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TL;DR

The economic consensus on immigration is moving past simple substitution models to reveal a more nuanced
reality of local market absorption and national wage complementarity. While unauthorized immigrant inflows
act as localized demand shocks that strain housing markets, they expand employment almost one-for-one
without depressing native wages. Nationally, updated structural models demonstrate that native and immigrant
workers are imperfect substitutes, meaning immigration actually boosts the wages of less-educated native
workers through occupational upgrading.

Unauthorized immigration drives localized housing demand while expanding
labor supply without wage depression

The sudden influx of unauthorized workers operates as a powerful labor market shock absorber but triggers
immediate localized housing affordability pressures.

"First, we find that during the boom period an increase in unauthorized immigrant worker flows equal to 1%
of a local area’s initial employment increased local house prices by 2.2% and increased local rents by
1.4%..." — unauthorized-immigration-local-labor-and-housing-markets

This research from the Federal Reserve Bank of Dallas by economists Daniel J. Wilson and Xiaoqging Zhou
demonstrates that while the labor market absorbs unauthorized workers fluidly, the primary economic friction
occurs in the housing market due to highly inelastic short-run supply
unauthorized-immigration-local-labor-and-housing-markets. Their empirical assessment, published in Dallas
Fed Working Paper 2607, shows that unauthorized immigrant worker flows expand local employment with no
significant negative impact on the wages of competing native-born workers.

What to watch: Watch whether localized rental markets in high-immigration hubs soften as the
enforcement-led contraction continues.

The structural consensus shifts toward native-immigrant complementarity

Long-standing fears that low-skilled immigrants directly depress native wages are giving way to empirical proof
of occupational complementarity.

"We find a significant elasticity of complementarity between US natives and immigrants, which boosts
natives' relative wages, as well as a positive employment response of natives to immigrants..." —
labor-economics-consensus-skill-groups-nasem

By analyzing multi-decade data in NBER Working Paper 32389, economists Alessandro Caiumi and Giovanni
Peri show that low-skilled immigrants specialize in manual tasks, which naturally pushes native-born workers
into communication-intensive and technical roles labor-economics-consensus-skill-groups-nasem. This



occupational upgrading results in a wage increase of 2.6% to 3.4% for less-educated native workers, directly
challenging older national factor-supply assumptions of wage depression
labor-economics-consensus-skill-groups-nasem.

What to watch: Watch whether future immigration policy debates incorporate these updated elasticity models
to move past the binary "substitution versus complement" deadlock.

What surprised us

« The fiscal dividend of unauthorized immigration: Contrary to common assumptions of fiscal strain,
the Dallas Fed study reveals that a 1% increase in unauthorized immigrant worker flows actually
reduces per capita government transfer payments by 5%
unauthorized-immigration-local-labor-and-housing-markets. This occurs because the positive
employment effects lower eligibility for safety-net programs like Medicaid and food assistance.

» Occupational upgrading protects the most vulnerable: Rather than competing directly, low-skilled
immigrants act as complements; the elasticity of substitution averages around 14, meaning native-born
workers are pushed into higher-paying, communication-intensive roles
labor-economics-consensus-skill-groups-nasem.

A purely compositional wage drag: High-immigration areas show a decline in average per capita
labor income growth, but this is entirely a statistical compositional effect—unauthorized immigrants earn
lower wages on average, which drags down the local mean without representing any actual wage cuts
for native workers unauthorized-immigration-local-labor-and-housing-markets.

Open threads worth a vote
+ CBO 2027 Demographic Outlook and Net Migration Projections



Appendix: Findings

Unauthorized Immigration and Local Labor and Housing Markets:
Post-Pandemic Evidence

Unauthorized Immigration and Local Labor and
Housing Markets: Post-Pandemic Evidence

The historic surge in unauthorized immigration into the United States from early 2021 to early 2024,
followed by a steep decline beginning in early 2025 and continuing through 2026, represents one of
the most dramatic demographic shifts in modern U.S. history. While this phenomenon has been
highly politicized, pioneering empirical research from the Federal Reserve Bank of Dallas provides
the first systematic, data-driven assessment of how this post-pandemic unauthorized immigration
wave affected local labor and housing markets.

The Dallas Fed Empirical Assessment (March 2026)

In Dallas Fed Working Paper 2607, economists Daniel J. Wilson and Xiaoging Zhou construct new
monthly measures of net unauthorized immigration using individual-level administrative microdata
from immigration courts combined with other federal datasets. Their research design exploits
exogenous variation across local labor market areas to isolate the impact of unauthorized immigrant
worker flows (UIWF) during the 2021-2024 boom and the subsequent 2025-2026 bust.

The study yields three core findings that challenge conventional wisdom on both sides of the
immigration debate:

1. Labor Market: One-for-One Employment Growth with No Wage Depressions

The authors find that the influx of unauthorized workers acted as a powerful positive supply shock,
expanding the local labor force and increasing employment almost one-for-one without depressing
local wages.

"We find that unauthorized immigrant worker flows (UIWF) increased local employment
approximately one-for-one, without significant declines in local wages... Specifically, we find that
an increase in UIWF equal to 1% of initial employment increases local employment by 0.96%—a
nearly one-for-one effect and highly statistically significant."

This finding suggests that the post-pandemic economy possessed a high capacity to absorb these
workers, particularly in immigrant-heavy sectors like construction, agriculture, and hospitality. This
labor supply shock helped satisfy intense labor demand during a period when the U.S.
unemployment rate was low (standing at 4.2% in mid-2026, according to
/markets/macro/2026/08/03).

2. Housing Market: A Severe Demand Shock Boosting Rents and Home Prices



While the labor market response was a supply shock, the housing market response was purely a
demand shock. Because short-run housing supply is highly inelastic, the sudden influx of
unauthorized immigrants put substantial upward pressure on shelter prices.

"First, we find that during the boom period an increase in unauthorized immigrant worker flows
equal to 1% of a local area’s initial employment increased local house prices by 2.2% and
increased local rents by 1.4%... Thus, the unauthorized immigration boom acted as a housing
demand shock, boosting prices in the face of relatively inelastic short-run housing supply.”

This finding connects unauthorized immigration directly to the broader post-pandemic housing
affordability crisis. While legal immigrants' housing demand has been widely studied, this paper
shows that unauthorized immigration has an even more immediate, localized impact on rents and
home prices, which is particularly relevant to the real estate sector where major REITs have
maintained robust revenue growth (e.g., Prologis and Equinix growing at 12.3% and 16.7% YoY
respectively, as cited in /markets/sector/real-estate/2026/08/03).

3. Fiscal Impact: Substantial Reductions in Government Transfers

A major point of contention is the fiscal burden of unauthorized immigration. Wilson and Zhou find
that the positive employment effects of the unauthorized surge actually led to a significant decrease
in government transfer payments, both in absolute and per capita terms.

"Specifically, we find that an increase in unauthorized immigrant worker flows equal to 1% of
initial local employment leads to a reduction in government transfers of -4.5% and in government
transfer per capita of -5%. These transfer-reducing effects of unauthorized immigration are
consistent with the positive employment effects we find, which reduce eligibility and need for
government safety net programs such as unemployment insurance, food assistance, and
Medicaid."

4. Compositional Wage Effects

Although the authors find no significant negative impact on the wages of competing native-born
workers, they do observe a decline in per capita labor income growth in high-immigration areas.
They attribute this entirely to a compositional effect: unauthorized immigrants earn lower wages on
average than native-born workers, which drags down the average wage of the local area without
representing a direct wage cut for individual native workers.

"For the labor income component, we find a negative and significant effect of UIWF on per capita
labor income growth, which is consistent with the expected negative effect on average wages
from a labor supply shock and a compositional effect due to the fact that unauthorized
immigrants typically earn lower wages than native-born workers."

Methodological Significance



By utilizing individual-level administrative court data, Wilson and Zhou bypass the severe
measurement errors inherent in relying on self-reported survey data (such as the Census or ACS)
to track unauthorized populations. This paper establishes a new methodological benchmark for
evaluating unauthorized migration shocks, demonstrating that local labor market absorption can
coexist with intense local housing market pressures and positive net fiscal impacts on government
transfer programs.

Sources
» The Impacts of Unauthorized Immigration on U.S. Labor and Housing Markets: New Evidence from
Administrative Microdata

Labor Economics Consensus: Skill-Group Effects and the NASEM Report

Labor Economics Consensus: Skill-Group Effects
and the NASEM Report

To move beyond highly localized case studies like the Mariel Boatlift, labor economists have long
utilized national "factor-supply" models to estimate how immigration affects native wages and
employment across different skill groups. This structural approach, pioneered by George Borjas
(2003) and synthesized in the landmark National Academies of Sciences, Engineering, and
Medicine (NASEM) 2017 report, segments the labor market into "skill cells" based on education and
work experience.

While early applications of this model suggested that low-skilled immigrants significantly depressed
the wages of low-skilled natives, recent empirical breakthroughs have fundamentally revised this
consensus.

The National Factor-Supply Framework and Its Disputes

The core of the factor-supply approach is the assumption that workers within a specific
education-by-experience cell are competing directly with one another. Under a standard competitive
model, a large influx of immigrants into a specific cell (e.g., high school dropouts with 5-10 years of
experience) should reduce the relative wage of native workers in that same cell.

However, this model depends heavily on two critical elasticities:

1. The elasticity of substitution across education and experience groups: How easily firms
can swap one type of worker for another.

2. The elasticity of substitution between natives and immigrants within the same skill cell:
Whether a native-born high school dropout and an immigrant high school dropout are perfect
substitutes or complements.

If natives and immigrants are imperfect substitutes, immigrants do not compete directly with natives
even within the same skill cell. Instead, they can act as complements, raising the productivity and
wages of native workers.



The Caiumi-Peri "Redux" Synthesis (2024-2026)

In a major empirical update, economists Alessandro Caiumi and Giovanni Peri (NBER Working
Paper 32389, published April 2024; published as CEPR Discussion Paper DP21756 in July 2026),
titled "Immigration’s Effect on US Wages and Employment Redux", revive and enhance the
factor-supply approach to resolve these long-standing disputes.

1. Methodological Enhancements: Novel Instruments

To address endogeneity in labor supply changes, Caiumi and Peri introduce and validate two major
instruments:

* A skill-based shift-share instrument for immigrants' labor supply.
« A demographic predictor for natives' labor supply.

These instruments allow the authors to estimate the model's parameters with unprecedented
precision, bypassing the endogenous sorting of immigrants into high-growth skill cells.

2. Imperfect Substitutability and the '"Complementarity Boost"

Caiumi and Peri find highly robust evidence of imperfect substitutability between native-born and
foreign-born workers within the same education-experience cells.

"We find a significant elasticity of complementarity between US natives and immigrants, which
boosts natives' relative wages, as well as a positive employment response of natives to
immigrants... The estimated elasticity of substitution ($\sigma_{IMMI}$) is between 12.5 and 16.6
in most cases [averaging around 14]."

This imperfect substitutability is particularly strong among low-skilled workers (those without a high
school degree). Because low-skilled immigrants typically specialize in manual, physical, or routine
tasks, they push native-born workers into communication-intensive, supervisory, or technical
roles—a process known as occupational upgrading and task complementarity.

3. Positive National Wage Impacts

Using their updated elasticities to simulate the national wage impacts of immigration over the
2000—2023 period, Caiumi and Peri find that immigration had an overwhelmingly positive effect on
the wages of less-educated native workers, directly contradicting Borjas's earlier findings of a 10%
to 30% wage drop:

"Finally, we calculate that immigration over the period 2000-2023 increased the wages of

non-college-educated natives by 2.6 to 3.4%, the average wage of natives by 0.6 to 0.7%, and
had no significant effect on native college-educated wages."

Reconciling the NASEM Consensus



The Caiumi-Peri "Redux" findings provide a powerful empirical foundation for the more optimistic
interpretations of the NASEM (2017) report. While the NASEM report noted that the long-run impact
of immigration on the wages of native-born workers was "very small" on average, it left open the
possibility of negative impacts on specific subgroups, such as prior immigrants or high school
dropouts.

By demonstrating that native-immigrant complementarity is highly robust and actually stronger for
those without a high school diploma, Caiumi and Peri show that once occupational upgrading and
task specialization are fully modeled, even the most vulnerable native skill groups experience
positive wage and employment spillovers from immigration.

Sources
* Immigration's Effect on US Wages and Employment Redux
+ DP21756 Immigration's Effect on US Wages and Employment Redux



