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Disclaimer

The views expressed here are not necessarily 
those of the Federal Reserve Bank of Atlanta 
or the Federal Reserve System. 



Outline: The Economic Impact 
of Undocumented Workers

• Characteristics of Undocumented Workers
– How many? Where are they from?
– Who are they? Where do they live?

• Our Research: Questions and Answers
• Policy Implications



CHARACTERISTICS OF 
UNDOCUMENTED WORKERS



Political Climate: the stats

5

Growth since 2000

+ 11%

+ 70%

Pew Hispanic Center, Washington D.C. (February 1, 2011)



Political Climate: state legislation
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# bills 
introduced

# laws
enacted

2005 300 39

2006 570 72

2007 1562 178

2008 1305 139

2009 1500 202

2010 1400 208



Undocumented Immigrants: How many?
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Where do Undocumented Immigrants come from? 

Mexico 
62%

El Salvador
5%

Guatemala
4%

Honduras
3%

Phillipines
3%

India
2%

Korea
2%

Ecuador
2%

Brazil
1% China

1% Other
15%

Numbers for 2009.
Source:  Department of Homeland Security



Where do undocumented immigrants live?

425,000

400,000
2’550,000



Who are undocumented workers?
• In 2009, 74% of undocumented workers were 

ages 18 to 44 years.
• 58% were males and 42% were females.
• 57% of undocumented immigrants came 

between 1995 and 2004.
• Nearly half of the undocumented immigrant 

households (47%) are couples with children.
• Most children of undocumented immigrants 

(73% in 2008) are U.S. citizens.



OUR RESEARCH AGENDA



Economic Impact of Undocumented 
Immigrants: Research Agenda

What is the impact of Undocumented Workers 
on:

1. Wages of Documented Workers
2. Wage Differential and Displacement of 

Documented Workers
3. Firm Competitiveness



Unauthorized Immigrant Evidence
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• Not aware of studies other than ours
• Impact expected to be similar

– merely an additional source of substitute labor
• Greater impact than from immigrants as a whole

– unauthorized have even more limited employment 
opportunities

• Smaller impact from immigrants as a whole
– simply fewer of them (only 28% of all foreign born in the U.S.)

• Primary advantage of our study of the impact of wages
– linked employer-employee, longitudinal data

• allows us to estimate a within-worker effect
• First things first -- identifying undocumented workers in 

the data



INFORMATION 



Data: Identifying Undoc Workers
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• QCEW 1990:1-2006:4, GA only
– workers reported by SSN, linked to firm, longitudinal
– firm and industry information, limited worker details
– firm location allows merging in county characteristics

• Invalid SSN ?=? Undocumented
– use publicized validity checks
– several bad SSNs are clearly employer-generated

• Sample Restrictions
– 1995-2005
– single establishment firms
– nearly 96 million total observations

• 7.5 million unique workers and 367,000 unique employers



% Undocumented by Sector
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How Well do We Do? Evidence from CPS
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• Growth matches GA numbers, 1994-2006
Group of Workers Ave Ann Grth
Total number of workers in the U.S. 1.5%
Foreign born, Hispanic in U.S. 8.0%
Foreign born, Hispanic, less than a HS Degree 7.3%
Total number of workers in GA 2.9%
Foreign born, Hispanic in GA 26.8%
Foreign born, Hispanic, less than a HS Degree 21.5%
Total number of workers in GA identified as 
undocumented

25.3%



How Well do We Do?
SSA Earnings Suspense File
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QUESTIONS AND RESULTS



Economic Impact of Undocumented 
Immigrants: Research Agenda

What is the impact of Undocumented Workers 
on:

1. Wages of Documented Workers
2. Wage Differential and Displacement of 

Documented Workers
3. Firm Competitiveness



Topic: Impact on Wages of 
Documented Workers

21

• Q: What is the impact on wages of being 
employed by a firm that hires undocumented 
workers?
– focus is on the individual worker's experience within 

his/her employer



Impact on Wages of Documented Workers: Results
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• Documented workers employed by a firm that hires 
undocumented workers earn a wage premium of about 0.7 
percent.

• An increase by one percentage point in the share of workers at 
the worker's firm that is undocumented erodes that premium 
and eventually decreases wages when the share of 
undocumented workers becomes large enough.

• Combining the two effects, the expected overall impact of 
working for a firm that hires undocumented workers is an 
increase in wages by about 0.54 percent ($185/year).

• Impact on wages varies across sector and worker 
characteristics.

• The small positive overall impact likely derives from increased 
efficiency and productivity as a result of task specialization.



Topic: Wage Differential and 
Displacement of Documented Workers
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• Q: What explains the wage differential between 
documented and undocumented workers?

• Q: Do undocumented workers take the jobs of 
documented workers?

• Q: How sensitive are undocumented and 
documented workers when there is a change in 
wages? 

• For example, when there is a decline in wages; 
will documented and undocumented workers 
quit at he same rate/pace? 



Wage Differential and Displacement 
of Documented Workers: Results
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On Wage Differential:
• Firms are exploiting the limited employment and grievance 

opportunities of undocumented workers to pay them lower 
wages than documented workers.

• Facing fewer employment opportunities, undocumented 
workers are found to be about 40% less sensitive than 
documented workers to employers' wage adjustments.

• In addition, this difference in labor supply elasticities
accounts for about 30% of the observed within-firm wage 
differential between documented and undocumented 
workers.

• The reminder 70% accounts for differences in productivity.



Wage Differential and Displacement 
of Documented Workers: Results
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On Displacement:
• No significant evidence of direct displacement.
• Newly arriving undocumented workers appear to have no 

impact on displacing documented workers.
• In contrast, an increase in the share of new hires that is 

undocumented decreases, overall, the percent of 
undocumented workers separating by less than 0.1%. 
However, the impact varies across skill and sector of 
employer.

• Earlier arriving undocumented workers might suffer some 
displacement with newly arriving undocumented workers in 
low skill sectors, particularly Agriculture, Retail Trade, and 
Leisure & Hospitality. 



Topic: Impact on Firm 
Competitiveness
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• Q: Does Employing Undocumented Workers Give 
Firms a Competitive Advantage?



Impact on Firm Competitiveness: 
Results
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In general, firms more likely to hire if their competitors are, and
hiring undocumented workers enhances survival.
• Hiring undocumented workers reduces a firm's hazard of exit 

from between 43 and 64 %, relative to the baseline hazard.
• The presence of a competitive advantage is consistent with 

firms' ability to exploit a monopsonistic position in the labor 
market.

• A firm is at a distinct disadvantage if it does not hire 
undocumented workers, but its rivals do;
– The undocumented worker hiring advantage increases as more 

firms in the industry do so; and 
– The advantage to firms from hiring undocumented workers 

decreases with the skill level of the firm's workers, increases with 
the breadth of a firm's market, and increases with the labor 
intensity of the firm's production process.



Economic Impact of Undocumented 
Workers
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• Immigration lowers wages of natives
– willing to take lower wages, increase supply of workers
– empirical evidence: 1-4 percent lower wages for every 10 

percent increase in population immigration share
– impact varies by skill level (greater at lower skills)
– analyses typically performed at the aggregate, geographic level

• Immigration increases wages of natives
– scale effect: cheaper available input increase production
– firms who hire undocumented workers are more successful

• share rents with documented workers 
– increased efficiency & productivity through increased 

specialization
– empirical evidence: a 1% increase in immigrants increases 

income per worker by 0.6% to 0.9%



THANK YOU!
QUESTIONS?



Policy Scenarios
• If Stricter Immigration Policies:

– Not supported by firms that enjoy access to cheaper labor force
– if those policies were successful in limiting the supply of undocumented workers, resulting in 

higher production costs; consumers may see the effect in the form of higher product prices 
(see Cortes 2008). 

• Alternatively, if immigration reform policies were focused on eliminating the 
monopsony position of employers, and employers paid all workers a wage equal to 
their marginal revenue product, they would be indifferent between hiring 
documented and undocumented workers (with the same productivity levels). 
While this may not seem like a boon to documented workers, they would now be 
competing with undocumented workers on skill and human capital rather than on 
a willingness to be paid less than their actual contribution to the firm's output. 

• Eliminating the firm's monopsony power would require legitimizing the presence 
of workers who are now considered undocumented. One way to do this would be 
to create a permeable border, allowing the flow of workers to be dictated by the 
demands of employers through something like a guest-worker program.

• Facilitating an employers' ability to draw workers from a larger pool when needed 
would likely have to be accompanied by strictly enforced penalties for hiring 
workers outside of the guest-worker program. Of course, policy makers may have 
other goals in mind, such as ensuring the highest wage possible for U.S. citizens. If 
this is the case, the implications for immigration policy would look very different. 



Employment of Documented and 
Undocumented over the business cycle
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Identifying Undocumented Workers 
using Invalid SSNs

XXX – XX - XXXX

Area Group Serial

• Area number too large
• Group number out of sequence

• Area, group, or serial  number zeros
• SSN=employer ID number
• Duplicate SSNs in the firm
• Duplicate SSNs, different surnames



Invalid Numbers: Construction
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