Labor Economics Borjas 1

Labor Economics Borjas

Labor Economics Borjas Downloaded from everybodystreet.com by Cherry & Miguel

UNDERSTANDING THE FOUNDATIONS OF LABOR ECONOMICS THROUGH THE LENS
OF GEORGE BORJAS

Labor economics is a field that examines the dynamics of labor markets, including the behavior of
workers, employers, and the role of government policies. One name that stands out prominently in
this discipline is George Borjas. His influential research, books, and teaching have shaped how
economists, policymakers, and students understand wage determination, labor supply, and
migration. Borjas’ work on the economic impact of immigration has been particularly transformative,
sparking debates and informing policy decisions around the globe. In this article, we will explore the
core contributions of labor economics Borjas has offered, diving into key theories, empirical
methods, and real-world implications.

Borjas, a Cuban-born American economist and professor at the Harvard Kennedy School, is best
known for his rigorous analysis of immigration’s effects on native-born workers. His textbook Labor
Economics is a standard reference for graduate and undergraduate courses. But beyond the
textbook, his empirical studies have quantified how immigrant inflows affect wages, employment,
and the distribution of income. For anyone seeking a deep understanding of modern labor
economics, studying Borjas’ approach is essential.

WHO IS GEORGE BORJAS? A BRIEF BACKGROUND

To appreciate the significance of labor economics Borjas has advanced, it helps to know the man
behind the ideas. Born in Havana, Cuba, in 1950, Borjas immigrated to the United States as a child.
He earned his Ph.D. from Columbia University and later taught at the University of California, Santa
Barbara, and the University of Chicago before joining Harvard. His personal experience as an
immigrant gives him a unique perspective, but his analyses remain firmly grounded in data and
economic theory.

Borjas has authored hundreds of scholarly articles and multiple books. Among his most cited
contributions are studies on the assimilation of immigrants, the skills of immigrant cohorts, and the
fiscal impact of immigration. He is also known for developing the “Borjas model” of immigration’s
labor market effects, which applies a simple supply-and-demand framework augmented with factors
like capital adjustment and imperfect substitution between native and immigrant workers.

CORE CONCEPTS IN BORJAS’ APPROACH TO LABOR ECONOMICS

Borjas’ framework for labor economics integrates standard microeconomic principles with a keen

focus on empirical testing. Here are the foundational ideas that define his work.

Labor Supply and Demand

Like all labor economists, Borjas starts with the basic forces of supply and demand. Workers supply
labor in exchange for wages; firms demand labor to produce goods and services. Borjas emphasizes
that the labor market is not monolithic—it is segmented by skill, education, industry, and geography.
A key insight from labor economics Borjas is that immigration shifts the supply curve for certain
skill groups, affecting equilibrium wages and employment.

Human Capital Theory

Borjas builds on the human capital framework pioneered by Gary Becker and Jacob Mincer. He treats
education, training, and experience as investments that increase a worker’s productivity. In his
research, Borjas examines how immigrants’ human capital—measured by education and work
experience—determines their labor market outcomes and how these outcomes compare to those of
native workers.

The Immigrant Skill Distribution

A major theme in Borjas’ work is the changing skill composition of immigrant cohorts. He has
documented that immigrants arriving in the United States after 1965 tend to have lower educational
attainment relative to natives compared to earlier waves. This decline in “absolute” and “relative”
skills has significant implications for wage inequality and the fiscal burden of immigration. Borjas’
empirical methods involve analyzing decennial census data and Current Population Survey (CPS)
data to track these trends over decades.

THE BORJAS MODEL OF IMMIGRATION'’S IMPACT ON NATIVE WAGES

Perhaps the most famous element of labor economics Borjas is his model for estimating the effect
of immigration on native wages. In a perfectly competitive labor market, an increase in labor supply
(via immigration) should lower wages, assuming other factors are constant. But the real world is
more complex: capital may adjust, and workers are not perfectly substitutable.
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Imperfect Substitution Between Native
and Immigrant Workers

Borjas argues that native and immigrant workers are often imperfect substitutes, especially within
the same education and experience categories. For example, immigrants might have different
language skills, cultural backgrounds, and occupational preferences. Using a nested constant
elasticity of substitution (CES) production function, Borjas calculates the degree of substitutability
and finds that a 10% increase in the supply of immigrant workers reduces native wages by about
3-4% for workers with similar educational backgrounds. This finding has been highly influential,
though it remains controversial among other economists.

The “Spatial Correlation” Approach and Its
Limitations

Before Borjas, many studies relied on cross-city comparisons: they compared cities with high
immigrant concentrations to those with low concentrations and observed wage differences. Borjas
pointed out that this “spatial correlation” approach suffers from endogeneity—immigrants may
choose to move to cities with growing economies, masking any negative wage effects. He instead
advocates looking at national-level labor markets, focusing on skill groups rather than geographic
areas. This methodological shift is a hallmark of labor economics Borjas.

KEY EMPIRICAL FINDINGS BY BORJAS

Borjas’ empirical work is rich with actionable insights. Below are some of his most notable findings.

Assimilation and Economic Progress

Borjas has studied how quickly immigrants’ earnings converge to those of native workers. He finds
that the rate of assimilation depends on the skill level of the immigrant cohort. Earlier waves of
immigrants (pre-1960) achieved rapid income growth over time, but more recent waves—especially
those with less education—show slower convergence. Moreover, Borjas highlights that the second
generation (children of immigrants) often fares better, but the gap persists for some ethnic groups.

Wage Effects by Skill Level

Using data from the 1960 to 2000 censuses, Borjas estimates the impact of immigration on wages
for different education groups. He finds that high school dropouts experience the largest negative
wage effects (around 5-8% over two decades), while college graduates are relatively unaffected.

This pattern aligns with the fact that many recent immigrants have low levels of education, thus
competing most directly with native dropouts.

Fiscal Impact of Immigration

Beyond wages, Borjas has examined the net fiscal impact of immigration—the difference between
taxes paid by immigrants and the cost of public services they consume. He concludes that low-
skilled immigrants tend to impose a net fiscal burden on native taxpayers, while high-skilled
immigrants contribute positively. These calculations are sensitive to assumptions about the discount
rate, future earnings trajectories, and the generosity of welfare programs.

CRITICISMS AND DEBATES SURROUNDING BORJAS’ WORK

No discussion of labor economics Borjas is complete without acknowledging the vigorous debates
his research has sparked. Many economists, including David Card, Giovanni Peri, and others, have
challenged Borjas’ conclusions and methods.

Critigue of the CES Model Assumptions

Some argue that Borjas’ elasticity estimates are too high because his model assumes that native
and immigrant workers are close substitutes within the same education and experience cell. In
reality, immigrants often take jobs that natives are unwilling to do, even at the same skill level. Peri
suggests that immigration can actually increase native wages by allowing natives to specialize in
more communication-intensive tasks.

Endogeneity of Immigration Flows

Although Borjas criticizes spatial correlation studies for endogeneity, his own national-level approach
is not immune. Immigration policies, economic cycles, and push factors from sending countries may
affect the timing and composition of immigration. Borjas attempts to address this using instrumental
variables, but critics remain skeptical.

Long-Run Dynamics and Capital
Adjustment

Borjas acknowledges that in the long run, capital stock can adjust to the larger labor force,
potentially mitigating wage losses. However, his short-run estimates focus on the period before full
adjustment. The question of how quickly capital responds remains a point of contention.
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PRACTICAL APPLICATIONS FOR STUDENTS AND POLICYMAKERS

Understanding labor economics Borjas is essential for anyone involved in workforce development,
immigration policy, or labor market analysis. Here are a few practical takeaways:

» Policy Design: Borjas’ findings suggest that immigration policies should consider skill
composition. Points-based systems like those in Canada and Australia can target high-skilled
immigrants to minimize negative wage effects.

o Welfare Analysis: When evaluating the net benefits of immigration, economists must
account for distributional consequences—immigration may raise GDP but widen inequality.

e Educational Investment: To protect vulnerable native workers, policymakers could invest in
education and retraining programs for those most likely to compete with immigrants.

standard topics—Ilabor supply, labor demand, human capital, migration, discrimination, unions, and
unemployment—while incorporating his own research. The book is praised for its clear writing, real-
world examples, and end-of-chapter data exercises. In addition, Borjas maintains a blog and
reqularly publishes working papers. For anyone serious about labor economics, reading Borjas is
non-negotiable.

CONCLUSION

ACCESSING BORJAS’ TEXTBOOK AND RESEARCH

Borjas’ textbook, Labor Economics, now in its 8th edition, is widely used in courses. It covers all

George Borjas has left an indelible mark on the field of labor economics. His blend of theoretical
rigor and empirical depth has advanced our understanding of how immigration shapes labor
markets. While his conclusions are often contested, the debates he has sparked have made the
discipline richer and more policy-relevant. Whether you are a student, researcher, or policymaker,
engaging with labor economics Borjas offers invaluable insights into one of the most pressing
economic issues of our time—the intersection of labor markets and human mobility. By mastering
these principles, we can make more informed decisions that balance efficiency, equity, and the well-
being of all workers.



