on what is assumed
(Table 8-2 of the report shows all eight scenarios). As I noted earlier, the estimates of the
long-run impact, which incorporates the taxes and expenditures of the immigrant and
descendants over a 75-year period, are useless and easily manipulated to produce
whatever large positive number or large negative number one wants.
Now let's find out what the report says about the "immigration surplus," the increase in
wealth accruing to the native population as a result of immigration. As immigrants enter
the labor market and reduce the wage of natives, they increase profits for the employers.
Plus the immigrants themselves produce additional output, generating even more profits.
In the end, the aggregate wealth of natives--both workers and firms--rises, and there is a
redistribution of wealth from workers to firms. The report presents its estimate of the
immigration surplus in Chapter 4:
Immigrant labor accounts for 16.5 percent of the total number of hours worked in the United
States, which...implies that the current stock of immigrants lowered wages by 5.2 percent and
generated an immigration surplus of $54.2 billion, representing a 0.31 percent overall
increase in income that accrues to the native population.
This short paragraph contains a lot of important information. First, the immigration
surplus is relatively small, about $54 billion. Unfortunately the report does not give a
transparent estimate of the size of the wealth transfer from workers to firms, reporting
instead that, on average, wages went down by 5.2 percent. It would be better if they had
reported the number of dollars involved in that transfer. That number, it turns out, would
be about $500 billion. (A geeky footnote at the end of this post explains how you can get
that number). So, yes, immigrants created an additional $54 billion worth of new wealth,
but a byproduct of that creation was a wealth transfer of half-a-trillion dollars.
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The report cautions that this is an estimate of the short-run economic gains, based on the
assumption that the economy has not yet adjusted to the entry of immigrants. Obviously,
the 42 million immigrants now in the country entered over a period of many years. And
economic theory implies that, over time, as capital adjusts, the immigration surplus
dwindles down to almost nothing. As the report puts it:
Over the course of decades...capital has had plenty of time to adjust, and so these estimates
can at best be described as upper limits that exaggerate the real impact of immigration on
native wages and overall incomes.
I would add another huge caveat to the $54 billion estimate of the surplus. It ignores all the
externalities that immigrants create along the way. The externalities are both good--the
entry of extremely high-skill immigrants surely accelerates innovation, makes us more
productive, and has a beneficial impact on economic growth. And bad--the entry of some
high-skill immigrants, such as those who enrolled in flight schools and learned to fly planes
and then flew them on September 11, 2001, can make us all much worse off. The panel did
not even try to quantify the value of all the many positive and negative externalities (and, in
fact, neither has anybody else). So, in the end, all we really have to go on is an estimated
surplus of $54 billion in the short run.
If we then take the report's estimates of the surplus and the fiscal burden at face value, it is
self-evident that:
The impact of immigration on the aggregate wealth of natives is, at best, a wash.
Instead, the impact of immigration is distributional. Those who compete with immigrants
are effectively sending billions and billions of dollars annually to those who use immigrants.
To reiterate, the impact of externalities can radically change this conclusion (in either
direction). But note that even if beneficial externalities dominated, they would have to be
awfully important--they would need to quintuple the current estimate of the immigration
surplus from $54 billion to $270 billion--to offset the high-end estimates of the fiscal
burden.

______________________________________________________
For the geeky reader:
This is how to calculate that $500 billion transfer in the back of an envelope. The
calculation of the immigration surplus reported in Chapter 4 of the NAS report assumes
that GDP is $17.5 trillion; that 65% of GDP goes to workers; and that 16.5% percent of the
workforce is foreign-born. The report also says that "the current stock of immigrants
lowered wages by 5.2 percent."

16
Because only 65% of GDP goes to workers, that means that the total earnings of all workers
is $11.4 trillion (or 0.65 × 17.5). But because only 16.5% of workers are foreign-born, the
fraction of total earnings that goes to native workers is $9.5 trillion (or 0.835 × 11.4). The
NAS report says that native earnings fell by 5.2 percent, so that the wage transfer from
native workers to employers is $494 billion (or 0.052 × 9.5).

