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Outline

1. How to move from local labor markets to the national market
Paper: Hsieh and Moretti (2019)

2. The local and aggregate effects of immigration: time horizons and aggregate consequences
Paper: Monras (2020), Albert and Monras (2022)
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Local vs aggregate labor market(s)

One example: Hsieh and Moretti (2019) address the question whether labor is optimally allocated
across cities.

Motivation: There has been a movement of labor towards certain cities.

» These cities are among the most productive ones in the US

» At the same time, many of these cities face severe constraints in the housing market

Are these constraints on housing limiting the US economy?
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HGURE 3. SPATIAL DISTRIBUTION OF LocAL TFP
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Employment
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FIGURE 1. SPATIAL DISTRIBUTION OF EMPLOYMENT
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Wages
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FIGURE 2. SPATIAL DISTRIBUTION OF NOMINAL WAGES
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Housing prices

Housing costs

FIGURE 4. SpaTiAL DisTRIBUTION OF HOUSING CoSTS
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Summary

Evidence suggests that:
1. Increase in TFP in some cities
2. Wages and housing prices increase in these cities

3. Labor could not follow TFP changes as much as wages and housing prices
This evidence suggests that there are limits to the allocation of labor.

» How can we think about this evidence and link it to aggregate outcomes?
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Utility function
Utility function:

mUc=p+InZ.4+(1-8)InCr+ BInCy + &,

Budget constraint:

Cr+pcCh < we,

Demand for tradable good:

CT = (1 - ﬂ)wm

while the demand for housing is given by:

Wc
Ch=p—

Cc

Hence, indirect utility:

InV(Zc,we,pc)+eic=InZc+Inwe. — Blnp. + €ic
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Location choice

The decision on where to work determines the labor supply schedule:

InV(Zc,we,pc)+eic=InZc+Inwe. — Blnp. + €ic
Where,
» 7. are amenities of the location
> w, are wages
» p. is the local price index / price of housing
» ¢ is an idiosyncratic taste shock of individual i
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Location choice

Maximization problem:

max{In V(Z., we, pc) + €ic }

The probability that for individual i, ¢ is the most attractive location is given by:

(ZCWC/P?) 7 E

T S(2w/e) YV

where we assume that the variance of ¢ is equal to 1.

c

Note: We are assuming that ¢;. follows an extreme value distribution.
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Population Location

The probability that for individual i, c is the most attractive location is given by:

So:

L
In(TC):InZC—|—InWC—BIan—InV

Where V is the value of the economy.
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Local labor markets

Local technology:

YT = ALZKI(TE) o,
Profit maximization leads to the following demand for labor:

Lo (O Ay
< ook

= 7if3’

()
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The housing sector

To pin down the price of housing we need to know how the housing market is determined:

Y = H (YT, TE) = (Y T)e(T)

c

where 1 — ¢, the weight of land in the production of housing.
From this, we obtain the following housing supply equation:

Y =T (pe) . (3)
where

> . = 139 is the housing supply elasticity

» T! is the land available for housing
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Equilibrium

4 equations and 4 unknowns at the local level:

» Labor supply:

L ZCWC£
otV
» Labor demand:
1-n,n
Lc:a U /?i )lanTcB7
rn we n

» Housing supply:

» Housing demand:
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Equilibrium

One of the local equations connects local to aggregate

_ ZCWCA

Lc
pl Vv

Tradable goods market clearing closes the model:

a) wle=YT
S wel.

16/ 144



Solution
From the labor supply:

Zewe L
L. = —
pl Vv
We have:
v pf %4
We = TZLC - TQCLC

where Q. is the local cost of living (adjusted for amenities). From this:

v L
; wele =+ chLioc = VLZCj(f)QQC
Hence:
Z wele = VLQ
c

where Q is the weighted average cost of living.
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Solution

Using the aggregate goods market clearing condition:

.
YT=VLQ=V= YQ/L

Back to the labor supply:

W VR Vo, _YTQL
L Z. L L QL
Back to the labor demand:
1-n,n
LTC:% o of\ic )T
r (TET) n

So:
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Solution

Hence:

(=

1,vT" alt=myn Q 1
L= L. = (=) (LA () )(TEY e e
S ke = Sl O AL T ) ,

And from here:

L L Q.
So:
Q
Qc

So we have solved aggregate output as a function of fundamentals.

l—a—n+l—n

)1 n)(TB)l =N T=a= e 7]

LO/

)

YT g _ 1, at=myn Q. DN B
()= = LY (o A g ) (T e,
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Solution

Hence, combining labor supply and labor demand we obtain an expression for aggregate output:

al="npn A .
YT = LQ[Z[( n AC(QQ)I*U)(TCB)lfafn];]Tn’

rm .

This expression says that:
» Differences in the cost of living with respect to the average cost of living, result in output losses.

» In Hsieh and Moretti, they label this as the spatial misallocation of labor

» Note that we can use the equilibrium in the housing market to get output more explicitly as a
function of the fundamentals

» Note that the aggregate production function takes the simple form:
YT = BL~

where B is a complicated object.
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Counterfactuals

Back to the housing supply:

YcH = Tcl_I(PC)%~

What policies make supply of housing more reactive to housing prices?
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2. The local and aggregate effects of immigration:
time horizons and aggregate consequences

“Immigration and Spatial Equilibrium: the Role of Expenditures in the Country of Origin”
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Motivation

1. Housing costs are very high in some regions within the US:
» Around 60% higher than average in places such as NYC, San Francisco, and San Jose
» These cities characterized by:
A High productivity
B Inelastic supply of housing

Spatial misallocation of labor: too few workers access these high productivity locations (Hsieh
and Moretti, 2019).

2. Despite these high housing costs:

> 4.8% of natives vs. 12.7% of immigrants live in NYC
» 1.6% of natives vs. 5.1% of immigrants live in the Bay Area
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Research questions

1. Do immigrants systematically (choose to) live in high price, high productivity locations?
2. If so, why?

3. What are the consequences of these location choices for the host economy?
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Main intuition

An important part of immigrant consumption takes place in the country of origin

» Remittances + Return migration + Time allocation

Build on this observation to think about the incentives governing immigrant location choices:

» Both natives and immigrants value high wages sustained in high productivity cities

» However, relative to natives, immigrants less deterred by housing costs...

» ... if they consume a fraction of their income (5¢) in their countries of origin (j)
. We . _ We We1_
Natives: mcax{—} Immigrants: mcax{m} = mcax{(f) Br by
c pc "' p; Pc

This paper is about how this insight:

» Shapes the spatial distribution of immigrants and the aggregate economy
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Empirical regularities

1. Immigrants concentrate in expensive cities

> Relative probability of finding an immigrant is 8 times higher when local price index doubles

2. Immigrant heterogeneity:

» Immigrants from low price index countries of origin concentrate even more in expensive cities
» Across and within country of origin comparisons
» Comparisons across states within Mexico

3. Immigrants consumption is different than comparable native households:

> Immigrants’ total expenditure on (local) consumption is around 20 percent lower
» Heterogeneity by country of origin
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Quantitative Spatial Equilibrium model

1. Build a spatial equilibrium model that:

> Takes into account that part of immigrant's consumption takes place at origin

» Derive the consequences that this has on location patterns

2. Estimate the model with 1990 data:
> Model estimated to match population by metropolitan area and country of origin
» Validate the model using two non-targeted moments:

a) Consumption heterogeneity by country of origin
b) Cross-metropolitan area population changes of natives and immigrants between 1990 and 2000
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Immigration and spatial misallocation of labor

1. Immigration affects the spatial distribution of economic activity:

> “Moves” economic activity towards more expensive, more productive cities

2. The spatial distribution of economic activity has aggregate consequences:

P Immigration solves, at least in part, the spatial misallocation of labor

» The effect of immigration is comparable to moving housing regulations to the median
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Outline

1. Motivating facts
2. A spatial equilibrium model with immigration

3. The distribution of economic activity and aggregate consequences
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Fact 1: Spatial distribution of immigrants

Fact 1: Immigrants concentrate in expensive cities

Imm, ,Nat.
| = | Pc c
n<Imm/Nat> folnPe+e

where In P, is the MSA Price index

» We can estimate cross-section coefficients for every year or run pooled regressions.

» Bo > 0 implies that immigrants concentrate in expensive locations

Note that expensive cities are high nominal wage cities:
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Immigrant concentration - local price elasticity

Figure: Local price index and immigrant concentration, 1990 Census data
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Immigrant concentration - local price elasticity

Figure: Local price index and immigrant concentration, 1980 and 2000 Census data

Immigrant concentration
Immigrant concentration
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(In) MSA price index (In) MSA price index

Notes: The figure is based on the sample of prime-age workers (25-59) from the Census of 1980 and 2000. The MSA price indices are computed following Moretti (2013). Each dot
represents one of 185 MSAs in the sample. Marker sizes reflect population levels.
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Fact 1: Spatial distribution of immigrants

Fact 1: Immigrants concentrate in expensive cities

Robustness:

1. Same patterns in every year and data set (Census + CPS + ACS)
2. Not driven by:

> size of cities

» migration networks
3. Not driven by relative demand for immigrant labor:

» Wage results are always the mirror image of allocation
> |If driven by demand, employment and wages would have the same sign

4. Not driven by reverse causality:

» Similar results when using three different instruments
> We would need unrealistically low housing supply elasticities to rationalize existing price differences
across cities with current immigration shares
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Fact 2: Immigrant Heterogeneity

Are there any groups of immigrants for which this patterns dissipate/strengthen?

1. Price of origin variation:

» Stronger patterns for immigrants from lower price index countries
> Stronger when prices at origin are lower

2. Mexican location patterns:
» Mexicans from lower income Mexican states tend to move to high income US states
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Price of origin variation

Estimating equation:

Immc o ¢  Natc;

— Nat Y=a1inPce+a2InRER, + + azIn Pe s xIn RERs ¢+ + 0t 4 00 + 0c + €0t (5)
o,t t

Estimates of interest:
» a3 > 0 means that immigrants concentrate in more expensive cities.

» a3 < 0 means that immigrants from cheaper countries tend to concentrate even more in more
expensive cities.
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Table: Immigrant concentration and price levels, heterogeneity by country of origin

Dep. Var.: Immigrant concentration

(1) (2 (3) (4) (5) (6) @) (8)
PPML PPML PPML PPML PPML PPML PPML PPML
(In) RER 0.279%%*  0.125%** 0.102* 0.079 0.286***  0.133%** 0.102* 0.082
(0.057) (0.044) (0.059) (0.055) (0.057) (0.044) (0.055) (0.055)
(In) Price 5.853*%*%* 5 0o4%** 5.102%** 1.730%** 4.533FFF 4 13100F 4.245%%* 1.668***
(0.510) (0.331) (0.305) (0.388) (0.642) (0.297) (0.249) (0.378)
(In) Price x (In) RER  -1.492%¥*  _2190%*%*  _1.641%*¥*  _1.440%** _1.608%** -2242%%* _1703%¥** _1430%**
(0.490) (0.463) (0.383) (0.352) (0.542) (0.490) (0.419) (0.349)
(In) Population 0.224%*%%  0.172%**  0.167*** 0.155
(0.037) (0.042) (0.042) (0.169)
Immigrant network 9.057***%  10.407***  10.454%** 8.817***  10.220***  10.456***
(0.496) (0.559) (0.837) (0.581) (0.621) (0.837)
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
Origin FE No No Yes Yes No No Yes Yes
MSA FE No No No Yes No No No Yes
Observations 37740 37740 37740 37740 37740 37740 37740 37740
R-squared 0.075 0.085 0.1 0.232 0.095 0.101 0.113 0.232

Notes: This table shows regressions of the immigrant concentration on city prices, real exchange rates (RER), and their interaction. Data come from the Census and ACS and include 185

MSAs and 68 sending countries for the years 1990, 2000, and 2010. Standard errors are clustered at the MSA-origin level. Observations are weighted by the immigrant population in a

year-MSA-origin cell. * significant at the 0.10 level; ** significant at the 0.05 level; *** significant at the 0.01 level.
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Table: Immigrant concentration and price levels, heterogeneity by country of origin

Dep. Var.: Immigrant concentration

(1) (2 (3) (4) (5) (6) @) (8)
PPML PPML PPML PPML PPML PPML PPML PPML
(In) RER 0.279%%*  0.125%** 0.102* 0.079 0.286***  0.133%** 0.102* 0.082
(0.057) (0.044) (0.059) (0.055) (0.057) (0.044) (0.055) (0.055)
(In) Price 5.853*** 5. 004%¥* 5 102¥¥x ] 730FK*  4533%k* 4 131¥¥F 4245%F* ] 668*F**
(0.510) (0.331) (0.305) (0.388) (0.642) (0.297) (0.249) (0.378)
(In) Price x (In) RER  -1.492%¥% 2 100%** _1641%F* .1 440%%% ] GO8*** -2.242%%% ] 703%%% ] 430%**
(0.490) (0.463) (0.383) (0.352) (0.542) (0.490) (0.419) (0.349)
(In) Population 0.224%*%%  0.172%**  0.167*** 0.155
(0.037) (0.042) (0.042) (0.169)
Immigrant network 9.057***%  10.407***  10.454%** 8.817***  10.220***  10.456***
(0.496) (0.559) (0.837) (0.581) (0.621) (0.837)
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
Origin FE No No Yes Yes No No Yes Yes
MSA FE No No No Yes No No No Yes
Observations 37740 37740 37740 37740 37740 37740 37740 37740
R-squared 0.075 0.085 0.1 0.232 0.095 0.101 0.113 0.232

Notes: This table shows regressions of the immigrant concentration on city prices, real exchange rates (RER), and their interaction. Data come from the Census and ACS and include 185

MSAs and 68 sending countries for the years 1990, 2000, and 2010. Standard errors are clustered at the MSA-origin level. Observations are weighted by the immigrant population in a

year-MSA-origin cell. * significant at the 0.10 level; ** significant at the 0.05 level; *** significant at the 0.01 level.
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Table: Immigrant concentration and price levels, heterogeneity by country of origin

Dep. Var.: Immigrant concentration

(1) (2 (3) (4) (5) (6) @) (8)
PPML PPML PPML PPML PPML PPML PPML PPML
(In) RER 0.279%%*  0.125%** 0.102* 0.079 0.286***  0.133%** 0.102* 0.082
(0.057) (0.044) (0.059) (0.055) (0.057) (0.044) (0.055) (0.055)
(In) Price 5.853*** 5. 004%¥* 5 102¥¥x ] 730FK*  4533%k* 4 131¥¥F 4245%F* ] 668*F**
(0.510) (0.331) (0.305) (0.388) (0.642) (0.297) (0.249) (0.378)
(In) Price x (In) RER  -1.492%¥*  _2190%*%*  _1.641%*¥*  _1.440%** _1.608%** -2242%%* _1703%¥** _1430%**
(0.490) (0.463) (0.383) (0.352) (0.542) (0.490) (0.419) (0.349)
(In) Population 0.224%*%%  0.172%**  0.167*** 0.155
(0.037) (0.042) (0.042) (0.169)
Immigrant network 9.057***%  10.497***  10.454%** 8.817***  10.220***  10.456***
(0.496) (0.559) (0.837) (0.581) (0.621) (0.837)
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
Origin FE No No Yes Yes No No Yes Yes
MSA FE No No No Yes No No No Yes
Observations 37740 37740 37740 37740 37740 37740 37740 37740
R-squared 0.075 0.085 0.1 0.232 0.095 0.101 0.113 0.232

Notes: This table shows regressions of the immigrant concentration on city prices, real exchange rates (RER), and their interaction. Data come from the Census and ACS and include 185

MSAs and 68 sending countries for the years 1990, 2000, and 2010. Standard errors are clustered at the MSA-origin level. Observations are weighted by the immigrant population in a

year-MSA-origin cell. * significant at the 0.10 level; ** significant at the 0.05 level; *** significant at the 0.01 level.
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Summary of empirical regularities

Evidence consistent with:
» Immigrants less deterred than natives to live in more expensive cities
» These forces are stronger for migrants for whom consuming at origin is cheaper

» Immigrant networks increase amenity value of destinations
P> Wages are negatively correlated with network size

We argue that the driving force: Immigrants consume less locally than natives
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Fact 3: Immigrant consumption patterns

Immigrants consume differently than natives:

1. Immigrants remit a large fraction of their income:

» Dustmann and Mestres (2010) document that 10 percent of income is remitted
» Using remittances data by country from the World Bank we document that remittances are
equivalent of 20 percent of income

2. Immigrants are less likely to own a house, relative to similar looking natives

3. Immigrants spend around 10 percent less on housing:

> Evidence consistent with lower demand for housing quality/space/services
> With heterogeneity by country of origin

4. Mexicans' expenditure around 20 percent lower than similar looking natives:

In Total Expenditures; = o + Blmmigrant; + v In Household Income; + nX; + ¢;
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Table: Immigrants’ expenditure

A. (In) Total Expenditure (CEX) (In) Rent (CEX)
(1) 2 ®) Q) (5) (6) ™ (8
Mexican -0.330 -0.382 -0.149 -0.224 -0.228 -0.299 -0.097 -0.198
(0.028) (0.021) (0.012) (0.014) (0.060) (0.025) (0.023) (0.019)
State FE No Yes Yes Yes No Yes Yes Yes
Income No No Yes Yes No No Yes Yes
Characteristics No No No Yes No No No Yes
Observations 105975 105975 105975 105975 105975 105975 105975 105975
R-squared 0.031 0.063 0.301 0.314 0.018 0.079 0.226 0.249
B. (In) Rent (Census, ACS) Number of Bedrooms (Census, ACS)
) ® ©) @ ®) © Q) ®
Immigrant -0.018 -0.143 -0.073 -0.602 -0.491 -0.407
(0.024) (0.023) (0.018) (0.057) (0.044) (0.032)
(In) RER 0.068 0.139
(0.017) (0.022)
(In) HH income 0.277 0.237 0.329 0.295
(0.004) (0.005) (0.022) (0.022)
MSA FE No Yes Yes Yes No Yes Yes Yes
Observations 698277 698277 698277 149673 698277 698277 698277 149673
R-squared 0.295 0.443 0.539 0.513 0.240 0.264 0.299 0.223
Sample All All All Immigrants All All All Immigrants

Notes: Panel A uses data from the Consumer Expenditure Survey 2003-2015 with the log total expenditure and monthly rent expenses as dependent variables. The income controls added in
columns 3 and 7 are dummies for household income bins. The characteristics added in columns 4 and 8 include age, race, family size, marital status, and a dummy indicating residence in an
urban area. Panel B uses 1990 and 2000 Census and ACS 2009-2011 data for male household heads. Additional controls not shown include age, family size, and marital status. All
specifications include year fixed effects. Standard errors are clustered at the state level in Panel A and at the MSA level in Panel B. * significant at the 0.10 level; ** significant at the 0.05

level; *** significant at the 0.01 level.
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A spatial equilibrium model with immigration



Model: workers

Utility in location ¢ for an individual i from country of origin j:

InUje = p+1n Ze + (1= B)In Cr + B—"—1n ((8)7(Cu) " + (8r)7 (CF)*7" ) + In e

o —
Budget Constraint:
Cr + pcCh + ijF < we

» cjic is a Frechét distributed taste shock with shape parameter

> Amenities are country of origin specific: In Zjc =InZ. + In ch

Natives:
> ﬂf:()andﬂ/:].
> InZi.=InZ
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Location choice
Utility maximization leads to the following demand functions:

We , Pe +_ We , Pe
Cr=(1 cs Ch = 7 7C = 7
T ( B)W H ﬁBlec IDJC) F ﬂﬁfpjc ch)

Demand for housing lower when 3¢ > 0

Pic(B1, B¢) = (Bipt~7 + ﬁfpjl_”)ﬁ is the local price index for consumers from country j.

Indirect utility:

In Viie = InVic +Ingjic =InZjc + Inwe — Bn Pic(B1, Br) + Ineije

Location choice:

0 0
2k Vi Vi

where 7 is the share of workers from country j that decide to live in city c.
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Model: Labor Market

Production of tradables:

Y = ALZKI(TE) o,

Profit maximization leads to the following demand for labor:

1-nyn A

« 1

Le=( ! = )T TZ
n 1—n ¢
r We

Market clearing in the demand for goods at the national level:

OéYZOéZ YCT:ZWCLC
c c

46/ 144



Model: Housing Market

Production of housing:
V= H(Y T T = o (Y T(TE)
Profit maximization leads to the following supply of housing:

vl =T (pe)*. (10)

where v, = 13% is the housing supply elasticity estimated in the literature (Saiz, 2010).

Market clearing in the local housing market:

L; L
TcH e = %Lc Pc 1—oZje | ENe 7 11
(po) 5 S g ) 1)

Standard demand for housing -
Immigrant effect
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Immigrants relative to natives

Proposition

The spatial distribution of immigrants relative to natives is given by the following expression, which
is increasing in the local price level p. and in immigrant-specific amenities, such as immigrant
networks (. Zj’g’“ ). The increase is steeper with lower origin prices p;, iff o > 1.

7ch

— fIn ZMet + BIn Lo (12)

In
T Nc ch

Note that as in standard spatial equilibrium models, high price cities are more productive.
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Aggregate output

Combining aggregate market clearing + local labor demand + labor supply
Defining:

» The adjusted cost of living in ¢ as: Qjc = Pﬁ/ZjC

> The adjusted national cost of living as: @; = (3_, QJ-C(%_“)%L—LC)

We obtain that:

1. Welfare v/L
Vi=a—=— 13
2. Output
1\ 7
1 —a— O 131 - _a
Y= | Q0 | ATE U s ) L& = AT (14)
c —— R jc

Fundamentals

Cost of living weights

where s; = L;/L 49/ 144



Aggregate output: discussion

Without immigrants, aggregate output:

|

L 1—
,d} n

V= (8 (AT sty ) |

C

Takes the following form:

Y:(’Z)&(

» Hsieh and Moretti (2019): dispersion in the cost of living lowers aggregate output

> With immigration STA,V becomes () sj(g_f )?)e.
c e

c

> (Arey-emi Qi) 3”) e

Note that:

» Immigration lowers the dispersion in the (effective) cost of living
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Two main results

1. Distributional effect:
» Immigrants have an advantage for living in most productive cities
» Immigrant location choices “moves” economic activity towards more productive cities

» Ambiguous effect on local housing markets

A) Immigrants consume less housing
B) Disproportionately locate in some locations

2. General equilibrium effect:

» Overall tradable output increases
» Worker productivity increases

51/ 144



Estimation: feasible GLS

» Data sample: 1990 Census
» Impose ch = exp(¢ Netjc + vjc)
» Estimate A = [0, S, 0, ¢] based on relative distribution of workers across locations:

In ;rfc = 0lln ZY* + BIn —] + v
Nc JC

» Compute Ac and Z. by matching natives' population distribution across cities
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Calibrated and estimated parameters

Table: Assumed and structurally estimated model parameters

Assumed parameters Value

Labor share in production o 0.65
Capital share in production n 0.25
Non-tradable goods spending share 153 0.40
Return to capital r 0.05

Estimated parameters Value s.e.

Elasticity of substitution local-origin goods o 3.18 1.05

Share of home goods consumption Br 0.13 0.03
Sensitivity to local conditions 0 12.8 5.53
Sensitivity to immigrant networks 10) 1.30 0.04

Notes: This table shows the structural parameters of the model estimated by nonlinear least squares. For the
estimation, we use data on the distribution of workers across locations at the country-of-origin level, local price levels,
real exchange rates, immigrant networks, and the aggregate remittance share. Bootstrapped standard errors with 500

repetitions are reported.
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Non-targeted moments I: Immigrant heterogeneity in local consumption

Figure: Non-targeted moments: Share of expenditures on local non-tradable goods
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Share of non-tradable expenses, model
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!
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T T T

0
Share of rent expenses, data

Notes: This figure plots the income share of rent expenses in the Census data by country of origin (adjusted for
income, family size, age, marital status, and travel time to work) against the share of expenditures in non-tradable
goods predicted by the model (both as deviations from the mean).
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Non-targeted moments Il: Population changes between 1990 and 2000
Data
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Note that the model predicts that:

|0 Immigrants ~ + Natives |

1. Immigrants move economic activity towards productive locations
2. Native population relocates towards low housing supply elasticity locations
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The distribution of economic activity and aggregate consequences
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Immigration and aggregate change 1990-2000

From the evidence we have that:

» Immigrants disproportionately locate in productive cities

Counterfactual exercise:
1. We can estimate the model in 1990

2. Use the model to obtain the counterfactual distribution of economic activity had the migrants
that arrived during the 1990s behaved like natives

We can compare:
1. the aggregate output and welfare effects of immigration

2. improvements in the housing market targeted at reducing the spatial misallocation of labor
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Immigration and aggregate change 1990-2000

Table: Changes in output and welfare relative to counterfactual without native-immigrant heterogeneity

Output Welfare
(% change) (% change)

Effect of changing HS elasticity
To median in NYC, SF, SJ .39 1.39
To median in all cities 45 3.3

Effect of native-immigrant heterogeneity

Baseline model A7 1.58
Baseline model with 6y and 6, from literature 31 1.49
Model with o = 1 and origin-specific 3 ; .36 1.45
Model with network amenities only (8¢ = 0) -.04 .03

» Reductions in land use regulations lower spatial misallocation of labor
= higher aggregate output + welfare

» Immigrants put less pressure on housing + locate in productive cities
= higher aggregate output + welfare

» The effect of immigration is comparable to moving housing regulations to the median
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2. The local and aggregate effects of immigration:
time horizons and aggregate consequences

“Immigration and Wage Dynamics: Evidence from the Mexican Peso Crisis”
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A simple question

How does the labor market adjust to low skilled immigration?

After many years of research on immigration no consensus exists:
1. Borjas (2003) and some other authors suggest that immigration reduces native wages
2. Card (2009) and some other authors disagree

But, why is it so difficult to come to a conclusion?

60/ 144



Key controversies in the immigration literature

1. What is the relevant labor market?

> Local? (Altonji and Card (1991), Card (2001))
» National with skill-experience cells? (Borjas, 2003)

2. Identification is difficult, since migration decisions depend on the labor market:
> International migrants decide

» where and when to migrate or return to home country
based on local labor market conditions at time of migration

» Internal migrants may respond to international migration shocks
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This paper

To answer these questions:

» The Mexican Peso Crisis of late 1994 as a natural experiment

Identification: How can we identify causal effects using this shock?
» Four dimensions of variation:

1. Time: More people than expected on a particular period

2. Space: Only in some locations

3. Skill: Only of a particular skill type (low skilled)

4. Age: Age distribution of Mexican immigrants is skewed towards young

62/ 144



Main results
Short Run

1. Causal short-run effect of immigrants on labor market outcomes:

» A 1% unexpected supply shock among low-skilled workers lowers wages by around 1% on impact
» Much higher than in Borjas (2003) or Card (2001)
> Low skilled wages in high immigration states recover three years after the shock

2. Workers reallocate across states as a result of the immigration shock

» The share of low skilled workers increases 1-to-1 the year of the shock...

> ...to then quickly go back to trend

» Contrary to Card (2001) and Card and DiNardo (2000)

» In line with the spatial equilibrium literature (Rosen (1974) and Roback (1982))
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Main results
Long Run

Spillovers from high to low immigration states through labor relocation imply

» We can't evaluate the long-run impacts of immigration by only using spatial comparisons

Two strategies to deal with these spillovers:
1. Empirically:
» Small effects of immigration across local labor markets between 1990 and 2000
> Larger effects of immigration across age cohorts between 1990 and 2000
2. Spatial equilibrium model:
» Use estimates from the (short-run) empirical section in a model to answer/obtain:

1) Counterfactual wage dynamics in the absence of the immigration shock
2) How effective are policies limiting immigration to particular states
3) Technological adoption and immigrant flows
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Key insight

Time horizons are crucial:

» In the short-run local labor markets absorb immigration shocks

» Internal migration spreads the shock to the national labor market

Seminal contributions of Blanchard and Katz (1992) and Topel (1986).
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The Mexican Peso Crisis as a natural experiment
" Before December 1994, Mexico was hailed as the prime example of market-oriented reforms. It was
widely believed that, despite the year's serious political shocks, the country was poised for ascending
to a sustainable high-growth, low-inflation equilibrium” (Calvo and Mendoza, 1996)
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The Mexican Peso Crisis as a natural experiment

" Before December 1994, Mexico was hailed as the prime example of market-oriented reforms. It was
widely believed that, despite the year's serious political shocks, the country was poised for ascending

to a sustainable high-growth, low-inflation equilibrium” (Calvo and Mendoza, 1996)
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The Mexican Peso Crisis as a natural experiment

" Before December 1994, Mexico was hailed as the prime example of market-oriented reforms. It was
widely believed that, despite the year's serious political shocks, the country was poised for ascending

to a sustainable high-growth, low-inflation equilibrium” (Calvo and Mendoza, 1996)

Mexican and US GDP growth rate
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The Mexican Peso Crisis as a natural experiment
" Before December 1994, Mexico was hailed as the prime example of market-oriented reforms. It was
widely believed that, despite the year's serious political shocks, the country was poised for ascending
to a sustainable high-growth, low-inflation equilibrium” (Calvo and Mendoza, 1996)
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Net migration rates towards the US increased dramatically in 1995 60/ 144



Data Overview

1. Wages:

» Main measure:

» March CPS: average of constructed weekly wage previous year at state level, workers aged 18-65
(More inclusive than Borjas (2003), Borjas (2017).
Stronger results when using Borjas' sample definitions)

» Robustness with various alternative measures:
2. Native Labor Supply by skill group: Current Population Survey (CPS)

3. Mexican Flows:

» March CPS data starting in 1994: BPL
» March CPS data for the entire period: HISPAN
» Robustness with many alternative data sets.

Take away: Conservative choices in sample selection and construction of variables.
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Mexican Net Inflows

Figure: Mexicans inflows

Mexican Inflows Mexican Apprehensions in the Border
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» Alternative measures suggest similar trends: ,
» INS data, DHS data
» Indirect evidence on Coyote Prices (Hanson, 2006)

» Both increase in out-migration from Mexico, and reduced return migration.
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Mexican age distribution

What is the age distribution of these Mexicans?
1. The new Mexicans entering the US are very young
2. The age distribution of return migrants is more widespread
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Nature of the shock

1. Time: a shock in a given period of time

— Push factor that induces more Mexicans to migrate
(Boustan, 2010), (Foged and Peri, 2016)

2. Space: shock of different intensity across locations
— Migration networks, Mexican settlements in 1980 (Altonji and Card, 1991)

3. Skill: shock to low skilled workers
— Net Mexican migrants are low skilled

4. Age: the new arrivals are young
Similar observable characteristics of Mexicans before and after the Peso Crisis:
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Main specification

Using the standard labor demand:

M
AWages, = o+« A '\TXS

+ AXs *v+ s

S

Where:
» s is state. Change between 1994 and 1995.
> Mexs: Mexican working age population
» N, is local low skilled full time workers

» X, are controls: state GDP, state exports and working population

Note: under an isoelastic labor demand and supply 8 = 1/(ey + €s).

(15)
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Instrument

Instrumentation:
» Change between 1994 and 1995, when the change in inflow is exogenous
» Combined with Card (2001) instrument:

aMexs _ o gTotal Mexsios0
N, Total Pop; 1950

Important to keep in mind:
» Trends may be different across states
» Trends may be different between high and low skilled

» Threads to identification should only affect low-skilled workers in particular states
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First Stage

TABLE 2
FIRST-STAGE REGRESSIONS FOR THE ESTIMATION OF THE CAUSAL E¥FECT
OF MEXICAN IMMIGRATION ON WAGES

SHARE MExXICAN, LS, OLS  SHare MEexrcan, HS, OLS
(1 (2) (3) 4

A. State-Level Regressions

Share of Mexicans in 1980, LS 6.116 452
(.270) (.0896)
Share of Mexicans in 1980, HS 5.405 -.197
(.356) (.399)
Observations 51 51 51 51
R 967 240 939 012
First-differenced No Yes No Yes

B. Metropolitan Area-Level Regressions

Share of Mexicans in 1980, LS 4.232 298
(.512) (.0656)
Share of Mexicans in 1980, HS 3.480 247
(.546) (.546)
Observations 163 163 163 163
R? 813 .684 766 014
First-differenced No Yes No Yes
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Graphical preview of the results

Figure: Evolution of wages, raw data
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Wage of native low skilled workers

TABLE 3
Cavsar EFrecT oF IMMIGRATION ON WAGES
WacE, WacE AWace AWace, AWack, INpivibuar
Non-Mexican, OLS Non-Mexican, [V Non-Mexican, OLS Nom-Mexican, [V CoNTROLS,
(1 (2) (3) (1) (5) (6) (7
A. State-Level Regressions, Low-Skilled Workers
Share of Mexicans, LS 00499 —.000791
(0620) (.06A5)
A share of Mexicans, LS —.602 -.733 —.R32 =721 =708
(.234) (.265) (.439) (381) (.307)
Observations 5l ol ol ol 5l ol ol
R 000 077 125
Conrrols No No No Yes Yes Yes Yes
Wages detrended No No No No No Yes Wes
Firststage Fstatistic 5115 26.75 26.75 26.73
B. Metropolitan Area-Level Regressions, Low-Skilled Workers
Share of Mexicans, LS =115 = 186
(0525) (.0383)
A share of Mexicans, LS —-1.397 - 1518 —2.295 -2.218 —1.418
(.549) (.54} (.874) (.368) (.331)
Observations 163 163 163 163 163 163 163
R 046 55 082
Controls No No No Yes Yes Yes Yes
Wages detrended No No No No No Yes Yes
Firsestage Fstatistic 6835 19.14 19.14 19.14
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Elasticity of substitution between high- and low-skilled

TABLE 4
Wace Gap sETwEEN Hicn- anp Low-SKiLLED WORKERS
PR T e T
WacE Gar, OLS Wace Gar, IV A Wace Gar, OLS A Wace Gap, IV
) @) ) ) ) ©) @ ®)
A State-Level Regressions
Share of Mexicans, LS 0387 AH42%
(0355) (02T
A shame of Mexicans, LS 881 A AR5 g6 TS Bag
(331) (.358) (3%4) (415) (.387) (.408)
A latve labor supply A3 436 AL TG
(AR¥2E) (ARH1) (A1) (ARNIE)
A (log) state GDP —271 — A7
(AT8) (.545)
A (log) exports o Mesico — AMMIZ41 —{MN155
{AMRKE) (MRS
Ohservations 5l 5l 5l 5l 5l 5l 5l 5l
KOt 26 %1 087
Firststage Fstatistic LTI 2547 3705 2751
B. Metmpolitan Area-Level Regressions
Share of Mexicans, LS 01288 623
(038T) (A2T6)
A share of Mexicans, LS A2 838 LiKi& 1181 1995
(AH) (.425) (A7) (367) (.387)
A relative lahor supply A28 Ams2
08T0) A6T) A6T)
A (log) state GDP i —644
614 BT
A (log) exports o Mesico — 0140 —0163
ozl L0119
Observations 163 163 163 163 163 163 163 163
A a4 A4 058
.53 2070 .77 19.22

Firststage Fstatistic
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Summary of the wage results

Result

1. Low-skilled labor demand curve:
A 1% supply shock decreases wages of affected workers by around 0.7-1% on impact.

2. Low-skilled relative labor demand curve:
The elasticity of substitution between high- and low-skilled workers is around 1.

Dynamics:
» What are the wage dynamics?
» What if we extend the post-shock period?
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Wage dynamics

Figure: Wage Dynamics and Different post-shock period lengths
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Summary of the wage results

Result

1. Low-skilled labor demand curve:
A 1% supply shock decreases wages of affected workers by around 0.7-1% on impact.

2. Low-skilled relative labor demand curve:
The elasticity of substitution between high- and low-skilled workers is around 1.

3. Dynamics:
The effects seem to dissipate over time.
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Relocation

How does the spatial divergence in wages disappear?
Contemporaneous:

AShare Low Skilleds = oy + 1 * AShare of Mexicanss + Controls + ¢ (16)
Lagged:

AShare Low Skilled; = ap + 32 * Lagged AShare of Mexicans,; + Controls + ¢ (17)
Predictions:
» 3y ~ 1: Mexican inflows lead to a contemporaneous increase in the share of low skilled
» (3, < 1: Evidence of relocation after the Mexican inflow

This specification follows Card (2001) and many other papers. Same instrument as before.
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Relocation

TABLE 8
Tue SnorT-Run RELOCATION RESPONSE

A Snare oF Low-5;

n POPULATION

Change between 1994 and 1995 Change between

1995 and 1996

OLS v OLS w
) (2) [&)] (4) (5) (6) (7 (8) (9) (10)
A, State-Level Regressions
Share of Mexicans (over population ) 118 119
(0814 (0806 )
A share of Mexicans 230 1.244 1.253 1.077 —.111 —.70 =741
(233)  (.254) (.217) (.293) (.397) (.373) (412)
A share of lowskilled natives 876 =246
(.0586) (168)
Observations 5l 5l 5l 5l 5l 51 51 ol 51 5l
: 019 019 249 255 004 025
Controls Yes Yes Yes Yes Yes
Firststage Fstatistic 972.5 50.10 36.33 50.10
B. Metropolitan Area-Level Regressions
Share of Mexicans (over population ) 357 430
(0730 (L0833)
A share of Mexicans 200 200 2,102 1112 —0631 —.0722 0 - 642 —-.522
(244)  (254) (.484) (.571) (1549) (162) (874) (911
A share of lowsskilled natives 12 —.111
(.0501) (O863)
Ohservations 163 163 163 163 163 163 163 163 163 163
: 125 119 013 013 ool 002
First-differenced No No Yes Yes Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Firststage Fstatistic B.556 B.292 BAlG B.392 B.ALG
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Summary of the relocation results

With the unexpected inflow of Mexicans,

Result

1. The share of low-skilled population increases 1 for 1 in high-immigration states.

2. Soon after, the share of low-skilled population starts to increase in low-immigration states.

How can we think about the longer-run?
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Outline

» Historical Background and Data
» Short run:

» The causal effect of immigration on wages
» The causal effect of immigration on internal reallocation

» Long run:
» Empirics:
> Across state evidence
P> Across age cohorts evidence

> Model:

> Description of the model
> Calibration
» Counterfactuals

» Conclusion
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Effect of immigration on wages in the long-run

Three observations:

1. Spillovers between high- and low-immigration states through internal migration
2. Maybe age cohorts entering high immigration years have some lasting consequences

3. Maybe we can use the parameters estimated in the short-run regressions in a quantitative model
Two exercises:
1. Cross-age and cross-region comparisons between 1990 and 2000 using Census data

2. Quantitative model following Monras (2018). Two key parameters:

2.1 Local labor demand elasticity
2.2 Sensitivity of internal migration to local shock
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First exercise: Empirical tests

1. Wage change between 1990 and 2000 across states

Mexican Inflows in the 90s,

A In(wages,zooo) =a+fBx*

€s
Ns 1900

Instrument: Migration Network like in Altonji and Card (1991).
2. Wage change between 1990 and 2000 across age cohorts

Mexican Inflows in the 90s,

Aln(wage, 5000) = @ + 3

a
N, 1900

Instrument:
Pred. inflow by age given yearly agg. Mex. inflows and Mex. age distr. of new arrivals

89/ 144



Long run: Wages

TABLE 9

Long-Run ErFect oF MExican IMMIGRATION oN Low-SKILLED WAGES AND EMPLOYMENT

SoURCE OF VARIATION

Cross State Cross MSA Cross Age
0LS v OLs v aLs v
(1) 2) (%) () (5) (6)

Relative inflow of Mexicans,
19902000

Ohservations
R'.’
Firststage Fstatistic

Relative inflow of Mexicans,
19902000

Ohservations
R
Firststage Fstatistic

A Dependent Variable: A (log) Nartive Low-Skilled Wage

—00831 —.255 0312 —.884 —.235 0 —.543
(. 168) [160)  .103) (.232)  (0939)  L150)
hl ol 157 157 16 16

000 003 R
42,73 24.18 5350

B. Dependent Variable: A (log) Native High-Skilled Wage

295 3% 160 —.0931 297 241
(O748)  (0745) (0634)  (109)  (160)  (177)
51 51 157 157 11 11

281 097 061
12,73 24,18 33.50
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Second exercise: Basics of the model

Assumptions:
» S states or regions

» Agents:

> Workers: small relative to local labor market and take wages as given
P> Representative firms with common CRS technology

» Timing:

» Individuals decide where to live, given wage rates in each place

» Production and consumption takes place. New wages are determined.

» Perfectly competitive model of the local labor market
» 2 factors:

1. low skilled labor

2. high skilled labor

» Only a fraction of workers consider reallocating each period.
(Simplification from Monras (2018))
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Indirect utility and location choice
Indirect utility (for each skill group):

vl = InVy + €, = InAg + Inwg + €,

Location choice:

maxges{InVy + €.} (18)
If !, is extreme value distributed, by the law of large numbers we obtain:

VA
ngyzay:nm—in (19)
) ) /A
2 Y

where only a fraction 7 of residents consider relocating each period.
The parameter 1/ is the variance of €,

» |t captures the sensitivity of internal migration to local shocks
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Labor demand

Functional form of the production function:

o1 o1,
Qs = BSF(HSa Ls) = BS[GSHS 7+ (1 - GS)LSU ]ﬁ
The MPL for low skilled workers:

11
Ws - ,Ds(]. - es)BsQSU LSU (20)
and high skilled workers:

hs = Ps(es)Bst% H;71 (21)

in each state s.
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Equilibrium
Short-Run Equilibrium:

» Given {AL A" w,, hs}scs consumers maximize utility and location choice
» Given {0s, Bs, 0, Ws, hs}ses firms maximize profits

» Labor markets clear in each s € S so that {ws, hs} are determined

Long-Run Equilibrium:

> Given {AL AP w;, hs}scs consumers maximize utility and location choice
» Given {0s, Bs, 0, Ws, hs}ses firms maximize profits
» Labor markets clear in each s € S so that {ws, hs} are determined

» Equalized bilateral flows of population across locations. This is:
Ps7s’ = P5/7S,VS,$/ €S
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Unexpected shocks

Short run adjustment: to a shock in steady state

An (unexpected) increase Lg in s:
Instantaneous decrease in ws
Instantaneous increase in hg
Low skilled workers reallocate away from s

High skilled workers reallocate toward s

ok W=

Gradual convergence of indirect utility across regions through wage convergence
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Calibration of key parameters

From our previous regressions we have that:

1. The local labor demand elasticity o is around 1.

» From the empirical exercise we saw that in the short run:
A 1% increase in the labor supply reduces relative wages by around 1%

2. The internal migration sensitivity to local conditions 1/ is around 2
» The 1% increase in labor supply reduces the share of low skilled in the following year by a bit less
than .75%.
These are the key parameters.

The rest of the parameters are calibrated assuming the US is in a long run equilibrium in 1990.
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Counterfactuals

Two counterfactuals:
1. No immigration shock in 1995
2. No immigration to a particular state (Arizona)
Under two alternative assumptions:
1. Fixed technology:
» All Mexican inflows matter and the weights (0s) in the prod. function do not adjust
2. Flexible technology:

» Only unexpected inflows matter
— as if weights in the prod. function adjust to accommodate usual Mex. inflows

Summary of the exercise:
» Represent two extreme cases of how technology adapts to inflows of low skilled workers

» Evidence on long-run relocation suggests that we are closer to flexible technology adoption

See (Card and Lewis, 2007) and (Lewis, 2012).
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Counterfactual (1)

No immigration shock, fixed technology

88 9 92.9496.98 1

.94 95 .96 97 .98 99 1

Figure: Counterfactual wage evolution
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year
Low skilled wage, CA Low skilled wage, CA, no shock
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Low skilled wage, NY Low skilled wage, NY, no shock
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Counterfactual (II)

No immigration shock, flexible
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98 99

technology

Figure: Counterfactual wage evolution

1990 1992 1994 1996 1998
year
Low skilled wage, CA Low skilled wage, CA, no shock
T T T T T
1930 1892 1984 1996 1998
year
Low skilled wage, NY Low skilled wage, NY, no shock
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Counterfactual (IlI)

No immigration in Arizona, flexible technology

Figure: Counterfactual wage evolution

1985 1990 1995 2000 2005 2010
year

Low skilled wage, AZ Low skilled wage, AZ, restr. law
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Conclusions

Local labor supply shocks are absorbed into the national labor market within 5 years:

1. Initially strong effects on wages
> Large negative effect on impact: a 1% shock leads to a .7% reduction in wages

2. The immigration shock affects interstate reallocation
> Fewer people in-migrate to negatively hit locations? Monras (2018)

3. Longer run evidence consistent with a spatial equilibrium model of the US economy
» Small wage differences across space due to rapid reallocation
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Conclusion
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Conclusion

Hopefully these papers have shown two things:

1. How we can think about local labor markets and aggregate ones

> To think about the effect of immigration
> But, hopefully, also to think about a number of other phenomena that have heterogeneous
incidence across local labor markets

2. The effects of immigration are nuanced!

How important is internal migration for the economy?
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Migrants

Table 1
Five-Year and Life-Time Migration Rates
1980 1990 2000 2009

5-year migration : Cross-region 55 5.1 4.8 --
5-year migration : Cross-state 9.9 9.6 8.9 -
5-year migration : Cross-MSA 12.0 12.1 11.4 --
5-year migration : Cross-county 19.8 19.5 18.6 --
S-year migration : Cross-PUMA - 21.2 22.2 -
5-year migration : Cross-commuting zone 13.7 13.5 12.9

Life-time migration ( US natives only): Cross-region  18.0 18.3 18.3 17.5
Life-time migration ( US natives only): Cross-state 31.1 319 32.0 31.0
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Migrant characteristics

Table 2
Annual Inter-State Migration by Demographic and Socioeconomic Group
1981-2010 1981-1990 1991-2000  2001-2010

Annual inter-state migration rates:

Sex: Male 2.4 3.0 25 1.7
Sex: Female 2.3 2.8 2.4 1.6
Age: 1-17 2.3 2.9 2.4 1.7
Age: 18-24 4.2 5.1 4.5 3.0
Age: 25-44 3.0 3.6 3.1 2.2
Age: 45-64 1.3 1.5 1.5 1.0
Age: 65+ 0.9 0.9 1.0 0.7
Education : Less than high school 1.3 1.5 1.4 1.0
Education : High school 1.5 3.0 1.8 1.2
Education : Some college 2.1 2.9 2.3 1.5
Education : College degree or higher 3.0 4.0 34 2.1
Race/ethnicity : White 2.5 3.0 2.6 1.8
Race/ethnicity : Black 2.1 2.4 2.3 1.7
Race/ethnicity : Other 2.6 3.7 32 2.0
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Migrant characteristics

Nativity: Native 2.0 - 24 1.7
Nativity: Foreign born 1.8 - 22 1.5
Presence of children in the household : None 2.6 3.1 2.8 2.0
Presence of children in the household : At least one 2.0 2.5 2.1 14
Number of working adults in the household (married 1.5 2.1 14 1.0
couples): Neither spouse is working
Number of working adults in the household (married 2.4 2.9 2.5 1.8
couples): One spouse is working
Number of working adults in the household (married 2.2 2.8 2.5 1.5
couples): Both spouses are working
Income: Top 50% 2.4 3.0 2.6 1.7
Income: Bottom 50% 2.2 2.8 2.4 1.6
Employment status : Employed civilian 2.3 3.0 2.4 1.6
Employment status : Unemployed 45 53 5.0 35
Employment status : Not in the labor force 1.9 22 2.1 15
Homeownership : Owner 1.3 1.5 1.4 0.9
Homeownership :Renter 4.7 59 4.8 35
Other sample statistics:
Percent of married households that are dual-earner 443 424 45.6 452
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Migration, historical perspective

Figure 1
Inter-State Migration Rates Since 1900

Fraction of the Population
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Migrantion, historical perspective

Figure 2
Annual Internal Migration Rates
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Net Migrantion, historical perspective
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Migrant characteristics

Percent of Migrants by Reason for Moving

Inter- Inter- = Inter- Inter-
State: State: | County, County,

2003- 2007-  Within ~ Within

2006 2010 | State: State:

2003- 2007-

2006 2010
Change in marital status 4.5 2.9 7.4 7.4
To establish own household 2.9 3.6 5.7 7.9
Other family reason 209 198 152 14.0
New job or job transfer 343 356 14.1 13.8
To look for work or lost job 5.0 5.7 23 32
For easier commute 1.5 2.0 7.5 8.6
Retired 12 1.3 0.6 0.5
Other job-related reason 4.0 5.4 23 3.1
Wanted to own home, not rent 1.7 1.1 9.2 54
Wanted new or better housing 2.0 1.8 109 9.0
Wanted better neighborhood 1.6 2.0 4.8 35
For cheaper housing 2.1 2.7 4.4 6.6
Other housing reason 2.6 1.7 6.5 5.0
Attend/leave college 6.1 44 4.8 4.9
Change of climate 2.4 2.7 0.4 0.4
Health reasons 2.7 2.1 12 1.6
Other reasons 2.8 4.8 24 4.6
Natural disaster 1.9 0.4 0.6 0.4
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Role of migrants

What role do migrants play?
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Role of migrants

What role do migrants play?
» Does migration respond to wage changes?
» What effects are behind these migration responses?
» When there is a negative shock affecting one region, how do we expect migration to react?

» Does migration impact wages? (Reverse causality)
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Blanchard and Katz (1992)

Blanchard and Katz (1992) exercises:
1. To show that:

1.1 Employment is non-stationary
1.2 Wages and unemployment rates are

2. Compute how fast unemployment rates and wages converge back to equilibrium
3. Introduce a model to rationalize it
4. Use IV strategies to confirm their findings

This is what we will see in the following slides
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Motivation

In Massachusetts:
» In 1987 the unemployment rate was at 3.2 percent (3pp below national average)
» In 1990 it stood at 9.1 percent (more than 2pp above the national average)
A few questions:
1. How normal are these fluctuations?
2. Do some states have persistently high/low unemployment rates?
3. Do the deviations from the average unemployment rates persist in time?
4. What is the role of factor relocation?
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Some evidence: employment
Figure 1. Persistence of Employment Growth Rates across U.S. States, 1950-90
Annual employment growth, 1970-90 (percent)
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Some evidence: employment

Figure 2. Cumulative Employment Growth, U.S. States Relative to the National

Average, 1947-90
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Some evidence: employment
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Some evidence: employment
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Some evidence: employment
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Some evidence: employment

Summary:
» Persistent declines in population in some regions (North east especially)
» Small changes in some others
» Persistent increases in population in some regions (Southern states)

So, population/employment level seems not to be stationary.
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Some evidence: unemployment rates

Figure 3. Persistence of Unemployment Rates across U.S. States, 1975-85
Unemployment rate, 1985 (percent)
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Some evidence: wages

Figure 4. Convergence of Manufacturing Wages across U.S. States, 1950-90
Annual manufacturing wage growth, 1950-90 (percent)
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Source: Authors’ calculations using average hourly earnings of manufacturing production workers from Employment
and Earnings.
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Some evidence: unemployment rate and wages

Summary:
» No persistent increases in unemployment rate inequality across states

» No persistent increases in wage inequality across states
Questions:
1. Can we say something about how long does it take for:

» Unemployment rates to go back to the national average?
> Wages to go back to the national average?

2. Can we rationalize this with a labor supply model?
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Model

First, we need to assume that the local demand is downward sloping.

How can we generate that?
» A fixed factor of production

> If different states produce different bundles of goods (i.e. they are differentiated) we also have
downward sloping demand curves.

So,

Wiy = —dnjt + zj;

where w;; are wages at time t in state i, and nj; is employment, and z; a demand shifter.

Note: All variables expressed in logarithms.
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Movement

» Given that at any point in time labor is given, movements in z trigger movements in wages
» These movements in wages can be accommodated by either:

1. Movements in the amount of goods produced in the state
2. Population changes
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Movement

» Movements in the amount of goods produced in the state:

d
Zit11 — Zit = —aWjr + Xgi + €
where x4 are the local (time invariant) productivity levels.

» Population changes:

— S
Nitv1 — Nie = bwir + xsi + €3
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Equilibrium

We can solve for the evolution of wages and employment:
Wages:

Wiyl = (1 —db — a)w,-t + (Xd,' - dXs,') -+ (6:-{[._1_1 - dEit+1)
Employment growth rates:
Anjeiy = (1—db—a)An, + (bxgi + axs) + (bel o1 + €6 oy — (1 — a)el,)

» What happens when there is a demand shock?
» What happens when there is a supply shock?
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Equilibrium

We can solve for the evolution of wages and employment:
Woages:
Wi tr1 = (1 — db— a)wir + (xai — dxsi) + (Efl,t+1 - de?,t+1)
Employment growth rates:
Anj ey = (1 —db—a)An;  + (bxgi + axsi) + (bef{tﬂ + 6 1 — (L—a)el,)

» What happens when there is a demand?
» What happens when there is a supply shock?

So wages and employment growth rates follow an AR(1) process
(under suitable restrictions on the parameters)
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Equilibrium in steady state

In steady state:

Wages:
1 d
w; = Xi — Xsi
T db+a " dbt+a
Employment growth rates:
An,- 2

Intuitions?
» d is the elasticity of labor demand
a is the elasticity of firm/product migration

>

» b is the elasticity of employment migration

» Xy is the productivity (relative to the national average)
>

X4 are amenities (relative to the national average)
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Discussion

Is this a realistic model?
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The model in a graph

Figure 5.

Wage

Adjustment of Labor Demand and Supply to an Adverse Demand Shock

Employment
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Further empirical evidence

They provide further evidence running the following regressions:

Wit = P1Wit—1 + PaoWjt—2 + p3Wjt—3 + paw 1 + €t

or

Anj = p1An;c—1 + poAn; o + p3An; 3+ paAni 1+ €;t

And compute the impulse - response functions given the estimated coefficients.
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Regressions

Table 1. Univariate Models of Relative Employment, Unemployment, and Wages

Log employment Unemployment Log
Result change rate wage
Regression results
Coefficient on
lagged dependent variable
One lag 0.492 0.899 1.072
(0.023) (0.032) (0.023)
Two lags -0.099 -0.159 -0.129
(0.025) (0.033) (0.034)
Three lags 0.010 0.057
(0.024) (0.034)
Four lags -0.054 -0.074
(0.022) (0.024)
Standard error 0.017 0.083 0.016
Implied impulse responses
Year | 1.00 1.00 1.00
Year 2 1.49 0.90 1.07
Year 3 1.63 0.65 1.02
Year 4 1.67 0.44 1.01
Year S 1.62 0.29 0.94
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How to compute impulse - response functions?

Suppose we have:

Xt = P1Xe—1 + p2Xe—2 + P3Xt—3 + €

Then,

IRF(0) = 1
IRF(1) = p1IRF(0)
IRF(2) = p1IRF(1) + p,IRF(0)

IRF(3) = p1IRF(2) + p2IRF (1) + p3IRF(0)

and so on..
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Summary and some more evidence

We have seen that:
» General characteristics of internal migration in the US
» There seems some forces to convergence
» This leads to permanent changes in employment levels across regions
Blanchard and Katz (1992) shows that:
» Migration can have important consequences for labor market outcomes across regions

» The spillovers from one region to another occur because of a downward slopping labor demand
curve.

» At the same time, the model is very simple in terms of the labor supply.
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Internal mobility and spatial convergence

The previous papers suggest that:
» Population responds to local changes

Are these responses sufficiently strong?
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Persistence in joblessness and internal

Panel A. Persistent joblessness
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Internal mobility and spatial convergence

Key idea: there is a “battle” between labor demand and labor supply:

» Negative local labor demand shocks persistently occur in the same locations
» Population responds, somewhat, but maybe not sufficiently

How do they build this argument?
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Model

They build on Blanchard and Katz model with one twist:
» upward labor supply curves (also at the individual level).
» as a consequence: when the prevailing wage is higher, a higher fraction of workers decide to

supply their labor

What are they assuming in terms of substitution vs income effects?

138/ 144



Model

Demand for labor:

Supply of labor:

n =l +€e"*(w, — p;) + Zrd
where:
» r denotes the location
€ are the elasticities of labor demand and supply
n denotes log number of workers
| denotes log population
z denote labor demand or supply shocks

p is the price consumption

vVvyVYyVvVvyyvyy

pr is the price of housing
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Mobility

To think about mobility, the key is thinking about (indirect) utility in the location:

Ur:U(nr_/r)+(Wr_pr)+ar

where a, are the amenities in location r.

Note that we can use the labor supply curve into the indirect utility:

1 1
u =(oc+ ETS)(”’ —I)+a——z

r
€n5

Assumption on cross location mobility is that population reacts to changes in indirect utility, which
leads to:

A/r = 50 + 51Anr + ﬁ2(nrt71 - /rtfl) + B3A5rt + ﬁ4§rt71
1

where § = a, — =2z°

ens <r
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Mobility: intuition

Mobility equation:
A/r - [30 + 51Anr + B2(nrt—1 - /rt—l) + 53A5rt + 64§rt—1

» Population reacts to contemporaneous employment shocks
» Population takes time to adjust, so, perhaps the adjustment is not complete before the next
shock
» If the adjustment is not complete, it shows up in that the lagged employment rate still affects
current migration decisions.
Is it true in the data that population reacts to both current and past shocks?
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Empirical results

TABLE 2—BASELINE ESTIMATES OF POPULATION RESPONSE

OLS v
Basic FE FD Basic FE FD
(1 ) ©) ) () (6)
Panel A. OLS and IV
A log emp 0.814 0.806 0.831 0.702 0.889 0.748
(0.012) (0.014) (0.012) (0.031) (0.052) (0.035)
Lagged log emp rate 0.171 0513 0.960 0.392 1.223 0.782
(0.014) (0.031) (0.027) (0.056) (0.256) (0.165)
Observations 4,332 4,332 3,610 4,332 4,332 3,610
A log emp Lagged log emp rate
Basic FE FD Basic FE FD
(1 ) ©) #) (5) (6)
Panel B. First-stage
Current Bartik 0.972 0.930 0.756 0.041 —0.111 —0.020
(0.074) (0.079) (0.071) (0.040) (0.035) (0.028)
Lagged Bartik 0.094 —0.024 —0.118 0.453 0.131 0.150
(0.059) (0.059) (0.072) (0.046) (0.035) (0.022)
Observations 4,332 4,332 3,610 4,332 4,332 3,610
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Discussion

Labor supply responses:

» Both margins of the labor supply seem to react to local shocks:

» Key for Amior and Manning setting
> We saw that also with Carrignton JPE 1996 paper earlier

» Shocks seem to be occurring systematically in the same locations again and again

» Population responds, but less so than what is required for full adjustment
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