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The Populist Revolts
of 2016

A Hidden Cost of Immigration?
F

GARETT JONES

The Power of Taboo

Princeton economist Anne Case and her husband, Nobel Laureate Angus
Deaton, recently started studying the death rates of middle-aged, non-Hispanic,
white Americans. Although for decades death rates for people ages forty-five to

fifty-four have fallen overall for most demographic groups in the United States and have
tended to fall for the large nations of Europe, Case and Deaton show that the death rate
for non-Hispanic whites has slightly increased in recent years (Guo 2017).1 Case and
Deaton’s research has received an enormous amount of media attention. But when they
first presented their work to their fellow academics, how was it received? In a recent
interview with the Washington Post, they commented on that response:

DEATON: Anne presented the first paper once and was told, in no uncertain
terms: How dare you work on whites.

CASE: I was really beaten up.

DEATON: And these were really senior people.

CASE: Very senior people. (Guo 2017)

Garett Jones is associate professor in the Department of Economics and BB&T Professor for the Study of
Capitalism at the Mercatus Center of George Mason University.

1. Death rates of Hispanic Americans are substantially lower than that of non-Hispanic whites.
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Imagine you’re a young academic, perhaps a graduate student, thinking about
doing research on a topic that’s currently controversial in your field.2 How are you
going to react to that quote? You’ll probably be cautious; you’ll probably steer your
research to safer topics, topics that won’t lead to “really senior people” telling you that
you’re on the wrong path. After all, the really senior people have a great deal of influence
over hiring decisions, over what gets published in good journals. Maybe it’s better to
just study monetary policy or game theory.

Let’s not make too much of this: economists are far better than researchers in
other fields at resisting the siren song of political correctness. For more than a decade, I
wrote papers on the economic and political consequences of differences in national
average IQ, a process that culminated in my book Hive Mind: How Your Nation’s IQ
Matters so Much More Than Your Own (Jones 2015). Through the process, I learned
something about the role of political correctness in academic life: a favorite moment was
when a Ph.D. student from a top economics department pulled me aside at a conference
and said to me quietly, somewhat conspiratorially, something along the lines of, “Just
want to let you know that my classmates and I read your stuff. It’s not assigned in class,
but we’ve heard about it and really like it.”

Although human intelligence is a controversial topic in some circles, the eco-
nomics profession overall has been extremely fair to me: I have benefited enormously
from helpful editors, smart referees, and my excellent colleagues, who voted to hire and
tenure me. I genuinely believe that it’s reasonably safe for an academic economist to
pursue unconventional, currently controversial topics. That’s because in my field being
interesting and insightful is more important than toeing any party line.

Is President Trump One of the Costs of Immigration?

However, even economists are far from perfect, and too often we face temptations to
pay attention to something other than the candid truth. In his essay in this issue of The
Independent Review, drawing on his fascinating new book,WeWantedWorkers (2016),
George Borjas quotes economist Paul Collier: “[S]ocial scientists have strained every
muscle to show that migration is good for everyone” (Collier 2013, 25–26).

In the past few years, this straining is getting a little harder for social scientists to
do. One side effect of immigration deserves particular attention: the populist backlash
against immigration itself. Academic economists have largely been strongly critical of
Donald Trump’s policy proposals both before and after the election, and British
economists overwhelmingly opposed Brexit, predicting it would hurt long-run living
standards. Prominent economics pundits noted—correctly at the time!—that financial

2. I say “currently controversial in your culture” because outrage is obviously socially constructed. When I
was a student at Brigham Young University, it was controversial to question whether Native Americans were
really descended from the ancient inhabitants of Israel, for instance, but nobody would have found it unusual
to question that belief at the University of Chicago or Yale.
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markets appeared to react negatively to news that Trump was doing well in the polls.
And in the case of both Brexit and the Trump victory, it is clear that opposition to mass
immigration, particularly lower-skilled immigration, was a key factor. Populist victories
appear to be one of the possible side effects of mass low-skilled immigration.

This is just one illustration of a larger theme, one that’s still neglected in the debate
on immigration, even though a sizable empirical literature supports the claim: immi-
grants have multiple complicated effects, directly and indirectly, on the political in-
stitutions of the countries they move to. When writing about this, I’m not discussing
moral responsibility—the question here isn’t whether immigrants are morally re-
sponsible for an anti-immigration backlash. I leave moral questions to others. I’m
writing on the narrower topic, one where social scientists have real expertise: Among
modern democracies, are massive increases in immigration, particularly of lower-skilled
workers, likely to result in lower institutional quality?

Borjas indeed discusses this important topic: “For unrestricted immigration [to
have themassive benefits promised by pro-immigration activists] billions of people must
be able to move to the industrialized economies without importing the institutions, the
dysfunctional social models, the political preferences, and the culture and norms that led
to poor economic conditions in the sending countries in the first place. [Such an
optimistic outcome] seems inconceivable” (2016, 43).

In a recent review essay, Borjas (2015) goes further, using formal models to
investigate this important topic. His models, although clear, rigorous, and quantitative,
offer something more like a “proof of concept” that immigration might affect market-
oriented institutions rather than that they do affect them. In the rest of this essay, I want
to focus on one particular way immigration is likely already affecting institutions:
through a populist backlash channel.

It All Starts with a Recipe

One of the great contributions of modern macroeconomics and modern political
economy research is formal structural thinking: a valuable way to think about how
things turn out is to write a recipe. That’s true even if you know the recipe is in-
complete. Just writing down a theory of what matters, what drives the total outcome,
is a clarifying experience.

For example, Milton Friedman’s relentless incantation of the quantity theory of
money was clarifying because it reminded people that the only practical way to get
endless high inflation is endless rapid growth in government-created money. The other
alternatives stretched credulity. To get high, long-lasting inflation, you need one of
three things: (1) high, persistent growth rates of money; (2) a high, persistent increase in
the growth rate of the velocity of money (how quickly people get cash out of their
hands); or (3) negative, persistent growth rates of real output—falling real incomes.
Friedman had to keep reminding people that this wasn’t just about the level of these
variables but also about the growth rate of the variables: themovement, not the location.
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So a one-time depression couldn’t by itself cause a permanent fall in inflation, and a one-
time rise in the velocity of money—due to, say, the convenience of ATMs or a rise
in consumer confidence—couldn’t cause persistently high inflation. A simple theory,
a simple equation: MV 5 PY (money times velocity equals the price level times real
output, and total spending on goods equals total purchases of goods). That was enough
to cut through decades, even centuries, of sloppy thinking about inflation.

The Three Laws of Market Origins

We need a similar set of tools to think about the effects, direct and indirect, of im-
migration on a nation’s institutions. The relatively free-market institutions that the rich
countries of today enjoy are wondrous. The ability to contract relatively freely, to make
long-term financial and economic plans with a reasonable degree of confidence that
they’ll come to fruition, the taken-for-granted existence of a legal system where bribes
matter less than the facts of the case: these are rare treasures by human standards. Where
do they come from? What might weaken them?

One might hope that the free-market movement would offer abundant answers to
the question “Where do free markets come from?” But aside from a few anomalous
writers in the movement, the question of why some countries are more pro-market than
others, of where low-corruption, high-market-freedom social systems come from, is too
rarely discussed. There are a few nods to “history” or maybe even use of the fancier term
path persistence, but then there’s a quick retreat to the usual approach of assiduously
avoiding the topic. When it comes to finding out where free-market institutions actually
come from, pro-market activists, pundits, and intellectuals largely follow the Three
Laws of Market Origins:

1. Free-market institutions are important.
2. Don’t ask where free-market institutions come from.
3. I said don’t ask.

I’m not arguing that nobody in the movement writes about the origins of cap-
italism, laissez-faire, economic freedom, or any of the other features of market-oriented
economies. Indeed, there are endless historical works on the topic, many of which I
enjoy reading, such as The Mind and the Market: Capitalism in Western Thought by
Jerry Muller (2002) and the excellent book The Passions and the Interests: Political
Arguments for Capitalism before Its Triumph by Albert Hirschman ([1977] 1997).
Historical approaches are insightful and educational. But without a structural approach—
without serious answers to the question “What is the real list of ingredients that make
a country much more likely to embrace and sustain market-leaning institutions, and
which of those ingredients can plausibly be changed through public action, social action,
or intellectual engagement?”—we’re not finding out wheremarkets come from.We need
an ingredients list.
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What ingredients do market-oriented writers currently believe should go on
the list? In practice, the free-market movement acts as if the way you get a relatively
free market is by publicly and loudly preaching the merits of the free market—and
indeed, journals such as The Independent Review do quite an expert and high-
quality job at just that task. And perhaps preaching really does play an important
role. After all, because institutional quality matters so much, even a small im-
provement in a nation’s support for markets can have a massive economic effect in
the long run.

But preaching is probably not the only ingredient. And here we come to one of
the great questions of modern political economy, one that Trump and Brexit have
made a live issue across the rich countries: Does immigration, including immigration
by groups that are quite culturally distinct from the countries they move to, shape
long-run institutional quality? It turns out that academic social scientists have studied
many issues relevant to this question, even if they’re not always addressing that
question directly. I began by discussing the possibility of a destructive backlash to
diversity—the case where large-scale mass migration spurs a political backlash against
rising immigration and where in turn that backlash weakens market institutions, the
rule of law, and cultural norms of equality. This is the kind of risk that should definitely
be included in any kind of serious cost–benefit analysis of rising diversity, yet I have
seen nothing of the kind in the academic literature, let alone in the serious pro-market
literature. And it’s not because of a lack of data. Robert Putnam (2007) of Harvard’s
Kennedy School famously found that social trust weakened in neighborhoods with
high levels of ethnic diversity. This is perhaps the best-known version of a broader
finding: definitely at the local level and perhaps at the national level across multiple
rich countries, rising ethnic diversity is associated with lower willingness to trust one’s
neighbors. In another line of research, Harvard economist Philippe Aghion and his
coauthors (2010) found that people who trust strangers less are noticeably more likely
to demand government regulation to make up for the lack of private trust and
trustworthiness. For instance, they prefer government rules that make it harder to fire
workers, surely an antimarket policy.

So we have a simple story here, built with links at Harvard University: diversity
often lowers trust, and lower trust often increases the demand for government reg-
ulation. Because someone doesn’t trust strangers quite as much as before, that same
someone starts asking the government to deal with the strangers. And we know how
risky a request that is.

Going further afield, there’s a broad and deep empirical literature that finds that
higher ethnic diversity robustly predicts less spending on public goods such as water
supplies, electricity infrastructure, and roads. There are so many studies on this topic
that it’s taken for granted as a result. In the well-studied United States, Alberto Alesina,
Reza Baqir, and William Easterly (1999) report that within more ethnically diverse
parts of the country, government spending on public goods, including “roads, sewers,
and trash pickup,” are lower.
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Of course, to some laissez-faire advocates, that relationship by itself is a feature
not a bug: if greater ethnic diversity brings us smaller government, then by all means
let’s increase ethnic diversity! But when we see a routine, robust empirical result, we
shouldn’t just treat it as a narrow, isolated fact. We should ask what it signifies. What
does it mean when we see that diversity strongly appears to cause lower spending on
widely shared, widely utilized goods? It probably means that people don’t trust
strangers as much, and so they oppose the spending on public goods because they’re
skeptical that such spending is helping what they might call “people like us.” The
lower spending on public goods caused by higher ethnic diversity is a strong sign of
higher distrust. You might not believe some social scientist’s survey showing that
diversity causes distrust, but you should probably believe some social scientist’s
statistical analysis showing the diversity causes so much distrust that it shapes the
actual size and scope of government. A major insight of the diversity and public-
goods literature is that it offers a concrete, real-world sign that citizens care about
diversity.

Another set of papers coauthored by New York University economist William
Easterly (Easterly and Levine 1997; Alesina, Baqir, and Easterly 1999; Alesina et al.
2003; Easterly, Ritzen, and Woolcock 2006) reports insightful evidence that diversity
does indeed lower institutional quality and economic growth within a country.
However, in one influential study Easterly himself reports that at least over the period
for which he has data—roughly the post–World War II, pre–global financial crisis
period—the relationship between diversity and economic growth appeared non-
existent in the countries with the best institutions: “Ethnic diversity has a more
adverse effect on economic policy and growth when institutions are poor. To put it
another way, poor institutions have an even more adverse effect on growth and policy
when ethnic diversity is high. Conversely, in countries with sufficiently good in-
stitutions, ethnic diversity does not lower growth or worsen economic policies”
(2001, 703).

But that was then, and this is now. It now appears increasingly likely that those
postwar, precrisis decades were a bubble for relatively successful multiculturalism as well
as a bubble for high-quality government institutions. And taking Easterly’s results as
prophecy, if institutional quality declines in some of the rich countries—as has already
happened in the United States and United Kingdom since the financial crisis, according
to the major economic freedom indices, as well as in parts of southern Europe—then the
risks posed by ethnic diversity to future economic policy and future economic growth
will be greater.

It’s time to start wondering whether past institutional quality is a guarantee
of future returns. Far more importantly, we should be investigating the various
ways demography shapes the governments that rule over us. That careful
investigation—a process of data collection, rigorous theorizing, and vigorous
debate—is the only way we’ll find out how changes in each nation’s demography
will influence the quality of government, the support for markets, and the respect
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for the modest, restrained rule of law that are critical to maintaining relatively free
markets.
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