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The impact of these components of 

immigration reform is net positive on the 

state and national economies and the labor 

force.   

Scope of the Analysis and Methods 

Immigrants comprise a significant 

part of the labor force in the United States.  

Although many immigrants are naturalized 

U.S. citizens or permanent residents, many 

others are either undocumented or eligible 

to work due to various temporary visas. 

Therefore, it is likely that any policy change 

that affects the status of undocumented 

immigrants or the number of work visas will 

have important macroeconomic 

implications.   

This study shows the 

comprehensive, state-by-state 

macroeconomic effects of potential reforms 

to immigration policy, including the 

creation of a pathway to legal status, an 

expansion of high-skilled visas, and an 

expansion of lesser-skilled visas.  It extends 

the wide body of literature on the economic 

effects of immigration literature by 

estimating total macroeconomic impacts on 

a state level of nationwide policy changes. 

The study is also unique in its 

comprehensive scope, including 

employment, output and other concepts by 

detailed industry sectors; in capturing 

complete economic linkages, including 

economic interactions between states; and 

in showing the year-by-year dynamic policy 

effects from 2014 to 2045. 

The scope of this study is limited to 

economic, not fiscal, impacts of 

immigration policy changes.  A number of 

fiscal impact studies have been conducted 

on immigration policy. Although fiscal 

effects, either positive or negative, may 

have economic implications, we assume 

that these potential economic feedback 

effects of any changes in fiscal balance are 

relatively small compared to the overall 

economic effect of the policy change.  In 

part, changes in fiscal balance and their 

effect on the economy depend on further 

legislative decisions on taxes and spending 

that are beyond the range of this analysis. 

A recent study by Douglas Holtz-Eakin, 

estimating the dynamic fiscal effects of 

immigration, suggests that fiscal benefits 

and costs of immigration may offset each 

other to a large extent. (Holtz-Eakin, 2013) 

This would suggest that the economic 

feedback caused by changes in the fiscal 

balance, if any, would be relatively small.      

We used the PI+ dynamic structural 

macroeconomic model to quantify the 

impacts of the identified components of 

immigration reform.  REMI’s models have 

been used in thousands of national and 

regional economic studies, including studies 

of immigration reforms in the United States. 

More information about the model is 

available in the appendix to this report.  

For the analysis, we generate a 

control forecast, which is the expected 

economic forecast for all 50 states and the 

District of Columbia from 2014 to 2045.  For 

each of the components of the analysis, we 



3 

then estimate the direct implications of 

policy changes.  These changes include the 

number of people affected by the policy 

change and direct economic effects of the 

policy, including wage and productivity 

changes, increased temporary and/or 

permanent migration to the United States, 

and other factors.  These direct effects are 

then implemented in terms of policy 

variable changes in the REMI PI+ 

macroeconomic model, such as changes in 

the wage bill policy variable, employment, 

and international migration.  We then 

generate an alternative forecast that 

estimates economic activity after the policy 

change has been implemented.  The 

difference between the alternative forecast 

is the policy effect. 

Pathway to Legal Status Method 

The Pathway to Legal Status policy 

proposal allows for the estimated 11.1 

million undocumented residents in the U.S. 

to receive provisional legal status. (Passel & 

Cohn, 2011) This status would be granted 

only under certain criteria, including paying 

outstanding Federal taxes, and would be 

subject to a cutoff date.  Those registered 

as provisional immigrants, however, would 

be able to work legally in the United States. 

The Pathway to Legal Status applies 

to individuals who currently reside, and for 

the most part already work, in the United 

States.  As such, it differs from immigration 

policy centered on changing the number of 

new immigrants, or in changing the number 

of new employment-based visas.  By and 

large, the pathway policy changes the type 

of work that can be sought and obtained by 

a previously undocumented worker, 

without having a significant effect on either 

the overall size of the labor force or 

population residing in the United States. 

Many undocumented workers are 

employed in the informal or underground 

economy, in which economic activities are 

outside of the bounds of government 

regulation or taxation.  Employment in this 

sector tends to provide lower compensation 

(wages and benefits), than in the formal 

economy.   

Applying for legal status is voluntary, 

although increased enforcement on 

employers’ hiring practices is expected. To 

estimate the number of undocumented 

immigrants who will enroll in the pathway, 

we looked at participation rates in the 

Immigration Reform and Control Act of 

1986. However, estimates of the 

undocumented immigrant population at the 

time vary widely from 2 to 8 million. The 

U.S. Department of Homeland Security 

cited a report by Michael D. Hoefer 

estimating the undocumented immigrant 

population being between 3 and 5 million 

people in 1986. (Hoefer, 1991) With 

approximately 3 million people applying for 

legal residency, we assumed a participation 

rate of 75 percent. 

Compensation is likely to increase 

following the creation of a pathway to legal 

status.  Following the Immigration Reform 
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and Control Act of 1986, the U.S. 

Department of Labor tracked 1.6 million 

undocumented workers.  This survey 

showed a 15-percent increase in wage rates 

for undocumented workers legalized under 

section 245A of the Immigration and 

Nationality Act during the first five years 

following legalization. (Smith, 1996) 

We attribute the increase in wages 

following legalization to two causes, which 

we categorize as compliance and 

productivity.  The first category, 

compliance, represents an increase in 

wages, without any productivity gains, that 

results from employers more closely 

conforming to labor legislation such as 

minimum wage and overtime requirements. 

The second category, labor productivity, 

represents pay increases that occur in 

conjunction with increases in labor 

productivity.   

Undocumented workers are limited 

to less-productive work in marginal 

positions.  This is due to limited 

employment opportunities, as jobs are only 

available from employers operating outside 

of the law.  Such employers tend to have 

small jobs, such as limited childcare or 

housekeeping needs, or marginally 

profitable operations, such as those found 

in small food service and other operations. 

Workers also may be restricted to positions, 

such as dishwashing, that employs only part 

of his or her skill set.  Additionally, 

undocumented workers that obtain legal 

status may be more willing to invest in their 

skills, such as learning the English language 

and developing technical skills that will 

increase their human capital and 

productivity. 

In general equilibrium economic 

theory, firms maximize profit and in 

equilibrium, the real wage is equal to the 

marginal product of labor so real wage 

increases imply increases in labor 

productivity.  For the purpose of this study, 

we assume, however, that a proportion of 

the real wage increases that occur when 

undocumented workers enter the pathway 

to legal status are in fact “deadweight” 

losses to firms.  That is, of the 15-percent 

increase in real wages over 5 years, there is 

a 12-percent increase or 2.4-percent 

increase per annum in labor productivity, 

and a three-percent increase or 0.6-percent 

per annum increase in labor costs that are 

not associated with labor productivity. 

Increases in labor productivity are 

associated with worker-specific effects, 

such as those noted in the previous 

paragraph.  

We allocated the 75 percent of the 

11.1 million undocumented immigrants 

across the states and by industry group. 
(Passel & Cohn, 2011) Each of the aggregate 

industries was mapped to more detailed 

REMI industries using the percentage of the 

aggregate sector. For example, if 0.2 

percent of undocumented immigrants are 

in the mining sector, then 0.2 percent are in 

Oil and Gas Extraction, Mining (except oil 

and gas), and Support Activities for Mining. 

These percentages were then normalized to 
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equal a total distribution of 100 percent. 

This distribution was further weighted to 

take account of each state’s unique industry 

mix. 

The values from REMI’s baseline 

were used as the prevailing values for 

average compensation rate.  

High-Skilled Workforce Method 

The H-1B visa program allows 

employers to hire foreign workers in 

specialty occupations requiring the 

application of specialized knowledge.  These 

can include, but are not limited to, positions 

in the fields of science, engineering, 

technology, and mathematics.  These visas 

are capped each year.  Congress is 

considering proposals to expand the cap on 

this program. 

We allocated current H-1B visas 

across the states and across industries 

based on information from the Department 

of Labor. (OFLC, 2011)  Currently, there are 

65 thousand visas available. We include this 

number in the baseline for the simulation. 

In this scenario, the number of visas 

increases by 75 thousand in  2014 and goes 

up to 105 thousand by 2019.  Due to labor 

market competition, we assume that only 

80 percent of the visas issued result in new 

jobs.  While the visas are intended for 

positions that cannot be filled from the 

current workforce, employers could be 

replacing a marginally lesser-skilled worker 

or workers with a highly-skilled visa 

recipient.  We assumed that the total 

increase in migrants is 20 percent greater 

than the increase in visas due to the 

accompaniment of dependents. 

We assumed that six years after 

each year of visa issuance that 18 percent 

of the immigrants would choose to not 

renew their visas and leave the country.  

The annual increase in visas does not 

include renewals and thus represents net 

new immigrants. We chose a conservative 

assumption of not continuously increasing 

employment while we did increase 

migration. This scenario largely represents 

the worse-case scenario. The change in 

employment entered the model using the 

variable Industry Employment. The change 

in population entered the model using the 

variable International Migration, All Ages, 

and All Groups. 

Lesser-Skilled Workforce Method 

We examined three different lesser-

skilled visa programs.  First, we modeled 

the expansion of the current H-2A visa 

program for agricultural workers.  Second, 

we modeled the full use of the H-2B visa 

program for nonagricultural seasonal, peak 

load, or intermittent workers.  Finally, we 

looked at the new W-1 visa program for non 

seasonal workers (created by S.744).  

 H-2A Visas for Agricultural Workers
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Graph 2: Employment Types by Demand Source for Pathway to Legal Status 

 

The source of employment changes by 

demand source are shown in Graph 2.  Private 

non-farm employment increases are caused by 

increases in consumption, interstate trade 

(labeled exports to multi-regions), investment 

activity, and intermediate demand.  Some of 

these job gains are offset by losses due to 

decreased international exports, as wage 

increases are not fully offset by productivity 

gains and lead to a loss in industry 

competitiveness. 
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Graph 3: Relative Production Costs of Pathway to Legal Status 

 

Graph 3 shows increases in production 

costs caused by the Pathway to Legal Status.  As 

undocumented workers receive pay increases 

that are not offset by productivity gains, 

composite labor costs increase.  These rise by 

about eight basis points per year for the whole 

U.S. economy to 2018, after which they level 

off, as we assume that most wage increases 

occur in the first five years following 

enrollment.  The increase in labor costs raises 

total production costs, resulting in a long-term 

0.25 percent increase in U.S. production costs.  

These production cost increases result in a 

slight loss of international competitiveness, 

which is offset in employment and gross 

domestic product terms by substantial gains in 

domestic demand.  

On a state level, all states see job and 

gross state product gains due to the Pathway to 

Legal Status policy.  These gains occur 

throughout the analysis period of 2014 to 2045.  

The ten states with the largest employment 

gains are California, Texas, Florida, New York, 

Illinois, New Jersey, Georgia, Arizona, North 

Carolina, and Pennsylvania, all with large 

numbers of currently undocumented workers.  

States least affected by the change include 

Alaska, Vermont, Wyoming, South Dakota, 

North Dakota and Hawaii, which have relatively 

small numbers of undocumented workers.  

Industries with the most job creation 

due to the Pathway to Legal Status include 

retail, ambulatory health care services, 

construction, administrative support services, 

and professional, scientific and technical 

services.  On a national level, the Pathway 

increases retail jobs by 16 thousand in 2014 and 

over 82 thousand in 2020.  As the Pathway 

increases wages for a large number of workers, 

this adds to consumption and retail 

expenditures grow.  As retail is a labor-intensive 

industry, this leads to a large increase in the 
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number of retail employees.  Construction 

employment rises as housing, in particular, sees 

a rapid expansion as incomes increase.  Ten 

thousand construction jobs are added in 2014, 

and job gains of over 80 thousand are expected 

in this industry by 2020. 

 

 

 

High Skilled Labor 

Table 2 shows the major economic 

effects of the expansion of the high-skilled 

(H-1B) visa program.  Employment increases 

by 227 thousand in 2014, and continues to 

expand to over 1.3 million by 2045. Gross 

domestic product rises by $22 billion in 

2014, and also continues to grow, 

increasing by $158 billion over the baseline 

economic forecast by 2045.  Corresponding 

increases are also seen in personal income, 

which increases by $13.7 billion in 2014 and 

$146 billion in 2045, and real disposable 

personal income, which rises to $10.48 

billion in 2014 and $115 billion in 2045.  The 

total U.S. population increases as the visa 

program expansions allow new workers to 

enter the U.S., and also grows as the 

workers’ dependents join and enter the U.S.  

As a result of the expansion of H1-B visa 

program, U.S. population increases by 91 

thousand in 2014 and 4.6 million, or over 

one percent of the U.S. total, by 2045. 
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Table 2: Economic Effects of Expanding the H-1B Visa Program 

Indicator 
Total 

Employment 

Total 
Employ-
ment as 

% of 
Nation 

Gross 
Domestic 
Product 

Gross 
Domestic 
Product 
(GDP) as 

% of 
Nation 

Personal 
Income 

Real 
Dispos-

able 
Personal 
Income 

Population 

Popu-
lation 

as % of 
Nation 

Units 
Thousands 

(Jobs) 
Percent 

Billions of 
Real 

(2012) 
Dollars 

Percent 

Billions 
of Real 
(2012) 
Dollars 

Billions 
of Real 
(2012) 
Dollars 

Thousands Percent 

2014 227.91 0.12 22.00 0.13 13.74 10.48 91.41 0.03 

2015 259.94 0.14 25.34 0.15 17.33 12.16 192.75 0.06 

2016 291.80 0.15 28.73 0.16 20.80 14.22 304.47 0.09 

2017 323.17 0.17 32.14 0.17 24.21 16.40 426.75 0.13 

2018 356.25 0.18 35.75 0.19 27.71 18.78 559.88 0.17 

2019 389.77 0.19 39.48 0.20 31.02 21.09 687.50 0.21 

2020 408.08 0.20 41.59 0.21 33.34 22.78 817.19 0.25 

2025 528.63 0.25 55.45 0.24 46.05 33.20 1492.19 0.43 

2030 696.25 0.31 75.29 0.29 63.11 47.23 2216.06 0.62 

2035 891.11 0.39 99.19 0.35 84.75 64.68 2976.72 0.81 

2040 1099.13 0.46 126.62 0.40 111.68 86.61 3771.94 1.00 

2045 1330.16 0.53 158.98 0.45 146.39 115.18 4613.38 1.19 

Graph 4 shows the increase in 

employment for H-1B visas.  Job growth is 

continual throughout the 2014-2045 time 

period as the visa program expansion adds 

new workers every year.  Most jobs are 

created in private non-farm sectors while 

some growth in government employment, 

based on the need to provide services for a 

larger population and business community, 

is also predicted.  Employment by source of 

demand is shown in Graph 5.  As 

consumption represents over three-

quarters of the economy, employment 

associated with increases in consumption is 

the largest portion of the H-1B visa 

expansion employment increase.  Increased 

trade, labeled exports to multi-regions and 

international exports, also increase as firms 

expand output due to greater high-skilled 

labor availability.  Employment related to 

investment activity, both residential and 

non-residential, also increases as the overall 

economy expands.  Graph 6 details the 

change in residential investment, which 

shows how rising population and income 

both lead to increased demand for housing. 
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Graph 4: Total Employment by Type for Expansion of High-Skilled Visas 

Graph 5: Employment Types by Demand Source for Expansion of High-Skilled Visas 
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Graph 6: Change in Residential Investment Resulting from Expansion of High-Skilled Visas 

 Lesser-Skilled: Agriculture Worker Visas 

Table 3 shows the major economic 
effects of the expansion of the lesser-skilled 
agricultural worker (H-2A) visa program.  The 
increase in visas for farm workers results in 
total employment increases of almost 17 
thousand jobs in 2014, peaking at just over 51 
thousand jobs in 2017, and declining slightly to  

39.6 thousand net new jobs in 2045.  Gross 
domestic product, personal income and real 
disposable personal income also increase.  
Increases in gross domestic product start at 
approximately $2 billion in 2014, increasing to 
$9.79 billion by 2045.
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Table 3: Economic Effects of Expanding H-2A Visa Program 

Indicator 
Total 

Employment 

Total 
Employment 

as % of 
Nation 

Gross 
Domestic 
Product 

Gross 
Domestic 
Product 
(GDP) as 

% of 
Nation 

Personal 
Income 

Real 
Disposable 

Personal 
Income 

Units 
Thousands 

(Jobs) 
Percent 

Billions of 
Real 

(2012) 
Dollars 

Percent 
Billions of 

Real (2012) 
Dollars 

Billions of 
Real (2012) 

Dollars 

2014 16.94 0.01 2.05 0.01 0.95 0.72 

2015 34.08 0.02 4.21 0.02 1.99 1.42 

2016 51.14 0.03 6.45 0.04 3.09 2.14 

2017 51.33 0.03 6.59 0.04 3.28 2.13 

2018 50.63 0.03 6.66 0.03 3.39 2.10 

2019 49.53 0.02 6.69 0.03 3.45 2.07 

2020 48.27 0.02 6.71 0.03 3.47 2.04 

2025 42.86 0.02 6.90 0.03 3.45 1.92 

2030 40.19 0.02 7.37 0.03 3.46 1.92 

2035 39.06 0.02 8.02 0.03 3.54 1.96 

2040 39.14 0.02 8.86 0.03 3.73 2.07 

2045 39.66 0.02 9.79 0.03 3.97 2.20 
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Appendix A: The PI+ Model 

REMI’s PI+ model is a structural 

economic forecasting and policy analysis 

model.  It integrates input-output, 

computable general equilibrium, 

econometric and economic geography 

methodologies.  The model is dynamic, with 

forecasts and simulations generated on an 

annual basis and behavioral responses to 

compensation, price, and other economic 

factors. 

The model consists of thousands of 

simultaneous equations with a structure 

that is relatively straightforward.  The exact 

number of equations used varies depending 

on the extent of industry, demographic, 

demand, and other detail in the specific 

model being used.  The overall structure of 

the model can be summarized in five major 

blocks:  (1) Output and Demand, (2) Labor 

and Capital Demand, (3) Population and 

Labor Supply, (4) Compensation, Prices, and 

Costs, and (5) Market Shares. The blocks 

and their key interactions are shown in 

Figures 1 and 2. 

The Output and Demand block 

consists of output, demand, consumption, 

investment, government spending, exports, 

and imports, as well as feedback from 

output change due to the change in the 

productivity of intermediate inputs.  The 

Labor and Capital Demand block includes 

labor intensity and productivity as well as 

demand for labor and capital.  Labor force 

participation rate and migration equations 

are in the Population and Labor Supply 

block.  The Compensation, Prices, and Costs 

block includes composite prices, 

determinants of production costs, the 

consumption price deflator, housing prices, 

and the compensation equations.  The 

proportion of local, inter-regional, and 

export markets captured by each region is 

included in the Market Shares block. 

Models can be built as single region, 

multi-region, or multi-region national 

models.  A region is defined broadly as a 

sub-national area, and could consist of a 

state, province, county, or city, or any 

combination of sub-national areas.   
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Figure 1: REMI Model Linkages 
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Figure 2: Economic Geography Linkages 

 

 

Single-region models consist of an 

individual region, called the home region.  

The rest of the nation is also represented in 

the model. However, since the home region 

is only a small part of the total nation, the 

changes in the region do not have an 

endogenous effect on the variables in the 

rest of the nation.  

Multi-regional models have 

interactions among regions, such as trade 

and commuting flows. These interactions 

include trade flows from each region to 

each of the other regions. These flows are 

illustrated for a three-region model in 

Figure 3.  
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Figure 3: Trade and Commuter Flow Linkages 
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Block 1. Output and Demand 

This block includes output, demand, 

consumption, investment, government 

spending, import, commodity access, and 

export concepts.  Output for each industry 

in the home region is determined by 

industry demand in all regions in the nation, 

the home region’s share of each market, 

and international exports from the region. 

For each industry, demand is 

determined by the amount of output, 

consumption, investment, and capital 

demand on that industry.  Consumption 

depends on real disposable income per 

capita, relative prices, differential income 

elasticities, and population.  Input 

productivity depends on access to inputs 

because a larger choice set of inputs means 

it is more likely that the input with the 

specific characteristics required for the job 

will be found.  In the capital stock 

adjustment process, investment occurs to 

fill the difference between optimal and 

actual capital stock for residential, non-
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residential, and equipment investment.  

Government spending changes are 

determined by changes in the population. 

 

Block 2.  Labor and Capital Demand  

The Labor and Capital Demand block 

includes the determination of labor 

productivity, labor intensity, and the 

optimal capital stocks.  Industry-specific 

labor productivity depends on the 

availability of workers with differentiated 

skills for the occupations used in each 

industry.  The occupational labor supply and 

commuting costs determine firms’ access to 

a specialized labor force.   

Labor intensity is determined by the 

cost of labor relative to the other factor 

inputs, capital and fuel.  Demand for capital 

is driven by the optimal capital stock 

equation for both non-residential capital 

and equipment.  Optimal capital stock for 

each industry depends on the relative cost 

of labor and capital, and the employment 

weighted by capital use for each industry.  

Employment in private industries is 

determined by the value added and 

employment per unit of value added in 

each industry. 

 

Block 3.  Population and Labor Supply 

The Population and Labor Supply 

block includes detailed demographic 

information about the region.  Population 

data is given for age, gender, and race, with 

birth and survival rates for each group.  The 

size and labor force participation rate of 

each group determines the labor supply.  

These participation rates respond to 

changes in employment relative to the 

potential labor force and to changes in the 

real after-tax compensation rate.  Migration 

includes retirement, military, international, 

and economic migration.  Economic 

migration is determined by the relative real 

after-tax compensation rate, relative 

employment opportunity, and consumer 

access to variety. 

 

Block 4.  Compensation, Prices and Costs 

This block includes delivered prices, 

production costs, equipment cost, the 

consumption deflator, consumer prices, the 

price of housing, and the compensation 

equation.  Economic geography concepts 

account for the productivity and price 

effects of access to specialized labor, goods, 

and services. 

These prices measure the price of 

the industry output, taking into account the 

access to production locations.  This access 

is important due to the specialization of 

production that takes place within each 

industry, and because transportation and 

transaction costs of distance are significant.   

Composite prices for each industry are then 

calculated based on the production costs of 

supplying regions, the effective distance to 

these regions, and the index of access to 

the variety of outputs in the industry 
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