June 2001

The Econonic | npact of Denographic Change:
A Case for More Immigration

Ri chard N. Cooper
Harvard University

By 2025 the world's population will have grown by another 1.8 billion or
so, bringing it to roughly 8 billion. Ni nety-five percent of the increnent
will be in what today are called devel oping countries; only five percent wll
be in the rich industrialized countries. I ndeed, birth rates have fallen

bel ow the repl acement rate (of about 2.1 children per female of child-bearing
age) in all the rich countries, as well as in Slavic Europe, Russia, and
China. It is dow to 1.35 in Japan, and an extraordinary lowof 1.2 in Italy.
Denpgraphic inertia will lead to continued population increase for a decade

or nore in many of these countries, especially China. But in the longer run
popul ation (and, presumably, |abor force) growh wll turn negative, and
indeed it is already negative in Japan

These low births rates, conmbined with steadily increasing |ongevity,
imply aging societies, with a nunber of inportant inplications for the nature
of econom es and societi es. The inplications for pensions, health care, and
nursing care are usually nentioned. In addition, however, there wll be
prof ound changes in other dinmensions, about which we can only specul ate, since
we have no experience in nmanaging societies wth secular declines in
popul ati on since the beginning of the industrial revolution two centuries ago.

Sone obvious points are that the demand for traditional education --
school s, textbooks, and teachers -- wll decline with declining nunbers of
children. The demand for housing -- and for consumer durables to fill them--
will decline with declines in new household formation. Henceforth, denmand
will be confined to replacenent, plus new products and upgrades of old ones.
Simlarly, the demand for autonmpbiles will be confined to replacenent, unless
ot her peoples follow Americans in acquiring second or even third cars per
famly.

There will be fewer new entrants to the labor force, inplying |ower

productivity gromh for two quite different reasons. First, |earning by doing



(acquisition of experience) is presumably nmpst rapid with new entrants to the
| abor force, so productivity growh will decline as the ratio of new entrants
declines. Second, new entrants are presumably the nobst nmobile nenbers of the
| abor force, particularly in those countries, such as Japan and continenta
Europe, with practices (sometines reinforced by law) of |ong-term enpl oynent
with a single enployer, so inter-sectoral nobility of the labor force will
decline, reducing the econonmy's flexibility to respond to changes in patterns
of demand or conpetitiveness.

Finally, as Nicholas Eberstadt has pointed out, there will be drastic
changes in social relations, particularly those concerning the famly. | f
Italy's low birth rate continues for two generations, for instance, alnpbst 60
percent of that nation's children would have no siblings, no cousins, no aunts
or uncles; conversely, less than five percent of children would have both
siblings and cousins. |In short, the extended famly (beyond grandparents and,
i ncreasingly, great-grandparents) would virtually disappear, and with it its
role in socialization of new generations of youngsters. What will provide the
substitute?

Declines in gromh of the labor force could be postponed by increasing
| abor force participation rates -- npbst obviously of wonmen, but increasingly
al so of the aged, nmade possible by better health of "senior citizens." There
is no reason why the increased |eisure made possible by rising productivity
should be taken predom nately or exclusively in nore retirenent years.
Rat her, working years could be extended with inproved health, and the working
week nmade nore flexible in timng and |l ength throughout one's working life
Flexibility of the |abor market could be enhanced by breaking the practice of
"l'ifetinme" enploynent with single enployers, by encouraging enpl oynent at al
ages and by inproving the institutional arrangenents for life-long |earning,
thus extending the educational sector beyond K-12 plus four years of college.

Labor force adaptability is required in a world of continual technical
change, such that the working place can be radically transformed not only once

but even twice in a single (ever-lengthening) lifetine.



The outlook for the United States is quite different from that for
Eur ope and Japan, partly because the birth rate has not (yet) fallen so far
(birth rate about 1.9 children per female), but also because it renmmins (al ong
with Australia and Canada) open to extensive inmgration, and indeed does a
remarkable job of integrating inmmigrants and especially their children into
Ameri can society.

I mmi gration deserves nmuch greater attention than it normally receives in
di scussion of aging in the United States and other rich countries. As of
1990, there were an estimated 120 mllion "foreign born" people in the
countries of the world, 2.3 percent of the world population -- the sane
percentage as in 1965. The rich industrialized (OECD) countries had 54
mllion of them 4.5 percent of their population, up from3.1 percent in 1965,
denonstrating an increase of on average 2.3 percent a year. The United States
had 20 million foreign born in 1990, double the nunmber in 1965 and

representing a rise from 5.1 to 7.9 percent of the US population, up 2.9

percent a year.1 As noted above, over a billion people will be added to the
world population in the next decade and a half, overwhelm ngly in devel oping
countries, many of which are struggling for growth and burdened wi th high
urban unenpl oynent as people increasingly migrate from rural areas to the

cities. As labor force growh in rich countries declines, farms, firnms, and

governments (including the armed forces) wll have increasing difficulty
recruiting. Firnms (and farnms, especially at harvest tine) will press for nore
i nported foreign workers. Why should not these devel opnents in supply and

demand, separated by national boundaries, be natched?
Immigration is rarely discussed as a policy variable, but it should be.
US Census popul ation projections sinply assume constant net inmgration into

the United States for the indefinite future (at 820,000 a year on the mddle

variant). 2 That is not consistent with historical experience, nor is it
consistent with significant decline in natural population growth in the
future. Yet the projections would be altered significantly by assuming a

proportionate rise in immgration, even nore a disproportionate rise to



conpensate for the short-fall in natural grow h.

Suppose, for instance, that inmgration into the United States were
allowed to increase over the period to 2025 at a rate rapid enough to keep the
"dependency ratio" -- the ratio of non-working age population to working age
popul ation -- approximtely what it was in 2000. Assuming no change in
participation rates or in tax structure, such a condition would retain the
rel ati onship between tax-paying residents and non-tax-paying residents that
obtained at the beginning of the 21st century -- a ratio that generated
overal |l budget surpluses and a surplus in the social security trust fund.

The US dependency ratio is projected (Census Bureau, 2000, niddle
variant) to rise from .618 to .734 between 2000 and 2025. I will nake the
strong assunption that all additional immgrants (over the |levels assuned in
t he popul ation projections) between now and 2025 are of working age, 18-64.
(This would of course require a substantial alteration of the existing heavy
enphasis on fanmily unification in the Immigration Act of 1990, but only for
the increnental mgrants; famly wunification on its current scale could
continue. Political refugees could also continue at their current |evel of
over 100,000 a year.)

To return the 2025 dependency ratio to the 2000 level would require
adm ssion of 36.4 mnmllion extra immgrants over this 25 year period, an
average of 1.46 nmillion a year. That would nearly treble the immgration
assunmed in the projections, but | believe it is nanageable. Provi ded the
i mmgrants were well-diversified as to source -- in practice, that nost of the
increnent did not conme from Mexico and central America -- the United States
could absorb this nunber of additional inmgrants. By assunption, they are of
wor ki ng age, so should not put heavy initial burdens on schools, welfare, or
soci al security.

The incremental inmmgration could sensibly be admtted on a rising
trajectory, rather, as in current official projections, at a constant |evel.
Thus the increnental inmmgration could start, say, at 500,000 a year -- only a

small increase on the over one mllion inmgrants that are thought to enter



the United States annually today, counting illegal inmgrants -- and rise to
2.4 nmllion a year by 2025 to yield the average of 1.46 nillion a year. O
course, to the extent the participation ratio exceeded the average for
Anericans, the total nunber of inmigrants could be lower and still result in
the desired additions to the |abor force. Mor eover, many of them could be
admtted as contract workers rather than full-tinme imrgrants, being engaged
for instance in seasonal farmwork or contract construction.

An effort to retain the dependency ratio of 2000 is of course arbitrary.

Smal l er nunbers of additional immgrants could nonethel ess help conmpensate
for the economc and fiscal problenms created by a declining birth rate and
i ncreased | ongevity. The calculation above is designed, rather, to show that
retention of the current dependency ratio through immgration could be
possi bl e.

The United States is fortunate in having a tradition of successful
immgration. The denographic decline is greater in Europe and Japan than it
is in the United States, and the tradition for absorbing immgrants is |ess
strong -- although in fact Germany today has a higher ratio of "foreign-born"

popul ation than does the United States. Immigration alone is therefore |ess

feasible as a total solution to the problens created by denographic decline.3

Nonet hel ess, the prospective decline of natural population growth likely

to be observed in the com ng decades suggests a prediction: imrmigration into
all rich countries will occur on a much greater scale than is currently
envisioned in official population projections, illegally if not legally; on
bal ance such inmmgration will be nore welcome than it seenms to be at present,
and indeed will even be encouraged.

Endnot es

1... Interestingly, foreign-born persons made up a higher fraction of the
| abor force than of the total population in Australia, Canada, and the USA
whereas the reverse was generally true in Europe and Japan. Evi dently

i mm grants had | arger-than-average famlies in Europe, and/or they were drawn
by the relatively generous wel fare prograns there.
2... The Census projections of 2000 drop this constant rate of net inmgration



in favor of a trajectory that falls from 970,000 in 2000 to 720,000 in 2010

and then rises to 918,000 in 2025 -- a figure that is below the immigration
assumed for 2000. This trajectory provides a better starting point, but a
decline of 250,000 a year over the next ten %ears seens i npl ausi bl e.

3... Enlargenent of the European Union by the 12 applicants would, no doubt,
result in substantial additional immgration into the current 15 nenbers,
whose per capita inconmes are substantially higher than those of the
appl i cants. But such migration would aggravate denographic decline in the

applicant countries, nmost of whom have also experienced sharp reductions in
birth rates.



