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The rate of economic growth is generally determined by how fast the workforce is growing and how
quickly productivity is rising.1 However, as the baby boomer generation starts to retire and
productivity growth levels off, immigration is poised to play a vital role in continued U.S. economic
growth.
Although some of America’s economic competitors – in particular Japan and Germany – face
shrinking populations, the United States admits up to 1 million immigrants per year. In terms of
future economic growth, it is important for U.S. immigration policy to play a role in attracting large
numbers of highly-educated and highly-skilled workers who will not only increase the workforce but
contribute immensely to innovation and productivity growth.
Labor Force Growth Key to Economic Growth
From 1960 to 2008, the economy grew at an average annual rate of 3.3 percent.2 About half of that
(1.6%) was due to an expanding workforce as the baby boomers went to work and women entered
the labor force in greater numbers, while the other half (1.7%) came from productivity growth —
those workers making more, and better, goods and services per hour.3
Although both workforce growth and productivity have been important sources of real economic
growth, their relative contribution has varied over time. From 1973 to 1990, workforce growth
accounted for just over half of U.S. economic growth, while from 1995 to 2004 about 75 percent of
growth was from productivity gains.4 Since 2010, the rate of productivity growth has fallen from 3.0
percent to just 0.9 percent in 2012, while the labor force growth has averaged just 0.2 over the past
three years, partially resulting from lower levels of immigration.5 The consequence has been
relatively weak economic growth.
Demographic Trends Creating A Drag On Economic Growth
Most of the recent decline in labor force participation is being driven by demographics, including the
retirement of the baby boom generation.6 It is the biggest drag on labor force growth, and will
remain so for the next couple of decades. Over the next ten years, the proportion of working-age
Americans will decline from 67 percent to 64 percent, and by 2020 the contribution of labor force
growth to U.S. economic growth rates is expected to decline to just 0.5 percent from a peak of 2.0
percent in the 1970s.7 Without a significant and sustained rise in productivity or an increase in
immigration, the U.S. may be headed for a couple decades of lackluster economic growth.
Compounding this problem is the fact that by many measurements the U.S. is falling behind the rest
of the world in the science, technology, engineering, and math (STEM) disciplines, at a time when
these skills are increasingly vital to increasing productivity and global competition. For example,
between 2010 and 2020 at least 1.1 million job openings in computing professions require at least a
bachelor’s degree, yet the U.S. will not produce even half the number of graduates needed to fill
those positions.8 In the U.S., only about 4 percent of all bachelor’s degrees awarded in 2008 were in
engineering, as compared to approximately 19 percent throughout all of Asia and 31 percent in China

in particular.9 At current trends, the United States will produce twice as many graduates in the
social sciences and business as in science, technology, engineering, and mathematics.10 Moreover,
the gap is not limited to science and engineering jobs. A June 2011 McKinsey Global Institute report
predicts a shortfall of 1.5 million “data-savvy” managers and analysts by 2018.11
Increased Immigration Part of the Solution
Clearly an important part of the solution is to educate more Americans with STEM skills. However,
immigration reform can play an important role too. One recent study estimates that increasing net
migration to the level it was at in the year 2000 would increase the rate of economic growth by 0.3
percent per year.12 Significantly increasing the number of high-skilled immigrants would also have a
positive impact on productivity. For example, recent research shows high-skilled immigrants play an
important role in innovation and, in certain sectors, entrepreneurship. Highly educated immigrants
receive patents at more than twice the rate of highly educated citizens, and boost overall patent
activity.13 Between 1995 and 2005, immigrants founded 25 percent of U.S. high-tech startups.14 ,
immigration can boost productivity growth and lead to higher long-run economic growth.15
Policymakers should consider reducing barriers to the immigration of skilled workers by significantly
increasing the number of H-1B visas, making it easier for high-skilled immigrants to move from job to
job, and better utilizing H-1B visa fees to strengthen STEM education.
Conclusion
The retirement of the baby boom generation will be a significant drag on labor force growth over the
next 20 years and without a significant and sustained rise in productivity or an increase in
immigration, the U.S. may be headed for two decades of relatively weak growth. Moreover, the
world economy has entered a period in which there is a global labor market for high-skilled workers.
Although the mobility of these workers will not be without regulation, the movement of high-skilled
workers will intensify across developed economies and between developed and less developed
countries. It is an economic imperative that policymakers take steps to train, attract, and keep
talented people in the United States.
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