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This paper analyses the effect immigration has on the wages of native workers. Unlike most previ-
ous work, we estimate wage effects alongdistributionof native wages. We derive a flexible empirical
strategy that does not rely on pre-allocating immigrants to particular skill groups. In our empirical anal-
ysis, we demonstrate that immigrants downgrade considerably upon arrival. As for the effects on native
wages, we find a pattern of effects whereby immigration depresses wages below the 20th percentile of
the wage distribution but leads to slight wage increases in the upper part of the wage distribution. This
pattern mirrors the evidence on the location of immigrants in the wage distribution. We suggest that pos-
sible explanations for the overall slightly positive effect on native wages, besides standard immigration
surplus arguments, could involve deviations of immigrant remuneration from contribution to production
either because of initial mismatch or immigrant downgrading.
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1. INTRODUCTION

This paper analyses the effect of immigration on the wages of native-born workers along the
distribution of native wages. Our analysis is for the U.K., which experienced an increase of its
foreign-born population equal to 3% of the native population over the period between 1997 and
2005.

Our paper adds to the current literature on immigration in various ways. First, we propose a
simple estimation method that allows assessing the effect immigration has on native workers at
each point in the native wage distribution, without pre-assigning immigrants to particular skill
groups. Secondly, we provide a clear theory-based interpretation to the estimated parameter and
show that it is proportional to the density of immigrants along the native wage distribution.
Finally, we address the overall positive wage effect that we find, and we propose, and assess,
alternative explanations for this.
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We commence with a general theoretical discussion. First, we note that the common notion
that immigration depresses tlaweragewages of native workers is based on a simple one-
industry model, where capital is fixéd.

We develop a model with not just two, but many, skill types and capital as factors of pro-
duction. We show that, whenever the immigrant skill composition differs from that of the native
labour force, and if capital is elastic in supply, the effect onaheragewages of native workers
should be zero or even slightly positive. This result is unsurprising as it is based on a simple
surplus argument but has, in our view, not received sufficient attention in the literature on the ef-
fects of immigration, where capital supply is usually assumed as being fixed, so that the surplus
goes mainly to capital owners.

Although the overall wage effect of immigration may therefore be close to zero, the effects
of immigration should be differently felt along the wage distribution, possibly depressing the
wages of workers who are in segments of the labour market where the density of immigrants is
higher than that of native workers. This calls for an empirical approach that investigates the im-
pact of immigration along the wage distribution. Earlier papers do distinguish between the wage
effects on skilled and unskilled workers (seay.Altonji and Card 1991;Card,2001;Friedberg
2001;Borjas,2003;Dustmann, Fabbri and Prest@®05;Jaeger2007) and/or analyse the effect
of immigration onrelative wages (seee.g. Card, 1997, 2005; Card and Lewis2007; Glitz,
2011;Manacorda, Manning and Wadswar#®12;Ottaviano and PerR012). These approaches
require pre-allocation of immigrants to skill groups, based on their observable charactéristics.
We demonstrate for the case of the U.K. that immigrants downgrade upon arrival and that
pre-allocation of immigrants according to theireasuredskills would place them at different
locations across the native wage distribution than where we actually find them. This may be prob-
lematic when estimation is based on differences between time periods, as only recent
arrivals will affect estimates.

We suggest a strategy that circumvents this problem. Based on our theoretical framework,
where we allow for many different skill types, we derive an estimable model where we allocate
immigrants to skill groups according to their observed position in the native wage distribution
rather than pre-allocating them to skill groups according to their observed characteristics. We
then estimate the wage effects of immigration across the distribution of native wages. With
this approach, n@x anterestriction is imposed on where immigrants compete with natives.

A key assumption of our method, which identifies skill types with their position in the wage
distribution, is rank insensitivity: immigration must not change ranks in the wage distribution.
We derive a simple test for this assumption. Based on our data, we find that rank insensitivity
holds in our case.

Our empirical investigation first demonstrates that immigrants to the U.K. over the period
we consider are on average far better educated than natives. But while perfect substitutability
of immigrants with natives within measured age—skill groups would imply that immigrants are
located at the upper and middle part of the wage distribution, ttsiervedocation after arrival
is at the lower end of this distribution. Our estimated wage effects along the wage distribution are
strikingly in line with the observed location of immigrants: while immigration depresses wages
below the 20th percentile, it contributes to wage growth above the 40th percentile.

1. See als®ttaviano and Pel2012) and_ewis (2011) for a critical assessment of this assumption.

2. Card(2009a,b) defines skill groups according to the quartile of the wage distribution where a worker would be
predicted to be located. This is similar in spirit to our approach.

3. SeeDustmann and Prestd012) for an illustration of how downgrading can lead to misleading estimates
of the elasticity of substitution between immigrants and natives in approaches suggestaddnorda, Manning and
Wadsworth(2012) andOttaviano and Pe(2012).
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We also find that thaverageeffects of immigration on wages are slightly positive. This is
in principle possible within a model where capital supply is elastic, due to complementarities of
workers at different parts of the wage distribution. Simulations of our model, based acttizé
distribution of immigrants across the wage distribution, suggest thatttiagenage effects we
find, although relatively modest, are too large to be explained by such a surplus argument alone.
In the last section of the paper, we discuss possible alternative mechanisms that may explain our
estimates, like deviations of immigrant remuneration from contribution to production because
of either initial mismatch or immigrant downgrading.

2. THEORETICAL AND EMPIRICAL FRAMEWORK

We commence by setting out a theoretical framework within which to interpret the empirical
results that follow. We elaborate a model of labour market equilibrium with workers fully em-
ployed, where we allow for only one output and make the assumption that production follows a
nested constant elasticity of substitution (CES) technology. We analyse the model under differ-
ent assumptions about the elasticity of capital supply and develop the empirical implications of
the model.

Several of the qualitative conclusions continue to hold in a more general model, which re-
stricts neither the number of industries that may produce different products, the number of labour
input types, nor the number of capital inputs into production, as shown in Appendix A.

2.1. Theory

2.1.1. The basic model. Following much of the literature on the effect of immigration
on wage$, we assume that the number of output types (output being degpisequal to one.
However, we allow for a multiplicity of labour types~=1,...,L. Let the output be traded on
world markets at a fixed price, which we normalize to equal 1.

We adopt a nested CES production function whereby if labour supplied byhtigpe isl;
and capital used ik, then

y=[BHS+ (1 pKSS,

1/o
H= [Zanf} , @)

whereH is a CES aggregate of purely labour inptits; determines productivity of thith
type of labour, and < 1 determines the elasticity of substitution between labour types, while
S determines relative productivity of labour and capital and 1 determines the elasticity of
substitution between capital and labour. Firms can employ either native It%bou'rmmigrant
labourl! of each type.

We assume that native and immigrant labour of the same type are both perfect substitutes and
equally productivel; = Ii0+Ii1.6 For the markets for each labour type to cléas n; for all i,

4. Seeeg.g.Altonji and Card(1991),Borjas(2003),Card and Lewi§2007),Manacorda, Manning and Wadsworth
(2012), andOttaviano and Pe(2012). We therefore exclude possible alternative adjustments to immigration in a world
with traded goods through changing output mix, as discusseeldpy,ewis (2004) andustmann and Glit£2011). We
also exclude adjustment through technology, lsesis (2011).

5. This formulation is similar t&€ard(2001).

6. Note that we do not identify labour types with education—-age cells; thus, we do not make the assumption
criticized by Ottaviano and Per(2012) andManacorda, Manning and Wadswox2012) that immigrants and natives
are perfect substitutes in a given education—age cell.
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wheren; is the supply of labour of thigh type. The labour supply is made up of nativésand
immigrantsnt, nj =n?+n, so thatn; = N(z + z;'m), whereN = 37, n? is the total native
labour supplyz® = nl/N is the fraction of native labour of ti¢h type, ' = nf/ > n is the
fraction of immigrant labour of theth type, andm = Zj njl/N is the ratio of the immigrant to
native labour force. First-order conditions for profit-maximizing input choice imply that the real
wage of the th type of labourw;, equals the marginal product of labour. Similarly, the price of
capital,p, equals the marginal product of capital. Deriving the first-order conditions and taking
logs result in an expression for equilibrium real input prices of all labour types:

0
Inwj = In—y
ol

=Inpai+ (6 —DIn@ +ztm)+ (1—0)In (%)

C-elrean ()]

where In(§) = 2In (X aj (x) + 7 'm)”) and

oy
Inp =In—
=15k

=In(1—p)+(s—1)In (g) + (%—1)In[,b’+(1—ﬂ) (%) } (2b)

2.1.2. The effects of immigration on wages. Let us now turn to deriving the effects that
immigration has on wages along the distribution of natives and on the mean wage. Suppose an
elasticity of supply of capital given by = ";'an’f. Then th_e equ@lib_rium change in natiye log
wages as a reaction to changes in the immigrant—native ratio is shown in Appendix B to be

given by
dinw; rl r}
—_— =@ - = — wj—= |, 3
am | = )(nio > s 3)
(- 0\o
wherew; = % is the contribution of thath type to the labour aggregaté?, v =
i

Wﬁ—ﬁms is the contribution of labour to the overall CES aggregste and ¢ =

1+ [%]U—fl is a parameter depending on capital mobilifyapital labour substitutabil-
ity s, and the labour shang. The pattern of the effects of immigration along the native wage
distribution therefore depends upon the relative density of immigrants and naiﬁ)oeg along
that distribution.

Consider firstly the casg= 1, which arises if capital is perfectly mobilé £ co), capital and
labour are perfectly substitutable£1), or the capital share is zergr (=1). Sinced; wi =1,
the rightmost expression in parentheses in equat®ris(the difference at that point in the
distribution between the relative density of immigrants and natives and a weighted average of
these relative densities across the entire skill distribution. The wage of any skill type is decreased
by immigration if, and only if, the intensity of immigration at that point in the distribution
of types exceeds an appropriately weighted average of immigration intensity across the whole
distribution. If the distribution of skill types in the immigrant inflow exactly matches that in the
native labour forcez? = =1 for all i, then the effect on wages is everywhere zero.
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If capital is used, imperfectly mobile and imperfectly substitutable with labour, ghenl
and even immigration that matches the native labour force in composition will result in wage
losses. However, the pattern of wage effects along the distribution will still be driven in just the
same way by the relative density of immigrants and na&\{bﬁriO.

The first-order effect of immigration on mean native wages; 70

Appendix B, is |

dm

also derived in

1
= (6 -DA-$)a°D w5 <0, @)
!
m=0 i
where®? is the mean native wage before immigration. The first-order effect is negative unless
¢ =1 or o = 1. Native labour on average is harmed by immigration, though obviously some
labour types may gain if the composition of immigrant and native labour differs.

However, if capital is perfectly mobile so that=1, then the first-order effect is zero. Capital
inflows follow the inflow of labour to keep the marginal product of capital constant, immigrant
labour is paid the value of its marginal product, and there is no change at the margin in pay-
ments to native labour. Turning for this case to second-order effects, we obtain (as shown in
Appendix B)

2
d2uw; _ nil 2 ﬂil
Zﬂiod—mzl L = (1—0)11)0 Za)i (n_lo) —(Zwi 7r_|0) >0

so that second-order effects on the mean native wage are positive if the immigrant inflow differs
at all from native labour in its mix of skill types. Note that the bracketed term is a weighted
variance: it is larger the larger the disparity between the immigrant and native skill distribution
and disappears only 'rfio = nil for all i. For small levels of immigration, we should therefore
expect to find mean native wages rising if capital is perfectly mobile. Indeed, there can be a
positive surplus for labour if capital is mobile and immigrant labour sufficiently different to
native labour, as we discuss in Secti®dd and in the Online Appendix where we assess the
magnitude of that surplus for our data. This is the conventional “immigration surplus” argument
establishing that immigration is beneficial to native factors—immigrating labour is paid less
than the value of what it adds to production and the surplus must be returned to native factors if
profits are zerd.

That does not, of course, mean that in this case wages increase throughout the native skill
distribution. Wages fall at any point in the distribution at Wh'vqﬁ/frio exceeds the weighted
average>_ o nil/nio. In particular, it will be those who compete with immigrants who will suffer
wage losses.

2.1.3. Rank insensitivity. In our empirical application, we identify skill types with the
position in the wage distribution. For this to make sense, it is important for immigration not to
change ranks in the wage distribution. A natural justification for this would be to think of indi-
vidual wages as ordered by a one-dimensional underlying skill level, Esrtiin and Lemieux

7. Appendix A establishes that these qualitative observations apply in a much more general model with many
outputs and many perfectly mobile capital inputs, assuming only constant returns to scale.
8. For example, any native subgroup of identical composition to immigrants must lose as shown in Appendix B

e (0 — )i {Zwi (:;)Z—aﬁ(zwi Z;)T <o

d> wj 7til
dm
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(1998). In the CES setting, it would be natural to associate this skill level with the productiv-
ity parametei; . However, equation2@) does not guarantee that the orderingxpyoincides

with the ordering by wages before immigration unlesgira;) > (1—0) |n(7ri0/7r-o) whenever

ai > aj. This condition could hold naturally given the distribution across skiI' types. But even
if it did not, becauseg.g.low-skilled types were in such short supply relative to high-skill types
that low-skilled jobs commanded a premium, it would come to hold if high-skill types were to
respond by moving costlessly down to lower skill jobs in search of higher wages.

However, we do not need to assume wages ranked by an underlying skill index in this way
to ensure that positions in the wage distribution should be unaffected by immigration. What is
needed for rank insensitivity is that immigration does not disturb too dramatically the distribu-
tion of labour across skill types, and this is, in fact, testable.

To be precise, Iezbio denote the wage before immigration, which is to say the wage-a0.

Then, from equation2a), noting that Inl+ x) ~ x for smallx,

l+(7til/n:i0)m
l+(7r]-1/7rjo)m

In(wi /wj) = In(wio/w?) —(1-o0)In (
P
~In(w)/wf) — (1—0)m(—'0 — —JO) .
T LS
Immigration preserves the ranks of individuals if and only if

nil 7le N 1+(7ri1/7rio)m 1 N
m(ﬁ_ﬁ)wm(u(n}/n?)m Z 1 i/ ®)

[ J

wheneverw; > wj. Clearly, if nil/nio is increasing along the post-immigration wage ranking,
this will have put more downward pressure on wages higher up the post-immigration wage dis-
tribution, so that the pre-immigration ranking cannot have been different. This is not necessary,
however—even without increasingl/nio, rank insensitivity may hold, as long a*;,l/nio does

not decrease too fast. Conditioh) (describes exactly the necessary and sufficient condition,
which extends this intuition, and which can be checked, given a value féor plausible values

for ¢ and for values ofn such as seen in our data, the condition could fail only given extraor-
dinarily strong concentrations of immigrants within narrow ranges of the wage distribution. For
our application, we show below (Sectidril) that rank insensitivity holds.

2.2. Empirical specification

We now turn to empirical implementation motivated by the CES model as outlined above. Take
the factor return equations (2a)—(2b), combine with a capital supply equation, aiddethe
equilibrium return to capital ah = 0.

Taking a first-order Taylor expansioln of equati@a) aroundn = 0 using the earlier expres-

dinw; l i - - -
| o=1(c—1) (7[—:0 —P> o 7[—:0) we obtain an approximate expression for the wage

of theith type:

sion

Inwi ~InBai +(c —1)Inz°+ l%fln(zoc,- (n?)0)+e(po) + (o —1)gm, (6)
J

_ 1— 1— L L5
whereG(p) = In (25) + =t In [%(ILL,;)S/( o Tﬁ] andg = (:_.0 — > ”—jo)
Our data come from different regions at different points in time and our empirical approach

is based on using variation in immigrant inflows across different regions in the U.K. For each
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region and each period, we have a sample covering native and immigrant workers, large enough
to allow us to estimate immigrant numbers and large enough for natives to allow us to esti-
mate the distribution of native wages. We choose to identify different skill typéth different
locations in the observed distribution of native wadés.other words, ifWprt denotes thepth
percentile of the native wage distribution in regioat timet, then, in terms of the earlier theory,
we identify this withw; wherei is the smallest value such tthSi n'JQ > 100p.

Accordingly, we adopt a model

INWprt = apr + bpt + CpXrt + (6 — 1)preMet +€prts (7

where at each point in the distributignwe include region and time effects,, 4 bpt. The for-

mer capture the role of technological parameters given the initial skill distribution and
capital price in the region, whereas the latter capture the influence of changes in national
capital prices on the chosen capital-labour r&ticControls for changing age and skill
composition of the native labour force are includedXp. Finally, epr¢ is a random error
term.

The key term of interest is that capturing the impact of immigratior- 1)¢premye. If we
assume constancy across regions and tirge & ¢p), then regression of log wages along the
native wage distribution on immigration intensity: picks up a constant parametggrt =
(o6 —1)¢p = yp at each point in the distribution. This parameter is the percentage change in
wages at that particular part of the wage distribution if the immigrant—native ratio changes by
one percentage point. This parameter has a clear interpretation: it should inversely vary with the
density of immigrants along the native wage distribution. We will estimate this parameter for
five-percentile steps of the native wage distribution. Our estimates should be inversely related to
estimates of the density of immigrants along the native wage distribution (see eq@jien (
which we can obtain from independent information in our data. We show below that these two
pieces of information have exactly the expected correspondence. dpthe/ere not constant
across time or regions, the estimated paran’EeHewouId be an average across region and time
providedprt were not correlated withny; .

To check the constancy of thg,t, we could estimate these from our data. This would also
in principle allow us to estimate the underlying structural parameteasd ¢. However, al-
though our data give us accurate measures of the region-specific immigrant—native,ratio
we do not have enough sampled immigrants in each region at each point in time to measure
Cprt Or its components accurately for each percenpilef interest. Nevertheless, to check the
constancy of the relative density of immigrants along the native wage distribution across time
and regions, we can pool across regions and time periods to provide some information on where
immigrants are located in the native wage distribution. If the assumptiory ghais constant
acrossr andt is accurate, then the pattern of how varies across the distribution should

9. Since the number of natives falling within any percentile range of the native wage distribution is intrinsically
unvarying, this means that the native skill proportiarﬁ’sdo not vary. Insofar as there is an assumption involved here, it
relates to the correspondence between skill types and positions in the native wage distribution. If this is not constant, then
it would show up not as non-constancy of the native skill proportions but rather as non-constancy in the correspondence
between skill parametets + (which now need to carry time subscripts) and positions in the native wage distribution.
Without a definition of skill types in terms of observable characteristics divorced from position in the wage distribution,
which we are unable to pursue because of a lack of suitable measures in the data and the problems with downgrading of
immigrant skills noted in the paper, it is not possible to explore this further.

10. It seems reasonable to assume that capital is perfectly mobile between regions (but not necessarily inter-
nationally). In that case, the capital price would be the same in all regions and any influence of immigration on the
national capital price would be absorbed fully in the time effects. In such a case, it would make sense to identify
apr = (6 = HIN@Y) + =2 In (X (x)7) andbpt = In ai +G(po)-

GTOZ ‘T aunr uo AreliqiT pleAleH e /610°Seudnolploxo pnisal//:dny woly papeojumoq


http://restud.oxfordjournals.org/

152 REVIEW OF ECONOMIC STUDIES

mirror the way that estimates g, sayfp, vary across the distribution—which is what we
find. This provides a simple visual check on the correspondence of the theoretical framework
we are adopting to interpret results with the actual pattern of wage changes in response to
immigration.

We can go further by pooling across regions or time periods to give us some idea ghfow
varies across andt. We show in the descriptive part of the paper thatihe are very similar
across regions and over time.

A further, more visual way to obtain an estimate (of — 1) is to plot estimates ofp
againstg:p, assuming perfectly elastic supply of capital £ 1). We show in Sectiorb that
this gives similar estimates ¢& — 1) along the percentiles of the distribution and of a plausible
magnitude-!

3. BACKGROUND, DATA, AND DESCRIPTIVES
3.1. The data

The main data set we use for our analysis is the U.K. Labour Force Survey (LFS) over the
period from 1997 till 2005. The LFS, established in 1973, is a sample survey of households
living at private addresses. We restrict our analysis to Great Britain. Since 1992, the LFS has
been a rotating quarterly panel. Each sampled address is interviewed five consecutive times at
three monthly intervals. The sample size is about 55,000 responding households in Great Britain
every quarter, representing abol®®% of the population.

The LFS collects information on respondents’ personal circumstances and their labour mar-
ket status during a reference period of 1-4 weeks immediately prior to the interview. From the
1997 spring quarter onwards, questions on both gross weekly wages and hours worked were
asked during the first and the fifth interview.

Spatial information is available at regional level, where region is determined according to
usual residence. The LFS originally identifies 20 regith#ve unify Inner and Outer London
into Greater London, and Strathclyde and the Rest of Scotland into Scotland, to create territori-
ally homogeneous regions. We have therefore 17 regions, and the usual average sample size for
the period we consider is about 19,060.

We combine information from the LFS with information from various years of the U.K. Pop-
ulation Census. The Census is a decennial survey of all people and households. The most recent
Census was in 2001. Although providing information on age, education, and employment status,
the U.K. Census has no information on wages. Moreover, comparability across Census years is
not always possible as variable classifications change quite often. This is for instance the case
for occupation and education between the 1991 and 2001 Census. In our analysis below, we use
information from the 1991 and 1981 Census to construct variables for immigrants’ geographical
distribution.

11. Provided that we obtain precise enough estimates,pfve could also regress log wages on the product
g‘pmrt, either percentile-by-percentile to provide point-by-point estimates efX) (which should be roughly constant)
or pooling across percentiles to estimate a common {). The problem in this is that the estimation errorggnwould
not be constant across the distribution but rather systematically related to the position in the wage distribution in a way
difficult to correct for.

12. Tyne and Wear, Rest of Northern Region, South Yorkshire, West Yorkshire, Rest of Yorkshire and Humberside,
East Midlands, East Anglia, Inner London, Outer London, Rest of South East, South West, West Midlands (Metropolitan
counties), Rest of West Midlands, Greater Manchester, Merseyside, Rest of North West, Wales, Strathclyde, Rest of
Scotland, Northern Ireland.

13. The average population size in a region is 2,163,121.
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TABLE 1
Average age, gender ratio, and education in 1997 aad5

Foreignborn

Natives Earlier Recent

1997 2005 1997 2005 1997 2005

Age 3964 4101 4067 4049 2909 2954

% Female 5130 5193 5427 5423 5676 5086
Education

% High 1164 1602 2549 3381 4925 4540

% Intermediate 238 2641 3331 3422 3962 4073

% Low 6498 5757 41.20 3197 1113 1387

Notes:Entries are the average age, the percentage of female, and the share of working-age (16—65) natives and immi-
grants of both sexes in each education group in 1997 and 2005. High education: left full-time education at age 21 or
later. Intermediate education: left full-time education between age 17 and 20 (included). Low education: left full-time
education not after age 16 or never had full-time educaBomirce:.LFS 1997, 2005.

3.2. Migration to the U.K. and descriptive evidence

In 1971, the percentage of foreign-born individuals in the total population in Great Britain was
5.9%, or 3 million individuals. Over the next decades, this number increase®% @981),

6-8% (1991), and &% (2001). The share of foreign-born individuals in the total working age
population in 2005 was 13%, smaller than the corresponding share in the U.S., which was
14.9% in the same yedf: While between 1989 and 1997, the foreign-born working-age (16—
65) population on the total working-age population increased by ofllyp8ércentage points, it
increased by almost 3 percentage points between 1997 and 2005. This is the period we consider
for our analysis, and we concentrate on the working-age population only.

Tablel reports some characteristics of the native-born and foreign-born population in Britain,
where among the foreign-born we distinguish between earlier and more recent immigrants. We
define as “earlier immigrants” all foreign-born individuals who have been in the U.K. 2 years or
more at the time of interview; we define as “recent immigrants” all immigrants who arrived in
the U.K. over the last 2 years. This distinction is important as our empirical analysis is based on
variation in the stock of immigrants between two subsequent years; this variation is driven by
recent arrivals.

In Table1, we report average age and educational attainments for 1997 and 2005, the first
and the last year of our observation period. Natives and earlier immigrants are very similar in
their average age (around 40), while new immigrants are about 10 years younger. The percentage
of females on the other hand is roughly similar, with a slight drop for more recent immigrants
between 1997 and 2005.

The lower panel of the table reports educational attainment of the different groups. We base
our measures on information about the age at which the individual left full-time educatoa,
we classify individuals in three groups: low (left full-time education before the age of 17), in-

14. Sources: U.K. LFS for the U.K. and U.S. Census Bureau, Current Population Survey, Annual Social and
Economic Supplement, 2005

15. The LFS has two alternative measures for educational achievements, age at which individuals left full-time
education and “highest qualification achieved”. The problem with the latter measure is that it is defined on the British
education system and classifies all foreign classifications as “other qualification” (see the discussion in the appendix of
Manacorda, Manning and Wadswqr2912).
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TABLE 2
Occupational distribution in 2004 an2005

Foreign born Average

Natives Earlier Recent wage
Higher managerial and professional 14.95 2170 1633 1892
Lower managerial and professional 3149 3140 2026 1299
Intermediate occupations 1399 1118 876 8.60
Lower supervisory and technical 1236 931 6-63 851
Semi-routine occupations 1602 1581 22.33 662
Routine occupations 11.19 1061 2569 674

Notes:Entries are the share of working-age (16—65) natives and immigrants of both sexes in each occupation group in
years 2004—-2005 pooled. Average wage is the (weighted) average wage in the occupation in 2004—-2005, expressed in
2005 termsSourceLFS 2004, 2005.

termediate (left full-time education between 17 and 20 years), and high (left full-time education
after age 20). For natives and earlier immigrants, the table shows an improvement in educational
attainment between 1997 and 2005. However, earlier immigrants are better educated than na-
tives in both years, with a higher percentage in the highest category and lower percentages in
the lowest category. Nearly one in two of new arrivals is in the highest educational category and
slightly more than 1 in 10 in the lowest category. The educational attainment of new arrivals has
roughly remained constant over the period considered.

3.3. Downgrading and the density of immigrants along the native wage distribution

Recent immigrants may not be able to make use of their educational background to its full po-
tential as they may lack complementary skills like language or they may have to start searching
for their best job match (seckstein and Weis2004). In Table2, we display the occupa-
tional distribution of immigrants in 2004 and 2005, where we distinguish between six occu-
pational categories using the National Statistics Socio-economic Classification (NS-SEC). We
exclude employers and the self-employed because we do not have information on their wages.
The last column shows the average wage by occupation in the years considered, expressed in
2005 prices®

The occupational distribution of those who have been in the country for at least 2 years is
similar to the native-born, except for the higher immigrant concentration in the highest paid cate-
gory and the slightly higher concentration of natives in the two intermediate categories. However,
recent immigrants,e. those who arrived within 2 years of the interview, although being better
educated than the overall immigrant population (see Tapléend to be in lower occupation
categories, with the partial exception of higher managerial and professional occupations: 48%
are in the lowest two occupational groups, compared with 27% of natives and 26% of earlier im-
migrants. This suggests that new arrivals, unable to put their human capital into immediate use,
start lower down the occupational distribution and compete with native workers much further
down the distribution. This finding mirrors results for Israel on the considerable downgrading of
new immigrants—see the work IBckstein and Weis@004).

In Table 3, we break down the occupational distribution by educational attainment, using
the same grouping. The figures show that within each education group, recent immigrants are
distributed more towards the lower end of the occupational distribution. For instance, while

16. We discount wages using the 2005-based Consumer Prices Index.
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TABLE 3
Occupation by level of education in 2004 a2@05

High education Intermediate education Leducation

Foreign born Foreign born Foreignborn
Natives Earlier Recent Natives Earlier Recent Natives Earkacent

Higher managerial and professional -86 3966 2896 1542 1285 448 7.06 584 363
Lower managerial and professional 29- 3642 2915 378 3387 1359 2274 1999 634

Intermediate occupations 8.22 868 951 185 1471 981 1366 1010 181
Lower supervisory and technical -68 428 516 908 971 834 1752 1676 846
Semi-routine occupations 378 744 1498 133 1838 2934 2159 2547 2961
Routine occupations 1.16 353 1224 59 1049 3444 1743 2184 5015

Notes:Entries are the share of working-age (16—65) natives and immigrants of both sexes in each occupation group by
level of education in 2004—2005 poolegburce:LFS 2004, 2005.

among highly skilled natives, only 5% work in the lowest two occupational categories, this is the
case for 11% of earlier immigrants, but 27% of recent immigrants. The respective numbers for
the intermediate education category are 19%, 29%, and 64%. Again, this suggests considerable
downgrading of recent immigrants within educational categories.

In our empirical analysis, we will associate the changes in wages across different spatial
units with the changes in the stock of immigrants. Our theoretical model above suggests that the
immigrant population will exert pressure on the wages of natives at those parts of the distribution
where the relative density of immigrants is higher than that of the weighted relative density of
natives.

Where we actually find immigrants in the native wage distribution can be straightforwardly
estimated from the data: in each year, and for each immigrant, we can calculate the proportion
of natives with a lower wage.

In Figurel, the dotted line shows the density of recent immigrants along the wage distribu-
tion of nativest’ Contrary to what we should expect based on information on their educational
background, the density of recent immigrants is higher than that of natives everywhere below
the 25th percentile of the wage distribution. On the other hand, it is lower between the 25th per-
centile and the 90th percentile and higher again afterwards. Based on these figures, we should
expect therefore that immigrants put pressure on wages below the 25th percentile of the native
wage distribution.

Where would we find immigrants along the native wage distribution if we had allocated them
according to their observed age and education distribution? We illustrate that with the dashed
line in Figurel. The dashed line is obtained by estimating a flexible log wage regression for
nativest® We estimate that equation separately for males and females. We predict wages for
all recent immigrants, where we add an error term to the prediction, which is drawn from a
normal distribution, with heteroscedastic variance according to age, education, and gender. We

17. These are kernel density estimates. Given that the variable in question is bounded, by construction, between
0 and 1, conventional kernel estimation with fixed window width would give misleading estimates at the extremes. The
kernel estimates are therefore calculated on the log of the odds of the position in the non-immigrant distribution and
appropriately transformed.

18. Our regressors include five age categories (16/25, 26/35, 36/45, 46/55, 56/65), four educational categories,
based on age at which individuals left full-time education (before 16, 16/18, 19/20, after 20), interaction between the
two, a dummy for London residents, and quarter dummies. We fit separate models for men and women and for different
years.
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Predicted and actual position of recent immigrants in wage distribution
o

1.5

Percentile of non—-immigrant wage distribution

ffffff Actual Predicted
Non-immigrant

Source: LFS, various years

FIGURE 1
The figure shows kernel estimates of the density (dotted line) and the predicted density (dashed line) of immigrants who
arrived within the last 2 years in the non-immigrant wage distribution. The horizontal line shows as a reference the non-
immigrant wage distribution. The kernel estimates are above the horizontal line at wages where immigrants are more
concentrated than natives and below the horizontal line at wages where immigrants are less concentrated than natives

then draw the density of immigrants across the native wage distribution. The difference between
the predicted and the actual distribution is striking. In particular, immigrants are predicted to be
less concentrated below the 60th percentile and more concentrated above. Based on the predicted
distribution, we would expect immigrants to exert a pressure on wages mainly above the median.
These figures and the comparison between Tdldasl2 suggest that immigrants are “down-
grading” in the sense that they work in different occupations than natives even if they are in the
same age—education grotipTo explore this point further, we have estimated a simple log wage
equation for (recent) immigrants and natives, controlling in a flexible way for age, education, and
year effects. This regression indicates a log wage gap between immigrants and natit&9of 0
We have then augmented this regression equation with occupation (16) and industry (17) dum-
mies and their interaction. Conditioning on these variables reduces the log wage gap between
immigrants and natives by more than 70%, frorh@® to 0052, suggesting that the major part
of wage differences is indeed explained by occupation/industry allocation and not by differential
treatment within occupation/industry. We have also computed a Duncan index of dissimilarity
for the distribution of recent immigrants and natives across occupations (classified according to
the NS-SEC operational categories) for each of the 21 age—education cells and—alternatively—
for 21 cells based on positions in the wage distribution. The effective Duncan index for occupa-
tional dissimilarity, averaged across age—education cells,8&-3duggesting that about 35% of
immigrants would need to change their occupation to achieve the same occupational distribution
as natives. The same index is 4&cross 21 wage cells. This motivates our approach of distin-
guishing “effective” skill groups by percentiles of the wage distribution, distinguishing groups
of immigrants and natives who compete with each other according to where they are situated in
the wage distribution.

19. See alsderi and Sparbgf2009), who provide evidence that native- and foreign-born workers specialize in
occupations with different skill content.
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4. ESTIMATION
4.1. Implementation and identification

In our empirical analysis, we estimate the effects of immigration along the distribution of wages.
Our starting point is the empirical model that derives directly from our theoretical framework,
as in equation (7). The parameter we estimate in that model is a combination of the elasticity
of substitution between skill groups and the relative density of immigrants at the particular part
of the native wage distribution. As we explain above, the relative size of the parameter should
directly correspond to the density of immigrants, as illustrated in Figjure

The way we implement that model is to regress differences over time in percentiles of log
wages across different regions in the U.K. on changes in the fraction of immigrants to natives
Amyt, time dummiegs;, and changes in the average age of immigrant and native workers in the
region as well as the ratio of high- (or intermediate-) to low-educated native workrs; :

AINWprt = Bt + AXprt +7pAMit + Agprt. 8

As we point out above, our approach does not depend in any way on pre-assignment of immi-
grants to particular skill cells. For estimation, we use variation across spatial it across

time. This approach may potentially lead to an overly optimistic picture of the effect of immigra-
tion on native outcomes if natives leave labour markets that experienced in-migration. However,
if this occurs, it is likely to be less relevant in our case as the large regional definitions we use in
our analysis make it more likely that any movements will be internalizedBsgas, Freeman

and Katz,1997, for a similar argumentf. In addition, we condition on native skill group pro-
portions, which should take account of changes in the native skill group ovefti@ecourse,

there are concerns about whether such proportions ought themselves to be regarded as endoge-
nous in such a setting and there are less obvious instruments to deal with the issue. Inclusion of
these variables has no impact on our estimates.

A further problem is the endogenous allocation of immigrants into particular regional labour
markets. One solution is to use instrumental variables estimation. We follow the literature and
use settlement patterns of previous immigrants as instruments. This instrument has been used in
various studies in this literature, followirgtonji and Card(1991), and is motivated by a number
of studies (see, for instancBartel, 1989; Munshi, 2003) showing that settlement patterns of
previous immigrants are a main determinant of immigrants’ location chéfc€sncentration
of new immigrants near where previous immigrants are already located is a readily intelligible
response to immigrant social and economic networks. When estimating equétiare(use
years 1997-2005, and we compute the ratio of immigrants to natives for each year in each of
the 17 regions. Estimation in differences eliminates region-specific permanent effects that are
correlated with immigrant settlement patterns and economic conditions alike. We instrument
the changein this ratio using two alternative but closely related instruments: the 1991 ratio of
immigrants to natives for each of these regions, from the Census of Population, interacted with
year dummies, and four period lags of the ratio of immigrants to natives in each region from the
LFS. Both instrumental variables are strongly correlated to the ratio of immigrants to natives.

20. We nevertheless check this by using an extension of the methodol@gydi{2001), adapted to our quantile
approach, and find no evidence for native responses to immigration (details are available on request).

21. Note that we implicitly condition on the ternagpr andbpt through differencing and the inclusion of time
dummies, which—as we explain in footnote 10—absorbs region-specific densities of natives at any pgroénkie
distribution.

22. See among othe@ard (2001), Card and Lewig2007), Cortes(2008), Cortes and Tessad2011), Lewis
(2011), andSaiz(2007) for a similar strategy.
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The first-stage regression of the change in the immigrant—native ratio on the interacted 1991
ratio and all the exogenous control variables give§ astatistic for the significance of excluded
instruments of 115323 while the partialR? is 046. The regression of the endogenous variable

on the fourth lag of the immigrant—native ratio and on the other control variables and time
dummies gives arfr-statistic 16371, and the partiaR? of excluded instruments is 83. The
instruments are valid under the assumption that economic shocks are not too persistent. We
report in TableAl in Appendix C the results of Arellano—Bond tests for first- and second-order
serial correlation in the residuals of regressions for all the dependent variables we consider.
Absence of second-order serial correlation cannot be rejected for most variables.

In addition, we perform several robustness checks, using instruments that are based on settle-
ment patterns further aback. We use further lags of the ratio of immigrants to natives (going back
to the 14th lag) and the 1981 immigrant—native ratio. We also construct a series of instruments
based on the predicted inflow of immigrants in each region, along the linéarol{(2001). We
take account of the area of origin of immigrants and design a variable which predicts the total
immigrant inflow in each region in every year, net of contemporary demand shocks. In order to
do so, we divide immigrants into 15 areas of orffimnd calculate the number of immigrants
from each area who entered the U.K. every year. We then allocate every group of immigrants
across regions according to the location of previous immigrants from the sanm® &esults
obtained with these alternative instrumental variables are very similar to those obtained with the
instruments described above, which we report in the tables (see Aalite estimation results
for average wages. Results along the distribution are available on request).

4.2. Measurement

As we explain in Sectio3.2, the LFS is a nationally representative survey, and since the im-
migrant population accounted for less than 10% of the total population for most of the years
we consider (and much less so in some regions), the number of observations for immigrants
may be quite small. Therefore, measures of regional immigrant concentration may suffer from
measurement error due to small sample size. As we estimate our equations in first differences,
this may amplify the impact of measurement error, resulting in a possibly severe downward
bias. Instrumental variable estimation accounts for the measurement error problem as long as
the measurement error in the instrumental variable is uncorrelated with the measurement error
in the variable of interest

We use four different measures for average wages to test the robustness of our results. First
we use the simple average regional wage. Second, we compute a robust regional average by

23. Standard errors are clustered by region.

24. Irish Republic, Old Commonwealth, Eastern Africa (New Commonwealth, NC), Other Africa (NC), Caribbean
(NC), Bangladesh, India, Pakistan, South East Asia (NC), Cyprus, Other NC, European Community (1992 members),
Other Europe, China, Rest of the World.

25. If we defineMct as the number of new immigrants from axeim yeart and /¢ = M¢j/Mc as the fraction of
immigrants from area in regioni in a base period, theiyj Mct is the predicted number of new immigrants from area
cinregioni in yeart. As base periods, we experiment with different years: 1981, 1985, and 1991, using data from the
LFS. We then sum over all origin groups to obtain a predicted total immigrant inflow into regibich is “cleansed”
of local demand shocksy . Acj Mct. Finally, we divide this predicted inflow by the number of natives in the region at
timet — 2, to normalize by region size.

26. Aydemir and Borjag2011) argue that, if the instrument of choice is some lagged measure of the immigrant
share and measurement error is correlated over time, the instruments may not be valid. In our case, this is not a concern
because we use a minimum of four lags as instrument, therefore avoiding any correlation in the measurement error of the
endogenous variable and the instrument even in first differences. Alternatively, we use as an instrument the immigrant
concentration from the Census, whose measurement error is independent from that in the LFS.
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trimming in every region and year the wage distribution of natives at the region- and year-
specific 1st and 99th percentile. This measure reduces the impact of outliers on our averages
by considering only central observations in the wage distribution. Third, we calculate a wage
index constructed as the weighted sum of the average wages in each education group, defined
as above in terms of years of education (see discussion in S&8pnThe educational com-
position of the native population is kept constant by choosing as weights the share of each
education group in the native population in a base year (which we choose to be?1#38).
holding constant the skill composition of the assessed population, this measure is isolated from
compositional issues associated with changing native skills. The theoretical results of earlier
sections show that wage changes could raise average wages in the native population (if capital
is perfectly elastic) holding skill composition fixed and this measure comes closest to captur-
ing that. Finally, we use a robust version of this index based on wages in the trimmed sample.
The robust index is constructed using robust average wages for each education group, where
the average wages by education group are computed on the same trimmed sample as explained
above.

The LFS contains sample weights. These are appropriate to the whole population of immi-
grants and natives rather than simply to natives or immigrants only. We prefer therefore not to
use them for the calculation of separate statistics for immigrants and natives.

In TableA3 in Appendix C, we report means and standard deviations of all the variables we
use, and in Tabl&4, we show the year-specific means and standard deviations of the change in
the immigrant—native ratio.

5. RESULTS
5.1. Rank invariance

An important assumption of our approach is that immigration does not change ranks in the
wage distribution. Before we present our main results, we test for rank insensitivity. In equation
(5), we report the necessary and sufficient condition for immigration not to affect the rank-
ing of native by wages. Rearranging that expression gives us a condition for no re-ranking to
occur:
1 1
T
(=)
Z f—
In(wi /wj) (1—0o)m

whenevemw; > wj.

In Figure A1 in Appendix C, we plot the left-hand ratio for adjacent percentiles of the
native wage distribution. It is apparent from the figure that this ratio never exce2dBor
an immigration inflow of about 3% of the native population, which we see over the period
of our data, this condition cannot fail for values of the elasticity of substitutioffl — o))
greater than or equal to @, or equivalently, fowr greater than or equal to aboutl6. Be-
low w;asestimate the elasticity of substitution to be arour@] @hich is well above this critical
value:

27. The wage index is constructed for each region as follows. Firsaeelatewet, the average wage for educa-
tion groupe=1,2,3 in timet = 1997, ...,2005. Then we calculate the time-invariant weighd¢sggg = Negg/Ngg, the
proportion of natives in education groepn 1998. Finally, we define the inddx = 2921’23 Te19980et-

28. This condition can also be checked region by region, although the small regional sample size makes the
regional estimates of the relative immigrant densities very imprecise. Grouping our regions into 3 or 11 macro-regions
show that no re-ranking occurs in any region for values of the elasticity of substitution greater than or equal to, respec-
tively, 0-16 and 022 (corresponding to @ of about—3.-5 and—4-3).
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5.2. Effects along the wage distribution

We now turn to our analysis of immigration on the wages of native workers. We commence by
estimating the effect of immigration along the distribution of wages. In Téphee report results
for the 5th, 10th, 25th, 50th, 75th, 90th, and 95th percentile of the wage distribution. Columns

1 and 2 present OLS results and Columns 3—6 present IV results, using alternative instruments.

Reported results are based on difference estimations. Columns 2, 4, and 6 control, in addition to
time effects, for average natives’ and immigrants’ age and the logarithm of the ratio of natives
in each education group to natives with no qualifications. Estimation is based on yearly data for
the years 1997-2005 and for 17 regions.

The regression results show a sizeable negative impact of immigration on the lower wage
guantiles. According to IV estimates in Column 6, where we use the fourth lag of the ratio of im-
migrants to natives as instrument and include all controls, an inflow of immigrants of the size of
1% of the native population would lead to &® decrease at the 5th wage percentile ané%0
decrease at the 10th wage percentile. On the other hand, it would leada®ar@rease at the
median wage and ad’ increase at the 90th percentile. Estimates using as instruments the 1991
immigrant concentration (from the 1991 Census) interacted with year dummies (see Columns
3 and 4) give a similar picture, but with somewhat smaller coefficients and with less precise
estimates at the lowest percentiles. Both IV estimates indicate a positive impact of immigration

TABLE 4
Effect of immigration on wage distribution—impact on different wageggiles
\% v
oLS [1991 immigration share] [four-periddg]
First differences First differences Firstfdifences
Dependent variable Q) 2) ) (4) (5) (6)
5th Percentile —0-165 -0-221 -0-353 —0-340 —0-750 —0-665
(0-383) (0-383) (0-181) 0-186) 0-286) (0-282)
10th Percentile —0-079 -0-094 -0-217 —0-219 —0536 —0-516
(0-231) (©-237) (0-109) ©0-115) ©0-173) (©0-175)
25th Percentile 0175 0124 0237 0305 0119 0212
(0-210) (©-207) (0-099) ©0-101) ©0-156) (0:152)
50th Percentile 0264 0234 0409 0444 0615 0660
(0-192) (©-190) (0-091) 0-093) ©0-144) (0141
75th Percentile 0407 0375 0441 0500 0561 0617
(0-210) (©-207) (0-099) ©0-101) ©0-156) (©0:152)
90th Percentile 0-341 0314 0299 0340 0379 0414
(0-262) (©0-257) (0124 ©0-125) ©0-194) (0-188)
95th Percentile 0251 0230 0301 0286 0387 0381
(0-325) (0-327) (0-153) ©0-159) 0241) (0239
F-stat for significance of excluded instruments 17206 11553 15603 16371
Partial R? for first-stage regression 0454 0463 0322 0333
Year dummies Yes Yes Yes Yes Yes Yes
Other controls No Yes No Yes No Yes
Observations 136 136 136 136 136 136

Notes:Entries are the estimated regression coefficients of the ratio of immigrants to natives in regressions of different
natives’ wage percentiles on the ratio of immigrants to natives for years 1997-2005. “Other controls” include average
natives’ and immigrants’ age, and the logarithm of the ratio of natives in each education group to natives with no
qualifications. Standard errors are reported in parentheses.
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around the median wage but a negative effect at the bottom of the wage distribution. According
to these estimates, immigration seems to put downward pressure on the lower part of the wage
distribution but increases wages at the upper part of the distribution.

We note that the OLS estimates are smaller in absolute magnitude than the IV estimates. This
is not what we should expect if immigrants were allocated to regions which experienced positive
economic shocks. However, as we point out above, instrumentation removes also measurement
error, which leads to a bias towards zero in the estimated param&@ts.results suggest that
the measurement error bias is larger in magnitude than the selectioi? bias.

In terms of magnitude, our estimates in Column 6 of Tab$eiggest that each 1% increase
in the immigrant—native working-age population ratio led over the period studied-&%& dke-
crease in wages at the 1st decile; @80 increase in wages at the median, anéd&@increase in
wages at the 9th decile. The average increase in the immigrant—native working-age population
ratio over the period considered was abot596 per year, whereas the real hourly wage in-
creased over the period by 18pZ8%) per year at the 1st decile, by 25p23%) per year at the
median, and by 53p (B8%) per year at the 9th decile (in 2005 terms). Therefore, immigration
held wages back by-0p per hour at the 10th percentile, contributed abekp per hour to wage
growth at the median and slightly more than 2p per hour at the 90th percentile.

To obtain a more detailed picture, we have estimated the model at a finer grid of wage per-
centiles. In Figure?, we plot the estimated coefficients of regressions from the 5th to the 95th
percentile, in intervals of five percentage points for the 1V regressions, using the specification in
Column 6 of the table. The dotted lines are the 95% confidence interval. The graph shows the
negative impact on low-wage percentiles and the positive impact on percentiles further up the
wage distributior??

The graph of wage effects illustrated in the figure is strikingly similar to the distribution of
immigrants along the native wage distribution, as shown in Figuréhe wage effects curve
is like a mirror image of the observed distribution of recent immigrants over the native wage
distribution. The consonance of these two independent pieces of evidence offers strong support
for the pattern of effects as suggested by our theoretical model. Overall, these results suggest
that immigration tends to stretch the wage distribution, particularly below the median. Our IV
coefficients imply that an increase in the immigrant population by about 1% of the native pop-
ulation would increase the 50-10 differential by about one percentage point, but there is hardly
any effect of immigration on the wage distribution above the median.

Some previous studies have looked at the effects of immigration on the local wages of differ-
ent skill groups, defined in terms of occupatieng.Card,2001;Orrenius and Zavodny007),
education categories (e.Gard and Lewis2007), or position in the wage distributio€rd,
1997,2009a,b). These papers usually find effects going in the same direction as the ones we
outline above (a mild stretch in the wage distribution).

29. Aydemir and Borjag2011) show that the measurement-error-induced attenuation bias becomes exponentially
worse as the sample size used to calculate the immigrant concentration declines and that adjusting for attenuation bias
can easily double or triple the estimated wage impact of immigration.

30. The standard errors of the IV estimator are smaller than the standard errors of the OLS estimator in differences.
The reason is that standard errors, for both OLS and IV, are calculated on the assumption of lack of serial correlation in
the residuals of the levels equation so that the differenced equation is assumed to have residuals with a specific pattern
of first-order serial correlation (ségellano and Bond1991;Blundell and Bongd1998). OLS is not efficient given such
serial correlation, even under exogeneity of the regressors, and IV may accordingly give lower standard errors.

31. Results using sample weights to calculate wage percentiles show the same pattern of effects across the distri-
bution, though with some weakening of the significance of the negative effects at the very lowest end. As explained in
Sectiord.2, we prefer not to use the sample weights, which are appropriate to the distribution including immigrants and
not simply to natives.
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Impact of immigration across the wage distribution

0 20 40 60 80 100
Percentile

IV coefficients ~ =-+-=------ 95% confidence interval

IV 4th lag ; all controls

FIGURE 2
The figure reports the estimated IV regression coefficients and the 95% confidence interval from a difference regression
of each wage percentile from the 5th to the 95th percentile in intervals of five percentage points on the ratio of immigrants
to natives for years 1997-2005 and time dummies. Instrumental variable is the fourth lag of the ratio of immigrants to
natives

5.3. Using information on immigrant densities

As we explain in Sectior2.2, the parameter estimatgs we report above can be interpreted
within our model framework as averages of percentile-specific wage effgatsicross time
and region, measuring the impact of an increase in the overall immigrant—native ratio on native
log wages at thepth percentile of the native wage distribution. However, we can in principle
estimate the relative density of immigrants, averaged across regions and time periods, and check
this against the pattern of estimated wage eff¢gishe patterns of which should be the inverse
of each other (see equatioB)]. As can be seen in Figurdsand2, this visual expectation is
confirmed.

We can go further by estimating distributions of immigrants separately for the different
regions (distinguishing alternatively between either 3 broadly defined regions or 11 Féions
In Figure 3(a) and (b), we plot the relative densities: the overall pattern of immigrant density
across the native wage distribution is remarkably similar across regjons.

As we discuss above, we can also obtain an estimate efl), by regressing our estimates
7p on estimates of the relative density of immigrants in the native wage distrib@’qj,oras-
suming perfectly elastic supply of capitat & 1). Figure4 plots the percentile-by-percentile
estimated effects of immigration on waggs(from Figure2) against estimated relative density
of recent immigrantép as calculated from Figuré under the assumption that= 1. Fitting
a straight line through these points by simple OLS gives a value for the slop&-69 which,
taken at face value as an estimate(ef— 1), would suggest an elasticity of substitution of
about 06.

32. Three regions: North England and Scotland, Greater London, South. Eleven regions: North England, Yorkshire,
East Midlands, East Anglia, Greater London, South East, South West, West Midlands, North West, Wales, Scotland.

33. Alternatively, we have computed relative densities for each year, pooling over all regions. The pattern of
immigrant density is again very similar across years.
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A Position of recent immigrants in wage distribution
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FIGURE 3
The figure shows kernel estimates of the density of immigrants who arrived within the last 2 years in the non-immigrant
wage distribution in 3 (panel a) and 11 (panel b) broadly defined U.K. regions. The horizontal line shows as a reference
the non-immigrant wage distribution. The kernel estimates are above the horizontal line at wages where immigrants

are more concentrated than natives and below the horizontal line at wages where immigrants are less concentrated than

natives

5.4. Immigration and average wages

In Table5, we present results of mean regressions from estimating equa@jioms{ng the dif-

ferent measures for average wages which we discuss above. Results are consistent across all

specifications and show a positive impact of immigration on natives’ average wages throughout.

The coefficients on the wage index (in

the third row) and on the robust wage index (in the

fourth row) capture most closely the mean impact at fixed skill composition corresponding to
our theoretical model (see Secti@h These estimates indicate that an increase in the foreign
-born population of the size of 1% of the native population leads to an increase of betd#en 0
and 03% in average wages. As the average yearly increase in the immigrant—native ratio over
our sample period (1997-2005) was abo596 and the average real wage growth just over
3%, immigration contributed aboutZ-35% to annual real wage growth. Positive overall wage
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Impact of immigration and density of immigrants
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FIGURE 4
The figure plots the estimated coefficients for the effect of immigration at every fifth percentile of the native wage
distribution (reported in Figur@) versus the relative density of recent immigrants and natives at that percentile. The
inverse of the slope of the line fitted through these points is an estimate of the elasticity of substitution between different

labour types
TABLE 5
Effect of immigration on average wesg
\% v
oLS [1991 immigration share] [four-periddg]

First differences First differences Firstfdifences
Dependent variable Q) 2) 3) (4) 5) (6)
Average 0410 0389 0213 0256 0428 0465

(0-187) (-181) (0-088) 0-088) ©0-138) (0-133)
Robust average 0296 0272 0268 0302 0356 0396

(0-156) (©-153) (0074 ©0-074) ©0-116) (©0-112)
Wage index 0322 0311 0100 0132 0306 0338

(0-168) (0-169) (0-079) 0-083) ©0-124) (0124
Robust index 0228 0215 0168 0192 0270 0301

(0-137) (©0-139) (0-064) 0-068) ©0-101) (102
F-stat for significance of excluded instruments 17206 11553 15603 16371
Partial R? for first-stage regression 0-454 0463 0322 0333
Year dummies Yes Yes Yes Yes Yes Yes
Other controls No Yes No Yes No Yes
Observations 136 136 136 136 136 136

Notes:Entries are the estimated regression coefficients of the ratio of immigrants to natives in regressions of different
measures of natives’ average wages on the ratio of immigrants to natives for years 1997-2005. Robust average wages
are computed by trimming the wage distribution at the (region- and year-specific) top and bottom percentile. The wage
index is the weighted log sum of the average wage of each education group, using time-invariant weights. Its robust
version uses the trimmed distribution to compute education-specific averages. “Other controls” include average natives’
and immigrants’ age and the logarithm of the ratio of natives in each education group to natives with no qualifications.
Standard errors are reported in parentheses.
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effects are also found by other studies: for instaa@dberg(2001) shows for Israel in the

early 1990s that an increase in the immigrant—native ratio in an occupation of one percentage
point lead to about a-8% increase in occupational wages. Card’s (2009a) estimates for the U.S.
in 2000 imply an even larger effect of immigration on average wages.

How can we explain the positive impact of immigration on mean native wages? A first pos-
sibility is that a surplus arises because immigration takes the economy down its labour demand
curve. Positive effects on native wages are compatible with a standard equilibrium model with
differentiated labour and elastically supplied capital, as we discuss in S@cticBuch an effect
is second order however—the marginal impact is zero.

To investigate whether the positive mean wage effects of the magnitude found in our analysis
can be accounted for by an equilibrium surplus argument, we have simulated our model for
the distribution of immigrants we observe in the data and established the overall effects on
wages for different sets of model parameters; we provide details in the Online Appendix OA.1.
Although these simulations lead to unambiguously positive mean native wage effects if we allow
for perfectly elastic supply of capital, for the distribution of immigrant wages observed in our
data, the size of this surplus is always smaller than (and about 1/6 of) the positive mean wage
effect that we find. The divergence between the native and immigrant skill distributions may be
more extreme than Figufiesuggests if immigrants differ across labour typéthin percentiles,
rather than in their distribution across percentiles of the native wage distribution. This argument
is similar to that made bttaviano and Pel2012) regarding the imperfect substitutability of
native and immigrant labour within observed skill cells. However, it remains difficult to argue
that the conventional equilibrium immigration surplus accounts alone for mean wage effects of
the magnitude estimated.

There are at least two alternative explanations. The first is similBotfas’s (2001)argu-
ment that immigration may “grease the wheels” of the labour market: sluggish responsiveness of
the native labour allocation to economic signals may create scope for immigration to realize effi-
ciency gains. If (as Borjas assumes) immigrants are paid the value of their marginal product, the
associated gains are captured by immigrants rather than native labour and cannot explain a pos-
itive wage gain for natives. But if wages deviate from the values of marginal products because,
for instance, labour market agreements impose equality of wages across regions or occupations
or because wages are rigid and local demand conditions lead to differences in the productivity
of identical labour, immigration would generate a surplus if there were skill shortages which
attracted strong immigrant inflows. To assess the possible magnitude in our case, we use infor-
mation on the observed divergence in wage distributions to bound the magnitude of wage gaps
required to rationalize the magnitude of surplus observed (see Online Appendix OA.2). These
calculations suggest a need for wage gaps between observed and equilibrium wage which is
around twice the estimated average wage effect.

A second alternative explanation requires no divergence between wages and marginal prod-
ucts in the native population and is simply that wages paid to immigrants are below their
marginal product, perhaps because of allocation to jobs inappropriate to their true skills. To
the extent that underpayment may be related to downgrading, one possible approach to assess-
ing the plausibility of this explanation would be to compare immigrant wages with those earned
by natives with similar levels of education and age as estimated by wage regressions in the native
population and calculating the surplusias (i — wi )71'i0.34 This gives a surplus per immigrant

34. We run separate native log-wage regressions by gender and year and include as regressors five age categories
(16/25, 26/35, 36/45, 46/55, 56/65), four educational categories, based on age at which individuals left full-time ed-
ucation (before 16, 16/18, 19/20, after 20), interactions between the two, a dummy for London residents, and quar-
ter dummies. Based on these estimated coefficients, we predict for every immigrant the wage of an identical native
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equal to about @1 of the mean native wage (see Online Appendix OA.3). This is an appreciable
fraction of the positive effect we are seeking to explain, which ranges betw&am@ 034.

6. DISCUSSION AND CONCLUSIONS

Upon arrival, immigrants may work in jobs or occupations that do not correspond to their
observed skills. We demonstrate that this “downgrading” is substantial in the case of the U.K. and
positions recent immigrants at different percentiles of the native wage distribution than where
we would expect them based on their observed skills. Based on a nested CES framework with
a large number of skill groups and capital, we derive an estimator that determines the effect of
immigration along thalistribution of native wages. Our approach is flexible in the sense that it
does not necessitate pre-allocation of immigrants to particular groups and allows immigration
to have differential effects along the native wage distribution, with some workers gaining and
others losing.

The results we obtain from regressing wage changes at different percentiles of immigra-
tion intensity are remarkably in line with what we should expect given the actual density of
immigrants along the distribution of natives and what our model suggests. We find that immi-
gration leads to a decrease in wages at those parts of the distribution where the relative density of
immigrants is higher than the relative density of natives. On the other hand, it leads to an increase
in native wages at parts of the distribution where the opposite is the case. We explore the pos-
sibility of incorporating information on location of immigrants in the wage distribution into the
estimation procedure.

On average, over the distribution of natives, we find that immigration, over the period con-
sidered, leads to a slight increase in average wages. It is difficult to explain the magnitude of the
effect through a conventional immigrant surplus story. However, the possibility that immigrants
receive less than their marginal value product either because of initial mismatch or because of
downgrading can explain a substantial part of this overall wage effect.

Our analysis adds important insights to the academic debate on the impact of immigra-
tion. First, we believe that estimates of wage effects along the distribution of native wages are
useful and important parameters as they reveal the impact immigration has on workers posi-
tioned across the distribution. These effects may be masked if concentrating on mean effects
or on effects between skill groups. Further, the approach we suggest has the advantage that it
does not require any pre-allocation of immigrants to skill groups—which can be problematic if
immigrants downgrade upon arrival. Finally, the parameters have a clear-cut interpretation as
they translate the relative density of immigrants along the native distribution into effects on
wages at that part of the distribution. As we show, the correspondence between these two inde-
pendent parts of evidence is remarkable.

APPENDIX A: GENERAL THEORY

We start with as general a setting as possible. Suppose the economy consists of many firms producing many outputs
using many inputs. Specifically, suppose ilfe firm produces outputg using capital inputk; and labour inputs;,
where each of these can be a vector of any length, according to technological restrictions specifying that the output plan
(¥, ki, lj) lies in some technology set. We assume that technology obeys constant returns to scale, outputs are sold at
fixed world price9, and capital inputs are elastically supplied at world capital pricéfgges are denotea.

Individual firms maximize profits taking prices as given so that economy-wide prgfit r -k —w- | is maximized
at the given prices where= %y, k = Zjkj, andl = Zjl;. Equilibrium profits of zero are assured by the assumption of
constant returns to scale.

individual and take the difference between this and the actual wage. We then add up all the differences and express this
as a share of the total native wage bill. The obtained value is then rescaled by dividing by the ratio of immigrants to
natives in the population.
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Wages are determined to equate aggregate demand for lafocaggregate supply. Before immigration, aggregate
supply isn®, wherenC is native labour and after immigration itis= n®+nl, wheren? is immigrant labour.

Let yO andk® be the equilibrium outputs and capital inputs arftibe the equilibrium wages before immigration
and lety andk be the equilibrium outputs and capital inputs ante the equilibrium wages after immigration.

By the assumption, given constant returns to scale, that profits are maximized at zero before and after immigration

0=p-yO—r-kK%=wl.-n?>p.y—r-k=wl.n (A1)

and
0= p-y—r-k—w~n2p-y0—r-k°—w- n. (A.2)
Hence, by subtraction of the rightmost expression in equafid?) from the leftmost expression in equatigh 1)

Aw-n% > 0, (A.3)

which is to say the average wage of natives cannot fall. If wages change at all, average native wages must rise. This
is the immigration surplus. It arises because demand curves for labour cannot slope up and immigrants are therefore
paid no more than the value of their addition to output. Given that profits are zero, the resulting surplus is returned to
existing factors and, given perfectly elastic supply of capital, payments to existing labour mdstFisehermore, by
subtraction of the leftmost expression in equation (A.2) from the rightmost expression in egéatipn (

Aw-n< 0. (A.4)

Note here that if is proportional ton?, so that immigrant skill composition is the same as that in the existing
population, then equations (A.3) and (A.4) can both be true onwif= 0 so there are necessarily no changes to
equilibrium wages (and consequently also no surplus). This is not the only case in which wage changes are zero. If
the number of output types produced is the same as the number of labour types before and after immigration, then

immigration should also lead to no change in equilibrium wagesl(eamer and Levinsohri,995).
Further, by subtraction of equatioA.@) from equationA.4),

Aw-nl < 0. (A.5)

Hence, givem1> 0, if wages do change, then equilibrium wages must fall for some types. The inequality in
equation (A.5) shows the sense in which these falls must tend to be greater where immigration is most intense.

APPENDIX B: CES PRODUCTION

Wage determination
Production technology takes the nested CES form
y=[BH®+(1-B)KL/S,

1/c
H=N [Z"i (”i0+”ilm)0j| . (B.1)
1

Equilibrium values of wages; and return to capitgh are given by the value of the respective marginal products

0. 1 H 1 K\®
Inwj =Inpoj + (@ —D)In(z;” +7;m)+(L—0o)In (N)J’_(g_l) In |:ﬁ+(1—ﬁ) (ﬁ) i|, (B.2)
s
Inp:In(l—ﬂ)—i—(s—l)ln(%)+(§—1)In|:ﬁ+(l—ﬁ)(%) ] (B.3)

35. If capital is less than perfectly elastically supplied, then some of the surplus may go to capital and it can be
said only that existing inputs as a whole gain.
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First-order effect of immigration on the wage distribution

Differentiating these expressions gives

dInwj T dinH dinK dinH
=(@-1 ! 1— 1-s)(1- - ,
dm (@ )”i0+”ilm+( o) dm +(3=s)( W)( dm dm )
dinH a nil(nio_,_”ilm)a—l nil
= =D 0 ,

dm i zjaj(n']p—i-njlm)” i 7ri0+7rilm

dinp dinK dInH

dm ~ _(1_3)“’( dm _ dm )

o ai (z0)? : : _ pHS ;
wherew; = W is share of theth type in the labour aggregat¢”® andy = FASHA=HKS 1S share of labour
in the CES aggregatyzS
Letting g+ d '” K_9 d'” 2 whered is the elasticity of supply of capital, we can substitute into the expressm‘i%%r
to get
dinp  (1-s)y dinH
dm ~ 14+(1-s)yh dm
and thus
1
dInw;j 7; dinH 1 dlnp
=(0c-1)——+(1- ——A-y)—
am ~© )zi0+7rlm+( %) ~dm y/( V7

PN xl _|:1_(1—S)(1—1//) 1 }dInH
R O e e C V7N RV T

(-0 o
:(a—l)( 7t —¢Z i) i )

7ri0+7ri1m Zkak(ﬂk —|—7rkm)‘7 7 +7rlm

where¢ = 1+ [W]i < 1. Note thatp =1 if there is perfectly elastic supply of capit#l £ co), perfect
substitutability of cap|t Yand labous & 1), or capital share is zero (s 1).
If we setm = 0, then we get

1
dInwj ‘ zt T
=(@c-D| L -0 0j—|. (B.3)
dm |n—o n'iO Z ! ﬂ?
First-order effect of immigration on the mean native wage

From equationB.2), atm = 0, wj 7ri0 = wj 0°, wherew? denotes the mean wagerat= 0. Hence, the first-order effect
of immigration on mean wages in the preexisting population is

d> wj 7l'i0 dlnu)|
— L 275 wj

dm m=0 i

l
=(c—-1)A-¢) Zan— <0. (B.4)

m=0
This is non-positive since <1 andg <1 and equals zero i =1 oro = 1.
First-order effect of immigration on the wage of competing labour

The first-order effect on mean wages of a population composed similarly to immigrants is

o dInw;
= > —=mwj
— 0 dm

d> wj Jril

dm

m=0

= -1)d° |:Zw| ('0) —¢(Zwi::;)2i| <0. (B.5)
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In this case, non-positivity follows from the Cauchy—Schwarz inequality, giveri, since

T 1 2 77.':L 2 77.':L 2 71'1 2
o =) - o) 2w ) - v ) > 0,
Z I(”io) ¢(Z I”io) 72 I(”io) (z I’Tio) -
and the first-order effect is zero iff eithgr=1 andzril = ;rio foralli ore =1.

Second-order effect of immigration on the mean native wage

In the special case that= 1, it is necessary to turn to second-order terms in order to sign the effect of small amounts
of immigration:

d? d2 dinwj \?
Z”iodr:z' S i [ nw|+( dn;]m)} B.6)

Giveng =1,

dinwj ( b ”il Z aj (nQJ,_;r.lm)(r 7rJ;L
= (o — —
dm 7ri0+7ri1m Zkak(”k +7rkm)‘7 n?—i—n’jlm

and therefore

( . ) (¢ =1y e (] ’
— (o —
dzlnwi ( l) 0+7T ] Zkak(nk+nkm)ﬂ' 0+n11
=(c— ,
dm? (Zj(ﬂjo'*"fjlm)g ”jl 2
e %" Syak@d+mgm)? xd+x tm

1 2 1 (2947 1mye 1
7; 5 7; z aJ(nJ+nJm) 7
7ci0+7ri1m 7ri0+7ri1m i zk“k(”19+7f m)? O+7rjlm
2
0 1m0 1
+ Z a](n +7r m) 7
Zkak(nk+ﬂkm)” 0+7rJ:L

Substituting into equation (B.6), summing and simplifying for the case 0, gives

dinwj 2_ 2
( dm ) =@-1
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o0 d%wi
z i dm2

d2|nw| dInw; 2
= Zw, + am
m=0

0 zl 2 zl §
=1-0)d° | > o (”:O) —(Zwi E:O) >0, (B.7)

which is positive provided the skill composition of immigrants differs from the preexisting population, again by the
Cauchy—Schwarz inequality. Furthermore, the size of the second-order effect on mean wages is evidently greater the
greater the dissimilarity.

m=0
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APPENDIX C

-2
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FIGUREAL
The figure reports for each percentjeof the native wage distribution the ratio of the difference between the density of

recent immigrants ap and atp — 1 and the difference in log wages@andp — 1

TABLE Al
Test for serial correlation in wageariables

Dependent variable M1 M2
Average wage —2:63 -05
p=0-009 p=0615
Robust average wage —214 —-221
p=0-032 p=0-027
Wage index —2.74 —-0-40
p = 0-006 p=0687
Robust wage index —222 -1.82
p=0-026 p=0-068
5th Percentile —-3.73 —-092
p = 0-000 p=0-357
10th Percentile —3:96 —-0-22
p = 0-000 p=0-829
25th Percentile —-383 037
p = 0-000 p=0-710
50th Percentile —-231 —2.96
p=0-021 P =0-003
75th Percentile -1.27 —3-86
p=0-203 p = 0-000
90th Percentile —2.84 -1.75
p = 0-004 p=0-080
95th Percentile —-3-38 -081
p=0-001 p=0-417

Notes:The table reports Arellano—Bond tests for first- (M1) and second- (M2) order serial correlation based on residuals
from the first differenced equation with all control variables, estimated using the fourth lag of immigrant—native ratio as
IV. The test is asymptotically distributed as a normal.
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TABLE A2
Effect of immigration on log average natives’ wages, diffemestruments

Average wage Robust average
Instrumental variable (1) 2)
4th lag of immigrant—native ratio 0-428 0-356
(0:138) (0-116)
14th lag of immigrant—native ratio 0-369 0-326
(0-136) (0-114)
1991 immigrant—native ratio (Census 1991) 0-213 0-268
(0-088) (0-074)
1981 immigrant—native ratio (Census 1981) 0-193 0-258
(0:093) (0:077)
Change 199% 1981 0-284 0-300
(0:082) (0-068)
Predicted inflow by ethnic group (LFS 91) 0411 0-320
(0-168) (0-140)
Predicted inflow by ethnic group (LFS 85) 0-326 0-266
(0-186) (0-155)
Predicted inflow by ethnic group (LFS 81) 0-332 0-291
(0-172) (0-149

Notes:Entries are the estimated IV regression coefficients of the ratio of immigrants to natives in regressions of log
average regional wages and robust log average regional wages on the ratio of immigrants to natives for the years 1997—
2005. The instrumental variable used is described in the first column. Robust average wages are computed by trimming
the wage distribution at the (region- and year-specific) top and bottom percentiles. Standard errors are reported in paren-
theses.

TABLE A3
Descriptivestatistics

Variable Mean S.D.
Log wages, all natives
Average hourly pay 2212 0-138
Robust average hourly pay 2.182 0-136
Wage index 2194 0131
Robust wage index 2.169 0-128
Natives’ log-wage percentiles
5th 1.267 0-148
10th 1.433 0-129
25th 1678 0-131
50th 2.022 0-132
75th 2413 0-134
90th 2.763 0-139
95th 297 0-152
Immigrant—native ratio 0-086 0-107
Annual change in immigrant—native ratio 0-003 0-008
Average natives’ age 40-331 0-944
Average immigrants’ age 39329 1.992
In high education/low education —-1.659 0-378
In intermediate educate/low educaation —1.048 0-278

Notes:Entries are the mean value and the standard deviation (S.D.) of the variables used in the analysis, across all
regions and years 1997-2005. Wages are expressed in 2005 pounds, using the 2005 Consumer PriSesrretex.
LFS 1997-2005.
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TABLE A4
Descriptive statistics on immigrantsiflow

Years Mean (%) S.D. (%) Minimum (%) Maximum (%)
1997-1998 0-25 0-79 -1.21 2:65
1998-1999 002 0-50 -1.09 074
1999-2000 0-15 0-98 —0-68 382
2000-2001 045 0-66 —0.47 2:26
2001-2002 0-43 0-87 —0-59 3.02
2002-2003 0-26 0-45 -0.71 1.28
2003-2004 0-43 072 —0-47 2-60
2004-2005 0-82 0.57 —-0-32 1.86
Average 1997-2005 0-35

1997-2005 2.81 344 —0-27 1555

Notes:Entries are the annual mean, standard deviation (S.D.), minimum, and maximum across all regions of the change
in immigrant—native ratio for the years 1997-2005. The last row reports the mean, S.D., minimum, and maximum across
all regions of the 1997—-2005 change in immigrant—native r&omrce:LFS, 1997—-2005.
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