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Abstract 
Designing immigration policy is a challenge of profound importance for destination economies around the 
world. Understanding how immigration impacts the economy is crucial for this task. In this article, I survey the 
literature on this topic and begin by explaining why estimating the impact of immigration on the economy is an 
empirically challenging exercise. I then show that, even among studies with convincing empirical strategies, 
there is far from a consensus on the impact of immigration on the wages and employment of existing workers. 
Immigration can sometimes lead to wage increases and better opportunities for native workers; in other 
contexts, it lowers wages and crowds out native employment. I end by discussing the underlying mechanisms 
that lead to these aggregated responses and argue that the absence of a universal relationship between 
immigration inflows and the economic outcomes of existing workers should not be surprising; these outcomes 
are determined in large part by how individual firms respond to immigration which may differ depending on 
local economic conditions, the types of immigrants arriving, and how those immigrants complement existing 
firms and workers. It is the hope that this article will be of practical help to policymakers weighing the effects of 
immigration on local markets. 
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Introduction 
Understanding how immigration impacts local 
markets is crucial for designing sensible immigration 
policy. The fundamental question is as follows: if 
immigration were to increase, what would happen 
to prices and quantities? For example, if a city 
experiences a 1% increase in its labour force due to 
immigration, what will happen to wages and 
employment rates in that city? What will happen to 
housing costs? Are the effects different for different 
types of individuals? The answers to these types of 
questions are necessary if one is to understand the 
tradeoffs of admitting more labour into an economy 
and therefore make informed immigration policy 
decisions. 

This article first summarizes why estimating the 
impact of immigration is a difficult empirical task. 
Both the supply and demand of immigrant labour 
respond to economic conditions, and economic 
conditions respond to immigration shocks. Creating 
a clean environment to isolate how immigration 
impacts local markets is therefore far from 
straightforward, and researchers disagree on the 
most appropriate methods. I summarize the various 
approaches and their criticisms to bring the reader 
up to the frontier of this debate and then offer my 
assessment of the most credible approaches. Since 
the literature has overwhelmingly focused on the 
labour market, I will frame most of the discussion 
around this literature. However, much of the 
content, especially in this first section, is equally 
applicable to studying other markets.  

I then summarize some of the conclusions drawn so 
far in this field. Given the difficulty in understanding 
how immigration impacts the economy, navigating 
the diverging findings in this literature can seem 
disorienting. I aim to provide somewhat of a 
synthesis that will hopefully be of practical help to 
policymakers. Here we will consider not only the 
impact of immigration on the labour market but also 
on other markets (such as the housing market) that 
are relevant for understanding the impact on overall 
welfare. As I will show, the estimated impact of 
immigration varies widely across studies, even 

among those using similar, credible empirical 
strategies. I argue that this should not be surprising. 
Searching for a universal relationship between the 
arrival of new immigrants and various economic 
outcomes may be searching for an object that does 
not exist. For example, how immigration impacts 
the wages and employment of existing workers will 
depend on the economic conditions in the 
destination country at the time of arrival, the types 
of immigrants arriving, and, crucially, how individual 
firms respond to these inflows.  

In the final section, I move beyond understanding 
the relationship between immigration and 
aggregate economic outcomes and consider what 
the literature has uncovered in terms of the 
mechanisms that lead to these responses. The 
literature has demonstrated that immigration is 
more than simply a shift in labour supply; it also 
increases innovation, generates complementarities, 
and leads to the creation of new firms. Therefore, 
immigration also leads to a labour demand shift. 
The nature of this shift will depend on the details 
and context of immigrant arrivals, which can 
naturally explain why in some cases immigration 
may lead to worse labour market outcomes for 
existing workers while in other cases it leads to 
improved outcomes. I suggest that better 
understanding the micro-level responses of 
individual firms is key for interpreting the aggregate 
effects, and this focus on firm-level responses is the 
most promising direction for future research.  

The Challenge of Estimating 
the Impact of Immigration 
Assessing the impact of immigration on an outcome 
variable of interest is empirically challenging. One of 
the main reasons for this challenge is that immigrant 
flows are not random but are typically related to the 
variable of interest. For example, if labour demand 
has been growing in a city due to favourable local 
economic conditions, wages will also grow in that 
city and therefore more immigrants may choose to 
move there. Economists refer to this issue as an 
endogeneity issue—when there are other 
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unobserved features of the labour market that 
simultaneously impact both immigrant arrivals and 
the outcome we are interested in. A simple 
correlation between changes in immigrant supply 
and average wages might therefore reveal a positive 
relationship. This relationship, of course, is not the 
one we are interested in. What we would like to do 
is compare how wages actually changed to how 
wages would have changed in the absence of 
immigrant arrivals—the difference between those 
two figures being the causal impact of immigrant 
supply on wages. One therefore needs to identify 
exogenous changes to immigrant supply—i.e., 
isolating changes in immigrant supply that are 
plausibly uncorrelated with local economic 
conditions. An equivalent way to think about this 
issue is that one needs to construct a 
counterfactual—an estimate of how economic 
conditions would have evolved in the absence of 
immigrant arrivals.  

By far the most common approach researchers have 
used to address this endogeneity issue has been to 
exploit spatial variation in the exposure to new 
immigrant arrivals. Certain regions may be more 
exposed to immigration for reasons unrelated to 
local economic conditions. By comparing more to 
less exposed regions, one can estimate the causal 
impact of immigration. Effectively, one uses the less 
exposed regions as a counterfactual group for how 
economic conditions would have evolved in the 
more exposed regions. I first explain the most 
widely implemented method of obtaining spatial 
variation in immigrant exposure—using the 
settlement of past immigrants to predict new 
immigrant flows—and then turn to criticisms of this 
approach, alternative approaches, and a synthesis of 
what the literature has concluded is the most 
convincing way to estimate the impact of 
immigration on the economy.  

Cross-Location Comparisons and the 
Past Settlement of Immigrants  
The most widely implemented method of estimating 
the impact of immigration, pioneered by Card 
(2001), is to note that immigrants strongly sort 

towards regions with a higher share of incumbent 
co-nationals. This is often referred to as the past 
settlement instrument or the immigrant networks 
instrument and exploits the fact that the distribution 
of earlier immigrants strongly predicts the location 
decisions of new immigrants from the same country 
of origin. If the distribution of co-nationals is 
unrelated to current economic conditions, then it 
forms a valid instrument that predicts “exogenous” 
immigration flows. Intuitively, if there are many new 
Filipino immigrants arriving to the destination 
country, this will disproportionately impact regions 
with a disproportionate stock of existing Filipino 
immigrants. A major advantage of this approach is 
that it places low requirements on the data needed 
for estimation—for example, Card (2001) simply 
uses the 1990 U.S. Census.  

Studies using this approach typically find that 
immigration has a small effect on wages and 
employment. For example, a 1% increase in 
immigration would typically lower wages by at most 
0.1-0.2%, though many studies find zero or even 
positive wage effects. The implications of this 
finding are important for both policy and our 
understanding of how labour market’s function. In 
terms of policy, the minimal downward pressure on 
wages and job opportunities induced my 
immigration shocks suggests that policymakers can 
increase immigration levels without harming existing 
workers. In terms of how labour market’s function, 
standard neoclassical theory predicts that a positive 
shift in labour supply should put downward pressure 
on wages and crowd out the employment of 
existing workers. The fact that wages and 
employment are so insensitive to shifts in labour 
supply suggests that labour markets absorb new 
labour remarkably fast. 

Criticisms of the Past Settlement 
Approach 
The past settlement approach has been criticized in 
several dimensions. First, it is not obvious that the 
existing stock of immigrants in a region is indeed 
exogenous to economic conditions. Terry et al 
(2026) argue that the distribution of incumbent 
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immigrants across cities is the product of past 
productivity shocks that suited their skills; since 
these productivity shocks are highly persistent, the 
incumbent distribution is correlated with 
contemporaneous productivity shocks that both 
attract immigrants from the same country and raise 
local wages. In short, the key identifying assumption 
for the immigrant networks instrument is violated 
and estimates are likely to be upward biased. 

Second, there are dynamic adjustments to past 
shocks that may confound the estimated impact of 
immigration using the past settlement instrument. 
Jaeger et al (2018) point out that the country-of-
origin composition of new immigrants is often highly 
persistent, with the same cities repeatedly receiving 
large inflows from the same source countries. If an 
immigration shock initially causes a wage decrease 
followed by a reversion as markets adjust, then the 
impact of the current wave of immigrants on wages 
will be confounded by market adjustments to past 
shocks. They argue that previous immigrant inflows 
therefore create an omitted variable problem and 
that controlling for lagged immigrant flows to 
correct for this issue leads to much larger negative 
wage estimates relative to the original Card (2001) 
approach. Moreover, due to the high collinearity 
between past and current inflows, they point out 
that one often does not have enough variation in 
country-of-origin distribution to make this 
correction. 

Finally, even if one deals with the above-mentioned 
criticisms, the method of comparing across regions 
faces another complication in that regions are not 
isolated economies. If one region experiences a 
large shock of new labour, existing workers may 
choose to out-migrate to other regions, so that the 
initial impact of immigration dissipates across the 
broader economy (Borjas 2003; Monras 2020). This 
labour mobility adjustment may lead to an 
understatement of the true impact of immigration 
on wages since it creates spillover effects on other 
regions that were intended to serve as the control 
group. Similarly, local labour markets are connected 
not only through labour mobility but also through 
trade. Gulek (2025) demonstrates that, while 

immigration shocks to a certain region may put 
downward pressure on wages in that region, output 
in that region will increase, and this increase will 
propagate through the production network. In 
particular, regions that trade more intensively with 
the region exposed to an immigration shock will 
effectively receive a positive demand shock, leading 
to a positive effect on wages in that region. 
Comparing these two regions may therefore 
overstate the negative effects on wages. Regardless 
of the sign of the bias, the main takeaway is that the 
interconnectedness of regions through trade and 
labour mobility make it difficult to find a clean set of 
regions unaffected by immigration shocks. I will 
refer to this concept as local markets spatially 
equilibrating.  

A National Approach to Estimating the 
Impact of Immigration 
An alternative approach, pioneered by Borjas 
(2003), is to avoid comparisons across locations and 
instead study the impact of immigration at the 
national level. Borjas (2003)’s argument is that since 
local labour markets can spatially equilibrate, cross-
location comparisons such as those used by the past 
settlement approach will be contaminated by “the 
strong currents that tend to equalize economic 
conditions across cities and regions” (pg. 1336). 
Such “currents” include trade and the endogenous 
reallocation of existing workers. Instead, he argues 
that one can more plausibly obtain exogenous 
exposure to immigration by exploiting variation in 
the skill-composition of immigrant inflows. Since 
workers will typically compete for jobs with other 
workers of similar credentials, native workers will be 
more impacted by new immigrants with similar 
education and experience. Borjas considers the U.S. 
economy as one integrated national market and 
exploits variation in the education-experience 
composition of new immigrants to estimate the 
impact of immigration on natives. Since native 
education and experience is relatively fixed, it is 
more challenging for natives to adjust on these 
dimensions in response to new immigrant inflows. 
Therefore, the estimates from this approach are less 
likely to be contaminated by the endogenous 
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response of native workers. Borjas finds much more 
negative effects from immigration on wages: 
increasing immigrant supply by 1% lowers wages by 
0.3-0.4% on average and as much as 0.9% for lower 
skill workers. 

The key assumptions in this approach are twofold. 
The first is that variation in the flows of new 
immigrants into education-experience cells is 
exogenous in the sense that this variation is not 
driven by economic conditions in the destination 
economy that jointly affect both the distribution of 
incoming immigrants and the labour market 
outcomes of existing workers. It is not obvious that 
this assumption will hold in practice, since it is 
conceivable that the skill composition of incoming 
immigrants responds to conditions in the 
destination economy.  

The second assumption is that the skill composition 
of native workers does not adjust to immigration 
inflows. Indeed, the lack of spillovers from the native 
workers affected by the immigration shock to 
unaffected (comparison) native groups is presented 
as the key advantage of the national approach 
relative to cross-location approaches: labour 
markets equilibrate across space, but, it is argued, 
since the education and experience of native 
workers is relatively fixed, they do not equilibrate 
across skill groups. However, Llull (2018) argues that 
this assumption is not likely to be true: using a 
quantitative model of the U.S. economy, he 
estimates that in response to immigration inflows, 
existing workers change their education, 
occupation, and participation in the labour market. 
Moreover, the response is heterogeneous across 
different groups of workers. Llull (2018) shows that 
failing to correct for these adjustments leads to an 
overstatement of the negative impact of 
immigration on wages, especially for the low-skilled 
workers.  

Therefore, while Borjas’ skill-based approach makes 
substantial progress towards understanding how 
immigration affects the destination labour market 
and corrects for some of the issues present in cross-
location approaches, it does not convincingly 

resolve the fundamental empirical challenge of 
isolating immigrant shocks. First, in both 
approaches the distribution of incoming immigrants 
(either across locations or skills groups) is likely to 
be correlated with economic conditions that also 
affect labour market outcomes for existing workers, 
leading to biased estimates. Secondly, in both 
approaches the adjustment of existing workers 
(either across locations or skill groups) is likely to 
contaminate the estimates.  

These considerations highlight once again how 
challenging it is to obtain a clean environment that 
isolates workers impacted by immigration from 
those not impacted. 

Event Studies 
In my opinion, the most convincing approaches to 
estimating how immigration impacts the economy 
combine some of the intuition from the 
aforementioned approaches with an event that 
leads to a sudden supply shift in immigration flows. 

For example, the seminal study of Card (1990) used 
the Mariel boatlift of 1980 as such an event. This 
event allowed a sudden out-migration of Cubans 
resulting in a large and unanticipated arrival of 
about 125,000 Cuban migrants to Miami, increasing 
the labour force by nearly 8%. This event was not 
triggered by economic conditions in Miami and 
therefore serves as a natural experiment for a 
sudden immigration-induced labour supply shock. 
The study found that wages and unemployment 
rates in Miami evolved similarly in the early 1980s to 
other similar U.S. cities, among both natives and 
existing Cuban workers, suggesting that this large 
immigration shock had almost no effect on the 
wages of existing workers. The results from this 
study have been criticized by Borjas (2017) who 
argues that since Cubans were primarily low-
educated workers, one needs to study the impact 
on similarly educated natives. After doing so, the 
estimated wage impact is quite negative. However, 
while the Card (1990) study and the Mariel boatlift 
event have been influential in the immigration 
literature, the fact that the event primarily affected a 
single city (Miami) implies that one only has access 
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to a handful of observations from which to draw 
inference, which makes interpreting the results 
difficult.   

More recently, Monras (2020) exploits the Mexican 
“peso crisis” of 1994, an event where the Mexican 
peso experienced a sharp and unexpected 
devaluation relative to the U.S. dollar. This event led 
to economic crisis in Mexico and a sudden increase 
of about 200,000-300,000 Mexican migrants 
crossing over to the U.S. in 1995. In contrast to the 
Mariel boatlift event, this shock impacted numerous 
cities throughout the U.S. Monras interacts this 
exogenous “push” of new Mexican immigrants with 
the past settlement instrument of Card (2001) to 
estimate the effect of immigration on the wages and 
employment of existing workers. His argument is 
that, since immigrants still choose where to locate 
after immigrating and this choice will be partly 
determined by economic conditions, one still needs 
some predictor of where they locate, which the past 
settlement approach affords. However, in contrast 
to most of the previous literature, he combines this 
logic with an exogenous increase in total immigrant 
supply stemming from a foreign crisis.  

Monras’ approach is robust to the criticism of 
Jaeger et al (2018)—that estimates are confounded 
by dynamic adjustments to past shocks—since the 
peso crisis is a one-time, isolated event. Moreover, 
even though Monras’ employs the past settlement 
instrument, the combination of this instrument with 
an exogenous push of Mexican immigrants makes 
the overall approach more robust to the criticism of 
Terry et al (2026). Recall that Terry et al (2026) 
argued that the past settlement of immigrants is 
likely to be correlated with contemporaneous local 
demand shocks that draw in more immigrants from 
the same nationality. In other words, immigrants 
from Mexico may gravitate to high-incumbent 
Mexican cities because those cities have persistently 
favorable economic conditions for Mexicans, which 
tends to invalidate the instrument. However, 
because of the peso crisis, the inflow of additional 
Mexicans in 1995 is arguably responding to the 
foreign crisis rather than to local demand shocks in 
certain cities. 

Foged and Peri (2016) also exploit foreign crises 
that lead to sudden increases in immigration, 
focusing on various events that led to a surge in 
refugees to Denmark. This is similar to Monras’ use 
of the peso crisis with the exception that here they 
exploit multiple, smaller events from a number of 
source countries. In addition to the arguably 
exogenous inflows of immigrants, Foged and Peri 
also have a unique institutional setting where, from 
1986-1998, past refugees were randomly settled by 
government agencies across locations without 
regard for preferences or economic conditions. 
Foged and Peri likewise interact the exogenous 
push of new immigrants from certain source 
countries with the past settlement instrument, but 
have the additional confidence that, because of the 
historical dispersal policy in Denmark, the pre-shock 
distribution of existing workers is unlikely to be a 
product of persistent demand shocks. 

Other approaches have identified spatial variation in 
the exposure to immigration shocks by finding a 
sharp change in policy that leads to a sudden 
increase in foreign labour. For example, Dustmann 
et al (2017) exploits a policy change in Germany that 
allowed Czech workers to gain employment in 
Germany without formally migrating. This sudden 
and unanticipated change led to a large increase in 
daily commuting that impacted the regions along 
the Germany-Czech border. For regions within 
commuting distance, the policy change led to an 
average increase in local employment of about 10% 
but arguably would not have impacted regions 
further away. They carefully define a “control 
group” of other regions geographically far from the 
Czech border but with similar characteristics to the 
regions most affected by the policy. This approach 
avoids the endogeneity concerns raised about the 
past settlement instrument since it is the geographic 
proximity to the origin country (rather than the 
existing origin composition) that serves as the 
instrument predicting exposure, and geographic 
proximity is arguably independent of the policy 
change. Beerli et al (2021) and Gulek (2025) likewise 
develop empirical strategies exploiting geographic 
proximity to an immigration shock, focusing on 
Switzerland’s abolition of cross-border employment 
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restrictions from 1999-2004 and the inflow of Syrian 
refugees to Turkey in 2011-2019.  

These spatial approaches still face the problem of 
local economies equilibrating over time. Monras 
therefore argues that the combination of an 
exogenous push factor (such as a foreign crisis or 
sharp change in policy) and exogenous variation in 
exposure across locations (such as the networks 
instrument, random dispersal policies, or 
geographic proximity) allows one to convincingly 
identify only the immediate (short-run) impact of 
immigration. Medium- and long-run estimates will 
still be contaminated by the fact that economies 
adjust through a variety of mechanisms, such as 
labour mobility and trade. I discuss how researchers 
have corrected for such contamination using 
structural models in the following section.  

One further limitation to this literature is that such 
events—such as a sharp change in policy or a 
foreign crisis—are often hard to come by and may 
lack generalizability. For example, the impact of a 
sudden influx of Cuban immigrants to Miami in 
1980, Mexican immigrants to the U.S. in 1995, or 
Czech workers to Germany in 1991, may not be 
representative of the causal effects of immigration 
overall. Indeed, as I will show in the following 
section, studies of this nature still do not come to a 
consensus on how immigration impacts the labour 
market, even in the short-run. Nevertheless, these 
studies offer the most convincing and transparent 
estimates and one can learn a great deal from the 
isolated events they exploit. Collectively, they help 
paint a more coherent picture of how economies 
respond to immigration.  

A Synthesis of How 
Immigration Impacts the 
Economy 
Having discussed the empirical challenge of 
estimating how immigration affects the economy 
and the various methods researchers have used to 
accomplish this task, I now turn to summarizing 
some of the conclusions being drawn in this field. I 

will start by discussing how immigration impacts the 
labour market, which is the overwhelming focus in 
the literature, and in particular how immigration 
affects the wages and employment of existing 
workers. As we will see, there is no universal 
relationship between immigration and labour 
market outcomes, even among studies with crisp 
empirical strategies. The estimated effects differ by 
worker group, the types of immigrants arriving, and 
institutional context. I will then move on to what the 
literature has discovered in terms of how 
immigration impacts other markets, such as the 
housing market, that are relevant for thinking about 
how immigration impacts overall welfare. 

The Effect of Immigration on Wages and 
Employment 
As explained in the previous section, I believe the 
most convincing estimates are those that exploit an 
event—a large, one-time “shock” that induces a 
plausibly exogenous increase in the supply of 
foreign labour—to estimate the immediate impact. 
By finding an event that produces a push of new 
immigrant arrivals—such as a foreign crisis or sharp 
policy change—one can more convincingly argue 
that these arrivals are uncorrelated with changes in 
economic conditions in the destination country. 
When that event is isolated in a short duration of 
time, it is less likely to be contaminated by dynamic 
adjustments to previous shocks. Finally, when one 
looks only at the immediate, short-run impact, the 
estimates are more easily interpreted as the causal 
effect since markets have less time to adjust.  

Monras (2020), exploiting the sudden increase of 
(primarily low-skilled) Mexican workers to the U.S. in 
1995, finds that a 1% increase in immigration-
induced labour supply decreases wages for low-skill 
natives by about 0.7 to 1.4% in the first year. This 
effect then dissipates over time, becoming 
negligible by 5 years after, which Monras shows is at 
least in part due to the spatial reallocation of 
existing workers over time. Despite these large 
wage responses, there was no detectable effect on 
within-location employment rates. This result 
suggests that wages are flexible and that additional 
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foreign labour does not crowd existing workers out 
of employment.  

In contrast, Dustmann et al (2017), exploiting the 
sudden increase of (again primarily low-skill) Czech 
workers to Germany, finds that the initial impact of 
this labour supply shock on wages was small, but 
that it led to a sharp decline in employment. In 
particular, a 1% increase in local labour supply from 
the additional Czech workers led to a 0.1% decrease 
in wages but an almost 1% decrease in native 
employment. The employment effect in turn 
manifested not through layoffs but by decreasing 
new hires of native workers. Similar results are found 
by Glitz (2012), who combines the inflow of workers 
to Germany from eastern Europe and the former 
Soviet Union following the fall of the Berlin Wall with 
a dispersal policy that randomly allocated these 
workers across space. Glitz (2012) finds that these 
migration waves have no impact on wages but 
displaced native workers from employment.  

The comparison between Monras (2020) and 
Dustmann et al (2017) highlights that how local 
economies respond to immigration depends on the 
extent to which firms are flexible in their wage and 
firing adjustments. The impact of immigration on a 
local labour market will differ depending on whether 
firms are constrained in how they can adjust wages 
(as is more likely the case in contexts with higher 
rates of collective bargaining) or in their ability to 
terminate existing employees (as is more likely the 
case in contexts with more stringent employee 
protection policies). These two studies also differ in 
another important dimension—the Mexican 
immigrants following the peso crisis not only worked 
in the destination country but lived and consumed 
in that country as well. The Czech workers to 
Germany only commuted, and therefore the shock 
would not come with the same consumption 
spillovers that might otherwise be expected. 

Beerli et al (2021), exploiting a reform that led to a 
sudden increase in cross-border commuters to 
Switzerland, finds that the increase in foreign labour 
had effectively no impact on either the wages or 
employment of native workers. The divergence in 

findings between this study and Dustmann et al 
(2017) is surprising given the similarity between the 
Swiss and German cross-border reforms. Beerli et al 
(2021) point out that, while the policies share many 
similarities, they differ substantially in terms of the 
economic conditions in which they occurred. The 
cross-border policy in 1991 Germany was an 
unexpected shock to low-skill labour at a time when 
Germany was undergoing a major economic 
transition, following the fall of the Berlin Wall. In 
contrast, the cross-border policy in Switzerland was 
announced in advance, consisted of mostly high-skill 
workers, and was implemented in a time when 
unemployment rates were low (averaging around 
3%) and firms reported labour shortages.  

Finally, Foged and Peri (2016), exploiting (primarily 
low-skill) refugee inflows to Denmark, find that these 
inflows did not negatively impact the wages or 
employment rates of even low-skilled native 
workers. They emphasize that, rather than crowding 
out natives, the inflow of refugees “pushed” native 
workers into higher paying, less manual and more 
cognitively intensive occupations. A similar result—
that immigration leads to upward job mobility for 
native workers—is obtained by Gyetvay and Keita 
(2024) in the German context.  

To date, I am not aware of any study using only 
empirical methods that has convincingly recovered 
the long-run impact of immigration. The reason for 
this is the myriad of complex ways that markets 
equilibrate following a shock—through trade, 
capital adjustments, technology changes, labour 
flows, innovation, etc.—that make finding a control 
group, unaffected by the shock even years later, 
exceptionally difficult. Therefore, to recover the 
long run impact of immigration, the state of art is to 
use structural models of the economy to simulate 
counterfactuals on how the economy would have 
evolved absent immigration. For example, Monras 
(2020) employs a dynamic spatial equilibrium 
model, and finds that the negative effects of 
immigration on low-skill native wages and 
employment dissipate in the long-run as markets 
adjust. The only group that was persistently 
adversely affected was low-skilled natives who 
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entered the labour market in the high-immigration 
years.   

Therefore, there is no universal elasticity governing 
how wages or employment respond to immigration. 
It is apparent that the characteristics of the event, 
the economic conditions of the host economy, the 
types of immigrants arriving, and, importantly, how 
individual firms respond to the inflow of foreign 
labour, work together and lead to outcomes that are 
not always easily predicted by standard economic 
theory.  

The Housing Market and Overall Welfare 
Immigration also impacts other markets that are 
relevant for understanding the welfare of native 
workers. Using similar empirical methods to isolate 
immigration shocks, the literature tends to find that 
immigration leads to higher rental prices on impact 
(Saiz 2003; Monras 2020; Piyapromdee 2021). 
However, the long-run effects and the implications 
of the housing market for native welfare are 
nuanced. Monras (2020) finds that while Mexican 
workers initially put upward pressure on rental 
prices, in the end both home and rental prices 
decline. Crucially, this is because Mexican workers 
disproportionately entered the construction sector, 
lowering the cost of new housing. Such a result is 
less likely to hold for immigration in, for example, 
Canada, where immigrants tend to be higher skill 
and disproportionately less likely to enter the 
construction sector. 

Putting these pieces together for immigration to the 
U.S. overall, Piyapromdee (2021) shows that the net 
effect of immigration on the housing and labour 
market is important for designing fair immigration 
policy. Low-skilled workers are more likely to be 
renters, and less likely to be homeowners or 
landlords. Through the lens of a structural model, 
Piyapromdee (2021) shows that an increase in high-
skill immigration would raise wages for low-skill 
workers (due to production complementarities), but 
that it would also make housing more expensive. In 
contrast, wages would fall for high-skill native (who 
compete with the incoming immigrants), but these 
high-skill natives also benefit from owning more 

valuable homes and accruing more rental income. 
Therefore, the combination of how immigration 
impacts various markets can in principle make both 
types of workers better off. 

The Mechanisms Through 
Which Immigration Impacts 
the Economy 
In focusing on empirically identifying how wages 
and employment respond to immigration inflows, 
we have so far abstracted from mechanisms that 
lead to these responses, which are crucial for both 
interpreting these responses and for using this 
information to inform policy. A simple model of 
supply and demand would predict that, all else 
equal, increasing immigration should shift the 
labour supply curve, lowering wages and 
employment for existing workers. However, does 
immigration function purely as a labour supply 
shock? The evidence from the literature suggests 
not; indeed, there are good theoretical reasons and 
empirical evidence to suggest that immigration also 
impacts the labour demand curve, perhaps helping 
reconcile why immigration may lead to lower wages 
in some cases and higher wages in others. 

Terry et al (2026) argue that, while immigration puts 
immediate downward pressure on wages as 
predicted by textbook models of labour supply and 
demand, immigration also increases innovation, 
dynamically raising overall productivity and wages 
going forward. Using their novel empirical strategy 
that innovates on the past settlement instrument by 
exploiting historical migration patterns, they find 
that for immigration to the U.S. the positive impact 
from innovation dominates the negative impact 
from labour supply. On net, immigration leads to 
higher innovation (as measured by patents per 
worker) and higher wages. Beerli et al (2021) 
similarly found that the increase in high-skill 
immigrants to Switzerland led existing firms to 
become more productive, expand, and pay higher 
wages, and also resulted in new firms entering the 
market.  
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There are a variety of theoretical reasons why 
immigration may lead to higher productivity and 
therefore better labour market outcomes for natives. 
First, immigrant labour may complement higher 
productivity firms. Mahajan (2024) shows that 
immigration in the U.S. leads smaller, less 
productive firms to shrink or exit, and more 
productive firms to expand. Thus, immigration shifts 
the allocation of employment towards higher 
productivity firms. Second, immigrant labour may 
complement native labour rather than being perfect 
substitutes (Ottaviano and Peri 2012). Firms may 
therefore respond to immigration shocks by 
creating more jobs, allowing native workers to 
benefit. This helps explain the findings in the 
literature that, even when immigration leads to job 
displacement for native workers, it tends to be the 
case that native workers reallocate to higher paying 
firms and occupations (Peri and Sparber 2009; 
Foged and Peri 2016; Gyetvay and Keita 2024).  

In addition to raising firm productivity, resulting in 
more job creation, immigrants themselves may 
create those jobs. Azoulay et al (2022) point out that 
immigrants to the U.S. are highly entrepreneurial, 
starting firms at higher rates than native workers. 
These firms are not simply small, low productivity 
firms, but are similar to the types of firms native 
workers start. On net, they argue that immigrants 
create more jobs as entrepreneurs than they take as 
workers.  

The key insight from these findings is that 
immigration can actually lead to job creation, not 
only job competition. These types of mechanisms 
are key for understanding why (and under what 
circumstances) immigration can improve native 
labour market opportunities, and point to the 
natural next step for future research. The vast 
majority of research studying the economic impact 
of immigration focuses on the average effect within 
a market—often a geographic location or a group of 
workers. This is a natural starting point and is also 
typically what is feasible given available data. 
However, it is clear from the preceding discussion 
that the way immigration shocks impact the labour 
market hinges critically on the micro, firm-level 

responses to that shock. Firms are the proper unit of 
wage setting and employment decisions; how they 
respond will dictate the aggregate effects. Without 
understanding how individual firms respond, the 
aggregate estimates will remain a Blackbox. 
Therefore, with growing availability of rich 
administrative data, a key direction for future 
research is to move beyond aggregated approaches 
and study the effect of immigration at the firm level. 
See Kerr et al (2015), Beerli et al (2021), Doran et al 
(2022), Brinatti and Guo (2023), Gyetvay and Keita 
(2024), and Gulek (2025) for studies taking a first 
step in this direction.  

Policy Takeaways 
The existence evidence base is too thin to offer a 
neat rule of thumb for policymakers setting 
immigration targets.  Nevertheless, I here 
summarize three policy-relevant takeaways from the 
evidence considered in this article, with a focus on 
the Canadian immigration system.  

First, given the critical role individual firms play in 
the absorption of foreign labour, countries such as 
Canada where immigrants are most-often selected 
at the federal or provincial level need to ensure the 
targets are informed by private industry. The 
combination of (i) foreign workers performing 
decisively poorly in the labour market relative to 
native workers (see Lehrer and Rawling 2025) and (ii) 
sharp reported labour shortages in key sectors 
despite record-high immigration levels, suggests a 
clear disconnect between the government’s 
assessment of labour needs and firm-level demand. 
When this disconnect is present, it is less likely that 
immigration will lead to the complementarities 
sometimes found in the literature and more likely 
that higher immigration levels will lead to worse 
labour market outcomes for both natives and 
immigrants.  

Second, given the critical interplay between 
immigrant-induced labour supply and immigrant-
induced labour demand in shaping the impact of 
immigration on the economy, governments should 
re-prioritize the admission of business-creating 
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entrepreneurs. Emphasis should be placed on 
individuals who can demonstrate the potential for a 
successful business through the securement of 
venture capital prior to entry. The demonstrated 
backing from Canadian investors is indispensable 
since it allows the private market to screen for the 
most promising candidates.  

The final takeaway relates to the impact of 
immigration on other markets. A major topic in 
political discourse over immigration targets is the 
effect immigrants have on housing and social 
services. The literature appears relatively unanimous 
that higher immigration levels inflate housing prices 
in the short run, but that the effect in the long run 
depends on the industries immigrants sort into after 
arrival. It seems likely that a similar result would hold 
for the market of publicly funded social services, 
though the evidence here is much more limited. 
This fact—that the industrial composition of new 
immigrant labour can dictate the impact of 
immigration on these markets—implies that 
governments can potentially steer the selection of 
immigrants to alleviate rather than exasperate 
already strained markets.  

For example, in Canada, where a high degree of 
pressure exists on both the supply of housing and 
social services, it is remarkable that the construction 
sector and public administration are among the 
most under-represented industries for immigrant 
workers. While Canada acknowledges the additional 
pressure immigration places on these markets and 
has announced other measures to address supply 
shortages, immigration policy itself must prioritize 
selecting foreign workers who can contribute to 
these sectors. Canada has tailored immigration 
streams designed for this exact purpose—such as 
the Federal Skill Trades (FST) stream—but they are 
seldom used. For example, of all economic 
immigrants entering Canada from 2011-2021, only 
about 0.5% entered as a skilled trades worker.1 One 
reason seems to be the fact that, while some foreign 
workers may possess the skills to qualify for the FST 

 

1 Statistics Canada. Table 98-10-0318-01.  

program, they are less likely to meet the points 
cutoff under the Express Entry Comprehensive 
Ranking System (CRS). Historically, FST stream 
workers have competed with workers from other 
streams, such as the Federal Skilled Worker stream, 
which puts FST workers at a disadvantage since the 
CRS places a large premium on criteria that is less 
relevant for assessing a foreign workers’ potential to 
contribute in a trade occupation, such as holding a 
bachelor's degree. Canada has recently modified 
their selection approach to compensate for this 
feature of the Express Entry system. Starting in 
2023, Canada adopted “category-based selection”. 
The idea here is to run more program specific draws 
where, for example, only workers applying as a 
trades worker are invited to apply for permanent 
residency and points cutoffs are modified 
accordingly. This shift is promising because it 
prevents workers with very different sets of skills 
competing against each other against a generic 
points system, buying more flexibility in the types of 
immigrants admitted. Selection tools such as these 
can help shift the distribution of new immigrants 
towards a more balanced distribution of skills, 
potentially mitigating the additional pressure 
immigration places on other markets, such as 
housing.  

Conclusion 
As global migration rates continue to rise, designing 
immigration policy is a challenge of profound 
importance for destination economies around the 
world. Understanding how immigration impacts the 
economy is crucial for this task. In this article, I 
surveyed the literature on this topic and began by 
explaining why estimating the impact of 
immigration on the economy is difficult and requires 
a careful empirical approach and rich data. I then 
demonstrated that, even among studies with 
convincing empirical strategies, there is far from a 
consensus on the impact of immigration on, e.g., 
the wages and employment of existing workers. 
Immigration can sometimes lead to wage increases 
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and better opportunities for native workers; in other 
contexts, it lowers wages and crowds out native 
employment. I then discussed the underlying 
mechanisms that lead to these aggregated 
responses and argued that the absence of a 
universal relationship between immigration inflows 
and the economic outcomes of existing workers 
should not be surprising; these outcomes are 

determined in large part by how individual firms 
respond to immigration which may differ depending 
on local economic conditions, the types of 
immigrants arriving, and how those immigrants 
complement existing firms and workers. Finally, I 
provided some policy-relevant takeaways from the 
empirical evidence that help inform how 
governments design immigrant selection policy. 
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