
 

Executive Summary
Although the U.S. economy had a banner year in 2018, posting 3 percent gross domestic 
product (GDP) growth, the long-run projections are not nearly as bright. GDP growth is an-
ticipated to average less than 2 percent annually over the next decade, and slow labor force 
growth is a key underlying reason. U.S. labor force growth is currently one-third of its recent 
historical average, and it is projected to slow further as population aging and lower birth 
rates take their toll on labor supply.

Admitting more immigrants is one way U.S. policymakers can bolster growth in the work-
force and the economy. A larger role for immigrant workers can also help mitigate other 
symptoms of the economy’s long-run malaise, such as low productivity growth, declining 
domestic geographic mobility, and falling entrepreneurship. Finally, immigration can help 
address the looming mismatch between the skills U.S. employers are seeking and those of 
workers in the country by filling jobs at the extremes of the education spectrum and in sci-
ence, technology, engineering, and mathematics (STEM) fields, all areas with relatively few 
native-born workers. 

Some observers of trends in labor demand project that technological change and automa-
tion will displace large swaths of U.S. workers in the near future. If true, there would per-
haps be less need to admit more immigrant workers. But these projections fail to account 
for both recent data and historical experience. Prior periods of intense technological change 
boosted growth and raised living standards, rather than reducing them. Similarly, there are 
projections that international trade and offshoring—globalization—will reduce the need for 
immigrant workers in the United States. Indeed, all of these forces have trimmed payrolls 
in goods-producing industries and regions of the country, but aggregate employment has 
grown, and foreign- and native-born workers alike have found employment in other sectors. 

As U.S. policymakers navigate these complex and intersecting forces, it is important to 
acknowledge that immigration—like anything else—is not without costs. Research sug-
gests that while immigration benefits employers and consumers, low-skilled immigration 
has adversely affected the wages of low-skilled U.S. natives and earlier immigrants. A plan to 
increase employment-based immigration as a way to spur economic growth could be paired 
with assistance for these groups, including programs to help them acquire new skills and 
shift to growing sectors and areas, so the benefits of immigration are shared more equitably.
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I. Introduction
A number of seemingly intensifying forces are 
bearing down on the U.S. labor market. First 
among them is the aging of the U.S. workforce. 
Combined with stagnating labor force partici-
pation rates, the aging of America speaks to a 
rising role immigration could play to help fill 
the void left by retiring baby boomers and fall-
ing birth rates. Rising educational attainment 
among the U.S. born and a dearth of low-skilled 
and blue-collar workers similarly signal a 
larger potential role for immigrants in seasonal 
and year-round low-skilled and technical work. 
Meanwhile, low shares of science, technology, 
engineering, and mathematics (STEM) profes-
sionals among U.S. natives point to a continu-
ing need for foreign scientists and engineers to 
fill positions in high-skilled STEM occupations.

Potential countervailing trends include global-
ization and automation. The U.S. manufactur-
ing sector today employs far fewer workers 
than it did at peak employment 40 years ago, 
yet U.S. manufacturing output has increased 
threefold in inflation-adjusted terms.1 This 
increased productivity (that is, output per 
worker) is the result of both offshoring of 

low-skilled manufacturing, made possible by 
globalization, and technological change, includ-
ing automation, on the factory floor. Some have 
argued that continued globalization and tech-
nological change, particularly the spread of 
automation deeper into the service sector, will 
make up for the abovementioned age, educa-
tion, and skill trends, meaning there will not be 
an economic need for immigration to increase 
beyond its current pace.

The future of the U.S. labor market is likely 
to encompass all these forces, but to varying 
degrees. While the relatively high cost of labor 
in the United States compared with low- and 
middle-income countries will continue to push 
businesses to look for alternatives, such as 
outsourcing, offshoring, and automation, there 
will also be a need to increase immigration 
to bolster the workforce. In addition to filling 
labor market gaps, increased immigration can 
help mitigate other negative trends, such as 
declining geographic mobility and entrepre-
neurism. This issue brief considers current 
economic trends affecting the United States, 
exploring their implications for its future 
economic growth and immigration policy. It 
also highlights the likely impacts of increased 
immigration on U.S.-born workers. 

About the Rethinking U.S. Immigration Policy Project

This issue brief is part of a multiyear Migration Policy Institute (MPI) project, Rethinking U.S. 
Immigration Policy. At a time when U.S. immigration realities are changing rapidly, this initiative 
aims to generate a big-picture, evidence-driven vision of the role immigration can and should 
play in America’s future. It will provide research, analysis, and policy ideas and proposals—both 
administrative and legislative—that reflect these new realities and needs for immigration to better 
align with U.S. national interests. 
 
This expert study was commissioned to spur discussion at one of the roundtables organized around 
critical immigration issues, which include economic competitiveness, national security, and changing 
demographic trends. This brief represents the views and recommendations of its authors.
 
To learn more about the project and read the other studies generated by the Rethinking U.S. 
Immigration Policy initiative, click here.

https://www.migrationpolicy.org/programs/us-immigration-policy-program/rethinking-us-immigration
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II. The Macroeconomic  
Implications of Slower Labor 
Force Growth

U.S. population growth since 2010 has slowed 
to 0.7 percent per year, the lowest rate since 
the 1940s. The Census Bureau’s latest popula-
tion projections suggest that this slowing will 
continue, with annual growth falling to 0.4 per-
cent between 2040 and 2060. The agency has 
lowered its projections several times since 2008 
to incorporate 2010 Census results, lower-than-
expected post-recession immigrant inflows, and 
updated assumptions about the fertility and 
mortality rates of the U.S.- and foreign-born pop-
ulations.2 Commensurate with lower projections 
for labor force growth, the Congressional Budget 
Office (CBO) expects employment and gross 
domestic product (GDP) growth to slow. Over 
the next decade, U.S. employment is expected 
to grow only 0.5 percent per year, and GDP by 
only 1.8 percent per year, far short of its recent 
historical average of 3.0 percent annual growth.3

The repercussions of this slowing are evident in 
many macroeconomic indicators. For example, 
the recovery from the 2007–09 Great Recession 
has been the slowest among the past five U.S. re-
coveries—defined here as the period of econom-
ic expansion starting at the end of one recession 
and continuing through the peak preceding the 
next recession. GDP growth during the most 
recent recovery has trailed growth following the 
recessions that ended in 1975, 1982, 1991, and 
2001. That said, GDP per worker has recovered 
more quickly; by this measure, the recovery 
from the 2007–09 recession is in the middle of 
the pack and does not stand out as a particularly 
poor performer. 

These dynamics suggest the recovery has been 
slow in large part due to low labor force growth, 
as fewer workers joining the labor market 
constrains GDP growth. Labor force growth 
during the recovery periods between recessions 
is shown in Figure 1. In the ten years since the 
Great Recession ended, the U.S. labor force has 
grown 5 percent, or an annual rate of 0.5 per-
cent. In the other four recent recoveries, annual-
ized labor force growth exceeded 1 percent.

Figure 1. U.S. Labor Force Growth Following Economic Recessions 
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https://www.bls.gov/cps/lfcharacteristics.htm#laborforce
https://www.nber.org/cycles.html
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The economy’s growth potential is essentially 
determined by the growth rate of labor and its 
productivity, so it is not surprising that slower 
labor force growth spills over into slower GDP 
growth. Faster productivity growth could com-
pensate for the slowdown in labor force growth, 
but productivity growth has also been lagging 
in the post-Great Recession period. Since 2011, 
annual labor productivity growth has averaged 
0.9 percent, down from 2.0 percent in the two 
decades leading up to 2000.4 This sharp decel-
eration has puzzled economists, particularly in 
light of the growing role of technology and auto-
mation, changes that should raise productivity. 

The explanations for slowing productivity 
growth fall into three broad categories.5 One, 
measurement problems obscure productivity 
growth that continues to occur, and this mismea-
surement is worsening over time. Two, this is a 
period of secular stagnation, or a slow-growing 
economy characterized by excess savings and a 
lack of investment opportunities. Three, today’s 
innovations are either not as transformational 
as those in decades past were, or their impacts 
are taking longer to materialize and will only 
become apparent over time.6

Regardless of the underlying causes of the 
productivity slowdown, empirical work finds 
that population aging contributes to slower 
productivity growth. Using state-level data, a 
2016 study published by the National Bureau of 
Economic Research found that a 10 percent in-
crease in the share of the population that is age 
60 and older decreases the growth rate of per 
capita GDP by 5.5 percent.7 The study implies 
that annual GDP growth in the United Sates will 
slow by 1.2 percentage points this decade and 
0.6 percentage points next decade as a result of 
population aging.8

III. The Aging of the U.S.  
Workforce 

The most profound change in the U.S. labor 
market is the aging of the workforce. The nation 

is moving inexorably toward a future of older 
workers. Never has the pace of aging been this 
rapid in the United States. Between 2016 and 
2030, the share of the population made up by 
seniors is projected to rise from 15 percent to 
23 percent.9 The retirement of the baby boom-
ers, the second-largest birth cohort in U.S. his-
tory, is the biggest force behind the aging trend 
currently, although falling birth rates will have a 
more lasting impact.10 

Projections that separate the growth in the 
working-age population into growth due to U.S. 
natives with native-born parents, to immigrants, 
and to the U.S.-born children of immigrants 
are instructive. According to the Pew Research 
Center, the third-plus-generation labor force—
defined here as U.S.-born workers with U.S.-born 
parents—is projected to decrease in size by 8.2 
million workers within two decades (2015–35) 
(see Figure 2). Immigrants and, to a larger 
extent, their native-born children will make up 
all the growth in the labor force over this period, 
adding 18.2 million potential workers on net. 
Given the direct correlation between immigra-
tion and working-age population growth, with 
no buffer from third-plus-generation workers, 
less immigration will mean slower labor force 
growth.

Aging also affects the labor force participa-
tion rate. Labor force participation fell from 66 
percent in 2007, before the Great Recession, to 
63 percent in 2014 (and has remained there 
since then), and about half of the decline can be 
attributed to aging.11 This downward trend is 
expected to continue, with participation pro-
jected to slip to 61 percent by 2028.12 Older 
people are not only less likely to participate in 
the labor force, but those who do tend to work 
fewer hours. While older, experienced workers 
may be more productive, their productivity does 
not grow as fast as that of younger workers; 
they also have slower wage growth.13 Part of the 
sluggishness of wage growth in recent years can 
be attributed, therefore, to the growing share of 
U.S. workers who are older.

Population aging is also related to declining 
geographic mobility. Internal migration has 



Issue Brief

5
Migration Policy Institute

fallen in the United States since the 1980s, al-
though it remains higher than in most European 
countries. Larger cohorts of older people mean 
lower geographic mobility because they move 
less. In 2001–10, about 3 percent of U.S. adults 
ages 18–24 moved between states annually, on 
average, as did 2.2 percent of prime-working-
age adults (ages 25–44), 1.0 percent of older 
workers (45–64), and 0.7 percent of seniors 
(65 plus).14 That said, internal migration rates 
have also been falling over time within almost 
all demographic groups, pointing toward other 
underlying factors as explanations.15 Declin-
ing mobility is a concern if it reflects frictions 
preventing workers from moving to fast-growing 
regions. Persistent geographic disparities in la-
bor market conditions and prices raise aggregate 
unemployment and reduce productivity for the 
economy as a whole.

Another symptom of reduced economic dyna-
mism is declining business creation. Business 
creation has been trending down since the late 
1970s. There are no obvious explanations for 
this other than falling incentives to become an 
entrepreneur.16 Population aging could be play-
ing a role in this. Older workers have less incen-
tive to become entrepreneurs in part because 
they have a shorter time span during which they 
can realize the returns from their investment.17 
As a result, young businesses make up a falling 
share of employment. The decline in business 
creation is a concern because young businesses 
play a critical role in innovative activity, which in 
turn contributes to productivity growth.18 The 
U.S. economy’s future growth thus depends in 
part on having enough young workers and young 
businesses.  

Figure 2. Net Change in U.S. Working-Age Population (in millions), by Decade and Immigrant 
Generation, 1965–2035*
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https://www.pewresearch.org/fact-tank/2017/03/08/immigration-projected-to-drive-growth-in-u-s-working-age-population-through-at-least-2035/
https://www.pewresearch.org/fact-tank/2017/03/08/immigration-projected-to-drive-growth-in-u-s-working-age-population-through-at-least-2035/
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IV. Growing Skill Mismatch
A dramatic increase in educational attainment 
has been one of the most pronounced trends in 
the U.S. workforce in the period since World War 
II. In 1960, 84 percent of U.S. adults had at most 
a high school diploma, while less than 8 percent 
had a college degree. In 2018, by comparison, 
39 percent had at most a high school diploma, 
and 35 percent had at least a four-year college 
degree.19 Notwithstanding, the rising number 
of highly educated workers is barely keeping up 
with growing demand for them; this is partly 
why the earnings of college-educated workers 
have risen faster than those of workers with less 
education (see Figure 3). Since the 1990s, col-
lege graduates in STEM fields have been highly 
sought after by a host of industries, including 
technology and pharmaceutical companies, as 
well as universities and research institutions. 

Higher levels of educational attainment can also 
mean a dearth of low- and mid-skill workers, 
the ranks of whom have been shrinking in the 
United States. U.S. natives with low education 
levels are not only shrinking in absolute num-
bers but also have low labor force participation 
rates—particularly among men—and face many 
barriers to finding and keeping jobs. Impor-
tantly, their low labor force participation does 
not appear to be due to immigration.20 Instead, 
research has attributed it to factors ranging 
from low demand (and low wages) to changes in 
marriage and family structure to incarceration 
policies to the opioid crisis, among others.21

While there is considerable talk about the 
labor-displacing effects of automation, which is 
discussed in greater detail in Section VII, there is 
also concern that broader technological changes 
have reduced the share of jobs in the middle of 
the skills distribution while largely sparing the 

Figure 3. Earnings of U.S. Workers, by Education Level, 1963–2017 
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top and bottom, which economists term labor 
market polarization.22 

Labor market polarization involves what has 
sometimes been described as a “hollowing out” 
of the middle class due to declining employment 
opportunities for mid-skill workers.23 Some 
economists argue that technological change has 
reduced demand for many mid-skill occupa-
tions. Secretary is one of the best examples of 
an occupation shrinking in number as a result of 
automation that has usurped typical functions 
with software that, among other things, answers 
and distributes mail, answers phone calls, files 
documents, and handles scheduling. 

Economists’ understanding of the relationship 
between demand for workers in various skill 
groups and technological change has evolved 
over time. While early studies posited that 
companies’ ability to increasingly substitute 
technology for workers reduced the demand for 
low-skilled workers and depressed their wages, 
this hypothesis—termed “skill-biased techno-
logical change”—proved inconsistent with the 
labor market polarization that later emerged.24 
Economists have since modified the skill-biased 
technological change hypothesis to emphasize 
that technological change complements abstract 
tasks (which typically, although not always, 
require high levels of education) while substitut-
ing for routine ones (which are often performed 
by mid-skill workers).25 This appears to be the 
case not only in the United States but also in 
Western European countries, and it suggests 
that technological change has been a much more 
important factor in labor market polarization 
than offshoring—a key part of globalization, 
discussed in Section VIII.26 

Surveys of businesses suggest technological 
change does not reduce firms’ headcounts, 
but it does change the skill mix of the workers 
employers want to hire.27 Other observers of 
these trends have sought to refine the concept of 
“mid-skill jobs,” noting that not all such jobs are 
disappearing.28 While some traditional mid-skill 
occupations are declining, including construc-
tion, production, and clerical jobs, another set 
are growing; these positions often require more 

postsecondary education or training, such as 
jobs in health care, mechanical maintenance and 
repair, and some services. The skills demanded 
of workers in traditionally low-skill jobs are also 
rising.29 

Occupational employment projections issued by 
the U.S. Department of Labor’s Bureau of Labor 
Statistics (BLS) for 2016–26 provide additional 
evidence that demand for low- and mid-skill 
workers will remain vibrant despite spreading 
automation. In fact, according to government 
projections, most new jobs in this decade will 
be low- and mid-skill positions. The top five 
occupations projected to grow the most in raw 
numbers are personal care aides, food prepara-
tion workers and servers, registered nurses, 
home health aides, and software developers.30 
The projected top five fastest-growing occupa-
tions in terms of percentage changes are solar 
panel installers, wind turbine technicians, home 
health aides, personal care aides, and physician 
assistants.31 

In short, rising educational attainment among 
U.S. workers has not kept pace with long-run 
increases in employer demand for high-skilled 
labor. As a result, the wages of highly educated 
workers have risen more than the wages of 
other groups. Nevertheless, demand for mid- 
and low-skill workers has remained intact even 
as their relative supply has fallen, prompting 
employers to complain of labor shortages. Pro-
jections suggest low- and mid-skill occupations 
will add the most jobs over the next decade. 
The premise that labor market polarization will 
eliminate mid-skill positions does not seem to 
have been borne out. Indeed, there is growing 
evidence that mid-skill jobs are changing, but 
not disappearing.    

V. Immigration’s Role in  
Workforce Trends

Immigration is unlikely to reverse the ongoing 
trends discussed in previous sections, but it can 
mitigate the adverse effects of many of them.  As 
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shown in Figure 2, the volume of immigration 
directly affects the economy’s potential growth 
rate.32 In the ten years leading up to the Great 
Recession, immigrants made up more than half 
of employment growth. In the ten years after 
the recession, they accounted for only about 
one-third.33 Immigrant inflows failed to quickly 
resume their pre-recession pace, contributing to 
the slow recovery.

Immigrants are not particularly young compared 
with the U.S.-born population, but they tend to 
be of prime working age and have high labor 
force participation rates. In fact, immigrants as a 
whole have participation rates about 4 percent-
age points higher than U.S. natives.34 Immigrant 
men have labor force participation rates well 
above those of native-born men (78 percent 
versus 67 percent, respectively, as of 2018), 
while immigrant women participate slightly less 
than native-born women (54 percent versus 58 
percent). This higher labor force participation 
helps offset the impact of population aging and 
the low participation rate of less-educated U.S. 
natives.

Several other notable characteristics also shape 
immigrants’ role in the U.S. workforce. Foreign-
born workers are less likely to be unemployed 
and, while they earn less on average than U.S. 
natives, immigrants’ earnings grow faster over 
time. In addition, they are more likely to be self-

employed and to start businesses, and they tend 
to settle in fast-growing areas with rising wages 
and job opportunities.35 In part because of their 
over-representation in STEM fields, immigrants 
make an outsized contribution to innovation and 
invention.36 Taken together, these facts amplify 
their potential to inject dynamism into the U.S. 
economy. Immigrants also have more children 
than the native born, which contributes to popu-
lation growth and helps slow population aging, 
although their birth rates fell unexpectedly after 
the Great Recession.37 

The skills immigrants bring to the U.S. economy 
tend to complement those of native-born work-
ers. As noted in Section IV, educational attain-
ment has increased among U.S. natives over 
time, and while there are far more college gradu-
ates than in the past, the modal U.S. worker 
has some college but not a four-year degree. It 
may not be surprising then to see that immi-
grants have rounded out the skill distribution 
by disproportionately filling high- and low-skill 
jobs (see Figure 4). It also bears noting that as 
of 2009–12, 46 percent of college-graduate im-
migrants majored in STEM fields, compared with 
28 percent of U.S.-born college graduates.38 This 
suggests there is a shortage of STEM profession-
als among U.S. natives and that employers are 
turning to foreign workers partly out of neces-
sity.

Figure 4. Change in Number of Foreign- and Native-Born Workers in the Civilian Labor Force (in 
millions), by Education Level, 1996 to 2017
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Whether U.S. employers bring in farmworkers or 
computer scientists, immigration can alleviate 
niche shortages that arise in the domestic labor 
market. Given that immigrants tend to be at the 
extremes of the skill distribution and not in the 
middle, it is not clear how relevant polariza-
tion—to the extent it is actually occurring—is 
to immigration or vice versa. Immigrants in the 
United States tend to either lack a high school 
diploma or have a bachelor’s degree or higher. 
On the low end of the skill spectrum, they are 
concentrated in manual labor jobs, often in the 
service industry and in difficult-to-automate oc-
cupations such as nannies, health aides, land-
scapers, and cooks. On the high-skill end, immi-
grants are concentrated in STEM and health-care 
jobs, which are affected by technological change 
but not to the same extent as workers on a 
factory floor who may be replaced by robots. Im-
migrants tend to be less concentrated in the job 
categories that studies have suggested are most 
likely to be adversely affected by automation, 
including office and administrative support, 
sales-related positions, and production jobs.39

Immigration thus helps alleviate population 
aging and the skill mismatch between U.S. em-
ployers’ labor demand and U.S. natives’ labor 
supply, in addition to mitigating other adverse 
labor market trends. Alleviating those forces will 
continue to be important in the future, even in 
the face of continued technological change and 
globalization. Before further addressing those 
trends, this brief steps back to consider how im-
migration affects U.S. workers.

VI. Immigration’s Effect on  
U.S. Natives

No matter how compelling the evidence of the 
macroeconomic benefits of immigration, any 
recommendation to increase immigrant admis-
sions should consider the potential effects on 
U.S. natives.40 The evidence on the economic 
impact of immigration suggests that it increases 
natives’ income, or GDP per capita.41 Specifi-
cally, labor in-migration increases labor supply, 

which in turn increases total output, or GDP. The 
“immigration surplus,” as it is termed by some 
economists, is the rise in income that accrues to 
the native born when immigration occurs.

Estimates of the immigration surplus are 
typically based on simulations or back-of-the-
envelope calculations using the share of GDP 
that accrues to workers, the size of the foreign-
born workforce, and the responsiveness of labor 
demand to changes in wages. In a standard 
competitive model, the immigration surplus is 
between 0.2 and 0.4 percent of U.S. GDP.42 In any 
case, a plausible range under standard assump-
tions and in a $20 trillion economy (roughly the 
size of the United States’) is $40 billion to $80 
billion per year in income gains to U.S. natives 
from immigration.43

Yet the distribution of immigration’s economic 
benefits is uneven. Most of the overall gain in 
GDP accrues to immigrant workers as earnings. 
The immigration surplus—the benefits that 
flow to natives—goes to owners of capital and 
complementary workers. By lowering the cost 
of labor, immigration raises the return to capital. 
Owners of capital get a windfall gain, whether 
they are business owners, landowners, or share-
holders. Consumers also benefit from lower-
priced goods and services. Workers who are 
complements to, rather than competitors with, 
immigrants benefit as well. Meanwhile, native-
born workers and earlier immigrants who have 
similar skill profiles are more likely to lose out, 
with lower wages or lower employment rates.44 

According to standard economic theory, immi-
grant inflows should negatively affect the wages 
and employment of substitutable workers, at 
least in the short run. Despite that clear predic-
tion, and the large immigrant inflows that the 
United States has experienced since the 1970s, 
most empirical evidence suggests that immigra-
tion has had either no effect or only a modest 
adverse effect on the labor market outcomes 
of the U.S.-born population overall.45 However, 
there is evidence of more negative effects on 
subgroups of workers in which immigrants have 
historically been most concentrated, namely 
high school dropouts.46 Interestingly, among the 
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low skilled, the largest negative labor market 
impact of immigration falls not on native-born 
workers but on earlier immigrants, because they 
are most similar to new immigrants and hence 
compete most closely with them.47 There is little 
evidence that immigration negatively affects 
the wages or employment rates of medium- and 
high-skilled U.S. natives. 

Why doesn’t immigration have a more nega-
tive effect on U.S.-born workers? First, as noted 
above, the number of low-skilled workers in the 
United States has been on the decline for several 
decades. There are fewer native-born workers 
who compete directly with low-skilled immi-
grants. Second, the U.S. economy—including its 
workers—is constantly adapting to the forces 
that shape economic activity.48 When the cost of 
labor falls, businesses use more labor. In other 
words, immigration affects how businesses com-
bine capital, labor, and other resources (known 
as the “factor mix”) to produce output. Immigra-
tion can also affect the types of goods or services 
that businesses produce (the “output mix”); 
if labor becomes more affordable, businesses 
may begin to produce goods or services that 
are more labor intensive. Finally, both native- 
and foreign-born workers may move or change 
occupations in response to the arrival of new 
immigrants, mitigating some potential adverse 
wage and employment effects and making them 
difficult to measure.

Beyond wages and employment, immigration 
has the potential to affect native-born workers 
in other ways, some direct and others indirect. 
Because a reduction in the cost of labor raises 
the relative return to capital, immigration 
should spur investment and inflows of capital. 
Immigrants also tend to settle in booming areas 
that otherwise might experience labor shortag-
es, relieving labor market bottlenecks that could 
hinder growth. And immigrants are themselves 
consumers who contribute to job creation via 
their effect on aggregate demand for goods and 
services. Last but not least, some immigrants 
create jobs via their entrepreneurial activities 
and innovation, as discussed above.

VII. Immigration versus  
Automation: A False Choice

Instead of bringing in more foreign-born work-
ers, can the United States rely on automation 
to fill labor market gaps and spur economic 
growth? The idea that automation will displace 
large swaths of workers has been gaining trac-
tion. One influential study concluded that up 
to 47 percent of U.S. jobs are at risk of automa-
tion.49 That study also found that an occupa-
tion’s wage and educational attainment was 
strongly negatively related to the probability of 
automation, implying there will be less need for 
low-skilled workers in the future than there is at 
present.

There is, however, substantial evidence against 
predictions that automation will displace half 
of the U.S. workforce and eliminate the need for 
low-skill occupations. First, there is the current 
data. The unemployment rate is at near-historic 
lows in the United States, and employers cite a 
lack of qualified applicants as the main reason 
they are unable to hire.50 BLS data on job open-
ings indicate there are more vacancies than un-
employed workers searching for jobs.51 Second, 
analysis of both historical and recent experience 
suggests it is highly unlikely that technological 
change will eliminate the need for labor. The 
Industrial Revolution displaced labor-intensive 
hand production with machines, but instead of 
rendering workers jobless it ushered in the first-
ever extended period of broad and sustained 
increases in employment, wages, and standards 
of living. Based on more recent experience, stud-
ies argue that while automation may replace 
workers within certain industries, it increases 
the number of workers in others, and that pro-
ductivity gains raise aggregate labor demand. 
As a 2018 study published by the Brookings 
Institution notes: 

 
“Many technological innovations 
replace workers with machines. But 
this capital-labor substitution need 
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not reduce aggregate labor demand, 
because it simultaneously induces four 
countervailing responses: own-industry 
output effects; cross-industry input–
output effects; between-industry shifts; 
and final demand effects.”52 

The study argues that many forecasts of large 
net reductions in employment or the labor share 
as a result of technological progress ignore 
general equilibrium effects, which include the 
positive spillovers on other sectors that increase 
labor demand and prompt workers to move to 
other industries. Taking these dynamics into 
account, the study concludes that automation 
actually added to employment between 1970 
and 2007.53 Industries with persistent gains in 
relative productivity as a result of automation 
become a smaller share of aggregate employ-
ment as their labor needs fall. However, this 
direct impact is more than offset by two indirect 
effects: first, rising productivity within supplier 
industries fuels employment gains among their 
downstream customer industries as their input 
costs fall. Second, productivity growth in each 
sector contributes to aggregate output growth 
and, hence, rising final demand that in turn 
boosts employment growth across all sectors.

The future of the U.S. labor market almost surely 
includes more automation. The jobs of the fu-
ture will be different as a result of automation, 
but there will not necessarily be fewer of them. 
More workers, including immigrants, will still be 
needed in order for the economy to grow and to 
help offset the trends in population aging, low 
labor force participation, and skill mismatch. 

VIII. Globalization and Offshoring
Can promoting greater globalization of produc-
tion and international trade be another policy 
approach to supporting economic growth 
without increasing immigration? Under a more 
open and free trade regime, perhaps including 
multilateral trade agreements such as the Trans-
Pacific Partnership (TPP), more production 
could occur overseas, alleviating pressure on al-

ready tight domestic labor markets. The United 
States has already experienced episodes of 
production offshoring that have been related in 
part to domestic labor shortages. One example is 
labor-intensive forms of agriculture such as fruit 
and vegetable crops. Under the North American 
Free Trade Agreement, many U.S. fruit and veg-
etable growers expanded production in Mexico 
rather than in California. The United States now 
imports 41 percent of its fruits and vegetables, 
up from 23 percent in 1997.54 

While it may seem sensible for policymakers to 
encourage offshoring economic activity and pro-
mote trade instead of addressing the problem of 
insufficient labor force growth, this strategy is 
likely to backfire. First, the employment implica-
tions of free trade are not clear. As with automa-
tion, it is often the case that offshoring’s indirect 
employment effects will increase the demand 
for labor domestically in the long run, making 
up for any direct job losses that may initially 
occur.55 Second, diverting production overseas 
is a loss of investment that might otherwise 
occur domestically, which is not necessarily a 
desirable outcome. Third, goods production is 
already fairly globalized, and services make up a 
high and increasing share of consumption. While 
some services, such as digital trade and e-com-
merce, are a growing presence in international 
trade, trade in services is unlikely to reach the 
same global scale that trade in goods enjoys.56 
Exporting haircuts, child care, or lawn care is 
clearly not feasible. Most services will continue 
to require domestic labor. Many of those jobs are 
filled by low-skilled workers, who are in turn 
disproportionately immigrants. 

In summary, increased automation, offshor-
ing, and trade are unlikely to reduce the over-
all demand for labor, including for immigrant 
workers. In addition, expanded immigration can 
help alleviate other adverse labor market trends, 
population aging chief among them. Beyond its 
labor market impact, population aging has a 
fiscal impact, with fewer workers paying taxes 
and more retirees receiving taxpayer-funded 
benefits. Can immigration help with the fiscal 
picture as well?
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IX. Fiscal Effects of Immigration 
Apart from immigration’s direct economic and 
labor market impacts, it has a fiscal impact—the 
difference between what immigrant families pay 
in taxes and what they consume in government-
provided benefits.57 If immigrants represent a 
fiscal shortfall, they are a burden on native-born 
taxpayers, which would be an additional cost of 
immigration. But if they are a fiscal boon, they 
can contribute to financing the growing U.S. 
deficit and burgeoning national debt. 

The good news is that a seminal study of the 
fiscal consequences of immigration published 
by the National Academies in 2017 found that 
recent immigrants (those who arrived within 
the last five years) represent a large fiscal boon; 
they are projected to pay much more in taxes 
than they use in benefits over the next 75 years. 
And even though low-skilled immigrants, those 
without any college education, impose a net 
long-run fiscal cost, this cost is smaller by far 
than that of similarly educated U.S. natives.58 

The data suggest two ways of dealing with the 
fiscal impact of low-skilled immigration. One 
way is to target the average fiscal impact of 
immigration. By bringing in more high-skilled 
than low-skilled immigrants, as is currently the 
case, the fiscal impact is positive. Another way 
is to admit low-skilled immigrants temporarily, 
perhaps as part of a temporary worker program 
where workers come on short-term or seasonal 
visas and do not bring their families.

The overall results of the 2017 National Acad-
emies report suggest that the rise of high-skilled 
immigration and more recent decline in low-
skilled immigration is resolving some of the 
most pressing concerns around immigration’s 
fiscal impact. Since present trends are likely to 
continue and possibly intensify, immigration can 
increasingly be seen as a fiscal boon rather than 
a burden. Immigration may even play a part in 
future plans to address the nation’s looming fis-
cal shortfalls.  

X. How Much Is the “Right” 
Amount of Immigration?

Suppose policymakers agree that more immigra-
tion is needed to boost economic growth. How 
do they then decide how many immigrants to 
admit? There is no magic number because there 
is no such thing as an optimal quantity of immi-
grants. Policymakers might instead decide on a 
workforce growth target and pick the level (and 
type) of immigration that is most consistent 
with that objective. 

To further fine-tune the volume of immigration 
in the short to medium run, lawmakers could 
create an auction system where employers bid 
for permits to hire foreign workers.59 The varia-
tion in the price employers are willing to pay for 
permits—their bids—would convey informa-
tion about labor demand in real time. Periods 
of growing demand, as in economic expansions, 
would be characterized by broader auction 
participation and rising bid prices. Lower 
demand, as in economic recessions, would be 
characterized by less participation and fall-
ing bid prices. Policymakers could then adjust 
permit quantities and, by extension, the num-
ber of new immigrant workers up in times of 
economic expansion and down in contractions, 
while meeting the broader target in the long run. 
Allowing markets to determine which workers 
enter the United States is far superior to having 
bureaucrats do so via a point system or a list 
of approved ages, skills, occupations, or indus-
tries.60 While the current U.S. system is already 
employer driven for temporary worker visas and 
major categories of employment-based perma-
nent visas, it allocates scarce visas on a first-
come, first-served basis or via lotteries. Markets 
can better allocate visas to their highest-valued 
use, maximizing immigrant workers’ economic 
contributions to the United States. 

While there is no optimal amount of immigra-
tion, there should be safeguards against bringing 
in too many or too few immigrants. Too much 
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immigration can slow newcomers’ integration 
into the U.S. economy and hurt competing work-
ers (both native and foreign born). Too little im-
migration will slow the economy and hamstring 
certain immigration-dependent industries. 
Drastic or sudden changes in immigration levels 
are also undesirable because the economy needs 
time to adjust to changes in immigrant inflows. 
Rapid increases in immigration can generate 
political backlash and resentment against new-
comers. The government must make a concerted 
effort to ensure that immigration occurs through 
legal channels and that employers adhere to 
labor regulations. A decision to expand immigra-
tion might thus be coupled with implementation 
of enforcement mechanisms such as a nation-
wide E-Verify program, the process whereby em-
ployers electronically verify that their new hires 
are authorized to work in the United States. 

A plan to expand immigration, particularly of 
low-skilled workers, could be accompanied by 
a compensatory scheme to transfer some of the 
benefits of immigration to adversely affected 
workers. The target population would be low-in-
come workers with limited education since they 
are the most likely to be harmed by immigration, 
either by losing jobs or experiencing downward 
wage pressure. Indeed, the United States has a 
long history of providing support for displaced 
workers; it spends 0.11 percent of GDP (ap-
proximately $2 billion) annually on labor market 
adjustment programs, such as the Department 
of Labor’s Trade Adjustment Assistance (TAA) 
program.61 Unlike most existing programs, 
which require workers to have evidence of 
the direct cause of their job loss (such as their 
employer moving their job offshore), a program 
to support workers adversely affected by im-
migration should target vulnerable workers as a 
group, as identifying affected workers individu-
ally would be challenging. This approach has 
the added benefit of being anticipatory rather 
than reactive—at-risk workers could access the 
programs before they are adversely affected by 
immigration. 

Policies and programs to support these workers 
should help them shift into jobs that are comple-

mentary to, and not likely to be substituted by, 
low-skilled immigrant labor. One promising 
option is expanding access to retraining, such 
as vocational programs and community col-
lege courses. Proposals to accomplish this have 
included increasing Pell Grant eligibility and 
funding, directing more federal funds toward 
technical and career training, and providing up-
front assessments and counseling before work-
ers begin training programs in order to increase 
their likelihood of success.62 Another option that 
has been touted as a cost-effective intervention 
for displaced workers is providing job search 
assistance, such as resume preparation support 
and interview coaching.63 

Another option could be to offer subsidized 
moving costs as a way to help workers relocate 
to areas where demand for labor is high—a 
policy with the added benefit of potentially 
relieving regional growth bottlenecks.64 Alterna-
tively, expanding the Earned Income Tax Credit 
(EITC) would be an effective way of reward-
ing work by supplementing the incomes of a 
broader population of low-wage workers. Doing 
so would help address not only the relatively 
small adverse wage impact of immigration but 
also of the bigger impacts of globalization and 
technological change on low-wage workers. 
Additional resources should also be directed 
toward communities that receive large numbers 
of low-skilled immigrants as a way to offset the 
fiscal impact that such newcomers can have on 
local school districts and other public service 
providers.65

XI. Conclusion
The projections for U.S. economic growth are so-
bering. Driven lower by a number of factors, not 
least the aging of the U.S. workforce and falling 
birth rates, GDP and employment growth over 
the next decade are projected to be but a frac-
tion of their pre-recession rates. Other trends 
further complicate the growth outlook, including 
falling labor force participation, slow productiv-
ity growth, declining entrepreneurism and busi-



14
How Does Immigration Fit into the Future of the U.S. Labor Market?

ness creation, and an increasingly skewed skill 
distribution among U.S.-born workers.

Against this backdrop, immigration can play an 
important role. Immigrants are a small share of 
the U.S. labor force, but they represent a dispro-
portionately large fraction of its growth. Under 
the existing system of employment-based im-
migration, immigrants bring to the U.S. economy 
skills and experience that employers demand, 
whether they be STEM workers or farmwork-
ers. This rapid response workforce can alleviate 
growth bottlenecks, such as labor shortages, 
quickly and efficiently. In addition, the evidence 
suggests immigration has a number of ancillary 
macroeconomic benefits, including spurring in-
vestment and bolstering labor market efficiency.

Whether it is the decline in entrepreneurship 
or the drop in geographic mobility, immigration 
can be a force that works in the opposite direc-
tion. These trends are not likely to be reversed, 
but immigration can mitigate their adverse im-
pacts. Will additional automation or continued 
globalization erase the need for more immigra-
tion in the near future? Not likely. These struc-
tural changes result in higher productivity and 
a reallocation of resources in the economy, both 
forces to which immigrants can help businesses 
adjust and adapt.  

Europe underwent population aging long before 
the United States. Its solution, among others, 
was to open borders within the 28-member bloc 

and guarantee free labor mobility throughout 
the European Union. This is an unlikely solution 
for the United States with regard to the Western 
hemisphere. Instead, the most natural course 
of action is to use existing tools to increase 
legal forms of both permanent and temporary 
employment-based immigration. Employment-
based immigration policy already prioritizes 
prospective immigrants’ skills and fit within the 
labor market, but it could be updated to include 
more high-skilled visas and an expanded tem-
porary worker program. The TN visa category 
for high-skilled workers from NAFTA countries 
(Mexico and Canada) could be expanded to in-
clude low- and mid-skilled workers and eligibil-
ity extended to Central Americans. Combined 
with an auction system in which employers 
bid for the right to hire foreign workers and 
mechanisms to reduce illegal immigration and 
the employment of unauthorized immigrants, 
this system could provide a reliable but flexible 
and legal source of workers for U.S. employers. 
Meanwhile, proceeds from the auction could 
fund a worker compensation scheme, with 
resources earmarked for education and work-
force training for less-skilled U.S.-born workers 
and for communities receiving large numbers of 
immigrants. 

A future with less immigration is a future with 
less economic growth. This may be a tradeoff 
Americans are willing to make, but the decision 
deserves careful examination.
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