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1 Introduction

The rising concern about disruptive automation in the labor market is ubiquitous. (Brynjolf-
sson and McAfee (2014) and Frey and Osborne (2017)) In contrast to the current conventional
view, which presumes that new technology unambiguously brings net benefits to labor by
augmenting human skills, economists, including Autor and Dorn (2013) and Acemoglu and
Restrepo (2017), have re-examined the labor market impacts of skill-replacing technology
and found adverse effects on routine occupation workers. Nearly all the literature, however,
frames automation technology as a primitive external force, and underrates this simple ob-
servation: automation is implemented by investing in autonomous machines (robots), thus,
automation is a consequence of rational technology choices.! Overall, in conjunction with the
surging public interest in how evolving automation technologies reshape the labor markets,
the literature is dominated by what could be called a technology-push view, and relatively
little is known about the mechanism regarding why, when and how much the production
economy adopts the new automation technology.

To help fill this void, this paper theoretically and empirically investigates the mechanism
of automation adoption, and advances the hypothesis that foreign labor inflow, a consis-
tently increasing class of labor across the developed economies, affects the penetration of
automation in the long run. If the adoption of automation is based on the cost advantage
of using robots instead of human labor, then, immigration presumably has the potential to
shift the human skill prices, and thus, alter the optimal magnitude of automation. This rel-
atively unexplored link is important because immigration is a policy variable to reconfigure
the national demography, and automation significantly reshapes the labor market landscape,
as the recent automation literature demonstrates.? Therefore, the country could potentially
navigate the adoption of automation via immigration policy.

To formalize the theory described above and quantitatively assess how immigration has
played a role in shifting automation, I develop a dynamic spatial task-based model of en-
dogenous automation based on Acemoglu and Restrepo (2018a).> In a spatial economy, a

competitive establishment with heterogeneous productivities produces a final good, com-

LA notable exception is a recent work by Acemoglu and Restrepo (2018a), which explores how demo-
graphic change nudges the production system to develop automation, in the context of directed technical
change. This paper complements their work by featuring the distinctive role of foreign labor and by adopting
a more structural, empirically implementable approach.

2Except Autor and Dorn (2013) and Acemoglu and Restrepo (2017) mentioned above, see for example,
Eden and Gaggl (2018).

3Ottaviano, Peri and Wright (2013) employ a similar vein of task-based model to jointly examine the
interaction and impacts of immigration and offshoring, in contrast to my focus on automation.



bining tasks with different routineness (easiness-to-automate). The production factors are
robots, routine skills and non-routine skills, and each skill is a composite of domestic and
foreign skills. Each production factor has arbitrary task-specific factor productivities on
the task spectrum, allowing for a richer cross-factor substitution pattern than conventional
iso-elastic technology.

Three non-stationary drivers (immigration inflow, demographic transitions, and techno-
logical progress, proxied by quality-adjusted investment price of robots) shapes the equilib-
rium skill prices. Given the expected future menu of factor prices and task-specific factor
productivities, the central problem for establishments is dynamically optimal task allocation.
Automation is implemented by task reallocation from routine skills to robots; establishments
of heterogeneous productivities decide when and how much tasks to be automated by the
updated vintage of robots by paying the cost of adjustment friction,* accompanied by their
investments in robots.®

All the implications from the model are tightly disciplined by regional-level cross-factor
substitution. The model yields a key relationship between elasticities of task reallocation
with respect to factor prices and regional cross-factor substitution. Since elasticities of task
allocation are unobservable per se, I analytically derive higher-level estimatable elasticities of
regional economic outcomes (robot deployments, routine skill prices, and native premium of
skill prices) under the steady state with respect to low-skilled (or high-skilled) immigration
as functions of regional-level cross-factor substitutions. Having developed a model, the iden-
tification and estimation proceeds in three steps. First, I conduct quasi-experiments using
reduced-form regressions across the CZs and years to estimate the regional-level elasticities
of robots, routine skill price, and native premium of skill prices with respect to low- and
high- skilled immigration inflow in manufacturing sector, and in information service sector,
respectively, during 1980-1990, regarding this initial decade as the change under the steady
state. To address the routinely invoked issue of non-randomness of regional immigration
inflows, I use the location preferences of immigrants as non-market forces, as immigrants
strongly prefer a neighborhood with larger numbers of people of their own ethnicity (Munshi

(2003)). Operationally, I use the historical settlement patterns of 26 ethnic groups in 1940 to

4Adjustment costs for automation could allow for many interpretations: unions, legal labor regulations,
initial learning costs, or inertia.

5As robots are durable, and their use is de facto irreversible, the decision to invest in robots inherently de-
pends on the current menu of factor prices (both regional skill prices and national quality-adjusted investment
prices), and the expected future path of menus. The model echoes with classical optimal replacement model
(e.g. Rust (1987)) and durable good demand literature. (e.g. Adda and Cooper (2000), Gowrisankaran and
Rysman (2012))



construct an instrument of ethnically-driven waves of foreign labor settlements, orthogonal
to regional economic climates® (Altonji and Card (1991), and Card (2001)). The regional
reactions to immigration inflows exhibit remarkable heterogeneity, especially between ur-
ban and rural areas; the elasticities of routine occupation wages and robots with respect to
immigration are more negatively skewed in rural areas than in urban areas.”

Second, I semi-parametrically identify and estimate the entire cross-factor substitution
schedules to consistently match the series of region-specific immigration elasticities in each
sector, as obtained in the first step. To do this, I draw on three analytical mappings,
generated from the benchmark model; the threshold-specific substitutions of routine skills
vs. robots, the substitutions of non-routine vs. routine skills, and the substitutions of foreign
vs. domestic skills. I use these analytical mappings as moment conditions in a Generalized
Method of Moments (GMM) procedure to consistently rationalize a trio of regional-specific
elasticities of economic outcomes with respect to immigration. To the best of my knowledge,
this paper is the first to empirically recover the task-specific factor productivities in the line
of literature using a task-based approach.®

Third, after inserting these factor productivities recovered in the previous step into the
dynamic model, I estimate a pair of non-convex and convex adjustment parameters for
automation with a product differentiation parameter, using a Simulated Method of Moments
(SMM) matched with patterns of establishment size evolutions across sectors.

Armed with the model including the estimated technology and adjustment costs, I start
by quantifying the impact of immigration on the similarly-skilled native wages, both with
and without effects from automation upgrading. A comparison to the counterfactual case
with no immigration growth from 1980 to the baseline reveals that low-skilled immigration
alone reduced the routine native wages by -0.05%, but raised the wages by +0.04% from
1980-2015 when automation adjustment is included. In contrast, high-skilled immigration
alone raised the non-routine native wages by +0.03%, and inclusive of adjusted automation,
raised the wages by +0.05% from 1980-2015.

The results highlight the importance of taking the dynamic effect of adjusted technology

in the production system into account as well as substitution between immigrants and natives

6The instrumental variable strategy has been predominantly used in the immigration literature. For an
extensive list, see Jaeger, Ruist and Stuhler (2018).

"The urban areas are the top 37 CZs accounting for the half of the labor force in 1980, and the rural
areas are the other CZs.

8Recent related works on the task-based approach includes Peri and Sparber (2009) (immigration), Ace-
moglu and Restrepo (2018b)(automation), and Ottaviano, Peri and Wright (2013) (offshoring). See Acemoglu
and Autor (2011) for a theoretical background.



when examining the economic impacts of immigration and crafting an immigration policy.
Low-skilled immigration weakened robotization in manufacturing, and thus, raised routine
native wages in the long run. The measured impacts are stronger by 4 times when the
regions are limited to the top 30 CZs of the largest low-skilled immigration growth rate,
showing the geographically heterogeneous impacts of immigration.” In contrast, increased
computerization driven by high-skilled immigration in the information service sector further
benefited non-routine native workers. The findings are applicable to the welfare implication
when social welfare is defined as a weighted sum of consumption utilities from labor and
non-labor incomes for the U.S. citizens. Under the plausible distributional preference of the
planner, I find that both low-skilled and high-skilled immigration during 1980-2015 improved
the domestic welfare at the time of 2015.%°

Having reproduced the rational delay of automation upgrading during the target period,
1980-2015, I extend the analysis by another 35 year future period, 2016-2050, and conduct
policy experiments. First, by keeping the current immigration policy, I extend the simulation,
following the demographic projections of the most recent Census (Census Bureau (2017))
and Weldon Cooper Center (2018). This could be labeled as the future baseline case.

Second, motivated by the burgeoning anti-immigration movements occurring across de-
veloped countries, I ask what would happen if future immigration is restricted in the U.S..
To consider an extreme case, I mechanically keep foreign labor in the U.S. at the projected
level of 2020, and quantify the difference from the future baseline. The simulation shows
that the immigration regulation is welfare-harming by -0.5% (low-skilled) and -1.9% (high-
skilled) compared to the baseline at the time of 2050. The policy simulation mirrors the
findings during the target period: low-skilled immigration weakens robotization, shrinking
wage inequality. High-skilled immigration augments the wages of both occupation classes
despite the expansion of wage inequality from greater use of computerization.

Last, motivated by the rising policy debate about a potential universal basic income (UBI)
in the face of looming technological unemployment due to technological advances'!, I explore
what would happen if a part of natives exit from the labor force by a UBI policy. Typically,
a UBI is discussed as unconditional minimum (basic) stipend (800-1200 USD per month)

9These top 30 CZs account for 46% of low-skilled immigration inflow in terms of headcounts.
10T try out sensitivity analysis of welfare protocols, and the implications are stable. See Section 6.1.

HRecently, UBI has gained a new vive instead of the canonical progressive social security system.
Economists, including Peter Diamond and Chris Pissarides, have publicly expressed their approval. (Forbes
(2017)) In 2016, a national referendum was held in Switzerland to vote on adopting a UBI, and it was
rejected.



to be provided to every (universal) working-aged U.S. citizen, excluding immigrants.'> The
simulation shows that a UBI boosts automation intensity (proxied by robot task share) by
0.4-0.6%, and 1.5-2.1% across sectors, by raising routine native wages by 4.1-5.8% and 6.2-
9.1%, respectively, as compared to the future baseline for 2020-2050. Parallel to the surging
deployment of automation, dependency on foreign labor, which has been excluded from the
UBI provision, is predicted to sharply rise by 0.5 and 0.3 p.p. in 2050 as compared to the
baseline across sectors. Although a UBI is often touted as a counter-measure to massively
disruptive automation, which is implicitly founded in the technology-push view, my model
delivers a contrary perspective: a UBI would serve as a policy shock resulting in the highly
automated economy.

The paper is structured as follows. Section 2 shows motivating evidences, delivers a
perspective on mechanisms of automation, and positions a related literature within the per-
spective. Section 3 provides a setup and equilibrium of the framework. The framework
under the steady state delivers analytical formula of the economic impacts of immigration
via automation adjustment. Section 4 describes the data sources, and their salient patterns.
Section 5 delivers an identification strategy, outlines the estimation procedures, and reports
the results obtained. Section 6 quantitatively assesses each channel, accompanied by de-
composition exercises by multiple forces. Section 7 reports policy experiments. Section 8

concludes.

2 Understanding the Mechanism of Automation by Link-

ing Immigration and Automation

2.1 Motivating graphics

To motivate the hypothesis, I juxtapose foreign labor inflow and automation penetration
at the U.S. regional level. The U.S. commuting zones (CZs, developed by Tolbert and
Sizer (1996)) provide 722 geographically consistent units suitable for tracking the relation-
ships between immigration inflow and automation penetration. Immigration inflow is stably

asymmetric across the CZs'?, generating a large cross-region labor supply shocks to the aging

12Unsurprisingly, the largest obstacle preventing the adoption of a UBI is the massive expenditure nec-
essary. To finance a UBI, I consider a regime of heavier taxation of high-income earners, a sizable part of
whom belong to the information service sector.

B3From 1980-2015, the mean growth rate of working-age immigration (employed in Figure.l and 2) is
more than double the median. (low-skilled, 5.0% (mean) vs. 2.4% (median), high-skilled, 3.4% (mean) vs.
1.5% (median), implying a remarkably skewed regional immigration inflow. See Figure.13 for a geographic



demography, which proceeds in more uniformly across regions, and is mirrored by declining
geographic mobility for the native population (Notowidigdo (2011)).

It is well-known that immigrants into the U.S. are characterized by their polarity of skill
levels (See Data Appendix). Due to the salient skill dispersion among the immigrants, they
are categorized as low-skilled or high-skilled, according to their education attainments.'*
I contrast each class of foreign labor according to their plausibly pertinent mode of au-
tomation across two sectors: the robotization of production tasks in manufacturing and the
computerization of non-production tasks in information service. As automation technology
is unobservable per se, it is proxied by the capital embodying each mode of automation,
namely, industrial robots and information technology (IT) capital.’®

As Figure 1 and 2 shows, the magnitude of immigration inflow with different skill levels
robustly stands in sharp contrast to their pertinent mode of automation; that is, low-skilled
immigration negatively correlates to robotization, but high-skilled immigration is positively

16 This observation guides my hypothesis to bridge the

correlated with computerization.
two factors, by highlighting the key mediating role of regional routine wages: low-skilled
immigration inflow reduces the routine wages by providing an over-supply of routine skills.
Thus, establishments would use less robots in production tasks.!” On the other hand, high-
skilled immigration inflow raises the demand for complementary routine tasks, and thus,
elevates the routine wages. Establishments would heighten the computerization of routine

tasks previously provided by routine labor.'®

illustration.

14Tn Figure 1 and 2, immigrants with high-school diplomas or less are low-skilled, while those with bachelor’s
and higher degrees are high-skilled. For the rest of the analysis, high-skilled immigration is extended to
incorporate immigrants with some college education.

15Eden and Gaggl (2018) emphasize the distinct roles of IT capital as opposed to non-IT capital in their
welfare calculations.

Figure 2 interprets IT capitals as skill-replacing to routine skills. but it could be also interpreted as
skill-augmenting to non-routine skills in the context of skill-capital complementarity. (e.g. Krusell et al.
(2000), Autor, Levy and Murnane (2003), Autor and Dorn (2013)). My model explicitly distinguishes two
forms of IT capitals by robots and equipments.

17A companion paper, Yoshida (2019) examines whether low-skilled immigration inflow impedes robo-
tization, using a more narrowly defined industrial robot dataset from IFR (2015). The paper examines
manufacturing, construction and agriculture.

BIntuitively, a larger inflow of managers or engineers require a larger back office (e.g. secretaries, book-
keepers) to support their expert skill level activities. For example, a secretary in San Jose, CA is better paid
than one in Flint, MI, possibly because of more abundant demand for administrative jobs.
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Figure 1: Low-skilled immigration inflow and robotization (1980-2015)
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Figure 2: High-skilled immigration inflow and computerization (1980-2015)
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Income and Production Accounts from the Bureau of Economic Analysis. Individuals with high-school
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depicted by the size of each bubble. Shaded areas are 99% confidence intervals. For details of the data

source, see Section 4.

Given that autonomous machines follow the law of one price in the global capital market,
Figure 1 indicates that automation could be framed as regional phenomena induced by

regional heterogeneous wages molded by the geographic and demographic constraints of



human workers.?

2.2 Why does automation occur?: the mechanism of automation

To organize the hypothesis on the interaction of immigration and automation, I craft a
conceptual chart, Figure 3, which summarizes the mechanism of automation. I sequentially
divide the mechanism into three channels, drivers of automation, captured by (1) and (2) and

the consequences of automation, as by (3). (4) represents the aggregate effect of immigration

on the labor market.?°
Demographic Robot investment
transition prlce shlft
(85,45} \
Immigration skill prices Aufomation
mﬂowF AStht ad_]usténent
{aS”, A5} 89,88} oy tmpactof {49
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L ' A . J
(1) Impact of (2) Automation
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Y
(4) Aggregate assessment of
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Figure 3: Mechanism of automation
Notes: Robot investment price is quality-adjusted so that it proxies the technological progress of automation.
S denotes skills, ¢ denotes skill prices, and the upper-line and lower-line corresponds to non-routine and

routine skills, respectively. Formal definitions are given in Section 3.

First, in the short run and under a fixed level of automation, immigration affects skill
prices in conjunction with demographic change. The effect of immigration inflow on skill

prices without effects from adjusted automation is given by:

dq
X1 = dSF (1)

19Research shows that routine occupation workers exhibit less mobility (Notowidigdo (2011)), and their
wages are presumably more vulnerable to regional demographic change. Moreover, when adopting automa-
tion, establishments will be plausibly more sensitive to routine workers’ wages rather than non-routine
workers’ wages.

20Theoretically, declining robot investment price augments skill prices via investment-specific technology
changes, independently from adoption of automation. (Greenwood, Hercowitz and Krusell (1997)) This
channel is also included in the quantitative model.



where q € {g, G} represents skill prices including routine and non-routine occupations, SF s
low- or high-skilled foreign skills, and 6 is automation intensity, as defined below in Section
3.

In the long run, technology is the choice variable of producers. Second, the routine skill
price changed from the first channel, and guides the automation intensity in parallel to the
evolution of quality-adjusted investment price of robots. The effect of routine skill price

change on automation intensity is given by:

df
- 2
X2 dg ( )

where g denotes routine skill prices. Third, in turn, the induced automation change affects

the skill prices. The effect of automation adjustment to skill price is given by:

dgq
X3 = @ (3)

Summing up (1),(2) and (3), the aggregate effect of immigration on skill prices are for-

mulated as J
q
— = X1, + X2 X X3 : (4)
dSF ~ —_—
direct effect indirect effect via automation adjustment

The key empirical challenge is to quantitively assess each channel of x1, y2 and x3. One
can see that what makes this mechanism intractable is the fact that the equilibrium skill
price changes serve both the drivers and the consequences of automation. To distinguish
these effects, this circularity guides me to develop a unified structural model that regards

regional immigration inflow as a driving force from the labor supply side.

2.3 Literature Review

The paper encompasses the intersection of three related lines of literature, each of which
could be mapped on Figure 3. First, this paper is related to a small stream of papers
bridging labor supply and technology adoption. (e.g. Beaudry, Doms and Lewis (2010),
Manuelli and Seshadri (2014), Akerman, Gaarder and Mogstad (2015)) My hypothesis about
the manufacturing sector most closely echoes those of Lewis (2005) and Lewis (2011), by
exploring the negative effect of low-skilled immigration to technology adoption, using micro-
level plant data in metropolitan areas. My hypothesis about the information service sector
complements the work by Basso, Peri and Rahman (2017), who analyze the role of low-skilled
immigration in the non-tradable service sector on labor market polarization by adopting

computerization. This paper features high-skilled immigration into the tradable service

10



sector; Beaudry, Doms and Lewis (2010) explores the effect of high-skilled labor on computer
adoption across metropolitan areas. This stream of papers do not explicitly frame their
technology as labor-saving automation. Also, they consider the link (1) and (2) in Figure 3,
but does not explicitly split the channel into the two by mediating with routine occupation
wages.

Second, this paper belongs to the immigration literature (e.g. Card and Peri (2016), Ot-
taviano and Peri (2012), and Borjas (1995)), exploring the aggregate effect of (4), mapped by
(4) in Figure 3. The literature is characterized by the intensive focus on immigration impacts
on native wages (Dustmann, Schonberg and Stuhler (2016)), and this paper complements the
papers in the stream by highlighting the dynamic impact from adjustment of automation,
indexed by (3) in Figure 3. Moreover, this paper allows for regionally heterogeneous impacts
of immigration by heterogenous substitution patterns across tasks. All of the papers in this
stream use the canonical constant elasticity of substitution (CES) protocols as a theoretical
framework, and do not adopt a task-based approach.

Third, this paper complements the automation literature. As stressed in the introduction,
the recent automation literature (e.g. Autor, Levy and Murnane (2003), Autor and Dorn
(2013), Acemoglu and Restrepo (2017), Eden and Gaggl (2018)) is founded by the technology-
push view, and focuses on the channel of (3) in Figure 3. In contrast, I highlight the
mechanics of why automation occurs as well as its feedbacks on the labor market.

Overall, no literature jointly analyze the channel of (1)-(4). My framework elucidates
the processes of (1) and (2) and incorporates the feedback effects of automation adjustment
from (3) to evaluate the aggregate impact of immigration, (4). The quantitative assessment

of each channel is presented in Section 6.

3 Dynamic Spatial Model of Endogenous Automation

To quantify how immigration accounts for regional automation adoption, and how automa-
tion affects the regional labor markets, I develop a dynamic spatial task allocation model
with endogenous automation. The model is characterized by three features. First, under
the rationally expected transition of skill prices and a perfectly-foreseen path of constantly
declining quality-adjusted prices of robots, automation upgrading is run by forward-looking
establishments, accompanied by investments to robots with the latest vintage. Note that
the model implements automation as task reallocation from routine labor to robots, con-
ceptually distinct from the canonical mode of technological progress proxied by declining
quality-adjusted prices of robots.

Second, as is common in capital investment literature, an establishment incurs sunk costs

11



in both non-convex and convex forms, whenever they adjusts automation technology. As au-
tomation is factor-biased technical change, adjustment costs of automation conceptually
accommodate both capital adjustment (e.g., robot installation, learning) and labor adjust-
ment costs (e.g., layoff costs, renegotiation costs), sufficiently proxying the non-economic
frictions of adjusting automation.

Third, an establishment has their factor-neutral unobservable total factor productivi-
ties (TFP), which could influence automation upgrading, accompanied by frictional invest-
ments.?! As a result of differential upgrading behaviors due to heterogeneous productivities,
establishments with newer vintages enable lower final good prices, and achieve larger market

shares, substituting the market share with establishments with older vintages.

3.1 Setup

Suppose a country consists of an array of islands (regions) . Production is operated by
a finite group of establishments, indexed by i. Time is an infinite horizon, starting at the
initial year ¢t = 0. ?? Establishment ¢ in region [ in year ¢ competitively produces a nationally
traded final good, Y; ;. Each island is inhabited by individuals, indexed by j with citizenship
e; € {F, D}, consisting of natives (e; = D) and immigrants (e; = F'). On the consumption
side, consumption for individual j, 6’; is a CES combination of differentiated final products

from every establishment ¢ in the country, Cj;;, formulated as

Cie = {Si(Cjip) @ Yo1

where o > 1 is an elasticity of substitution.?® The final aggregate consumption good 6; is
set to be numeraire. On the production side, an establishment 7 produces the final aggregate

good by

—~

Yir = (Ai,t)n(yi,t)l_n

where 7 is an intellectual property share, stemming from an unobservable productivity, A;;,

and Y;; is a deterministic baseline production. A;; follows a persistent AR(1) evolution such

2n this context, TFP could be well-interpreted as intangible knowledge assets inside the establishment,
or the firm it belongs to, including intellectual patents, management know-hows, and engineering knowledge
accumulated, which plausibly affects the adoption of the frontier automation technology.

221 4 and t are often suppressed for brevity, except where especially required.

ZWhen o > 1, if automation lowers the final good price relative to the sectoral aggregate price, the
production value is upshifted.

12



that
InAi1 =&+ pnAi + €,

where & is an annual TFP shifter, p € (0,1) is a stationarity parameter, and ¢;; is identically

and independently distributed (i.i.d.) shock drawn from a standard normal distribution.

Task allocation A final good is produced from a continuum of tasks w € [0, 1], a contin-
uous, differentiable, and closed interval with measure one. Y;; is produced from unit-elastic

aggregation of output from task w, y(w) such that

Y = exp(/o Iny(w)dw). (5)

24 Competitive labor market in island [ offers either routine skills S from routine occupa-
tion workers and non-routine skills S from non-routine occupation workers. y(w) is specified
as follows:

y(w) = {A%r(w) + Aa(w)s(w) + Aa(w)3d(w) } “k(w) ™ (6)

where s(w) is routine skills, 5(w) is non-routine skills, r(w) is robots, and k(w) is capital
equipment employed in task w. {a(w),a(w)} are series of task-specific factor productivities
for routine- and non-routine skills, respectively, normalized as a(0) = @(0) = 1. A% A, A are
factor-augmenting productivities for robots, routine skills, and non-routine skills, respec-
tively. Without loss of generality, A is normalized to unity. 1 — « is intensity of capital
equipment. Lower bars indicate variables of routine occupations, while upper bars show
those of non-routine occupations.

Analogous to the relationships between final goods and tasks, I construct a nested struc-
ture of aggregate skills and sub-tasks (Figure 4). Specifically, an aggregate skill Se {S,S}

is unit-elastic aggregation of output from a sub-task w’ € [0, 1], #(w') such that

-~

1
S = exp[/ Inj(w)dw].
0

Production from each sub-task is perfect substitutes of effective foreign and domestic skill

productions such that

—~

J(w) = AFaF (W)sF (W) + APaP(w)sP (W) (7)

24 Acemoglu and Restrepo (2018b) features primarily shifting of the technology frontier (most non-routine
task automatable from the engineering point of view) in directed technical change framework, while the
paper endogenizes technology adoption of the realized automation.

13



where {C/LB (w'),ﬁ (w)} are sub-task productivities for w' € [0,1], and AF ,1@ are factor-
augmenting productivities of sub-tasks for domestic and foreign skills, respectively. Without

loss of generality, AP is set to unity.

final good (V) b
1

f \ - aggregation
1 task

0
| task
allocation

robots (R) routine skills (S) non-routine skills Q)
L 1

il

f Vo \ L .
0 10 1sub-task aggregation
w7
sub-task
. " allocation
foreign domestic foreign domestic
routine routine non-routine non-routine

skills (gF)  skills (5P skills (§F) skills (§D )

Figure 4: Nested structure of task allocation
Notes: Note that after tasks are allocated to R, S, S, each factor is combined with equipments, K to produce
task outputs.

Dynamic automation problem Establishments periodically employs labor skills from
the regional labor market, rents equipments from the global capital market, and owns robots
via investments.?> Shaped by regional immigration inflow and demographic transition in
island [/, a menu of routine and non-routine skill prices, 4, Qs respectively, is competitively
given. Assume that establishments rationally expect a skill price trajectory of routine and
non-routine skills with nativity distinction in each sector. In nationwide capital markets,
robot R and equipment K are elastically supplied with quality-adjusted investment prices
of robots, pf* and rental prices ¢, respectively. Assume that establishments have perfect
foresight of {p%, ¢€}.2

Task allocation rule is characterized by A, = {AR AL AH AS} (e € {D,F}), where

AR AE AH AS € (0,1) is a set of tasks allocated to robots, routine skills, non-routine skills,

25Note that automation shifts with friction, and investment is implemented without friction. Even when
automation is not upgraded, investment to robots occurs to compensate for depreciation to retain the
production. Regarding equipment, one could alternatively model establishments investing to equipment.
However, this is mathematically equivalent to rental price payment equal to compensation for depreciation
under the perpetuate inventory method.

26This assumption is conventional in the investment literature that capitals are produced with marginal
cost pricing, almost exclusively shaped by technological forces. (e.g. Moore’s law)
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and a set of sub-tasks allocated to foreign or domestic skills at period ¢, respectively. The

periodic profit at period ¢ is specified as

IL (X4, Aig, Nig | ©) = thzt (ql it +§l,t§z‘,t)
N e’ J J

~~
revenue

payment to skills
R R
let _]I(Ai,t |Azt 1 (Xt7 ztvCa ) i,t— 1Yt 1
\/—/ J
investments to robots adjustment costs payment

where X, is a set of all observable state variables (a history of task allocation {A;;} and
factor prices {gl,t’ql HPE k), © ={(,7,0,&, p} as a set of parameters to be estimated, P,
is a final good price, I% i is 4’s investment to robots in period ¢, I(-) is an indicator function
and ¢(X,0,(,7) is adjustment cost function per production value at the previous period,
t— 1. |AR’ captures an size of task share allocated to robots. To simplify the analysis,
automation upgrading is irreversible and the intensity level could only be allowed to be
rising monotonically over time.?”

Investment into robots I% + 1s specified by task allocation A;; along with the following
the law of motion, since task allocation, especially automation choice, determines the robot

demand.

]ﬁ =R (Niy) — (1 — 5R)Ri,t71(Ai,t71) (8)

Note that investment to robots occurs both from task reallocation and from depreciation
§F. Following the line of adjustment cost literature (e.g., Cooper and Haltiwanger (2006)),
adjustment cost function is parameterized by non-convex and convex adjustment parameters,
¢ and 7 such that

(X.0.67)= ¢ ‘AR‘ A%

non-convex costs Vv
convex costs

T is interacted by a square of expansion of robot task share.
Since technology is constant returns to scale, optimization problem for every establish-
ment is isomorphic with respect to the production value. Introduce m; (X, Air, Aiy | ©) as

a normalized profit function, denominated by their standard production value, Pi,t_ﬂ?,t:

27This is not so restrictive because under the environment that quality-adjusted prices is constantly de-
clining and skill prices are relatively stable, establishments’ behaviors are only incentivized to upgrading.
Alternatively, allowing for frictional downgrading does not severely alter the result.
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such that

Hi X 7Ai 7Ai @
mit(Xe, Aig, Niy | ©) = (X, t/\t | )
Py 1Y

Using Bellman’s principle of optimality, a forward-looking establishment’s problem is recur-
sively defined as dynamic task allocation problem; a value function is recursively defined as

a
V(X A) = max7(X,A,A | ©) +B/V(X',A/)dFA(X',A' | X, A)

where 3 is a common discount factor for establishments and F (X', A" | X, A) is a choice
A-dependent transition distribution. In a lower level, an establishment statically minimizes

the cost to satisfy the demand of aggregate skills S

min ¢F'SF + ¢PSP
AF AD

1
s.t. exp{/ Ingj(w)dw'} > S, where 7(w') is given by (7).
0

SEZ/O s(wdw' (e € {D,F})

In the higher level, an establishment optimally allocates production factors over a spec-
trum of tasks, anticipating a trajectory of skill prices and quality-adjusted capital prices.
In the lower level, occupation manager minimizes the skill expenditure to satisfy the aggre-
gate skill demand S from the establishment manager to employ the best mix of foreign and

domestic skills.

3.2 Equilibrium

To highlight the non-degenerate equilibrium, I impose a set of regularity conditions. These
weak regularities are routinely imposed in the task-based literature. (Grossman and Rossi-
Hansberg (2008), Acemoglu and Autor (2011), and Ottaviano, Peri and Wright (2013),
among others)

RO [Task productivities of skills]

Task (or sub-task) productivities for human skills (foreign skills) are strictly increasing (or

decreasing) and continuously differentiable in task non-routineness. Formerly,
da(w)/dw > 0 da(w)/dw >0 daF (w')/dw <0 Yw,w € [0,1]
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holds.

Brackets are for sub-tasks. Recall that the task-specific productivities of robots and
sub-task productivities for domestic skills are set to unity across all (sub-) tasks. The
former part regularity implies that task-specific productivities of human skills are strictly
increasing when tasks become more non-routine, compared to robots. This naturally comes
from the definition of task routineness (easiness-to-automate). The latter part states that
sub-task productivities for foreign skills are strictly decreasing when sub-tasks become more
non-routine. This simply serves to capture differentiation between foreign and domestic
skills across sub-tasks.?® Three additional regularities, R1-R3% are imposed to regulate the
balance of relative cost efficiency of three pairs of production factors to ensure every factor
is employed in some non-empty tasks. RO, together with these corner conditions R1-R3,

establishments follow the cutoff strategies to split the task spectrum across factors.
Proposition 1. [Optimal Task Allocation over Production Factors]

Suppose the regularities RO-R3. Then, there ezists an automation intensity 0 € (0,1)
and an occupation threshold v € (0,1) such that A" = [0,0], AL = (0,4], and A = (1]
holds.*® Moreover, there exists an immigration threshold ¢ € (0,1) such that AF = [0, ¢]
and AD € (¢, 1] holds.>* Under no friction of adjusting automation, 0,4 and ¢ are implicitly
defined to satisfy

a0) g alw) g AFaFe) & (9
AT Taw) T ) @

where robot rental price ¢t is computed as ¢t = §%p® using a depreciation 6.3

28The normalization in sub-tasks loses no generality. For example, one could run the analogous argument

even if da¥ (w")/dw" > 0 or normalize sub-task productivities of foreign skills as unity instead of domestic
skills. This would require a variant of R3, but the subsequent argument would be unaffected.

29Three regularities specifies the range of routine skills relative to robots, of routine skills relative of non-
—0 AR S

—— < =< (1-9)AR
7 o) "R (1—4)

routine skills, of foreign skills relative to domestic skills in effective terms as
—9)Aae) S — 9)Aa(1 SF
M<E<M(R2),and#<7<%(f{3
(1 —)a(0) S (1 =)a(l) (1—¢)AF S0 (1—@¢)AFaF(1)
Model Appendix, I show that R1-R3 is rewritten as corner conditions, graphically assuring single-crossing
of marginal cost curves, used in Proposition 1.

In

(R1),

30Each factor is combined with equipments by intensity 1 — .

3lWithout loss of generality, a tie-break condition is imposed at the crossing point on the atomless task
(or sub-task) spectrum.

32This is a special case of a perpetuate inventory method with no rental markets, nor financial markets.
(See, for example, Barkai (2016))
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Figure 5: Equilibrium task allocation (left: upper level tasks, right: lower level sub-tasks)
B = §Bpht,

Notes: ¢® is imputed rental price of robots such that ¢

Proposition 1 states that given the task productivities and factor-augmenting produc-
tivities (intensive-margin of technology) and a menu of regional skill prices, national rental
prices of equipments, and national investment price of robots, the optimal task allocation
is characterized by a trio of task thresholds (extensive-margin of technology), automation
intensity 6 € (0, 1), occupation threshold 1, and immigration threshold ¢.

Graphically, the regularities RO-R3 ensure the specialization of factors over the task
spectrum in Figure 5. Since most affordable factors are allocated to each task, robots perform
the most routine range, routine skills cover a middle range, and non-routine skills cover the
most non-routine range. In the low-level sub-tasks, foreign skills cover the routine range, and
domestic skills cover the non-routine range. Given Proposition 1, the marginal cost function
of each task when tasks are exclusively allocated to each factor is explicitly formulated as a
function of factor price and (sub-) task productivity. Denote the marginal costs of routine-
(non-routine) task outputs by routine- (or non-routine) skills as p(w),p(w), respectively.
Then, some algebra yields

K g K

_ - q ar 4 l1-a W) = ar 4 1-a
P = () () ™ ) = () ) ™ (10)

Analogously, let the marginal cost of sub-task outputs implemented by ethnic skills as
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p¢(w"). Then,
qe
Pw) ==
) Acat(w')

holds. Given the regularities and the optimal task allocation policy, the dynamic equilibrium

(e € F,D) (11)

is defined as follows. The formulation of marginal costs will be used as an analytical device
to examine the sensitivity of task reallocation in response to factor price changes in Section
3.5.

Assume that as in the benchmark model, the establishment vintage is the same as the
frontier level in the baseline year ¢, = 1980 such that pfto =pft (Vi). As shown in Figure
14, quality-adjusted robot price is monotonically decreasing such that for ¢ < t', plt > pf”.
Once € > 0 is chosen at period t, the vintage of automation technology is updated from s

to t where t > s is the current vintage of automation, indexed by ’s last year of upgrading.

D= pl (i upgrades) (12)

’ p2 (i does not upgrade)
Whenever @ adjusts automation intensity #, the vintage is taken to the frontier level. Thus,
automation adjustment involves not only expansion of automation intensity 6’ —6 but capital
deepening by vintage upgrading (from s to t). The higher vintage of automation is reflected
by lower imputed rental price of robots, serving to the affordable final good price in the

partially differentiated good market. i’s imputed robot rental price at period ¢ is qft = 6%p; .
Definition 1. [Dynamic Task Allocation Equilibrium]

Impose the reqularities of RO-R3. Then, given the skill prices (};e, qi in region 1, equipment
rental price ¢’ and investment price of robots pf, the equilibrium requires (a)-(d):

(a) Optimal task allocation: Given task and sub-task productivity schedule {a(w),a(w), a*(w')},
an establishment © in island |, mazimizes the profit by optimally allocating the tasks by spec-
ifying automation intensity 6, occupation threshold v, and immigration threshold ¢. ¥ and
¢ are characterized by (9).

(b) Regional skill market clearing:

1
(i) Eiel/ Si(w)dw = X;q5 = S;
0 —

aggregate skill supply

~-
aggregate skill demand

1
(i)  Sig /0 S(w)dw' = Sg8iLL = 5F (e € {D,F})
~——

J/

N domestic/foreign skill suppl
domestic/foreign skill demand / & PP
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(¢) Nationwide capital market clearing:

1

0
(i) Eiel/ ri(w)dw = Ry, (i) Ziel/ ki(w)dw = K;
0 0

vV vV
robot demand equipment demand
(d) Nationwide goods market clearing:
%iCix = Yie — Vi
S—— ~~

final goods demand final goods supply

In dynamic equilibrium under frictional adjustment of automation, automation intensity,
6 not necessarily follows a frictionless benchmark shown in Proposition 1. Observe that in
the spatial economy, the skill market of the aggregate skills and foreign (domestic) skills
regionally clears (a la Autor and Dorn (2013), and Beaudry, Doms and Lewis (2010), among
others) and the capital market clears nationwide. Recall that final goods are tradable nation-
wide with imperfect product differentiation. Based on the equilibrium definition, nationwide

prices, allocations and productions are formulated as follows.
Proposition 2. [Equilibrium Outcomes]|

Suppose the regularities RO — R3 hold. Then, a dynamic task allocation equilibrium

uniquely exists. A deterministic production Y;, is given by

Sit
1 — vy

Ri,t i1 ﬁiﬂf ¢z,z—9i,t(

Vi = Blbias tnas e | AR AL {a(w), alw), af (@)D (=2

)1—¢z,z }az Kz’,t 1-o

and a final good price P;; depends on i’s vintage of robots prozied by qﬁ = 6pfs.

. P , 791'7 _1- A —a
o {(@) " qy, g, (gl )
o Oélal (1 - al)lialB(gi,tv wl,b Oél)

where B(0; 1,1, p) = {(AF)ie (A;)1vuejeu exp[al{f;?:t Ina(w)dw + fq;l  Ina(w)dw}]
holds. Aggregate skill allocation:

g — (¢l,t - Gi,t)Oéle;tYi,t g — (1 - ¢l7t)alpi,tY;’7t
it — it =

4, Qi

(13)
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Skill prices:

—

Z]\z . (qft)@’t(qll?t)l_@’t (}E o ¢l,thl,t§i,t ;5 - (1 - ¢l,t)@,t§i,t
it / y dlt T — » it T —
B'(¢14) S, Sb

where

—~

— Dt , ,
B,(qbl,t) = (Af)¢’vtewp[/ Inaf (w)dw]
0

holds. Equipment allocation:

(1 - Oél)Pz‘,tYi,t

Ky =
a

Aggregation of individual skills:

XS = gz\,t, Zjez% = 55
A proof is relegated to Model Appendix. Note that establishments with wider 6;, and
lower qft with a newer vintage enables lower final good price P, ;, yielding larger market shares
under the imperfectly differentiated market with ¢ < 1. Skill incomes of each occupation
class are shaped by task thresholds, 0;;,1;; and ¢;;, which characterizes adjustments of
technology. As a combination of these skill incomes constitute the basis of the social welfare

(discussed in Section 6), the welfare implication is directly tied to task reallocation.

3.3 Solving the model

The key trade-off of automation upgrading is production benefit from automation versus
fixed lumpy adjustment cost. A policy function is characterized by a threshold rule as
follows. In the baseline year of 1980, automation is presumed to be adopted without friction
to the regionally optimal level by every establishment. Automation intensities and vintages

depart to diverge across establishments within and across regions.
Proposition 3. [Automation Upgrading Policy]|

Optimal automation upgrading policy is characterized by a threshold rule such that

0(X, A, AQis 1))

Upgrade (0 <
0>0(X, A, AQi-1))

Not (

-~

where a cutoff automation intensity (X, A, AQ;—1)) is function of state variablesX, A and
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a trend of automation-independent price aggregate price AQ; 1, where Q;, is an automation-

independent price bundle such that

(gt)awl’t (at/z)a(liw“) (qK)lfa

Qi = Prac(1 = a) = exp{a( [y na(w)dw + fwlz,t Ina(w)dw)}

where P, = (EH{;U)ﬁ 15 the aggregate good price in the final good market. Specifically, the
policy is sufficiently governed by unobservable state A and other reduced observable states

X of

qR
i,t—1
Xt = { 9“,1 s }
—~— 9
automation intensity ——

vintage value relative to routine skill price

A proof is in the Model Appendix. Proposition 3 states that conditional on dynamic trends
in economic cost environments (e.g. non-routine skill prices, equipment rental prices), au-
tomation upgrading is characterized by the current automation intensity and the vintage

value relative to the routine skill price.

3.4 Adjustment costs and size distribution

This sub-section summarizes the role of three dynamic parameters: adjustment parameters
and a product differentiation parameter on the evolution of establishment size distributions.
In Figure 6, the horizontal line illustrates hump-shaped employment share along employment
size on the horizontal line. Productive establishments are initially large, and frequently con-
duct upgrading automation by paying the non-convex cost. Simulation under the plausible
range of parameters show that higher intensity of automation shrinks the employment size
of establishments including routine- and non-routine occupations.

Diminishing non-convex cost expands more automation upgraders, facilitating a balanced
downward shift. Diminishing convex cost extends upgrading intensity, §' — 6, skewing the
size distribution to the left. Finally, intensified competition accelerates the market share

substitution from automation, spreading the size distribution. This is summarized as follows:

1. Smaller non-convex costs ¢ expands the range of automation upgraders. It decreases
mean and skewness (upward-biased) but increases dispersion and concentration due

to inequality in upgrading cycles.

2. Smaller convex adjustment cost 7 suppresses the automation intensity § among the

upgraders. It decreases the mean, dispersion and concentration but increases skewness.
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Figure 6: The roles of key parameters on the size distribution (conceptual chart) (left: smaller
¢, middle: smaller 7, right: larger o)

3. Larger price competition o governs the profitability of automation by substituting
market shares. It increases dispersion and concentration but decreases skewness. (in-

determinate on mean) Carefully keeping directions of parameter changes in mind, this
simulation is summarized as the following table.

Table 1: The roles of key parameters on the size distribution moments (table)

Moments in evolution in size distribution

mean sd per mean skewness HHI
dynamic parameters role (magnitude) (dispersion) (asymetry) (concentration)
non-convex costs (£) shrink range of upgraders T e + -
convex costs (1) suppress intensity of automation + + - +
competition (o) expand gains of automation 0 + - +

3.5 Comparative Advantage Schedule and Technology Adjustments

In response to factor price changes, an establishment adjusts extensive-margin technologies
by optimally reallocating tasks over production factors, characterized by task thresholds.

This sub-section formalizes the technology adjustments based on the task-specific compara-
tive advantage defined below.

Definition 2. [Comparative Advantage]

Comparative advantage (CA, hereafter) of routine skills over robots, of non-

routine skills over routine skills in task non-routineness at task w s defined respectively
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(1833

da(w)/dw da(w)/dw  da(w)/dw
ufw) aw) T alw)

Analogously, CA of domestic skills over foreign skills in task non-routineness at sub-task

CARR(w) = . CATL (W) =

W' is defined as
da/F(w') Jdw’
a/F(w') .

Intuitively, CA of factor 1 over factor 2 is a productivity growth rate of factor 1 relative

C’AF’D(w,) =

to factor 2 when an assigned task is marginally more non-routine. Now, the elasticity of

technological adjustment with respect to factor prices is directly tied to CAs as follows.

Proposition 4. [Comparative Advantage and Extensive-margin Technology Ad-

justment]

Extensive-margin technology adjustment to a marginal factor price change hinges on
threshold-specific comparative advantage (CA). Specifically, the automation intensity is ad-

justed as

o do
dlng_ dln g’

= aCALR(9)~! > 0.

Routine- /non-routine skill adjustments over tasks and ethnic skill adjustments over sub-tasks

are given by

W o_ W oanigy im0, 20— B0 _oarng <
dlngq dIng dlngP dlngf

Elasticity of technological change in response to factor price shifts are shown to be linked
to CAs at respective thresholds across factors. These links are important because any equilib-
rium shifts including task reallocation involves information of CAs. The intuition of Propo-
sition 4 is simple: when two factors are well-differentiated, adjustments become smaller in
magnitude. CA at the task thresholds governs how sensitive task reallocation is in response
to changes in factor prices. Next, I provide a sketch of Proposition 4 separately in two

adjustments.

33Recall the normalization of task productivities of robots and domestic skills such that

af(w)=1VYw e [0,1], aP(W) =1V €0, 1].
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Automation adjustment

The elasticity of automation intensity with respect to a routine skill price and rental price

of robot is formulated.

S

I3
—
)
~—

b _ d_&q = = > 0 (wage-driven automation)
ding — dg? ™ =p(0)Aa6) ~ —p(6) &
o do 5 "

dlngh ~ dgf? T p(o)AR

; <0 (technology-driven automation)

The first one shows a mechanism of automation adoption, driven by changes in skill prices,
while the second one expresses technology-driven automation via declining rental price of
robots, though both are mathematically isomorphic. The second equality in each equation
comes from graphical relationships in Figure 7, showing the response of # in the marginal
move of ¢, q, respectively. The third equality comes from single-crossing of marginal costs

C]R

of routine skills and robots, p(f) = ik To save space, define a notation of #(w*) =
d
% lo=w - Thus, the elasticities of automation with respect to factor prices are
w
!
de do p(9) - a(?) L,R(p\—
—_ — — — — = 7 — A ’ 6 1
dlng  dng” (-;_5(9) “\ o) aCAO) " 20

holds.3*

Labor adjustment

The elasticity of occupation threshold with respect to a routine skill price and rental price

of robot is formulated as

dp dyp q - p(¥)
W ! S 4 <0
ding —dg=  {p(y) - p(y)}a(y)  PH) - p)
dp vy 7 —p(¥)

dng — dq' T () - p)Ja) (o) — po)

The second equality in each equation comes from graphical relationships in Figure 8, showing

the response of ¢ in the marginal move of ¢,q, respectively. The third equality comes from

dp(w)
dw

d(a(w)~ _

34The third equality comes from some algebra, using the formula of p(w); = p(w) g

. w
a(w) e . .

—ap(w)——=. Derivation is analogous in paragraph of labor adjustment below.

a(w)
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Figure 7: Marginal response of # in routine skill price change (left), in rental price of robots
change (right)

single-crossing of marginal costs, of non-routine and routine-skills p(¢)) = p(¢)). Thus, the

elasticities of labor adjustment with respect to factor prices are

dv __dv (pw) e\ (aw) _a@)) e
T dlng<w> gw)) - (W) <w>> ST

12

Replacing ¢ with ¢, ¢ with EF and § with c;ﬁ , the same argument holds in the lower level
sub-task reallocation. Analogously,

W1 _carrg) < o

ding?  dlngP RO.R3

holds.

3.6 Comparative Statics of Immigration Inflow

Using the task-based mechanics, this section analytically explores endogenous adjustment
of automation and labor market dynamics in response to immigration inflow. To make the
model tractable, I consider the steady state without frictions for adjusting automation. The
timeline of events is depicted in Figure 9. In the short run, immigration inflow triggers
labor adjustments including ethnic skill adjustment, while automation technology remains
unchanged. In the long run, automation adjustment is jointly induced by short-run routine
skill price shifts and by technological drops of imputed rental prices of robots, accompanied by

further labor adjustments. Social welfare is evaluated based on the consequent labor market
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Figure 8: Marginal response of ¢ to routine skill price change (left), of ¢ to domestic and
foreign skill price change (right)

outcome in the long run, which will be evaluated in Section 6.1. The detailed analytical
steps are in the Model Appendix.

Guided by empirical distribution patterns of immigrants of differential skills across sec-
tors®, I consider the labor market impact of low-skilled and high-skilled immigration sep-
arately in manufacturing (or plant) and information service (or office), separately. Let us
presume that low-skilled immigrants provide foreign routine skills S* and engage in routine
occupations in the plant sector, and high-skilled immigrants provide foreign non-routine skills
?F, and engage in non-routine occupations in the office sector. Mirrored by the foreign skill
dispersion across sectors, sectors are symmetrically treated, albeit distinct in nesting foreign
and domestic skills in technology; routine (or non-routine) occupation is foreign-intensive in
the plant (or office) sector, thus, routine- (or non-routine-) skill is a composite of distinct
foreign and domestic skills. To save space, I redefine the notations for symmetric formulation
across sectors, wherever applicable as follows. For any variable z € {S, ¢, A, a(w), -+ ,etc.}

in each sector, define ethnic-variable z¢ for e € {F, D}, immigration-intensive aggregate

35Empirically, plant and office sectors correspond with manufacturing and information service sectors, re-
spectively. (See Section 4.1) In terms of education attainment, a dominant part of immigrants are low-skilled
in manufacturing, and high-skilled in information service. Moreover, when occupations are aligned with rou-
tineness, proxied by automatability index from Frey and Osborne (2017), I found prominent concentration
of immigrants in routine occupations in manufacturing, and non-routine occupations in information service.
(See Data Appendix for details.) Immigrants in non-routine occupation in plant, and routine occupation in
office are modeled equivalently as native counterparts.
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variable Z, and non-immigrant intensive aggregate variable z as follows

=2 2=z 2=% (plant)
(14)
Z*=Z° Z=%Z, Z2=2 (office).
short-run j long-run
. .. Automation Welfare
Immigration inflow 'l . . e
adjustment implication
(robpts vs. routine skills)
Labor adj. ! Labor adj.
(routine vs. non-routine skills) ! (routine vs. non-routine skills)
Ethnic skill adj. ! Ethnic skill adj.
(F vs. D skills) H (F vs. D skills)
® . - — - ®
Technolégical progress
(robot rental price drops)
\ Y J L . J
responses from responses from
immigration automation

@ skill prices shift

Figure 9: Timeline of events

Notes: Timeline is common across sectors. adj. denotes adjustment.

3.6.1 Short run

Labor market response to immigration inflow At the beginning of the economy,
suppose that immigration inflow enters island [. (I is implicit throughout this section). The
immigration inflow expands foreign skill supply curves by self-selection into each occupation
class. In conceptual model, suppose for simplicity that low-skilled immigration enters a
routine occupation in manufacturing, while high-skilled immigration enters a non-routine
occupation in information service.*® Suppose in the short run, an establishment is only
allowed to run labor adjustments over tasks by shifting a pair of thresholds 1) and ¢.
When non-routine skills are sufficiently differentiated from routine skills (i.e., CA®E(y))
is sufficiently large) at the occupation threshold, a series of gross equilibrium shifts are
shown to occur by the following order in the plant (or office, respectively, italics in square
brackets) as depicted in Figure 10. Step 1: Low-skilled [High-skilled] immigration inflow
drops a routine skill price ¢ [non-routine skill price qJ. Step 2: Both routine skill price q and

non-routine skill price g are upshifted due to production shift. Step 3: Occupation threshold

36This assumption is relaxed and self-selection rule into each occupation class is estimated in 3.3.
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Figure 10: Short run (upper-left: tasks in plant, upper-right: tasks in office, bottom: sub-tasks
in both sectors)

Y expands [shrinks/. Step 4: Routine skill price ¢ rises [falls/, while non-routine skill price g
falls [rises]. Step 5: Immigration threshold ¢ expands. Step 6: Domestic skill price g falls,
while foreign routine skill price ¥ rises. Formerly, under the fixed automation intensity,
short-run transition of skill prices are shaped by three effects of immigration defined as

follows.
Definition 3. [Labor supply, Scale, and Substitution Effects of Immigration]

Labor supply effect is mechanical impacts of immigration shocks on skill prices, such

occ

that 25 Scale effect is impacts of immigration shocks on skill prices from production

g Y og*
Y 9q" p5F
substitution effect is impacts of immigration shocks on skill prices from task reallocation
aqOCC aw
0V 9SF

level change from labor supply effect, such that . Occupational and foreign

across factors between non-routine and routine skills, and factors between foreign
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and domestic skills @— respectively
196 08" '

Immigration and labor adjustments The immigration inflow mechanically diminishes
the foreign skill price, downshifting the aggregate foreign-intensive skill price in each sector.
In particular, the routine skill price drops in plant, and non-routine skill price drops in office.
(Step 1, labor supply effect) On the other hand, the mechanical drops of skill prices lead to
cost advantage for establishments, expanding production. This induced production growth
expands demand for both routine and non-routine skills, augmenting their skill prices in
turn. (Step 2, scale effect) Suppose @ is fixed, and R0-R3 are imposed. Then, induced by
the forces, establishments run a pair of labor adjustments by changing the occupation and

immigration thresholds as follows.

dyp

(2ot = £0CATE) 7 Bog 4+ L b
dln scale effect labor supply effect
do F,D -1 &F &F &b >R F 1 dy
(——=)short = CATZ() [ 9@ + (®F = o) ax®” £ —(—F)short ]
F —— N — F
dn S labor supply effect scale effect &5—/

occupational substitution effect

where + applies to plant and office, respectively. ® is defined as a function of uncompensated
labor supply elasticity of any factor of interest, ey, such that ® = (e +1)71.37 & captures
the reactions of labor supply side for each factor. x is a task interval such that xy = ¢ — 0
and Y = 1 — ¢ for both sectors. Recall the notation rule (14) also applies to the two.
Intuitively, in the higher task level, demographic effect lowers the immigration-intensive
skills, while scale effect augments the non-immigration intensive skills, expanding the task
range of immigration-intensive occupation. In the sub-task level, mechanical labor supply
shift from immigration inflow dominates the sub-task allocation, expanding the task range

of foreign skills.?®

Immigration and routine skill prices After this task reallocation, factor demands shift
to utilize relatively more foreign-intensive skills. Then, the occupation manager reallocates
sub-tasks to exploit the relative cost advantage of foreign skills by expanding the foreign

skill coverage, ¢. The short-run labor market consequence is characterized by routine skill

3"Define ® = {¢BF + (1 — ¢)®P} in plant.

38Effects from the higher task-level, scale effect and occupation substitution effect, affect both foreign and
domestic skills, thus, are second order, regulated by differential labor supply propensities of foreign and
domestic groups, ®F — &L,
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price changes as follows.
Suppose that 6 is fixed and C A%L (1)) is sufficiently large. Then, the elasticity of routine

skill price with respect to immigration inflow is given by

dInq 1, dy

Yoot = D{ARGDT + —(— g 15

Jin 5 {H’_/T — T (15)
Scale errec _/_/

occupational substitution effect

(

do <0 (plant)
+I1(G=p){ —¢2" + (2" —B”)(——5)short} (16)
. S—~— R dlnﬁF , >0 (ofﬁce)
abor supply effect -~

foreign substitution effect

where I(G = p) is an indicator function of belonging to the plant sector. The task allocation
in favor of routine occupations (larger ) and scale effect would upshift the short run routine
price. Only in the plant sector, mechanical effect from immigration inflow (labor supply
effect) is added.®

When CAHL (1)) is sufficiently large, low-skilled immigration inflow lowers the routine
skill price in the plant sector, while high-skilled immigration inflow raises the routine skill
price in the office sector. Intuitively, when non-routine skills are sufficiently differentiated
from routine skills at the occupation threshold, labor supply effect in the plant (or scale
effect in office) cannot be completely offset by the induced second-order substitution effects

from task reallocation.

3.6.2 Long run: Unintended Consequence of Immigration Inflows

In the long run, an establishment re-optimizes the automation intensity, guided by the
change of routine skill prices relative to the current robot rental price. Suppose the short-
run predictions (15), a series of gross equilibrium shifts are shown to occur by the following
order in the plant (or office, respectively, italics in square brackets) sector.

The following Step 1-3 occurs in the long run as depicted in Figure 11. Before Step 1,

robot rental price ¢*drops and q has changed in the short run. The relative price change

% drives the automation adjustment in Step 1. Step 1: Automation intensity 6 falls [rises].
q

Step 2: Routine skill price ¢ upshifts [downshifts] by expansion [shrinkage] of task interval.
Step 3: A pair of skill prices ¢,q downshifts [fupshifts/ due to production shift. Note that

adjustment over sub-tasks are abstracted because it is second-order in magnitude.

39 Analogous to the previous footnote, the ethnic substitution effect is of second-order.
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Figure 11: Long run (left: plant, right: office)

Formerly, under the fixed automation adjustment, long-run transition of skill prices is

shaped by two effects defined as follows.

Definition 4. [Displacement and Productivity Effect of Automation]

Displacement effect is automation impacts to the routine skill prices, such that —=. Pro-

ductivity effect is automation impacts to skill prices from production level change, such that
dq°c dY dg dY dR dY dS

v dgdo " dR a9 s o

Immigration-induced automation The series of equilibrium responses illustrates unin-
tended consequences of immigration via automation adjustment: in plant sector, if low-skilled
immigration inflow decreases the short-run routine skill price, and the automation intensity
falls. In office sector, high-skilled immigration inflow raises the short-run routine skill price,
and the automation intensity rises (Step 1). Suppose € is adjustable and (15) holds. Then,

the automation intensity is adjusted as

dp Bl dlng <0 (plant)

m)long == (Glng) )showt (17)

( lon, =
" dIn S¥ >0 (office)

This is a key prediction in the benchmark model, distilling a hypothesis of immigration-

induced automation; low-skilled immigration inflow downshifts automation, while high-
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skilled immigration upshifts automation via the routine skill price change.*’

Automation and skill prices As a result of automation shifts, routine skill price upshifts
[downshifts]. (Step 2, displacement effect) Then, establishments lower [raise/ the routine
skills due to the upshifted [downshifted] routine skill price to shrink [ezpand] the production
as counteracting feedback. Moreover, due to the smaller [wider] task coverage of automation,
the establishments undergo [achieve] a productivity loss [gain/, benefited from the new
technological advance, embodied by a drop of quality-adjusted rental price of robots. As
a result, skill prices uniformly downshift [upshift/ across both occupation workers. (Step
3, productivity effect) Combining Step 2 and 3, automation’s impact on skill prices are

formulated across sectors as*!

dlng -1 dlng —
w2 gt 22 ) g 22
SN——" productivity effect productivity effect

displacement effect

Observe that the impact of induced-automation change to the skill prices are given as
follows, using a combination of displacement and productivity effects. Finally, automation
adjustment is accompanied by labor adjustment to re-optimize to the updated menu of skill
prices. Iterate labor adjustments in Step 3-6 in the short run. The total impact in the long
run is an entirely empirical question and will be analyzed in the augmented quantitative

model.

3.6.3 Aggregate Impact of Immigration via Automation Adjustment

So far, both drivers and outcomes of short-run and long-run technology adjustments are
illustrated from the lens of task allocation. Counteracting these two time-horizons, the net
impact of immigration to automation and the economic consequence are characterized by

the change of robot adoption and routine skill prices in the regional level.
Proposition 5. [Three Elasticities with respect to Immigration]

Suppose RO-R3 are imposed. Then, the regional elasticity of robot deployment, routine

skill prices, and native premium with respect to immigration inflow in each sector is given

by

10 1f CAH L(l/)) i ficiently 1 (7l 1 ) i tive [positive] f (15). Si (7‘9 ) >0
’ 1S sulncien arge = short 1S negative 0StLve/ Irom . olnce on
ge, InoF hort g p 51 q long

across sectors, the results immediately hold.

41 The formulation does not include effects from further labor adjustments. To avoid complexity, further
labor adjustments are excluded here, but included in the simulation of the elasticities below.
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dlng ~ -1 df 1 dp
=" )ne :g OZSC\QS(I)F + O‘Q + = Jnet + —— =" )ne
ain g e = 2L+ — ATl Ll
scale effect productivity effect =~~~ N ~~ d
displacement effect occupational substitution effect
LIG=p){ —agd” @ 7)., (19)
~—— dln St
labor supply effect ~~
foreign substitution effect
dIn(q” /q" ~ ~ ~ o~ A6
(M)m = apd” = (" — dP)(axed” + ad )(——==)iong
dIn S¥ ~—~— ~—— ~~ dIn S¥
labor supply effect scale effect productivity effect
oF P do OF — P i do
—(—+ = net F [——=—{(—=7)net = 1(G = p)(——=)iong}]
¢ 1—=9¢"dlnSFT X dIn SF dln SF"77
foreign subs;i,tution effect occupational substitutif:g and displacement effect
(20)

F applies to plant and office, respectively. The first result associated with robot density
captures the degree of automation, illustrated by a pair of motivating graphics in Figure 1
and 2. The second result regarding routine-skill price serves both a cause (short-run shift)
and consequence (long-run shift) of the automation. The third result of inequality in skill

prices across foreign and domestic groups are formulated as a function of task allocations.

4 Data

This section presents the primary data sources, introduces empirical counterparts for model
objects and summarizes key features of the data. In particular, a pair of driving forces of au-
tomation dynamics is featured: demographic change (Force A, in Figure 12) and technology

progress (Force B, in Figure 14). Further details are relegated to Data Appendix.

4.1 Unit of Analysis

The two sectors, plant and office in the conceptual model are represented by a pair of
tradable sectors, manufacturing, and information service, respectively, classified according

to BEA (Bureau of Economic Analysis) code, generally following NAICS (North American
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Industry Classification System). The manufacturing sector consists of three sub-industries
(31-33), while the information service sector is comprised of sub-industries of Information
(51), Finance and Insurance (52), Professional, Scientific, Technical Services (54), and Man-
agement of Companies and Enterprises (55).** Islands (regional labor markets) are proxied
by Commuting Zones (CZs), developed by Tolbert and Sizer (1996), best regarded as a
semi-independent unit of regional labor markets, shaped by commuting patterns of local
workers. In contrast to the traditionally-used Metropolitan Statistical Areas (MSAs), CZs
cover the entire U.S. mainland, including less-developed rural areas, and maintain the consis-
tent boundary definitions throughout the periods, 1980-2015. 722 CZs in the U.S. mainland,
excluding Hawaii and Alaska, are on board. Urban areas comprise the largest 37 CZs in the
labor force out of 722 CZs, accounting for the half the nationwide country labor force in
1980. (See Data Appendix for a map)

4.2 Demography and Labor Markets

Demographic change The analysis draws on repeated cross-section datasets from the
Census Integrated Public Use Microdata Samples (IPUMS (2019)) for years 1980, 1990,
2000, and American Commuting Survey (ACS) for 2005 to 2015. The analysis is restricted
to working-age individuals from 16 to 64, excluding students.*?

The demographic projection draws on 2017 National Population Projections by Cen-
sus Bureau (2017), offering nationwide projections of population by nativity, sex and single
age every future year from 2016 to 2050. The U.S. underwent a remarkable rise in immi-
gration inflow in 1980-2015, and their presence is projected to grow, albeit it is less stark.
Net immigration inflow represented 39.5% of growth in the working-age population in 1980-
2015. The working-age population is forecast to grow until 2050, and under the status quo
immigration policy, 26.1% of future population growth relies on net immigration inflow.

Figure 12 illustrates the demographic change in the target period 1980-2015, and future
projections in 2016-2050, of young-aged (16-35), middle-aged (36-50) and old-aged (aged

50-64) domestic labor and foreign labor, separately in two skill groups.**

42Non-tradable local service industries including Wholesale Trade (42), Retail Trade (44-45), Real Estate
Rental and Leasing (53), Education Services (61), Health Care and Social Assistance (62), and Accommo-
dation and Food Services (72) are excluded due to scarce density of high-skilled immigrants.

43Tncorporating investments into education would substantially complicate the analysis, because college
enrollment is potentially guided by the future prospects of acquiring high skills. The demographic or tech-
nological impact to education attainments is relegated to future work.

44 A5 Census does not offer projections of educational attainment, skill level is extrapolated from the trend
of 2010-2015, which exhibits stably rising trend in high-skilled ratio (college enrollments) across age groups.
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Figure 12: Driving force A: demography transition in the U.S. throughout 1980-2050. (left:
low-skilled, right: high-skilled. 1980-2015 is target period, while 2016-2050 is projection period.)

Notes: Data in 1980-2015 from Census and ACS. 2016-2050 are based on 2017 National Population Projec-
tions from the Census. Old natives aged from 50 to 64, middle natives: aged from 35 to 49, young
natives: aged 16 to 34) For smoother connection of data and projection, the graphics include students,

and cover Alaska and Hawaii.

In the low-skilled population, the presence of foreign labor is expected to grow from 19.0%
in 2015 to 23.1% in 2050 (6.5% in 1980), while the young group of natives slightly declines
from 38.5% in 2015 to 39.5% in 2050 (48.3 % in 1980). In the high-skilled population, the
presence of foreign labor is smaller but steadily growing from 14.7% in 2015 to 16.7% in 2050
(6.7 % in 1980). The young group of natives slightly declines from 34.4% in 2015 to 32.9%
in 2050 (55.0 % in 1980).

Next, I turn to a regional perspective. To map the CZs onto the geographic units in Cen-
sus, and ACS, I draw on crosswalks with connection weights from Dorn (2009), respectively
bridging 1990 CZs and Census County Groups in 1980, Public Use Micro Areas (PUMAs) in
1990 and after. Immigrants are defined as foreign-born, non-citizen (including naturalized
citizen), and natives are the rest of the individuals in the US. (Borjas (2003)) Figure 13
illustrates that immigration inflow is highly dispersed across CZs. Figure 13 illustrates the
immigration inflow across skill-levels into CZs from 1980-2015 jointly by graphs and maps.
The graphs show remarkably biased inflow of foreign labor, constituting a large variation of
immigration-driven demographic change. Measured by absolute headcount terms, only the
top 12 and 10 megacity CZs out of 722 accounts for 50% of the net low-skilled and high-
skilled immigration inflow in 1980-2015, respectively. Moreover, it is intriguing to observe
that high-skilled immigrants are more likely than low-skilled immigrants to be concentrated
in urban areas (shown in blue bars).

To construct demography-driven labor supply shocks across CZs from 1980-2015, labor

force participation with occupation choice (routine/non-routine across two sectors, plus a
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Figure 13: Immigration inflow across CZs in 1980-2015 (left: low-skilled immigration, right:
high-skilled immigration)
Notes: The inflow is proxied by net inflow of W/(\)rking:\age immigrants between 1980 and 2015 relative to
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regional total working age populations in 1980, ﬁ, computed from Census (1980) and ACS (2015).
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In graphs: blue bars capture urban areas, and red bars show rural areas.

group of alternative occupations, including service occupations in non-tradable service) by
age, sex, nativity, education attainment, non-labor income and other observables (including
the number of children) in 2015, are estimated by logit model. Then, this self-selection rule is
applied to 1980-2015 data to construct the demography-driven labor supply shocks, serving

as inputs to the dynamic full-model.
Labor markets across sectors This paper explicitly distinguishes high- /low-skilled indi-

viduals and non-routine- /routine-skills: the former is characterized by education attainment

regardless of their labor market status, while the latter is based on occupation class as a result
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of self-selection to each occupation class in equilibrium.*> Guided by the benchmark model,
production workers in the manufacturing sector are classified into routine occupations (e.g.,
laborers) and non-routine occupations (e.g., frontline managers and mechanical engineers).
Symmetrically, non-production workers in the information service sector are also split into
routine occupations (e.g., administrative clerks) and non-routine occupations (e.g., man-
agers and engineers).’® Real wages are computed by annual labor income with top-coding
adjustments following the Census and ACS and inflation adjustments by consumer price
index from FRED (20190), divided by working hours.

4.3 Technology and Capitals

As extensively employed in macroeconomics, capital investments and stocks are taken from
National Income and Product Accounts (NIPA) from BEA. It covers physical capitals and in-
formation capitals, in consistent classification of industries (BEA industries based on NAICS)
and capitals throughout the years of interest, from 1980 to 2015.

As automation is unobservable per se, it is measured by automation-embodying capitals.
The model presumes that R is skill-replacing robots, and K is skill-augmenting capitals;
however, empirically sorting out the two is a non-trivial task. In the manufacturing sector,
industrial robot data from the World Robotics from the International Federation of Robotics
(IFR (2015)) is a well-established source for skill-replacing machines.*” To connect BEA and
IFR datasets, I explore which combination of capital categories in NIPA best correspond
with industrial robots from IFR. Through a cross-validation exercise, a pair of metalworking
machines and special industry machines is found to match best the industrial robots from
the IFR. (See Data Appendix) In the information service sector, based on definitions of BEA
capital classification, I proxy autonomous IT capitals with a set of mainframe computers,

8

system integrators, custom software, and own-account software.*® Investment prices are

all quality-adjusted, following indices and methods from Cummins and Violante (2002),

450f course, these two measures, however, are strongly correlated; low-skilled individuals enter routine
occupations with substantially higher probability than high-skilled ones.

46The number of non-production workers in manufacturing are relatively small compared to production
workers. The occupation class could be interpreted as managerial capital included in TFP terms. Production
workers in information sector is negligible and thus, excluded.

4TRecent empirical works on robotization (e.g. Acemoglu and Restrepo (2017) and Graetz and Michaels
(2017)) uses IFR (2015). Since industrial robots are rigorously defined, the proxies only cover a very tiny
fraction (less than 10%) of the total physical capital stocks in BEA, not representative enough to draw
aggregate economic implications, sought in this paper.

48Unlike industrial robots, to the best of my knowledge, no external dataset is available for capitals,
accurately embodying IT automation. The results remain robust to several alternatives of categories.
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deflated by the GDP deflator from FRED (20194), and normalized to 1980 as unity. Figure
14 illustrates investment-specific technical change, sharply contrasting paths of investment
prices of physical capitals and information capitals. Quality-adjusted investment prices of
physical capital prices are relatively stable, while those of information capitals rapidly drop

over time.

quality-adjusted capital investment price
(normalized in 1980)

" "
1980 1990 2000 2015
year

0.0

—robots—equipments —hardware —software

Figure 14: Driving force B: Technological progress: quality-adjusted capital investment price
Notes: Denominated by GDP deflator from FRED (2019a), and normalized to unity in 1980.

The rental price for capital is computed based on the canonical perpetual inventory
method.

@ = (6™ 4 RealInterest Rate, — E(pM))pM

where 6™ is a depreciation rate, E(pM) is expected growth rate of investment price
(proxied by a three-year moving average trend of the previous year), and p is an investment
price of capital M, at year t, respectively. Both robots and equipment are treated as quality-
controlled capital units, nominal values denominated by the normalized quality-adjusted real
investment prices.

Founded by the categorization, regional capital deployments are imputed using the bench-
mark model. As the benchmark model involves neither automation friction nor labor ad-
justment frictions, automation intensity and skill thresholds are common within regions at

the baseline year such that*’

eiyto = el,to Vit = Y14, Vi €L

49 Acemoglu and Restrepo (2017) adopts a similar imputation strategy of regional industrial robot deploy-
ments in CZ level.
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For all regions [, 1" in sector G, the following relationships hold:

G R G i/ K G K G Ti7
Rl’,to o ql’,to Rl’,to o wl/,to + Wl,ﬂ‘/O + V’,to Kl’7t0 - ql’,to Kl’,to o wl’,to + Wl/,t()
G 1 R G o A/ K ) G o K G o i/
Ry, @ ql,toRl,to @ W+ Wi, + Vl,to K7, ) ql7t0Kl,to @) W+ Wiy

(1), (1") comes from the equalized rental prices of the national capital market, q%o =
g, (M € {R,K}). (2),(2') hold from Proposition 3. Thus, the region-level capital in each
sector is computed as a sum of industry-level capital stocks, weighted with a factor ratio of
each region within industry g in sector G (3 digit and 4 digit BEA codes in manufacturing

and in information service, respectively) such that

W, + Wi + VIE

Wl,to + Wl7t0
_— @ — to-
gwgo + W?O + +‘/;§,K g,to

KC =%, ca—

G
Itg — ~g9€C ] Kg,toa Rl,t =X
0 Wi + W, 0

4.4 Establishment Size Distribution

Plant-level literature (e.g. Dinlersoz, Wolf et al. (2018)) documents that remarkable het-
erogeneity exists for technology adoption. To identify differential propensity for automation
adoption, establishment-level robot investments would be the ideal source. However, the
dataset with this granularity is unavailable. Instead, I view that evolution of establishment
employment size is informative to differential automation adjustments. Specifically, 1 rely
on establishment-level labor size, from County Business Patterns (CBP). CBP covers the
semi-universe of the establishments in county x industry-level (SICs from 1980 to 1997, and
NAICS from 1998-2015) throughout the periods of interest. Cross-validating the aggregated
labor from CBP and Population Census, establishment i’s recorded employment in CBP, de-
noted by NYBP is found to include both routine- and non-routine occupations. CBP classifies
each establishment by 12 bins, but I approximate NSBF by taking middle points of each bin
except the largest bin so that N,Lf’;BP € {3,7,15,35, 75,175,375, 750, 1250, 2000, 3750, 5000} .
To translate counties in each year into CZs, I connects David Dorn’s crosswalk between
county in 1990 and 1990 CZs with a series of inter-temporal county crosswalks from the
Census Bureau. The sample is narrowed down to include at least 10 establishments across
sectors throughout the years, because distributional outcome gets very noisy in very small

samples. Three statistical moments of size distribution, mean, standard deviation per mean,

50The results are insensitive to alternative methods, such as random sampling. A lower bound 5000 of
the largest bin is taken without top-coding adjustments. This is a conservative choice so that the effect of
disappearance or emergence of this class of establishments is limited to minimum.
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and skewness of employment shares in addition to Herfindahl-Hirschman index (HHI)® are
featured. Each moment represents magnitude, dispersion, asymmetry and concentration of

the size distribution.

mean size s.d. per mean
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Figure 15: Evolution of size distribution across CZs in 1980-2015 (top: manufacturing, bottom:
information service, urban (blue) vs. rural (red) areas)

Notes: Blue lines capture a set of urban regions, while red lines represent a set of rural regions. Dotted lines
are 25 and 75 percentiles weighted by establishment size each year, respectively. Shaded areas are NBER

recession periods.

5 Identification and Estimation

This section delivers an identification strategy, elaborates estimation procedures, and reports
estimation results, separately in two stages. In Stage 1, intensive-margin of technology,
namely, continuous productivity functions of {a(w),a(w),a” (w")} for tasks (and sub-tasks)
and regional factor-augmenting productivities of {AIR,ZZ,;XIF } are recovered. In Stage.2,
given the flexible productivity pattern of factor assignment over the task spectrum, dynamic
parameters of automation adjustment are estimated from cross-sectional variation of size

distribution evolutions of establishments.

N_C’BP
SiaNFBF
lishments in a region. To neutralize the effect of entry-exits, I compute adjusted HHI index by normalizing
the size distribution such that for years after ¢ > 1980. The number of establishments recorded in MP™ is

. .  Spin MY
adjusted to M;%" such that M;bm = pMpin 2Lt
' ' " Xpin Mg

S'HHI index in region [ is defined as ¥;¢;( )2. HHI index is influenced by the number of estab-

. Adjusted HHI index is reported in the main text.
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Stage 1: Recover the Intensive-margin Technology

In Stage.1-1, guided by the model, region-specific elasticities of three economic outcomes
with respect to immigration inflow are estimated by reduced-form specifications. In Stage
1-2, drawing on the analytical mappings derived in Proposition 5 as moment conditions, I
semi-parametrically estimate the continuous productivity functions, consistently generating
the reduced-form elasticities by General Method of Moments (GMM).

Stage 1-1 Estimate Reduced-form Region-specific Elasticities with respect to

Immigration Inflow

The benchmark model generates CZ-specific elasticities on a trio of outcomes in the pro-
duction economy, namely, robot deployment, routine skill price and native premium in skill
prices. To obtain the empirical counterparts, run the following regression across CZs indexed
by [ throughout the decade from the baseli/rlg year t = 1980 to t = 1990.? In each sector,

for each dependent variable 2, € {R;4, 4, qALFt}, specify
0 Gy

In Rt = 55 + 5f In S\‘llz + 55,1[(5) In ‘/S\l}jt + glz,t (21)

where I(I) is an dummy variable for CZ 1.5 Then, region-specific elasticity with respect to
immigration is a common shifter plus a CZ-specific coefficient. Formerly, for each z; 4, region

[*-specific elasticity with respect to immigration inflow is obtained by

dlnz,

<dln§ﬂ

)iz = Bi + 5.

As is often evoked in the literature, the issue of endogeneity of immigration inflow into
region [ arises; In §ﬂ and unobservable terms €7, which potentially includes regional busi-
ness climates, could be systematically correlated, plausibly due to immigrants’ selection of
regions. To address this issue, I exploit historical ethnic settlement patterns in ¢t_; = 1940
to construct an instrument for immigration entry in the following periods. Formally, follow-

ing the immigration literature®, the instrument for the immigration inflows into [ from the

52] deliberately focus on the decadal change from the baseline year 1980; automation intensities do not
coincide with cost shares of robots, because the quantitative simulation presumes frictional automation
adjustment in the subsequent years.

N 53 A decent part of CZs in these years have no immigrants recorded in the Census. In that case, I set
Sf,’; =1 to include all regions. The magnitude of this value is not sensitive to the results.

%See Jaeger, Ruist and Stuhler (2018) for a review and an extensive list of literature, using this strategy.
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manufacturing information service
dependent variable routine skill price robot native premium routine skill price robot native premium
common effect of foreign skill -0.0487 -0.769 0.123 -0.0124 -0.410 0.0172
(.010)*** (.052)*** (.0051)*** (.0022)*** (017)*** (.0022)***
summary of regional elasticities
median -0.0065 -0.0050 0.0124 0.0044 0.0287 0.0094
sd 0.0018 0.2022 0.0389 0.0096 0.1772 0.0576
max 0.0445 0.350 0.4227 0.0298 0.4360 0.4410
min -0.0487 -0.880 -0.0964 -0.0244 -0.5647 -0.2407
sample size 703 703 703 689 689 689

Table 2: Quasi-experiment results
Notes: The common effect captures 87 in the specification above. A bracket is a standard error. (***
p<0.1 %) State fixed effects are included in all specifications. Sample attrition occurs due to degeneration

of dummy coefficients or lack of valid instruments.

reference year t_; to year t is given by

!

Neé
It—1 A e/
Vi, = o - N
t 1 N—— /
S—— a new immigration wave of e

settlement share of ¢ in [

where €’ is an ethnic group in the reference year t_; = 1940 and A captures the change from

6/

l»

# captures the settlement ratio of a

€
t_1

region [ of ethnic group €’ population in 1940. The instrument is a weighted sum of allocation

the reference year t_; = 1940 to year ¢ of interest.”®

of a new wave of immigrants in each ethnic group, following the historical distribution of the
same group.

As is common in the instrumental variable strategy, the two identification conditions,
exogeneity and exclusion restriction are imposed. The exogeneity necessitates that the un-
observed factors attracting immigrants to region [ in t_; are orthogonal to changes in the
relative economic incentives offered by the two zones in the following periods. Exclusion re-
striction requires that the only channel through which immigrant distribution in ¢_; affects
robot adoption after ¢, is its effect on the actual distribution of immigrants across regions.

Reassuringly, median values of reduced-form estimates of routine skill prices and robots

More generally, background of Bartik-type shift-share instruments is discussed in Borusyak, Hull and Jaravel
(2018).

55Ethnic groups in the 1970 Census are: Mexico, Central America, Central Europe, South America,
Caribbean, India, China, Philippines, Africa, Vietnam, Japan and East Asia, Canada and Other North
America, the UK and Ireland, Southern Europe, Cuba, Middle East, Other Southeast Asia, Korea, Other
Southwest Asia, Western Europe, Australia and New Zealand and Northern Europe. (ordered by the size of
working-age population)
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Figure 16: Histograms of a trio of region-specific elasticities with respect to immigration
across CZs (left three: low-skilled immigrants, manufacturing (599 CZs), right three: high-skilled
immigrants, information service (552 CZs), blue: urban areas, red: rural areas)

Notes: To exclude outliers, samples are restricted to CZs with foreign income share with 0.5% and above in

respective occupation class.

are negative in manufacturing and positive in information service, consistent with the work-
ing hypothesis. It is not surprising that immigration inflow augments the native premium
by labor supply effect, measured by a ratio of domestic and foreign skill prices.

One could find remarkable regional heterogeneity of elasticities with respect to immigra-
tion inflows. To highlight the geographical divergence, the regions are split into urban and
rural areas, where urban areas are defined as a group of largest CZs, accounting for the top
half of the labor force in 1980. The rest of the area outside the urban CZ is classified as
rural. (See Data Appendix for the map) Strikingly, a pair of elasticities of routine skill price
and robot deployments are systematically right skewed in urban areas relative to rural areas
across sectors. In particular, across sectors, immigration inflow upshifted routine skill prices

and robot deployments in urban areas but downshifted both in rural areas.”®

Stage 1-2: Semi-parametrically Identify and Estimate a Set of Comparative Ad-

vantage Schedules from Region-specific Elasticities

The discrepancies of regional reduced-form estimates are exploited as a source of identifica-
tion by the task-based framework with flexible substitution patterns. In each region, given
a threshold-specific CA of foreign skills to domestic skills, a pair of threshold-specific CAs
of routine skills to robots and of routine skills to non-routine skills, are just-identified from

elasticities of robots and of routine skill price with respect to immigration inflow under some

56In Miami, FL, the elasticity of routine skill price is weakly negative (-0.013), which is more consistent
with recent reappraisal of Borjas (2017) than the classical no significant negative results in Card (1990).

44



regularities of elasticities.

H,L
_CA (w) . . elasticity of robots
non-routine vs. routine skill
-()
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| -

(CAM(6), CA™* ()

elasticity of
routine skill price

el

CALR ( (4))
routine skill vs. robots

Figure 17: Identify a pair of CAs of routine skill vs. robots, non-routine skills vs. routine
skills

Notes: A red curve is an iso-quant of elasticity of robots, and a blue curve is an iso-quant of elasticity of
routine skill price. Signs outside of brackets are for plant sector, those inside brackets are for office sector.
Suppose that C AP (¢) is given and CAH:L (1)) is sufficiently large as Proposition 7 presumes.

Figure 17 best summarizes an idea for identification of CAs of routine skills vs. robots and
between non-routine vs. routine- skills. Using the equations derived from the model, given
a CA of foreign skills to domestic skills at the immigration threshold, a pair of elasticities is
characterized by a pair of iso-quants of CAs, and for some regularities of elasticities, a single-
crossing point is shown to exist. The impact of routine skill price on automation, embodied
by robot adoption. and the impact of automation on routine skill price hinges on a pair
of CAs, {CALR(9), CAHL ()}, where C AL (1)) regulates labor adjustment of immigrants,
while CALE(9) governs the automation adjustment. The intuition of the proposition directly
stems from comparative statics of elasticities in Proposition 5. Next, the following procedure

is designed to recover task productivities.

Semi-parametric identification and estimation

Each region [ is characterized by a tuple of (0;, 1, ¢;) and the number of regions is N. 6 N
moment conditions (1)-(6) are set up as sufficient conditions for identifying the parameter

set © = {CAP M (w), CAIM (w), CAPP (W),
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Alezlv A\ZF}57

eft = mj (CA " (w), CAP (W), CATP (W) | 1, v, 1) (1)
6 =mj (CA (W), CA (W), CAPP (W) | 6,9, &) (2)
T = mi(CAP (W), CAM (). CATP (W) | 0 d) (3)

where m}, m?, m} are analytical mappings from Proposition 5. (See Model Appendix for

explicit function forms.) Rewriting single-crossing conditions of marginal costs in Proposition

1 yields
(i ety — = S
a = w)) =0 = :
CogR/AR T 1—afy,
27/ i
(WA o) = =1 - D (5)
4 l,to
4 ~FAF
AL PP W) = o 3, 0
\ q '

where 2% af} ,xfy is a factor share of robots, non-routine skills and capital equipment,
respectively, and i'\lFto is a factor share of foreign skills within the immigration-intensive skills

in region [ in year ty; formerly, they are defined by

R — KK __ F QF
R4 Ry LI = 4,5, H = @51 =4 Kj F =Y S
I = total > 1 — total > 1 — total > 1 — total "l — ~ 3§
W W W W, a5,

where the total factor cost, W = ¢ R, + g9, + 7,5 + " K[,
The second equality in (4)-(6) comes straightforward from the links between factor share

and task thresholds from Proposition 2 such that
4,5 = alh = 0)Y;, qSi=a(l—y)Y, ¢ Sf=eW, V=Y, VF=(01-a)Y,

®Without task productivities specified, iso-elastic task aggregation to produce the final good
yields that task thresholds (extensive margin technology) are mapped with labor/capital

incomes and foreign/domestic labor incomes.

5T Observe that moment conditions exceed the number of parameters: 3M < 3N (N =
721 in manufacturing, N = 720 in information service. Thus, the parameters are generically identifiable.

*8This system of equations belongs to Seemingly Unrelated Regression Equations (SURE) in that
{AR A, AF} does not enter in (1)-(3). (4)-(6) are jointly included as moment conditions, because stan-
dard errors of {Aft, 4, gf}systematically affect the estimates of {CA{”R(w), CA?’L(w), C’AZF’D(w/)} derived
from the information in (1)-(3).
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To facilitate the estimation, task productivity functions (and their differentiated C'A func-
tions) are common across regions inside a sector. (thus, a subscript [ is dropped hereafter)

® In addition, CA functions are polynomially parameterized by a trio of M dimensional
vectors B = {3, B, BF} such that

CAMR(w) = 21108, (nw)™, CATH(w) = 5L B, (Inw)™, CARP(W) =X, (Inw)™"
(22)

where M is a large positive integer. The estimator © minimizes the weighted distance of

violations of moment conditions:

- e _ 1
mingy(0) Wgy(®) st gy(®) = %il,9,(0)
where W is a weight matrix and g,(®) is 6V vector-valued function of 3(M + N) vector of
O such that g,(©) = [g* g® g® g* ¢g° g°] and

(4 Ql M m
g, = hl( R R) - Em:Oém(ln (U)
gi = €' —=mi(B | 0,11, &) g/ﬁl
1 n m
gt =& —mi(B| 0,11, ) 9r = In( q, ) = Bl (1)
s _ /P g F/AF
g = m (B8 | 0,1, 1) i 1n(ql/_Dl) — 2K BE(nw)™

O is jointly estimated by two-step GMM. On the first stage, set W = I and estimate the
consistent ©;. On the second stage, using @, update the weight as inverse of covariance of
the moment conditions W = §! = (%Zﬁl(gl(@l) —gn(©))(9,(01) — gy (©1))) ! and
reestimate the efficient ©,.5° The set of CA patterns across factors is consistently recovered

to generate the distribution of regional elasticities with respect to immigration.

59 Note that realized CAs differ across regions due to heterogeneous task thresholds.

%UEstimation was implemented by simulated annealing algorithm. Only non-zero coefficients in
M dimensional vector, 3, is used for computation. GMM estimator converges in distribution asv/N (® —

Oo) 4N (0,(G'S™'G)~'), and a variance-covariance matrix is estimated as

~ PO ~ 1 . . . . ~ 1.0 o~
Vo = (G'S™'G)™!/N where S = NEZN(QZ(QI) —gn(01))(9,(©1) —gn(©1)), G = Nl (@)
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Figure 18: Estimated comparative advantage schedules (top: manufacturing, bottom: infor-
mation service)

Notes: A band bounded by solid gray curves is bootstrapped standard errors, computed from the estimated
CA functions based on standard errors of non-zero estimates of 3 = {83, 3, B} }. Each bubble represents CZ
used for the semi-parametric estimation of the CA’s task position. The size of the bubbles is within-sector
employment share in 1980. Outliers of too small or large shares are excluded from the figure, but included

in estimation. Four cities with largest industry employment in each sector is depicted in the figures.

The next graphics show the fit of elasticities with respect to immigration, simulation ver-
sus reduced-form estimates. The CZs are dispersed along the 45-degree line, which indicates
a good fit.

Once B is estimated, using polynomial parameterization of (22), the three CA curves
within each task (and sub-task) domain in 1980 are recovered. Then, each CA curve is
parametrically extrapolated outside each task domain to cover the entire task (or sub-task)

spectrum.®’ Using the entire CA curve and the definition of CAs (Definition.2), one could

61This is not so restrictive for the ensuing analysis because the most of factor shares in later periods
overlap with the factor share coverage in 1980. Linear approximation is used for the extrapolation of the
curves.
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Figure 19: Simulated elasticities from estimated CAs vs. reduced-form estimates (top: man-
ufacturing, bottom: information service)
Notes: A dashed 45 degree line shows a perfect fit. The size of the bubbles is within-sector employment

share in 1980. Triangles capture urban areas as defined above.

recover the entire series of task productivities {a(w), a(w), af (w')}, serving as critical inputs
to shape the dynamic analysis in Stage 2.

This proposed semi-parametric estimation procedure could make a methodologically con-
tribution to the long-lasting controversies, occurring in nearly separate communities, about
the elasticity of substitutions of foreign vs. domestic labor (Ottaviano and Peri (2012)), and
of labor vs. capital (Raval and Oberfield (2017)). By applying this task-based model with its
non-linear cross-factor substitution patterns into more than 700 regional and 35 years of rich
variation of immigration inflows, could serve as a potential remedy by integrating a series
of reduced-form estimates to empirically recover the entire comparative advantage schedule.

The ensuing quantitative analysis is tightly disciplined by cross-factor substitutions.

Stage 2: Recover the Adjustment Costs of Automation

Four parameters, dynamic parameters of adjustment costs (non—convex and convex costs),

market competition parameter, stationarity of TFP shocks ® = {(,7,0,p} are identified
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and estimated by 4N (N is a number of available CZs) regional variation of size distribu-
tion evolution of establishments and volatility of sectoral robot investment series moments.
The moments of size distribution are mean, standard deviation per mean, skewness, and
Herfindahl index. The idea of identification follows the sensitivity of moments to the param-
eters, summarized in Section 5.2. The sectoral shifter & is calibrated to match the sectoral

production trend.

Simulate method of moments (SMM) For an arbitrary set of parameters, © = {(, 7, 0, p},
the discrete-continuous dynamic choice dynamic programming problem is solved and a pol-
icy function is generated. Using the policy function, generate the model-simulated data.
Using the model-simulated data, compute simulated moments W*(0), as opposed to data
moments, ¥¢. All model and data moments are constructed equivalently; given size distribu-
tion in 1980 as a starting point, the model generates outputs in 140 quarter data points in 35
years. Outputs in the end quarter of the year are used as the annual moments, since the ear-
lier quarters involve an adjustment process initiated from the demographic and technology
shocks at the first quarter. Regional data moments are weighted median with the number
of establishments across CAs in 1980.52 To capture dynamic variation of moments, mean is
denominated by the 1980 mean size, and other three unit-free moments are differenced from
1980. For each distributional moment, squared distances between model moments and data
moments are summed up across 35 years, crafting a degree of deviation in CZ-level.

The estimate © minimizes the weighted distance between the data moments ¥¢(©) and

the simulated moments W*(©). Formally, I solve

, 1 R 1 .
mine ¥4 — Ezﬁzqu (©)) W[wt — Ezﬁzqu (©))].

The number of simulations is set to R = 100. The optimal weight matrix W is set
as inverse of variance-covariance matrix of the data moments, weighted with the initial

establishment number.%?

62The model abstracts from entries and exits of establishments, so that every model-implied moment is
constructed weighted with the number of regional establishments in 1980.

63In general, the variance-covariance matrix of the SMM estimator is given by
GTWG'GTwEwTGGTWG]™!
where

99,(0) _qd l R s
90 ) g7l(®) = U - szzll:[l (@)

If I choose ¥ = W 1, a variance-covariance matrix is collapsed to (GT W G)~L. Therefore, the asymptotic

G =
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Estimation results

The estimated parameters across sectors are summarized as follows.

Table 3: Estimates of the parameters

Simulated Method of Moments Estimates

manufacturing information service

non-convex costs () 3.51 1.43
(.95) (.26)

convex costs (1) 2.33 2.81

(.93) (.53)

competition (o) 1.24 1.82
(.52) (0.61)

stationarity of productivity (p) 1.15 1.23
(.38) (.52)

Notes: The brackets are bootstrapping standard errors with 1000 iterations.

To illustrate the workings of the model and understand the intuition behind the estimates
across sectors, the simulated upgrading policy given the parameter estimates is depicted
across the initial productivity class Ay as follows. In manufacturing, upgrading frequency is
relatively unsynchronized compared to information service so that intervals of less produc-
tive plants are much longer than productive plants (larger non-convex costs (), generating
dispersion of vintages of robots. However, each upgrading is relatively more drastic in larger
extended intensity (smaller convex costs 7). Information service exhibits a contrasting be-
havior in that upgrading frequency is synchronized, but wider gap in intensities, resulting in

more equalized access to the latest vintage.

External validity

To ensure the external validity of the model, I compare the model’s predictions of nationwide
labor share and labor productivity against the data. I stress that neither of these two are
targeted in the estimation. Nationwide labor share is labor income of both routine and non-
routine occupations divided by real GDP, denominated by GDP deflator normalized in 2015,
YW+ Wiy

. Labor productivities are GDP per labor hours across occupations,
YiPiYiu

formerly

distribution of © is given by
V(6 —0) -5 N (0, (GTWG)™)
See McFadden (1989) and Pakes and Pollard (1989) for the statistical properties of the SMM estimator.
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Figure 20: Simulated automation upgrading in equilibrium (top: manufacturing, bottom:

information service)
Notes: The blue lines indicate the top 4 productive bins, green ones show the middle 4, and the red
ones represent the 4 least productive bins. Average across 100 simulations, given parameter estimates

©* ={¢,7,0,p}.

XiPiYiq
EiL@t + Zi,t.
rising, less stark after the Great Recession. Figure 21 shows the model reproduces this

Across sectors, labor share is steadily declining, while labor productivity is

pattern well, assuring the quantitative assessments in the next section.
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Figure 21: Non-targeted economic aggregates: model: solid line vs. data: dotted line (left
two: manufacturing, right two: information service)
Notes: Shaded years are NBER recession periods.

52



6 Quantitative Assessments

Armed with the dynamic model with non-linear comparative advantage (CA) schedules,
it is now ready to assess quantitatively the economic consequences of immigration. The
analysis follows along with the flow chart in Figure 3. To start, Section 6.1 evaluates the
aggregate outcomes of immigration on wages and welfare (defined below). Then, Section 6.2
investigates the aggregate effect on wages by three channels, and decomposes each channel

by competing forces shaping the task reallocation mechanics, formulated in Section 3.6.

6.1 Aggregate Economic Outcomes of Immigration
Aggregate labor market outcomes

First, I explore the aggregate effect of immigration inflow on wages. To see this, I suppose
the U.S. underwent no net immigration growth since 1980. I assess the contribution of
immigration by comparing the wage shifts during 1980-2015 in the counterfactual case with
the baseline.’* Figure 22 shows the simulated wage of the no immigration growth case.

The top two graphs show the simulated routine native wages and non-routine wages
in manufacturing, relative to the baseline. The discrepancies from the baseline indicate
that low-skilled immigration exhibits an aggregate positive role on routine native wages
and a negative role on non-routine wages. The bottom two graphs show the simulated
counterfactual routine native wages and non-routine wages in information service, relative
to the baseline. They show that high-skilled immigration has positive effects in both routine
wages and non-routine native wages. Across sectors, I narrow down the simulation within
the top 30 CZs with highest rise in immigration density in the proxy of Figure 13, as depicted
in dashed curves. The top 30 CZs absorbed 46% and 68% of low-skilled, and high-skilled
immigration inflow. Reassuringly, the top 30 CZs exhibit steeper curves than all the CZs
with positive immigration inflow.

As simulation algorithm closely follows the timeline in Section 3.6, it allows for isolating
the direct impact of immigration separately and the indirect effect via automation adjust-
ment. To exclude the contribution of automation adjustment, I measure the shifts of wages
exclusively from immigration in the simulation algorithm and analogously take a difference
between no immigration case and the baseline.

Figure 23 shows the immigration’s impacts on wages of different occupation classes with

64Tn no immigration growth case, both baseline and counterfactual cases are limited to the CZs receiving
positive immigration inflow.

33



routine wage non-routine wage

(natives) |
\
e L~ R 0.3 // v
0.0 - == = < ' -
BN )
N .
0.1 “\ 0.2 P
—_ \ N L Lot
.02 RN ! = .
\ f 0.1 -7
v - -
0.3 v Lol TN
‘o RS s
0.4 ‘\, 0.0 ==
1980 1990 2000 2010 2015 1980 1990 2000 2010 2015
year year
—no immigration growth __top 30 CZs —no immigration growth __top 30 CZs
(low-skilled) (dashed) (low-skilled) (dashed)
routine wage non-routine wage
0.00 — (natives)
SO el 0.05 o
N \ v S
-0.05 \ 7 \
\\ N 0.00
(%) -0-10 N
) .- %) 4 on
N . . -0.05
N\ AN
015 \ ’ - \
NS . N -0.10
-0.20 N
1980 1990 2000 2010 2015 1980 1990 2000 2010 2015
year year
—no immigration growth __top 30 CZs no immigration growth top 30 CZs
(high-skilled) (dashed) (high-skilled) (dashed)

Figure 22: Simulated wage paths compared to the baseline by occupation class (top two:
manufacturing, bottom two: information service)
Notes: The mean value across CZs of interest, weighted with labor hours of each occupation class. The value

is the detrended average of 100 simulations.

and without automation adjustment across sectors. Without automation adjustment, low-
skilled immigration has negative impacts on routine wages, implying that low-skilled immi-
gration stifled the automation; the gap between with and without automation adjustment
implies that weakened adoption of automation augments the routine native wages and harms
non-routine wages in manufacturing via automation adjustment. In contrast, high-skilled
immigration alone has positive impacts on routine wages, implying that high-skilled immi-
gration heightens the adoption of automation; the gap between with and without automation
adjustment is negligible in the impact on routine wages, but sizable in non-routine wages.
This implies that increased automation upshifts the non-routine native wages in information

service via automation adjustment.
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Figure 23: Immigration’s impacts on wages: with vs. without adjustments of automation
(top two: manufacturing, bottom two: information service)

Notes: The mean value across CZs, weighted with labor hours in each occupational class. The value is a

detrended average of 100 simulations.

Welfare assessments

To systematically evaluate previous and future immigration policies, I introduce social wel-

fare as a weighted sum of consumption utilities of all native citizens.

Definition 5. [Social Welfare|

6566

The social welfare function (SWF) in year t is a weighted average of curved utilities

across citizens such that

SWE(t) = Ejfj,tT(U<Cj,t)§ v) (ej =

D)

650nly the utilities of U.S. citizens are incorporated to avoid an ideological issue on how much utilities of

immigrants should be evaluated.

66The social welfare is more comprehensive proxy to capture national benefit than wages on three points.
First, the social welfare discounts inequality under distributional preference. Second, the welfare covers non-
working individuals as well as labor force. Third, consumption utility depends on total earning, including

non-labor income.
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where an individual utility is curved as

_ {expU(Cj4)}" — 1‘

v

T(U(Cje)5v)

v < 0 captures inequality preference, and Cj; = W;, + NLI;,, where W;, and NLI;, is
labor income and non-labor income, respectively, for all j at ¢, excluding the students and
other occupations outside the model economy. &;; is a welfare weight of the planner such
that ¥;;+ = 1, proxied either by identical Weiglgts or by marginal utilities of consumption.

Parameterize a utility function by U(C;;) = —2t__ with a CRRA parameter v = 0.1 is

externally calibrated. I try v € {—0.03,—0.01,0} in utility transformation by the planner.

v = 0 corresponds with the linear case without any utility transformation. Figure 24 shows

baseline welfare transition decomposition share of the baseline welfare
-~ (additive, v=-0.01)
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Figure 24: Baseline welfare transition (computed from the data)

a data-based welfare path in 35 years across 6 (3x2) parameter specifications. The marginal
utility weights punish inequality more severely than identical weights with more progressive
preference, as does negatively larger v. In every welfare protocol, the overall welfare trend is
declining after 2000, mirrored by exacerbating total earning inequality, as shown in occupa-
tional decomposition of welfare in the right graph in Figure 24. In both sectors, non-routine
occupations exhibit rising welfare shares, and routine occupations display declining shares.

Founded by the baseline welfare, I examine immigration’s impacts on the aggregate do-
mestic welfare. By interacting implied regional change of labor incomes across occupation
classes by labor income data, I compute model-implied labor incomes, serving as inputs to
the welfare for 1980-2015.

Then, I assess the welfare contribution of immigration by comparing the baseline with
non-immigration growth case. Both low-skilled and high-skilled immigration during 1980-
2015 played a welfare-enhancing role in 2015. I examine the sensitivity of the welfare impacts
with respect to substitution between foreign and domestic skills, CAFP(¢). To see this, 1

consider counterfactual simulations where the substitutions are set to be uniformly minimum
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Figure 25: Simulated welfare transition (additive weight case with v = —0.01. left: low-skilled
immigration, right: high-skilled immigration)
Note: red (or blue) dashed line is smallest (or largest, respectively) differentiation between foreign and

domestic skills among CZs. The value is a detrended average of 100 simulations.

(red dashed line) and maximum (blue dashed line) across regions. The ethnic substitution
pattern is more sensitive to substitution estimates in manufacturing; in the CZ with largest
substitution®”, low-skilled immigration is welfare-harming. In the information service sector,

the welfare implication is relatively stable with respect to substitution estimates.

6.2 Understanding the Task-based Mechanics

To diagnose the aggregate simulation results in Section 6.1, I decompose the aggregate effect
into three channels. Each channel is formulated by competing forces, coursing the task

reallocation mechanics (Definition 3 and 4).

Channel 1: The Impact of Immigration without Automation Adjustment

Firstly, I decompose the direct impact on skill prices without automation adjustment, shown
in Figure 23, into the four forces, formerly defined in Definition 3. Namely, the impact
of immigration shocks dgF on the skill price in each occupation class is split by as follows.
Recall that ¢¢ is ethnic skill price of e € {F, D} and § is non-immigration intensive skill price

in each sector.

i dFdp. Y | dF AW dy a7 . WS do
—| = = +d_Yziel — T el (—=)short el (—=)short

dsr|, dsr 1 dSF  dWS Y qSF AW ¢ " dSF
S~ ~ / ~ /

labor supply effect scale effect occupational subtitution effect foreign substitution effect

67This turns out to be the highest ¢, inferred by foreign income shares. See the CA curves in Figure 18.
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As defined in Definition 3, labor supply effect is a mechanical impact of immigration
shocks on immigration-intensive skill prices. Scale effect is immigration’s impacts on skill
prices induced from production gains via more affordable skill prices. Immigration inflow
would lower the foreign skill prices, and producers produce goods affordably and expand sales
in the product market. This production expansion augments skill prices across occupations.
Substitution effect is immigration’s impacts on skill prices induced from reallocating the tasks
across factors. In each layer of the task spectrum, this effect is two-fold: between routine-
and non-routine skills and between foreign and domestic skills. Low-skilled (or high-skilled)
immigration inflow would partially substitute both non-routine (or routine) skills in a higher
layer and routine (or non-routine) domestic skills in a lower layer, lowering their skill prices.

Recall that all three forces are defined excluding the indirect effects from induced au-
tomation adjustment. I record the effect from each force in simulation algorithm, all of which
are immune from the impacts of automation upgrading. Figure 26 shows decomposition by
each force. Across sectors, labor supply effect dominates scale effect and substitution ef-
fect within impacts on similarly-skilled wages of immigration inflow. Regarding the impacts
on less immigration-intensive occupation wages (g), scale effects and substitution effects

approximately cancel each other.

Channel 2: Immigration-induced Automation

Why does automation occur? In the quantitative model, automation is adjusted in the

following accounting formula from mutually exclusive drivers.®®

do., dq . - do., dqg . 4 do 4
df = (—)(—==)dS" + (—)(—==)dS" + —)dp" + dg)’
(3 G+ (G2 (57 ()
~~ - ~~ ~— adjustment friction (< 0)
immigration domestic demography technological progress (> 0)

Using the estimated full-model, I assess the role of each driver for automation upgrading,
by turning off each driver compared to the baseline, as depicted in Figure 27. To turn off

technological progress, the quality-adjusted investment price is assumed to be stable in 1980;

68However, these are not exhaustive; extra factors outside the paper’s focus including rental price of
capitals, TFP growth, and other equilibrium interactions affect automation upgrading.
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Figure 26: The direct effect of immigration on wages without automation adjustment (top
two: low-skilled immigration, bottom two: high-skilled immigration)
Notes: The value is an average of 100 simulations, of mean across CZs weighted with labor hours across

each occupation class. Other effects from equilibrium interaction are excluded from the graphs.

plt = plt. To eliminate the friction for automation, all adjustment cost parameters are set
to zero; ¢ = 0 and 7 = 0. To exclude the circular impacts from automation on wages,
affecting future automation, I exclude the labor market impacts of the automation from the
simulation.™

Perhaps unsurprisingly, technological progress is the prime driver for automation upgrad-
ing. The top two graphs in Figure 27 depict simulated paths of the nationwide automation
intensity across sectors from 1980-2015 under two counterfactual scenarios compared to the
baseline. In the stationary fertility case, I suppose that fertility rate has been hypothetically
stationary so that age composition of working-age natives remains fixed at the level of 1980
until 2015, with the total working-age population unchanged. Both low- and high- skilled
immigration plays an outsized role in the labor-driven automation upgrading across sectors.
In manufacturing, low-skilled immigration’s impact on automation is larger than age com-

position change on average. The effect is much larger when regions are limited to the top 30

69Without adjustment friction, every productivity class of establishments run the automation adjustment,
exclusively driven by annual factor price changes.

70 Automation typically lower routine wages, serving as a counterbalancing force to deter the further
automation upgrading.
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Figure 27: The role of immigration for adjustments of automation (left: manufacturing, right:
information service)
Notes: Automation intensity is nation-wide weighted average of establishment-level 6, weighted by real

production value. The value is the average of 100 simulations.

CZs with the highest low-skilled immigration inflow. In information service, the labor sup-
ply into routine occupation due to the age composition change is larger than immigration’s

impact, but immigration still played a sizable role relative to their headcount share.

Channel 3: Automation’s Impacts on Wages

Finally, I examine the labor market outcome of automation. The impact of automation
adjustment df on the skill price in each occupation class is given by the forces defined in
Definition 4 such that

At dg¢ _ aws  d¢. dY

( ) =1(G =p) _le/ Yier TR d_YZiel%

long d—l , RNl ,
productivity effect> 0

~
displacement effect<0 (only plant)

i dg 4w, dj . av;
M) 2 (G =0)ing ¢ Ly S
<d0>long (G O) dwl 1€l do + in 1€l 46

TV
displacement effect< 0 (only office) ~ productivity effect>0

where [(G = g) is an indicator function of the sector g € {p,o0}. Recall that displacement

effect is automation’s impacts on routine skill prices, induced by routine skill demand shifts
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from reallocating tasks from routine skills to robots. Automation upgrading would slash
routine skill demands, thus, reduce the routine skill prices. Productivity effect is automation’s
impacts on skill prices induced from production gains. In the heterogeneous establishment
model, this effect takes place in two-fold: if a part of establishments upgrade automation, the
new technology allows for producing goods with lower marginal costs. Moreover, automation
upgrading would suppress routine skill prices by displacement effect, and this would allow for

" Consequently, both

cost-effective production for all producers, including non-upgraders.
upgraders and non-upgraders expand sales, augmenting the skill demands and their skill
prices.

Then, what is the effect of automation upgrading on wages? To see this, I assess the
contribution of automation upgrading by comparing the baseline case relative to the non-
automation case, where automation upgrading is mechanically halted. Then, I isolate the
wage shifts exclusively from automation upgrading in the simulation algorithm and decom-
pose the effect into each force, recorded in the simulation algorithm. Figure 28 shows the
effect of automation on wages; automation reduces routine wages and augments non-routine
wages, expanding the wage inequality in both sectors. As displacement effect dominates
productivity effect, the effect on routine wages is negative. In contrast, positive productivity
effect drives the growth of non-routine wages. The automation’s impact on wages are larger

in manufacturing than in information service.

7 Counterfactuals and Policy Experiments

This section extends the simulation to the future period 2016-2050 and reports the policy
experiments. Section 7.1 and 7.2 explores the effect of restricting future immigration of each
skill level. Section 7.3 explores the economic consequence of a universal basic income policy

to native citizens across sectors, fixing the current immigration policy.

7.1 Baseline Prediction from 2016-2050

To extend the simulation toward the future period, demographic transition in CZ-level in
2016-2050 is needed as a future baseline, in which demography transition proceeds as pre-
dicted in the Census projection (baseline case, hereafter). To obtain this, I draw on state-

level decomposition projections by Weldon Cooper Center (2018). It provides a projection

"I The model predicts that non-upgraders with more labor-intensive technology would typically absorb the
displaced labor with lower wages, and thus, turn larger.
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Figure 28: The effect of automation on wages (top: manufacturing, bottom: information service)
Notes: Percentage change of wages from 1980. The value is a detrended average of 100 simulations, of mean

across CZs weighted with labor hours across occupation classes.

of state-level working-age population by ten age groups (15 to 19, 20 to 24, 25 to 29, 30 to
34, 35 to 39, 40 to 44, 45 to 49, 50 to 54, 55 to 59, 60 to 64)x sex cells in three decadal
snapshots of 2020, 2030, and 2040. To construct CZ-level demography-driven labor supply
shocks, datasets in the future periods are needed. Of course, nobody has future population
datasets, and I construct the hypothetical datasets in 2020, 2030, 2040 and 2050 as follows.
In the following, all the extrapolations are run under linear and spline approximation, chosen
based on the internal validity of the target period.

To begin, I construct a table of shifts of statistical population sample weights across CZs
in 2020, 2030, 2040 and 2050 relative to 2015 by demographic bins: age group, sex, nativity
and five education attainment groups™. The state-level demographic decadal trend from the
projections by Weldon Cooper Center (2018) in 2030-40 is extrapolated to the final decade
of 2040-50 by 10 age groupsx sex cells. This state-level demographic trend is applied to
all CZs belonging to each state. Immigration inflow to each CZ is extrapolated based on
immigration inflow trends across CZs from 2008 to 2015, scaled by the nationwide projection

of immigration growth from the nationwide projection from Census Bureau (2017). A trend

" Education attainments are classified into five groups: below high-school degrees, high-school degrees,
some college years, four-year college degrees, and above four-year college.
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of education attainments conditional on the demographic characters is also extrapolated from
the data across CZs from 2000 to 2015. By tweaking statistical population sample weights
of the 2015 ACS data by the future population weight shifts across demographic bins, the
hypothetical population datasets in 2020, 2030, 2040, and 2050 are constructed.

After compiling the future datasets, the remaining is analogous to 1980-2015. I recover
the self-selection rule of labor force participation and occupation choice from 2008-2015,
estimating a logit model in the stacked 2010-2015 ACS repeated cross sectional datasets.
Then, this self-selection rule is applied to the hypothetical population datasets obtained in
the first step to construct a projection of demography-driven labor supply shocks across CZs
in 2016-2050.7

7.2 Welfare Implication of Restricting Immigration

Suppose that the U.S. government restricts the net future immigration inflow at the begin-
ning of 2020 to keep the foreign labor mix in each skill class at the level of 2020. Presume
that the immigration policy only covers foreign-born individuals without citizenship and
naturalized citizens, excluding descendants of immigrants with citizenship. Other protocol
follows the future baseline as stated in 7.1. Also, recall that the welfare incorporates only

utilities of the native individuals.

welfare shift compared to the baseline welfare shift compared to the baseline
(low-skilled) (high-skilled)
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Figure 29: Simulated welfare transition by immigration regulation after 2020 (left: low-skilled,
right: high-skilled)

Notes: Use additive weights and v = —0.01. The value is the average of 100 simulations in 2015, 2020, 2030,
2040, and 2050.

Then, the counterfactual simulation shows that this regulation policy of low-skilled and

high-skilled immigration would deteriorate the welfare across sectors in the long run in 2050

"The quality-adjusted capital investment price is extrapolated from the trends in 2008-2015 after the
Great Recession.
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by 0.5% and 2.0%, respectively, relative to the future baseline immigration policy projected
by the Census. (See Figure 29) The result mirrors the welfare analysis during the baseline
period, 1980-2015. As low-skilled immigration weakens the adoption of automation in the
long run, alleviating the inequality and enhancing the domestic welfare. As high-skilled im-
migration benefits the non-routine native workers without harming the routine occupations,
inclusive of the adjusted technology, the restriction in the future would more unambiguously

diminish the domestic welfare, compared to restricting low-skilled immigration.

7.3 Economic Consequences of a Universal Basic Income (UBI)

Suppose the U.S. government launches a universal basic income (UBI) policy in the beginning
of the year 2025, granting an unconditional stipend to every U.S. citizen above 25 years
old. Overviewing the recent policy debates, two plausible plans of unconditional granting
(A) 1,200 USD per month and (B) 800 USD per month are on board.™ I suppose that
immigration policies are fixed to the baseline.”

Granting the unconditional non-labor income floor to U.S. citizens is predicted to alters
substantially the self-selection of natives in each occupation class, including non-working.”
I compute the UBI-induced labor supply shocks for 2025 to 2050 from the estimated 2010-
2015 self-selection rule. Within-CZ estimation shows sensitivity of labor force participation
with respect to non-labor income is systematically negative; UBI typically drives a regional

shrinkage of domestic labor force by inducing voluntary quasi-retirements.

Rising automation and wage response As automation and wages mutually serve as
causes and consequences of each other, I explore how a UBI reshapes the automation adjust-
ment in parallel to wages in each occupation class. The counterfactual simulation predicts
that a UBI substantially boosts automation, especially by raising routine occupation wages
(shown below). Plan A (or B) would raise automation intensity by 0.62% (or 0.45%). Ob-
serve that the automation upgrading is projected to take a decade to reach a ceiling, since

automation upgrading is frictional and less productive establishments delays upgrading au-

"From the administration viewpoint, a long political process is required until it is implemented. In that
case, the early announcement of UBI might form the expectation, which might induce wage rises and generate
the similar results. The current simulation should be viewed as an extreme exercise.

"The primary obstacle to implement a UBI is its massive expenditure, and I suppose that this would
be compensated by heavier income tax. It might be worth considering to adjust immigration policies to
compensate for the necessary expenditure.

"6To simplify the simulation, I abstract from labor supply response of high-income earners to heavier
income tax.

64



tomation. Furthermore, as shown later, the routine wage would be harmed by the surging
automation, serving as a counteracting force to further automation. This would generate

further lags of the adoption of automation for less productive establishments.
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Figure 30: Nationwide dynamics of automation (left: manufacturing, right: information service)
Notes: The value is the average of 100 simulations.

Next, I simulate changes in wages in response to a UBI policy. Right after the an-
nouncement of the UBI, both routine and non-routine wages start to elevate because some
individuals exit from the labor force. This effect is more distinct in low-skilled individu-
als (typically engaged in routine occupations) whose exit sensitivity to non-labor income is
larger than high-skilled individuals (typically engaged in non-routine occupations). Thus,
non-routine wages also rise from their skill demand rise by partially substituting tasks pre-
viously done by routine workers. Routine immigrant wages are relatively immune from the
initial labor supply shock.

Due to delayed automation upgrading, routine native wages are gradually harmed, but
after automation reaches a ceiling, routine native wages are on the constant rise, consis-
tent with non-routine wages, benefitting from aging demography and technological progress.
However, routine immigrant wages are on the constant decline due to immigration inflow
and rising automation. The egalitarian-oriented UBI has the potential to exacerbate the
wage inequality by substantially accelerating automation.

A natural corollary of a UBI is a widening gap between native and immigrant wages.
As a UBI provides an unconditional stipend exclusively to native citizens, the policy shock
primarily hits domestic labor. As a result, establishments expand their use of foreign labor.
Fixing the national immigration policy, nationwide foreign dependency, proxied by employ-
ment share across sectors, would consistently rise. The provision of a UBI not only raises
reliance on automation, but heightens economic dependency on foreign labor in parallel to

shrinking domestic labor force.
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Figure 31: Simulated wage paths relative to the baseline by UBI regimes
Notes: Top three: manufacturing. Bottom three: information service. The value is the average of 100

simulations.
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Figure 32: Dependency on foreign labor by UBI regimes (left: manufacturing, right: informa-
tion service)
Notes: The value is the average of 100 simulations.

8 Concluding Remarks

This paper explores the impact of immigration inflow on automation adoption by estab-
lishments across various regions, and their labor market consequences. The dynamic model
predicts that immigration’s impact on native wages during 1980-2015 could vary and even be
reversed by including automation adjustments and their indirect effects on native wages. |
find that low-skilled immigration stifled robotization in manufacturing, and thus, augmented
routine native wages in the long run. In contrast, strong use of computerization driven by

high-skilled immigration in information service sector further upshifted non-routine native
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wages. Consequently, I find there is a long-run welfare-enhancing role for both skill types of
immigration.

Methodologically, to the best of my knowledge, this paper is the first to empirically
estimate the cross-factor substitution schedule, and task-specific productivities despite the
sizable body of literature employing a task-based approach, which is prominently used in
labor economics and macro economics. By analyzing more than 700 geographical units and
35 year inter-temporal variations, I exploit consistently asymmetric inflows of ethnically-
driven immigration inflow into U.S. regional labor markets as instruments used to infer the
substitution patterns of routine skills vs. robots, non-routine skills vs. routine skills and
foreign vs. domestic skills, under the perspective of optimal task allocation. As stressed in
this paper, the substitution schedule dictates the ensuing quantitative simulation. The joint
investigation of foreign labor and automation at the regional level is shown to be helpful
for understanding the labor market consequences of immigration and constructing a theory-

grounded, more nuanced policy prescriptions.
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A Model Appendix

A.1 Equilibrium
A.1.1 Optimal task allocation
Proposition 1 [Optimal Task Allocation over Production Factors]

I show that regularity conditions in the main paper yields corner conditions, ensuring single-
crossing of marginal cost curves. The proof largely follows Acemoglu and Restrepo (2018),

and common in the literature of task-based approach.

R1 [Routine skills vs. Robots]

Yp—0 AR S R
p—0 AR 5
If o <E< (1— )W holds, then
¢ 4" _ 4
a(1) < A% < a(0) Y
B -0
holds. Given factor demand functions S = (= bo¥ and R = @’ 2 - M B
p &R 0/q"
w@ 9qq holds. Then, one gets
w0 A" _p—6g" g 4"
6 a(l) o a(l) © A%
P08t A gyt L
7 ¢ <V = am <5 < aor

The two equations yield (A.1). Together with RO, it assures single-crossing of the two
R

marginal costs: there exists § € (0, 1) equalizing the task price such that p() = %.

R2 [Non-routine skills vs. Routine skills]



o ¥ =0 4al0) g < ¥ =04a0) y s, then

1—1 a(9) 1—1 a(1)
q q q q
a(6) = Aa(0) (1) ~ Aa(1) 42
holds. Given factor demand functions S = M and S = (1- Tf)ay, g = ) ==
q q S (1-v)/
v-07

holds. Then, one gets
1-vgq &

Y — 0 Aa(9) . w—HQ:ZE(G) q
1= a(0) = 1—vg  al) g  ald)  Aa(9)
Yp—0gqg ¢—0A4al) g Aa(l) q q
= 1_qu(l):>g< = >

a(l) a(l) = Aa(1)
The two equations yield (A.2). Together with R0, it assures single-crossing of the two

marginal costs: there exists 1) with § < 1) < 1 equalizing the task price such that p(¢) = p(+).

R3 [Foreign skills vs. Domestic skills]

e ST s
(1—¢)AF ~ SD  (1—g¢)AFaF (1)

0 SF 0
If < =< ———— holds, then
(1-@)AFaF(0)  SP (1 ¢)AFar(1)
oF — oF —
% qD, % > qD (A?))
AFaF(0) AFaF (1)
— § By _ 5§ SF G/ F
holds. Given factor demand function S¥ = ﬁ and SP = w, 57 = LQAA =
N q" g?  SP (1-9)S/d"
¢ q”
——— = holds.
[ olds. One gets
oD oD F —
Q/ﬁ\/\ < ¢ ti = % <= = % < qD
(1—@)AFaf(0) 1=904"  AFaF(0) ¢F  AFaF(0)
D D F
qu< ¢AA ¢q7<Ai SO S
L0 T (-gAFd) AR ATar()

The two equations yield (A.3). Together with R0, it assures single-crossing of the two
marginal costs: this assures that there exists w' = ¢ with § < ¢ < 1 such that pF(¢) = pP(¢).
In sum, the regularities of RO-R3 assures single-crossing of marginal cost curves; each

task is implemented by robots, routine-skills, or non-routine skills, and each sub-task is run



by domestic skills or foreign skills. B

A.1.2 Dynamic task allocation equilibrium
Proposition 2 [Equilibrium Outcomes]

Proof.
Impose the regularities R0-R3. Then, the perfect specialization equilibrium emerges from

Proposition 1. The task-level technology is reduced to

{ABRp(w)}ok(w)t—e (w € [0,6), low-end tasks)
y(w) = { {Aa(w)s(w)}*k(w)'™ (w € [#,v)), medium tasks)
{AG(w)5(w)}k (W)~  (w € [, 1]), high-end tasks).

By Cobb-Douglas property of task-level technology,

BW) = ap(w)y(w), ¢"“kw) = (1 - a)p(w)y(w)

K
2]
=
E
[
Q
\,Ci;\
E
I

By the unit-elastic task aggregation of tasks, the manager spends equalized expenditure
to each task such that

p(w)y(w) = PY Yw € [0,1].

Then, factor demand functions are

rw) = ap(w)y(w) _aby s(w) = ap(w)y(w) _aby 5(w) = ap(w)y(w) _aby
q" gt 7 - q g’ q q

and
(1 - @) _ (1= a)PY

k(w) = K = 0K

Task price is equalized to factor price in efficiency unit such that

R K

(G G (wel0,0)

_ 4q « qK -«
p) =4 Caiga)Toa) ™ el
(Lo L e e )
Aa(w)a” 1-a e

Then, task demand for w is given by



AlRq 1 -«

( oF )*( oK )'TPY (we[0,0))
_ PY _ @(w)a e l—a -« w
y(w)—m— (7Q )(qK) PY  (we(8,¢])
An(w)a, 1 —«
ERe (L2 epy (e (1)),
Thus, factor demand is given by
0o PY 0 (w e [0,6]) 0 (w € [0,0])
w ,9 — %
=g ot I DY e ) ) - {0 (we (6. 9)
0 we (6,1 4 1 —)aPY
et 0 (w e (@,1) (i)<w€WJD
and . Py
k(w) = (_an)(w € [0,1]).

Since each skill follows a law of one price, factor demand is equal within task intervals
such that

S S R
s(w) = -6 S(w) = 1—4¢ r(w) = rk k(w) = K.

Plugging these back into the technology, the aggregate production is formulated as

0 (]
Y = exp[/0 la(Inr(w) +In A%) + (1 — ) Ink(w)]dw + /9 [a{lns(w) +In Aa(w)} + (1 — o) Ink(w))]dw

1 JR—
+ / 0 {In5(w) + In Aa(w)} + (1 — a) Ink(w)]dw]
¥

S P—0 S 1-YNapl—a
e

= B0, ) ()

where

_ ¥ 1
B(6,9,a) = {(AB)? (A)1 ¥}« exp[a{/6 In a(w)dw +/¢ Ina(w)dw}].

Nested sub-task allocation between domestic and foreign groups is analogous to the upper
level. Given the skill demand S in each sector, the occupation manager further allocates
domestic and foreign skills to the sub-task spectrum to produce the aggregate upper level
skill demand. R3 and Proposition.1 implies that there exists ¢ € (0,1) in w’ spectrum such
that - -

R
AFaF(g)  APaP(g)




By iso-elastic task aggregation, the aggregate price is given by
1 ’ !
lnqu/ Inp(w )dw .
0
The skill production function is reduced to

f/l\Fo/LF(w,)gF(w/) (0<w <o)

N {ZB(;B(w/);ﬁ(w/) (6 <w <1).

Then, domestic and foreign skill demand is given by

. a5 0<w <¢) ~ 0 O<w <9)
W)= PW) =1 g8

(a")?(a?)
B ) e
(AF)? exp| f0¢ Inaf (w')dw].! Analogous to the upper level tasks, the equilibrium splits the

Plugging this into the aggregation of prices, one obtains g = where B'(¢) =

aggregate factor income by a ratio of sub-task interval of domestic and foreign groups such
that WF = ¢W, WD = (1 — ¢)W.1

A.2 Dynamic Task-Based Model with Heterogeneity

Dynamics and heterogeneity of unobservable productivities are added to the benchmark
model. In each sector G, the aggregate final good is differentiated by ¢@ > 0, elasticity of
substitution in the global tradable market in sector G. (G is dropped in o below)

G, = {Siea(Cin) = 1751, By = {Sica(P) ) 5.

A baseline production X;; is augmented by unobservable stochastic productivity shock
A;; such that
Yig = (Ai)"(Yie) " (A.4)

where A;, is a serially correlated unobservable productivity in the AR1 process:

A, =8+pnAi; 1 +e

where p € (—1,1) and ¢ is i.i.d. standard normal productivity shock. A baseline pro-

duction is non-stochastically governed in market competition,

IRecall the normalization AD = 1, CIB(w/) Yw' € [0,1].

6



P —
Vi = (=) YF
P

Thus, the transition of production in response to price change follows a relative price

shift and sector-level growth such that

Y o (L. XE
S——r N~

individual growth relative price changegq toral growth

/
where P,, = —==
t

P
L is relative price in the sector. Rewriting this, one gets?

, P, Yo
Pi,tY;ﬂf - ( 7 - )1 UPi,t—lyi,tfl%G- (A-5)
it—1 1

34To produce the baseline production X, an establishment solves a Hicksian problem of

cost minimization such that

1
/ pi(w)y;(w)dw
0

min
r(w),k(w),s(w),s(w)

1
s.t. exp(/0 Iny;(w)dw) > Y;, where y;(w) = {Af'r(w) + Aa(w)s(w) + Aa(w)5(w) }¥k(w)

1 1 1 1
/ s(w)dw = 5, 3(w)dw = S, / r(w)dw = R; / k(w)dw = K;
0 0 0 0

Lower-level immigration-intensive occupation manager’s cost minimization problem is
analogous to the benchmark model. Impose the RO-R3 and Proposition 1 (task specialization
of each factor) holds. The task price is equalized to factor price in efficiency unit as in
Proposition 2. Plugging the marginal cost functions for each task into the aggregated price

2
’ /E ’ / / /5
Y Piyt —0 th Pi,t Y., = Pz',t Ri,t . th
it = (P' ) it—1— —> o it = Ik (P' ) it—1 =
it—1 Y4, it—1 it—1 Lit—1 Y%,

/

P
bt )1=9 > 1 so that baseline production value increases with

3When o > 1, Pi/t_1 > Pi/t implies (
' ' Pii
respect to quality-adjusted price advantage.
4Fach establishment is small enough so that their automation choice does not affect the global industry

price.



equation, the final price good for ¢ is given by

P= ool [ Inpe)ds]

= exp[a{ln(qﬁ)ei + ln(g)w_‘gi + ln(q)l_w} +(1—a)ln ¢ —In B(0;,¥,a) —Ina®(1 — 04)1_0‘]

{(af)% g% "} (¢")'
" at(1— ) B0, b, q) (A.6)

A.3 Proof of Proposition 3 [Automation Upgrading Policy]

As the form of threshold rule is common in investment literature (e.g. Adda and Cooper
(2000)), this section clarifies the sufficient state variables for automation upgrading policy,

featuring the analytical form of a periodic profit function. A periodic profit function is

/

(X, A, 0; ] ©) = b As (=P, Y 1 AS . — pRIE(0, |6
z( ty “ity Ve | ) it z,t( 7 ) tt—14et—12¢ 1 pi’t in( it | z,t71>
2,t—

N J/

TV
investment

gros;)roﬁt
- H(ei,t > ei,t—l)C<X7 A, 0 | eA)Pi,t—li}i,t—l

~-
adjustment cost

°Standardized by the previous production value, the periodic profit function is reduced
to

Hi(Xt7 Ai,t7 ei ’ @)

(X, Aig, 0; | ©) = Pt 1Yii

/

b
= a@iytAi’t(P, ot )1_0AtG_1 —
i,t—1

pf?t]ﬁ (ei,t ’ 9i,t—1>
Pt 1Yt

— H<0i,t > ‘9i,t—1>C(Xt7Ai,ta 0; | @A).

The optimal automation 6; is chosen to maximize ;.

The relative price index is

5Gross profit excluding investment and adjustment cost is

e I ~
P Y — Vit = Wy +Wis) =a0iiPiYie = a1 Ai i PitY iy
~— ~—_——
rental price for equipments labor compensation

Arranging (A.5), one gets

’

Gy G
P,,Y;; = (&)Pap,t Y, 1&
it Lt = 7 i,t—1143,t— G G -
P4 Pz Y2y
= AC
- t—1

Substituting this into the equation above yields the gross profit function.



o M) g) @) e e (qfft/AR
A o

Pfac(1—a)'=2B(0;4, vy, @) 49,

N

0i¢
)‘w“ exp(a/ Ina(w))dw®; .
0

'
depend on 0; 4

where automation-independent price bundle is

Qir = (gt)awt (Gt/Z)a(l—wt)(qK)l_a
it = Pfa~(1 — a)l-« eXP{Oé(fO’“ Ina(w)dw + fwlt In @(w)dew) }

Recall that labor adjustment, implemented by task allocation between routine skills and
non-routine skills and sub-task allocation between foreign-domestic skills is set frictionless.
Thus, the thresholds v, ¢ is set every period to reflect the skill price inequality to satisfy
the single crossing conditions. Since regional skill prices are equalized as a law of one price,
Vin = Vin, @i = 1 o0 for every ¢ € . Taking a ratio change of price index,

R/AR
M)aei’t eXp(a fei’t In Q(w))dw

(

P, ¢t q ’ Qs

I L= J (041, =, AQiy—1,0i1) = —5 _;lR n?
i,t—1 gt qi,t—l/ ab; Gi,t_l Qiytfl
()1 exp(a [, Ina(w))dw =~
gt—l =AQ4,—1

(03
(qi?tw’t 0
q, exp(a [, Ina(w))dw

_ (AR)ei,tfl_ei,t

; AQj -
exp(a foe“t‘l Ina(w))dw o

~
automation-dependent

5Thus, observable state variables sufficient to characterize the automation policy at ¢ are

reduced to
qR
i,t—1
Xt = { 9i7t,1 9 ) AQi,tfl }
—~— 91 ———
automation intensity —— growth of price aggregates

current vintage

q
6 If not upgrading, the automation-dependent term is reduced to (—t)=%.¢-1,
9



A.4 Equilibrium Shifts

This section delivers building blocks of equilibrium shifts, applied in comparative statics in
Section A.5. The impact of demographic changes, including immigration, on automation
adoption or their join impact to the labor market is formulated by combination of the

following analytical linkages.

A.1.2.1 Drivers of Factor demand curve shift

In response to task reallocation, the aggregate factor demand curve shifts. As shown in
equilibrium above, a factor demand curve is characterized by an iso-quant of its factor
income. For notational convenience, regional factor incomes are proxied by the following

notations.
Definition A.1. [Factor Incomes]

Define the labor income W, W, T/I//\fand the capital income V', Vi in region [ as
W, =4q,5, W1 =7q,5, WF = °5°, Vit=¢"Ri, V" =¢"K

ViR W, W, VK, V[//l77 are factor incomes for robots, routine skills, non-routine skills, equip-
ment and foreign skills in region [, respectively. As shown in Proposition 1, demand curves
are proxied by factor incomes. Factor income is changed either by extensive-margin technol-
ogy adjustments or production shifts. The factor demand curve shifts from task reallocation

are formulated as

dnW — dlnW dln(yp—6) -1 dlnW  dln(1-v) -1 danR_dIHGR_i
a4 dy db -0 Ay dyp C1—9’  dp 48 ok
and

dnW" 1 dnW” = -1

6 & do 1-¢

The elasticity of factor income with respect to production is unity such that

olmVE 9mW  9lmYy )
OlnY  OlnY 9SS

A.1.2.2 Consequences of Factor demand curve shift

The factor demand shifts, in turn, alter the equilibrium factor prices and allocations. The

elasticity of factor prices and allocations with respect to factor incomes are given by

10



ding _ o dm§::

dnW  dlnW
where ® is a function of uncompensated labor supply elasticity, ey, such that & =
(e + 1)~ or corresponding skills. The skill demand curve shift is split to changes in skill

price and allocation by ®. I show this statement below.

1-0

q 5 . q

q q ——
odinW | sd>dznwj7 i ‘
S v L
(Q+v‘SdW) : (4+V55dw) ] ;
0 — s 0 — s
(1= ®)dinW ~(1 5 O)dinw
o) Gros

Figure A.1: Aggregate skill demand curve shifts, skills (left) / capital (right)

As a result of task reallocation, demand curve shifts from W to W' such that ¢S = W
and (¢ + dq)(S + dS) = W'. Thus, dropping the second-order term,

qdS + Sdq = dW (A.7)
holds. Define the slopes of labor demand, labor supply curves, as v¢, v®, respectively as
—dsd S’ T dass U S

where S¢, S* are skill demand, and supply, respectively. Introduce ® as a function of un-

compensated labor-supply elasticity, €.

b= — =(y+1)7" (A.8)

V8 —w

"Therefore, under the demand system, the elasticity of skill prices or allocations with

"Eliminate the knife-edge case such that v® = —% =4,

11



respect to skill demand is reduced to ® and 1 — ®, respectively.

dlng  v° W _ v5S %
dinW — q+vsS g  q+vsS A8
dln S T L,

dlnW q—l—fusS?: q+v5S AS

d
The first equality comes from by plugging dS = —Z into A.7.8
v
Domestic and foreign skill demand shifts are analogously formulated. If the immigration-
intensive skill demand rises given any domestic and foreign skill supply curve, domestic and

foreign skill demand shifts change the domestic skill price and allocation as

dlnq/\6 _ v® ﬁ/\e_ v 5e

— — —< — = = L = — &
dInWe  ¢&+vsSe ¢¢ ¢ +vsSe As
dln S¢ 1 We 0 —~
=2 _ - =1 —1-3

dinWe @ +v55¢ §¢  gF4psGe A8

The following corollary is used in simulation algorithm in Simulation Appendix B.2.
Corollary A.1. [Demand-driven Equilibrium Shifts]

The response of ¢ and S to ¢' and S" from the factor income shift from W to W' is given
by

' W)D 7 o
q/:q+(W W) 751/:L5v_|_(VI/ W)CU
S q
Proof.
da 1dqu:1 Caw =12 = 2
5 ldeW—l;dW Ly — oV '
S T Sdw T Sq+vsS S ¢ U

aw
Observe that the increase of factor demand (—— > 0) unambiguously raises ¢, but moves
S conditional on the sign of ¢;. Each third equamy holds because

v® P

=61 1) t=—=

q+v3S (ev +1) S
1 1 U - GU(I)
q+v3S — 4 ewv+1 ¢

d
8To write concretely, one gets (g + S)dg = dW and (q 4+ v°S)dS = dW. Manipulating these, ﬁ =
/US
v® ds 1

d— = holds.
q+vsS e aw q+v5S o

12



Rewriting A.9 yields

¢ dg dWw w’
—=—41=0—+4+1=(—-1)0+1
. + T (W / )@+
S dsS dw w
D = 1 =q® 1= (— — D)ey®+ 1.
g g + €U W + (W Jey® +
Therefore, one gets
W' —W)®
y=qr O I0)
W' —W)ey®
g =g+ W =W
q
|
Due to perfect elasticity of capital supply, the capital demand curve shift on capital
M dln M
allocation is unity. Since the equilibrium capital deployment is M = V—, one gets amy
qM dln VM
1 for M € {R,K}.
qM

capital
demand

capital
supply

. ! _
M=ty M

Figure A.2: Aggregate factor demand curve shifts, skills (left) / capital (right)
Note: M € {R,K}.

A.1.2.4 Consequences of Factor supply curve shifts

Equilibrium shift from skill supply curve shifts are characterized by labor supply propensity.

Formerly, regardless of the slopes of the labor supply curve,

dlng dlnS

dnss = <0 gnes = %0

holds.
Consider that the skill supply shifts rightward by dS*. Recall that v? v* are slopes of

demand and supply curves, respectively.

13



q skill
supply

q
—d)lnSl
viv*dS g'
)
0 — S 0 5§ J
dInS dInS
v5dS vidS
G2 e

Figure A.3: Aggregate skill supply curve shifts (Case.1, left, Case.2, right)

e Case.l: v? <0 < v* (skill supply curve is upward-sloping)

1 1 1 1

|v°]

e Case.2: v® < v? < 0 (skill supply curve is downward-sloping)

—dq —dq (i
o] o] s

1

In both cases, skill supply upshifts lower the skill price, and raise the allocation such that

dq vio®
= 0
iS5 vl—p
as  —v° -0
dss vl —ps ’
Therefore,
dqg vl® _ g 1 _ 44
dss  vl—vs  Sey+1 S
as - 1
dss  vl—wvs e +1
holds. Thus, one gets
dlngq
——=-9 <0
d S
L]ﬁl% =0>0
dlnSs '

Given the fixed demand curves, the skill price and allocation changes from supply curve

shifts are characterized by ®. In both cases, upshifts of skill supply curves decrease skill

14



prices.

Perfect elastic factors

Under imposed perfect elasticity of immigration-intensive aggregate skills and capital sup-
ply, supply curve shifts are characterized by changes in foreign-intensive skill price and

capital rental price. The elasticities of aggregate factor allocations with respect to the

dlnS dlnM
= = —1. With ion PY k
dng ~ ding¥ With production ept,

rental prices are negative unity such that

. . . ~ axPY OaPY 1—a)PY
log-differentiate each factor demand function, S = XL R=—%—and K = %
. . . q q q
immediately yields the results.

q a"
ital
S, demand
t’i | | aggregate qM capital
dlnq‘l 3 E skill supply dlon supply
q —_— "
: E $ 0 ——7 M
0 S dmg S M= gt M

Figure A.4: The effect of downshifts in immigration-intensive aggregate skill supply curve (left)
and aggregate capital supply curve (right)

A.5 Comparative Statics

The equilibrium response in response to immigration inflow is mostly symmetric across the

sectors, but distinct in treatment of domestic and foreign skills.

Short run
Stage 1: immigration shock

The order of events is indexed by 10 and 11.

e As immigration flows in, an aggregate skill price drops. (labor supply effect of immi-

gration)

ding dlngF .
/q\1o=¢( 2)10=—¢‘1>F<0
dIn SF dln SF

15



e As the aggregate skill price decreases, a manager demands more skills, and the alloca-

tion rises.

dln S dIng
—~ )10 - —~ )1
dln ST dIn SF

e Production shifts.

dlnY ., dlnS
— )11 = QX = )10
dln ST dln SF

e Factor demand curve shifts from the production change.

din W dinW . dlnY dinY dIn W dinW_ dinY dinY
o T Gy O = O = = (5 )= n = (—=)u
dn S . ,dInS dn S dln S X ,dIn S dln S

=1 =1

din VM dinVM _ dlny dinY

(——=)u=( J(——=)11 = (——=)u (M € {R,K})

dln SF dinY " qin SF dIn SF

=1

e A factor demand shifts change the equilibrium, interacted with skill supply curve with

a rate of ®,®. (scale effect of immigration)

_ din W lant
dlng ding _ dlnW dnW . dlnS dinS _ dlaW 1 =2)(o —<F)u  (plant)
(—=)u =( )( A)ll—H(G—O)‘I’( — )11 ( /\)1 = ( —=)u = dlnW
dln SF dinW " g1n dln SF dln dinW’™" q1n SF = ;)11 (office)
2 R dInS
dln W
ding dlng  dn W dIn W dlnS dlnS _ dinW == o gr) (plant)
’F)H:(dan)( A)11:H(G— )‘I)( F)ll( A)u:(dan)( /F)ll: dln W
dIn S dln nS dln S¥ Lnr dIn S = — )11 (office)
e 1 F dInS
dln M dln VM
"= (S=)u (M€ {RK})
dln ST dln ST

where (G = g¢) is an indicator function of sector g € {p,o}.

Stage 2 Labor adjustment
The order of events is indexed by 20, 21, 22 and 23.

e In the response of factor price changes, the task reallocation between routine- and
non-routine skill occurs.

dy

Yoo = dvp dlng dlng dlng
dln ST " Yding’V din ST

Jot (- SF)u} (- )(d1 5F

=0

dlng dlng

_ H,L -1y
)i =CAT ()~ { (dlnﬁp)uﬂr(dlnﬁp

Ju}

(

dIng
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dyp dyp dlngq dap dlng dlng HIL 1, dIng dlng
(——F)20 = ( — )t (G (——=F)10+( 7y = CA= () {( Ji0—(—— )11}
dinS" dlng” g s" dlng’ " gin " dlnS" din'S" dinS"
=0
e As a result of task reallocation, skill demand curve shifts.
dln W dln(y — 0) 1, dy dln W dln(1 — 1) 1 dy
— )20 = —)20 = — — )20, ( —)20 = (————==")20 = —( — )20
dIn SF dIn SF X dlnSF dln S¥ dln S¥ X dlnSF

e The skill price and allocation shifts. Also, the capital allocation shifts. (occupational

substitution effect of immigration)

alte) (plant)
dlng dlnS  dinW dln W dln S dlnS , dinW T\ ymgF’? plan
0 = () () =16 = 0) 8 (= (Tt My
dIn SF oW gin SF dIn’S dln SF n W' gy SF =(1—-®)(——5)20 (office)
2 N dIn'S
dIng ding ., dInW dInS dinS  dinW =(1- )(dl Sp)zo (plant)
()20 = (=) A)QO_H(G p)cp(d1 SF) 0 (- A) 20 = (5 ) (oo -
dln S dIn AW dn S _ W ) (office)
=2 -1-3 dln'S

e Production changes from factor employment changes due to task reallocation.

dlnY dlnY dln S dlnY dln S dln S dln S
—— — oo+ oo = —0 — =0
dlnSF)20 dlnﬁ)QO(dlnSF) (dl 5)20( )20 = a{(—0)( SF) +(1 1/})( NS )20}
e Equipment shifts as
din K dinK_ dinVE dlnY

— )20 — — — )20 —
dln SF dInV " qin SF dln SF

=1
Domestic and foreign skill adjustment

e The domestic and foreign skill demand curve shifts, because the demand of aggregate

routine (non-routine) skills changes.

dlnWe dln S dln S
— )21 = ( — )11 + ( — )20 >0
dln ST dln ST dln S¥

e The domestic and foreign skill prices and allocations shift.

dln ¢ _— dInWe dln §¢ dinWe
Lot = B (ot (S = (1 ) (S =)=
dln S¥ dlnSF dln S¥ dln S¥
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dlng dlnq dlnq dln S dlnS
(——=)n = o(-—=)n + (1 - 9 L )or = {0BF + (1 — 9)BPH (= o)1t + ()20
dnsF . dmSF dIn SF - dln S* dln S¥
=
— Blaged? + ( W0
X dln SF

+ applies to plant and office sector, respectively.

e The occupation manager reallocates the tasks between domestic and foreign groups in
response to the current skill prices.

d d dlng¥ dln gt d d
D o= 2 (L) (R (T,
dln S¥ dln S¥ dlnSF dIln SF dlan dln SF
N—— ——
<0 >0
dln dinS din S
=CA"P(¢)7'[( il T )0+ (@F — D) {(2) )+ (2 )o)]

dIn SF dIn SF dIn SF

e The domestic and foreign skill demand curve shifts, because of the task reallocation.

dln WF 1 d dln WD 1 d
—— )2 = — ¢/\ 21 >0, ( ——)az = ¢ ——)21 <0
dln SF ¢ dn SF dln SF 1—¢ gInSF

e The equilibrium skill prices and employments change. (foreign substitution effect of

immigration)
dln g dlng® dlnWe dln §¢ dlnSe dlnWe
/} 22:d1 VV\G( /})227 ( /} 22:d1 /W\e /} 22
dlnS n dln S dln S n dlnS
= e =1-%e

dlng dlnq dlnq do
(L) = (L Yoy + (1= §) (T g = (BF — @P)(— )y
dIn ST dln SF dIn SF dln SF

Immigration and Labor adjustments

Following the analytical steps so far, the intermediate results in the short run are derived.
Task reallocation in the short run is given as follows:

dip dip L dlnq ding HLrt. =5 ~  dlnS
= )short = (——==)20 = £aC A" () 7H{—~( + (——=)1)} = aCA™ = ()" {p2F + PaX(—— )10}
dln S¥ ' dln SF . dlnSF " dIn SF dIln SF

aCA"E ()" {Ba(y — 0) +1}¢@"  (plant)

— LaCAHL —1§A+1 q/ﬁ:
a (V)" {Pax +1}¢ {_acAH,L(w)l{q)a(l )+ 1}¢B (office)
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Gy = ()~ aFn (D) L (F ¢D>{<d1“5>1+<d1“3>20}1
dln S¥ dlnS dln S¥ dln S¥ dln S¥
D ~ ~p o~ ~ 1 dy

:CAFD(¢) | fgi +(‘I>F_@D){ ax®” £ §(m)“h°” 1

fabor supply effect seale effect occupdtiondl substitution effect

CAFDP(¢)~ [p@" + (2" — ") {a(y — 0)¢<I>F+w— SF)M (plant)

= - d
CAPP(5) 168" + (@ —F){all - )6B +1_1¢<d1¢ b}l (offce)

+ applies to plant and office sector, respectively.

Immigration and Routine skill price

The impact of immigration to routine skill price without automation adjustment is given as

follows:

( dlng +( dlng ) +( dlng
dlng din SF° T dm st T N am s

= )short - dlna
q dlngqg
dn ST (—=)u+(—=)2o (office)

dIn S dln ST

6" 4 {a(d - 0)p" + —( W )+ @F - Py
N —_—— 0'dlnS

F
dln S
labor supply effect scale effect \_v—/
occupational substitution effect foreign substitution effect
- —F 1 dy
®

Da(l—p)pd + b—(—o
Qa(l—1)o 7'(/1*9(d1n§F)20
scale effect —

occupational substitution effect

— & axodF +
i{ XQS X(dl SF)?O }
scale effect —_—

occupational substitution effect

d¢

(G = —¢2"  + (2 - ®P)(——

@=n{ Zopf  +@ -e")
labor supply effect

foreign substitution effect

)22 (plant)

)21

shov‘t}

Long run
Stage 3: Automation adjustment

The order of events is indexed by 30 and 31.

e The task reallocation between routine-skill and robots occurs.

do ) ( do ) dlnq)
30 - TN - = ShO’V’t
dln SF dlng”  “gln SF
——r
cARE @)1
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e The skill/robot demand curve, characterized by factor income, shifts.

din W dln(¢70)) 1 ( do ) (danR) (.m0 dno 1. do
— )30 — — 30 — — )30, — )30 — 30 — ,\———=—=<)30
dln SF dln SF Y—0"dInSF dln SF dIn SF 0" din SF

e The skill price, allocation and capital allocation shifts. (displacement effect of automa-

tion)
dl
dlng dinS _ dlnW din W dln S dlnS  dlnW dln%)w (plant)
(dl S/TI\’)BOZ(dan)(dl A)so—H(G— )<I>( SF)3O (dl 5\)30 (dan)(dl = 30 = n dn W

! —~— ns n —_— (l_é)(dln/})?)o (office)
dln R dinR _,dlnVE
(7/})30 :(danR)( )30
dln S

=1

e Production changes from factor employment changes via task reallocation. (productiv-
ity effect of automation)

dlnY dlnY dln S dlnY dln R dln S dln R

Yoo S dln¥, ~dnR, 0 0
amgr )~ (g dlnSF)30+(dlnR)3 (dlnS Jao = ad (W = ) dao 00 = )aol
1 dp
= ol — gy (D —0
o6 = 05— 4 03— )

Due to interior optimality of task reallocation, this effect is set to 0 in analytical formula by

the envelope theorem.

Domestic and foreign skill adjustment

e In plant sector, the domestic and foreign skill demand curve shifts, because the demand
of aggregate routine skills changes. In office sector, automation does not directly affect

the non-routine skill demands.

dlnW*® dln S dlnW* dln S

m)m = ( )30 > 0 (plant) (———5)31 = (———5)30 = 0 (office)

( =
dn S* dInS dinS

e The domestic and foreign skill prices and allocations shift.

dln gt dlnWe dln S¢ —~_dlnWe
)y = (s (e = (1 89 ()
dln SF dln ST dln SF dln SF
dlng dlngF dlngP —~ dln S ~d . df
)31 = ¢(——==)a+(1-9)(——==)z1 = {¢p®F + (1 - )<I>D}( = )30 = 1(G = p) —4(
dln S dln SF dln SF ~ dln SF V=0 qumsF”
=&

e As routine skill price drops, a manager demands more routine (or non-routine) skills,

and the equilibrium skill allocation rises and production shifts.
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dln S dlng dln S

(m)m = —(ddhllSF)gl (plant) Iy . ax(dj?sg)al (plant)
dlnS ngq R’ nsS
——— )32 = —(——=)30 (office) dln S ax(—— )32 (office)
dnS" dlnS" dlnS"
e Demand curve shifts from the production change.
din W dinW . dlnY dlnY dln W dlnW _, dlnY dlnY
EE ) = () = (), () = () (e = (=)
dln S N , dIn S dln S dIn ST R , dInS dln S
=1 =1
dln VM dlnVM _ dlnYy dlnY
—— )32 = ( Iy J(——=)s2=(——=)32 (M € {R,K})
dIn ST amry  qin SE dlnS

=1
e A rising demand of routine or non-routine skills changes the equilibrium, interacted
with skill supply curve with a ratio of @, ®. (productivity effect of automation)

din W

dlng dlng _ dlnW din W dln S dlnS _ dlnW (dlnSF)32 (plant)
(=)= () —=)n=1G= )<I>( —r)s2 (—=)s2 = (5 7)(——=)a2 din W
dIn SF dlnW’" qn SF dIn'S dln SF dinW ™" q1n SF =(1-®)(——=)s2 (office)
N—— N e’ - —F /32
=3 Y dinS
dIng dlng . dInW dln W dlnS dns _ dmw . =0~ )(dl SF)32 (plant)
’F)BZ (dl W)( A)Sz—H(G 17)<I’(d1 SF)SZ( A)Sz _(dan)( = )32 dln TV
dIn S W din SF nS¥ Lnr_ dns = (——p)s2 (office)
=3 =1-3 dlnS
dln M dln VM
(——=)32 = (——=)32 (M € {R,K})
dln SF InSF

Foreign skill adjustment

e In both sector, the foreign and domestic skill demand curve shifts, due to the changing

demand of aggregate routine skills.

dlnWe dln S
— 33:( /\)32
dln S¥ dln SF

e The foreign and domestic skill prices and employments are adjusted.

dln ¢ dInWe dIn S¢ — dInWe
( g\)3—‘13( = )33, ( — )33 = (1 — ®°¢)( = )33
dIn SF dln SF dIn SF dIn SF
dng dlngF dln gD —~ dlnWwe
— 2 Vag = p(————=)33 + (1 — L ag = {pDF + @D
(dlnf)gs ¢(d1n§F)‘” ( ¢)(dln§F)33 {o (1—-9) }(dlnSF) 3
_ %
~ d o A o
— Dot — 0)—— (—Z )y = Dad(—Z—):
a(y )1/J—9(dln§F)3o OL(dlnﬁF)so
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Following the analytical steps so far, the intermediate results in the long run are derived

as follows.

Automation and skill prices

Proof.
Though the formulation of the process is asymmetric across sectors, the final consequences
are same. In plant, the effect to the routine foreign and domestic skill price is given by

dlng® dlng® dlng® dln S dln S
= = = = — ()50 + ©° =
0 gt g s = 2 s+ Rrax(=
—— ——
displacement effect productivity effect
_(be{—m( 9)@7} ?° {—9+aq>}

Thus, the effect to the aggregate routine skill price is given by

dlngq dlng” dlngP
e
de db dé

= (02" + (1 = 2P ){— +aB)} (410

=3

The effect to the non-routine skill price is given by

dlng dlng — dan — . dlnY dlnS

= (g ) =% Jaz = ®(— )2 = Do — 0)(—p
productivity effect
_ dlng _ 1
= Py — 9)(—(7)31) = Q) 9)<I>m = dad. (A.11)

In office, the effect to the aggregate routine skill price is given by

dlng dlng dlng dIn S dlnW dln S dIn S

w0 - (dg’):n + (de’):u =&(—— 70 )30+Q(7d9 )32=Q(7d(9 )30 + Pax( 70 )30
—— ——
displacement effect product1v1ty effect
—<I>7 P —+ 9 A.12
@+ a0~ ( e} = 8+ 2) (A.12)
1
=m

The effect to the non-routine foreign and domestic skill price is given by

dlng® dIng® e dlnS e oy dInSL e B -
0 ( a0 )3z =@ ( a0 )az = a(y —0)( 20 )32 =@ a(y Q)QT 0 °ad.
——

productivity effect
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Thus, the effect to the aggregate non-routine skill price is given by

dlng dlnq

dlnq
do =9¢

= b

+(1-9¢)

2

(A.13)

(A.10),(A.11),(A.12) and (A.13) yield the results in the main text.

Stage 4:Labor adjustment

e The task reallocation between routine- and non-routine skill occurs.

dap HLs a1 dlng dlng dlng
T = (CA" (= (= + R lant
(dlnﬁF)m (W)~ (dlnﬁp 31 danF 32 (danF)ZZ }(p )
—_———
displacement effect productivity effect foreign substitution effect
dyp dlng dlng dlng

—)a0 = CA () = (—=F)s0  — — )32 + —
dln S dln S dln S dln S

displacement effect productivity effect foreign substitution effect

7 )22 } (office)

e As a result of task reallocation, skill demand curve, characterized by labor income,

shifts.
A (dlnw—a)) _ L dv (dan) B dln(l—z/;)) _ 1 dv (danR) .
din ST T dm st T =0 am ST st T qmst Y 10 gt tamsr

e The equilibrium skill price and employment shifts. Also, the equilibrium capital level

shifts.
din W lant
dlng dnS  dinW dnW  dnS dng dmw |~ (Grgrl (plant)
A)40 = (dl )( /\)40 —H(G— )‘I)( 7F) ( /\)40 _(dl W —— )40 din W
dln SF n W' 41n § dinS dln SF n W' 41n SF —(1-®)( )ao  (office)
—— ~ v = dl gF 40
@ =1- n
dIng ding . din W dInW dinS dinS _ dlnW =01 )(d1 SF)40 (plant)
=510 = ()0 =)0 =1(G =0 2( SF)4O( 0= G e dIn W
dln S n dln SF InS n dln S W )0 (office)
=2 -1-3 dln S

e Production changes from factor allocation changes from task reallocation.

dlnY dlnY . dlnS dlnY . dInS dln S dln S
= )40 = ) — )ao+( =)( — )10 = o{(—0)( — )ao+(1—9)( — )40} =0
dln SF dInS"" g §F dln S qn SF dln SF dln SF

e Equipment shifts.

din K dinK _ dlnVE dlnY
— )40 — = — )40 4
dln SF dInV " din SF dln SF

=1
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Foreign skill adjustment

e The domestic and foreign skill demand curve shifts, because the aggregate routine skill
demand gets smaller as a feedback.

dlnWe dln S
— )41 )a0 <0
dIn ST dln ST

e The domestic and foreign skill prices and allocations upshift.

dln ¢ — dlnWe dln S¢ dlnWe
=1, (a1 = (1— &) SA)41

= )a1 = P¢( 41,
dln SF dlnSF dlnSF dln

e The occupation manager reallocates the sub-tasks in response to skill prices.

do dlnq dlnq dlnq dlnq
— )1 = dl p{( =)n + (C—=)u}+ dl D{( — )31+ (——=)u}
dln SF nq dln SF dln ng dln SF dln SF
<0 >0
—  dInWF dln WF — dlnWD dIn WD
= AP () P ((C )+ () + P )+ (P ]
dln S¥ dln S¥ dln SF dln S¥
dlnS dln S
— —CAPP ()71 (@D — BF){(—— )30 + (—— a0}
dln SF dln SF

e The domestic and foreign skill demand curve shifts by sub-task reallocation.

dd) dnWwD -1 do
T (dlné})“_l—fﬁ(dlné})“

dinWF 1
— )42 —
dln SF ¢ q

e The skill prices and allocations change.

dln gt dlng® dlnWe dln S¢ dlnSe dlnWe
— )42 — — — )42, — )42 — — — )42
F e F F e F

dln S dInWe dln S dln S dInWe ' dln S

= e =1-e

A.6 Analytical Formula of Elasticities with Respect to Immigra-

tion

Proposition 4 [Three Elasticities with respect to Immigration]

Proof.

e clasticity of robots
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dln R dIn R _~p  Jal—0)¢2" (plant)  dInR do 1, do
1= axpP" = i

1
7).5}107" - (7/\)1 _ 7/\)[0'@ 7( )30 - ( )lon
dinsF " SF o1 —9)pd"  (office) dinGF . 0 dnSp 0 dinSp ="

Summing up the pair above, one gets

dln R dln R dln R 1 do
7/\)net = (7A)sho7’t + (7)107151 = aXQS(I)F 5 (7/\F)long
dln ST dln SF dln ST —— Y _dInS

scale effect
displacement effect

e clasticity of routine skill prices

dlng 1 dy ~ ~ ~ do
507-:(b O[A(pF-i- —— ———% )shor —HIG: — @F +(I)F_(I)D =~ )shor
(i hort = B QX80+ g () L@ =] Za0B” (B = BP) () )
scale effect N— labor supply effect
occupational substitution effect foreign substitution effect
dlng -1 do 1 dip
— )long = g OZQ + ong + — (—)1on
dlnﬁF)l g [{ Nt w_e }(dlnﬁF)l g w_e(dh’lﬁF)l g ]
productivity effect M~ —
displacement effect occupational substitution effect
~ ~ do
I(G =p) (2" — @P)(—==)ion
( p)( )(dlnSF)l g
foreign substitution effect
Summing up the pair above, one gets
O = dlax®t 4 a0 e LB
—— Jnet — | & aP —_— on ——(——==)ne
dmor T T — V=0 g gr " =60 g gr"
scale effect productivity effect ~ ~=—~—"
displacement effect occupational substitution effect
oF aF _&D d¢
+H(G:p)( —O[()ZS(I) +(q) - )(7/\)”@).
N—— dln SF
labor supply effect
foreign substitution effect
e clasticity of native premium
d1n(g¥ /¢P) dlngF dlngP
7/\)5?107“1& = (7/\)short - ( — )short
dln S¥ dln S¥ dln SF
dlnq¥ dlnq¥ dlngF dln gP dlnq
=(—=)ot{—=)a+t (—=)2} {(—=)a + ()22}
dln S¥ dln S¥ dln S¥ dln S¥ dln SF
1, d (I>F <I>D d
- _aqS(I)F + ((I) @D){CVXQ@F + = ( w/\ )shm‘t} + ( + 7)(7925/\)sh0rt
X dInSF A T
dIn(q¥ /qP dlng” dIn gD dlngF dIngF dln ¥ dIngF
L/g))long = (7g\)long - (7(1/\)1071_(] = {( g\ 31 + g\ 33 + (Z\ 41+ g\ )42}
dln S¥ dlnSF dln SF dln ST dlnSF dln ST dln S¥
dlnq dlnq dlan dlnq
—)a1 + (——=)s3 = )a1 — = )az}
dln SF dln SF dnSF dln SF
1
—(@F —3O)(G =p) = ong — @’
( G =) £ (o
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Summing up the pair above, one gets

dIn(g" /") &F SF _ &P\ oS F do
ST Dy = —apd + (BF — 3P) (aedd +a®(— ) ion
(= 0 ( )(ax (= ons)
labor supply effect scale effect
oF @D do OF — 9D ay do
(O ) (e £ [ T (o e — HG = ) o)
¢ — ¢ dnS X dln S dIn S
foreign substitution effect occupational substitution and displacement effect
]

Moment conditions

Plugging the elasticities of technology adjustment in Proposition 3 into the results in Propo-

sition 4 yields the following closed-form analytical formulas in each sector.

Plant sector

(ddllns-i‘ )"et (’lzz) 9)¢(I)F + CAL R( ) 6:hort
dl P

e =t g CAT(9) (@ @D P(CAT () T - NCALR0) T,
_CAH L(w) l( (I)D) short]

dIn(qP /qF Da(p — 0) + 1)pd" of P

(I;(l%lis/}g))net = QF - ((I)F - (I)D){a(’l/} - 0)(25@}7 w 0 ( a(%AH?L—(i_w))¢i } - (? + i)eﬁhort

B QF gD 1 (P (I’D Q 6%hort (® (I)D)Eshor

G TPy e Rm—goartw ~Hearie - cari) )

where a trio of short-run elasticities are defined as

dg 2" — P){(@" — 2P)(w — 0)p — 1 1 oF — P
EghortE (m)ﬂwm = [7¢+9('¢)79)¢+ ( ){(CAFD(¢))( ) }]QF+w 9{§+ (CAFD( % } €short
d 1
rort = (s = CATP (G (@F — 8P)(0 = 0)08" + —=gcl ) ~ @)
Chiont = (ot )unor = —CABL() ™ @~ 0) ~ 1)60".

Office sector

(dzln}i)net —(1-)3 + HCAL Bg)-tel, .
? J—
(dlnngqF Inet = {UJ(I) 9( 1+ CAHE ()1 - H)CAL Ro)y=! + 1}%%” + i HCAH L(y)~ 1( (I)F)efhort
din(g”/g"), —F —F D _p {o(1-¢)+1}ed . T B,
W)Mt_ " — (@ —B"){(1 - ¥)gd" + (1= 0)CARL(g) }+(?+ﬂ)€shm
+{1 — (;F + 6D ) 1 }q)F — (I)D{ o 6%hort - (q) - ) €short
¢ 1-¢ CAFP(¢)" 1-9 ~(—0)CAHL(p) CALR(D) CAHL(y)
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where a trio of short-run elasticities are defined as

g da 5t Ewh t
= = (—— )short = D{(1— O 4 _short
€short (dlngF) hort {( ¢)¢ 1/)—9 .
hort = (C&mm = CARP(o) -8 4 (@ - F7){(1 - w)ed” - ety
d _
Chhort = (—phunort = CATL(W) {81 —v) - 1}63" .
n

B Simulation Appendix

This problem is solved by the value function iteration approach. One period is set to a quarter
in 1980-2015. Demographic change (including immigration inflow, reallocation, retirement)
and technology changes (changes of quality-adjusted investment price of robots and rental
price for equipment) are given in the first quarter. Labor force participation rate is computed
in each decade by each demographic class, and interacted by the demographic change, the
demography-driven labor supply shocks are computed every year.

As is shown in Rust (1987) and the ensuing literature, a discount factor f is hard to
identify, thus, is exogenously set as f = 0.98. Assume Markov transition of the state

matrix and a transition matrix is computed as follows. The evolution of 8 is straightforward
R

from the upgrading policy. Evolution of the relative vintage, %, comes from (B.3) and
rational expectation of routine prices. After discretizing A into 106tgrids, AR (1) evolution is
incorporated into a transition matrix. An initial TFP, Ay is inferred after allocating aggregate
production and factor inputs into each establishment in the ratio of the twelve size bin in CBP
under the isomorphic technology. AQ);;—; is computed from rational expectation of a price
taker, specified at each region, given intensive-margin of production {a(w), a(w), a/F(w')} and
{AE A, ;11} }, estimated in Section 6, Stage 1. The simulation algorithm closely follows the

adjustment process delineated in Section 3.

B.1 Preparation at the Baseline Year

This section recovers initial factor levels 3}, §i, R;, K; and initial unobservable productivity
A4, using employment size NSPP from CBP as an informative allocation weight.

Initial factor allocation at the baseline year At the baseline year, every establishment
has no friction for automation and skill prices are homogeneous within regions due to the law
of one price, technology is isomorphic across establishments: 0;+, = 0;+,, Vi, = Y1ty Pito =

¢14, for all ¢ € [. Then, introducing the scaling ratio for establishment 7 in region [ at the
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CBP

baseline year, 7,; = every factor allocation to establishment is scaled by 7, ;.

il
NCEP
Given the regional-level skill employments glz, Sv’i, and capital allocations Ry, Kz (computed

in Section 4.3), the individual establishment i’s factor allocation is computed by :9? =

TMEE, S; = TNS'E, R, = 7R K, = 7,;K;. Individual working hour for one employ-

SP 4 SF 4§
hiClBP — ) hiClBP

ment from CBP is computed as NCEBP is only used to translate
il

model-implied factor skill hours into CBP-based erﬁployment head counts to get comparable

moments of size distributions to data moments from CBP.
Recover the baseline establishment TFP By Proposition.3, labor incomes are

wiyto = Qq (wl,t() - ei,to)Pi,toY;,toJ Wi,to = 0[[(1 - wl,to)-Pi,t())/’i,to

At the baseline year, no friction across establishments is imposed as 6, = 0,4, (Vi € 1),
Wi+ Wi =a(l— Hl,tO)Pi’tO?m holds. Plugging P, ;) = P4, (Vi € l) computed by (A.6),

—,to

individual-level production is inferred by

~ W,, +W,;
Vi = 522 ’to (B.1)
Po(1—0,4,)cu

~

Y;
The initial TFP of the establishments are recovered by A;;, = Y—’to, where
i,to

Yiso = B(Bisg, s, au | AR Ay {a(w), a(w), o (W)})
S

Ri to\0; Eito P iy S’i to 1— 1
X ) ito ) ltg ity (B0 Yty apl-a B2
{( 9i7t0 ) (wl,to - ei,to) (1 — Q[)lytO) } ,to ( )

The following figure summarizes In(A;,) across the twelve size bins in CBP. Reassuringly,
the recovered A, ,, is positively associated with the establishment size, Nﬁfp from CBP, in-

dicating an empirical regularity that large establishments exhibit larger unobservable TFPs.

B.2 Computation Steps

Period ¢ starts with initial thresholds, {6; o, 10, ¢o}, robot deployment R; ¢, vintage qf”o = q:é,
where s < t is the last time for upgrading, production Y, factor demand {W//ﬁ), /—V\V/Z‘p, Vfé }
and aggregated factor demand functions proxied by{l/l//\g, /VIV/O, VY, which are inherited from
the previous period. If no immigrants are observed, I set aF = c;B .

The one iteration consists of Stage 1-4, crafted as a simulated version in the comparative
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statics in Section 3. Stage 1, 2 corresponds with short-run responses from immigration

inflow, and Stage 3, 4 does with long-run responses from induced automation adjustment in

the timeline of events.

Stage 1 Immigration inflow The order of events is indexed by 10 and 11.

Suppose the skill equilibrium shifts to{gf\o, Sho} by immigration inflow (and/or demo-

graphic change).

Supply-side shocks shift prices from {(}\8, go}, with the initial demand curve, character-
ized by {W§, Wy}, fixed. q/f?J — c}% and g9 — o are demography (mechanical) effects.

e~ o~

L P L
10 Sf()’ B/(¢0) ’ 10
The individual-level skill allocation shifts as
— W5 = Wi X = o= = -
St = %’ Si10 = 5171’), K10 = qlij(, St = XiS10, S0 = XiSi0, Kio = XK 10
10

The price is updated as
P {(@fH)70(q,0) 0% (@10) 0} (¢") P1oXi10 = (Pz‘,lo)l_ap oY, OYG,10
" a®(1 —a)l=*B(0;0, %0, @) PR Pio T Yo
——
Ag,o

The factor demand is updated, given the initial task thresholds

W, 10 = (o — 0i0)aPx i,10Xi,100, Wito = (1 —tho)aPx i 10Xi,10 Vﬁo = (1 — o) Pxi,10X4,10

- —

Whio = 0oWito, Who = (1—¢0)Wito, Wiy =SiWey,, Wio=SWi, Vis =SV,

2

The skill price shifts from scale effect (Corollary.A.1)

e~~~

(W -WHT (@)% L (Wi — W)@
M =49t — =" = 7 ,y qu=quo+-————
H 10 STO B (¢0) Slg
scale effect scale effect

The establishment-level skill allocation shifts under the factor demand curves

Wi W VK

s i10 5 Wio 0 o> = =

Sin=—=", Sin=—=—, Kin=—%, SH=2%51, Su=2%S5u, Kn=%%Kmn
q5y q11 q

29



Stage 2 Labor adjustment

Stage 2-1 Occupational adjustment
e ¢ is adjusted from 1y to 19y (Proposition 1)

a(2) 4y
a(20) gy, /A

e Factor demand curve shift

W00 = (1h20 — 0i0)Pi10Yi10, Wigo = (1= tha0)aPi10Yi10, Vilsy = (1 = a)P10Yi0

—

Why = ¢oWigo, Who=(1—¢0)Wiz, Wsy=S:iWsyy, Wa =W, Vig =SV,

7

e The factor prices shift as skill substitution effect (Corollary A.1)

o e o i — — -
- _ = (Wg, — Wiy @° —_ (a30)%(a) " (Wao — Wio)®
920 =4qn + = Q20 = i3 » G20 =qu + —
S§ (@bO) S11
11
occupational substitution effect occupational substitution effect

o The establishment-level skill allocation shifts under the factor demand curves

_—

e _ W vE . ~
4,20 4,20 4,20
Sioo = == Si20 = 0 Kig = e S50 = XiSf 90, S20 = LiSi20, K20 = XiK; 20
i 20 20

e The establishment-level final good price is updated to

P {(qu:—io)@i,o (QZO)wzoni,o (620)1—w20}a(qK)17a PoYia — (@)1—0]) Yoo Y 20
N a®(1 — a)l=2B(0;0, Yo, ) TR P; 10 Y Yeao
——

Ag 10

Stage 2-2 Foreign/Domestic adjustment

e Skill demand shifts

— —

W = (a0 = 0i0)(1 = da0)aPi20Yin0, Wiy = (Y20 — i0)d200Pi20Yi 20

—
e

W3y = EiWis, Way = (1 - o0)a P 20Yi 20
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Skill prices/allocations shift from factor demand shifts in foreign substitution effect
(Corollary A.1)

- W21 W20 Y o~ (Q21)¢° ((I21) RalP (Way — Wag)®
421 = G0+ ( ) , Q21 = I @21 = Q20+ —
S50 (¢21) S20
scale effect from skill allocation scale effect from skill allocation

e ¢ is adjusted from ¢g to ¢ooto satisfy (Proposition 1)
— FJAF
af (¢22) = e/ A
D
421
e Skill demand shifts
Wh, = LR g ORgE e s e T = W
i,22 = 1_% 1,217 i,22 = b0 1,217 22 — 1227 22 = V21

Skill prices/allocations shift from factor demand shifts in foreign substitution effect
(Corollary A.1)

(qé“;)@z (qZ%)l—Qﬁzz

— — W. We ~ - _ _
qe = qe + (M)@e y 422 = 7 , 22 = Q21
22 21 S;l B (¢22)
———

foreign substitution effect

e The establishment-level skill allocation shifts under the factor demand curves

_ We. W VE, - . -
1,22 2,22 1,22
Stay = == Siz= A K;o9 = e SS9 = XiSf 99, S22 = XiSi2, Koo = %K, 2
22
22

Stage 3 Automation adjustment The equipment rental price changes to ¢’ at the
beginning of the period.

e gt = ¢ drops to q = ¢&. 0 is adjusted as

qu

0i30 = d(0;,0, —, AQip, Aip)

43

where d(-) is a automation policy function. The vintage evolution is

R q;* (i upgrades)
4i30 = \ —
g (i does not upgrade, s < t)
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e Factor demand curves shift

R
K@go = (1/}20 - 91’,30)04PX.¢,20X¢,207 ‘/;730 = ei,SOaPX.i,QOXiQO’ E:),o = Zwi,go

e The factor prices shift by displacement effect as (Corollary A.1)

. WE WS~ (k)2 (gD 02
qgo — q§2 _|_( 30/\ 22)@57 730 = 30) ( 30)

, @30 =¢21 (plant)

S5, B'(¢o)
—_—
displacement effect - L
—~ =~ - Ws3o — W ~
450 = 451, 930 =21, q30 =q21 + (gi)cp (office)
22

displacement effect

e Robot and routine skill allocations shift from factor demand shifts

R e = K

~ Viso oo Wiag [ Wi 30 Koo Viiao

R3o= 7= Sizo= = Sizo=—=—, Kizo=—p
i,30 30 430 q

Investment occurs according to laws of motion:

1530 = Riz0 — (1— ™R

e The establishment-level final good price is updated to

P — {(ql{fo)éi,so (ggo)lbz()f@i,so @30)171#20}0‘((11()17a Pras¥iay — (Pi730 )1_”P‘ 2000 YG,30
7, Oéa(l _ a)liaB(ei,go, wZO; a) ) 1, 1, Pi,20 7, i, 7YG,20
——

Ag,20

e A profit is collected with production after the shock is realized, and a new automation

intensity is chosen with updated investment price of robots.

% R IR A
mi30 = abli 30 P 30Yi 30 — piylizo — 1(0i30 > 0i0)c(X, Ai30,0i30 | ©7) P e-1Yie—1

- (B.3)

o pl (i upgrades)
it =
Py (i does not upgrade)

Stage 4 Labor adjustment Stage 4 Labor adjustment is analogous as Stage 2.
e 1 is adjusted from w9g to 140 satisfying

a(va0) 3
a(thao) 630/1.
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e [Factor demand curve shifts.

Wi 40 = (a0 — 0i30)Pi 30Yi0, Wiao = (1 —tba0)aPis0Yiz0, Vifip = (1 — a)P;30Y550

/\ /\

W% 40 — ¢21Wz 40, I/V240 (1 - ¢21) 4,40 W40 - E W 1,407 W4O - EWz ,40 V;;o - EV

e The factor prices shifts. (Corollary A.1)

— 1— —~ ~ o~
-~ _ = Wio — — W0 g P (q )¢21(q Ll (Wag — W)@
Qo = a5+ = ) s Qa0 = B (9o1) s G40 = Q30+ —_—
ESz,?,o %iSi 30
occupational substitution effect occupational substitution effect

e The establishment-level skill allocation shifts under the factor demand curves.

we. = K
o 40 Wi 10 Viido
St = = Sia=—=—, Kiaw =~
’ S 440 q
440

e The establishment-level final good price is updated to

{(af%0) 70 (g,) V11070130 (g gq) Va0 } (¢ K)o o= 1 )1*77(1)77P77
a®(1 — a)l=° B (00, 1.0, ) P ==, y) Va0

and the market competition governs the corresponding production as

Px ;40 =

P; 10
P; 30

Yi 40

1
Yia0 = ( yie )7

)" 7Yi30, Xiao=(

Domestic (Foreign) skill adjustment

e Skill demand shifts

— —

Wi = (a0 = 0i30) (1 = p21)aP; a0Yia0, W51 = (a0 — 0i0)da1aP; 40540
WE = Eim, Wi = (1 — 9ha0)aP; 40Yi 10

e Skill prices/allocations shift from factor demand shifts in foreign substitution effect

(Corollary A.1)

—~ Wi — Wiy = (@)™ (Wi — Wao)®
95 = 95+ (—=—")0° , Qa1 = , Q41 = Qa0+ ——
Ao S% B'(¢a1) S1o
scale effect from skill allocation scale effect from skill allocation
e ¢ is adjusted from ¢o; to ¢p4qto satisfy
~ gl J AT
aF(¢41) 40 v
d40
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e Skill demand shifts.

D _ 41 vy, D F _ PUF € _ vy .ire _
42 — 1 _ 1,427 i,42 — Wz‘,42v Wi = EZW@427 Wiz = Wy
1— o2 ®21

e Skill prices shift from factor demand shifts in foreign substitution effect. (Corollary

A1)
— = Wp-Whm (@R
Ip=dh+ (—=—)% , = / , Qa2 =4
wo S5 B (¢42)

foreign substitution effect

e The establishment-level skill allocation shifts under the factor demand curves.

— —

We _ W, VE ~ ~
T i.42 §,42 id2 o T
Siae = == Siaa = T K42 = 7K Sho = XiSf 49, Sa2 =XiSia2, Kag = YK a2
05y 42

C Data Appendix

C.1 Labor
C.1.1 Foreign labor distribution across sectors

The model features the roles of low-skilled immigration in manufacturing, and high-skilled

immigration in information service. This section provides evidences to support this focus.

Foreign-domestic educational attainment Figure C.1 shows immigrants with with 12
year or less education (high-schools graduates and below) are over-represented in manu-
facturing, while immigrants with 17 year and more education (above bachelors) are over-

represented in in information service.

Immigration density across the occupational spectrum Immigration presence across
the spectrum of occupations along the non-routineness in 2015 for production and non-
production workers in each sector is presented. Figure C.2 illustrates sharply contrasting
presence of foreign labor in the occupational spectrum across production and non-production
workers. To appropriately map the model into empirics, non-routineness in occupation is
proxied by one minus computerizable probability crafted in Frey and Osborne (2017). (used

in Figure C.2, C.1, C.2)? Foreign labor is characterized by contrasting concentration along

9Frey and Osborne (2017) cover both production workers and non-production workers across sectors. A
purely technical feasibility for automation is systematically codified in a form of numeric index, based on in-
terviews to technology experts. Peri and Sparber (2009) document immigration presence across occupational
spectrum along task routineness, crafted from characteristics codified in ONET. They show that immigrants
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Figure C.1: Educational attainment distribution: immigrants vs. natives (2015)
(left: production workers in manufacturing, right: non-production workers in information service)
Notes: Share of head counts within domestic and foreign group in each sector.

the occupational spectrum across sectors; among the production occupations, routine class
of occupations are, on average, immigration-intensive. Among non-production occupations,
non-routine class of occupations are on average, immigration-intensive relative to more rou-

tine class of workers.

Sewing machine operators
0.4
e g Software developers
B o4
g g o3
v o
> > 3
k=l 2
g g
Z ’ £ o 3.
g ent operators g § A' cccountants and auditors
0 0.2 rﬁlﬂwd Fabricators 80 < Stock clerks and order. .
ot ot & er managers
: : E o &
o N °0 . .
o~ . N -8 = 01 © Secretaries Customer service representatives ®
Automotive service echnicians .
0.0 Estimate —0.1211 **** (0.1%)’, t-value -3.42, Sample: 90, Weight: working hours (2015) 0.0 © * Estimaté 0:0668 **** (0.1%), t-value ‘4.04, Sample: 123 , Weight: working hours (2015)
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Figure C.2: Occupational non-routineness and immigrant-native ratio (2015)

(left: production workers in manufacturing sector, right: non-production workers in infor-
mation service sector)

Note: Production workers, non-production workers are classified from occ2010 in ACS, 2015. The size of

the bubble shows working hours in 2015. Shaded areas are 99% confidence intervals.

The following pair of tables list up the most and least non-routine occupations, and record
immigrant-native ratio, computed by working hours. In 92 production occupations, the
average foreign-domestic ratio is 0.123 (top 10) vs. 0.211 (bottom 10). In 136 non-production
occupations, the average foreign-domestic ratio is 0.144 (top 10) vs. 0.120 (bottom 10).

agglomerate relatively in manual and analytically intensive occupations. Automation probability from Frey
and Osborne (2017) and the task characteristics from ONET are found to be strongly correlated.
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Table C.1: Top/Bottom 10 non-routine occupations and foreign-domestic ratio (2015, pro-
duction workers)

non- = LG 5 foreign-
routine non-routineness occ2010 by e domestic

ranking (2015) ranking ratio

1 0.997 First-Line Supervisors of Mechanics, Installers, and Repairers 310,319 80 0.088

2 0.984 First-Line Supervisors of Production and Operating Workers 1,046,961 50 0.141

3 0.707 Telecommunications Line Installers and Repairers 183,692 71 0.102

4 0.707 Electrical Power-Line Installers and Repairers 133,895 88 0.064

3 0.630 Furnace, Kiln, Oven, Drier. and Kettle Operators and Tenders 17,727 30 0.203

6 0.590 Structural Metal Fabricators and Fitters 35,067 76 0.095

7 0.575 Upholsterers 36,787 9 0.338

8 0.575 Textile, Apparel, and Furnishings workers, nec 26,028 15 0315

9 0.390 Comp Control Prog and Operators 112,602 62 0.121

10 0.390 Water Wa ater Tr Plant and System Operators 92,883 89 0.060
i = sy . foreign-
Foutine - on-routineness 0cc2010 = STANON  domestic

ranking (2015) ranking 5

ratio

1 0.010 Photographic Process Workers and Processing Machine Operators 34,966 67 0.104

2 0.020 Inspectors, Testers, Sorters, Samplers, and Weighers 1,036,717 32 0.186

3 0.020 Packaging and Filling Machine Operators and Tenders 434,374 7 0.362

4 0.040 Assemblers and Fabricators, nec 1,427,682 31 0.197

5 0.050 Jewelers and Precious Stone and Metal Workers 51,956 6 0.369

6 0.070 Extruding, Forming, Pressing, and Compacting Machine Setters, Operators, and Tenders 31,104 84 0.076

7 0.077 Crushing, Grinding, Polishing, Mixing, and Blending Workers 118,651 35 0.181

8 0.080 Cabinetmakers and Bench Carpenters 54,300 28 0.209

9 0.083 Prepress Technicians and Workers 30,083 54 0.137

10 0.085 Sawing Machine Setters, Operators, and Tenders, Wood 42,874 69 0.103

Notes: Ranking is made based on 92 production occupations. (2 occupations are excluded due to lack of

Frey-Osborne index)

Table C.2: Top/Bottom 10 non-routine occupations and foreign-domestic ratio (2015, non-
production workers)

non- A 2 foreign-
routine non-routineness 0cc2010 employment ummgr‘a ton domestic
ranking (2015) ranking ratio
1 0.995 Social and Ci ity Service Manag: 390,702 137 0.075
2 0.994 Psychologists 163,502 118 0.096
3 0.993 Medical and Health Services Managers 741,114 79 0.119
4 0.992 Computer Scientists and Systems Analysts/Network systems Analysts/Web Developers 1,809,169 20 0.204
5 0.990 Education Administrators 972,477 130 0.085
6 0.990 Marine Engineers and Naval Architects 13,901 124 0.090
7 0.989 Mechanical Engineers 299,238 25 0.187
8 0.988 Logisticians 177,750 61 0.136
9 0.986 Engineers, nec 689,601 11 0.249
10 0.986 First-Line Supervisors of Office and Administrative Support Workers 1,585,838 97 0.108
8 i x foreign-
routi.nc non-routineness 0cc2010 employment  immigration domestic
ranking (2015) ranking 2
ratio
1 0.010 New Account Clerks 18,031 98 0.107
2 0.010 Cargo and Freight Agents 28,231 18 0.208
3 0.020 Bookkeeping, Accounting, and Auditing Clerks 1,319,239 84 0.114
4 0.020 Insurance Claims and Policy Processing Clerks 452,927 134 0.079
5 0.020 Claims Adjusters, Appraisers, Examiners, and Investigators 325,751 131 0.081
6 0.020 Shipping, Receiving, and Traffic Clerks 795,044 35 0.165
7 0.020 Brokerage Clerks 6,766 91 0.111
8 0.020 Bank Tellers 440,746 73 0.126
9 0.020 Procurement Clerks 38,550 64 0.135
10 0.020 Credit Analysts 33,304 67 0.131

Notes: Ranking is made based on 136 non-production occupations. (5 occupations are excluded due to lack

of Frey-Osborne index) Employment and working hours are taken and foreign-domestic ratio are computed

from ACS, 2015.
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C.1.2 Marshallian labor supply elasticity

To get the uncompensated (or Marshallian) labor supply elasticity, regress working hours

by real wages, controlling for non-labor incomes.Using the cross-section individual datasets
(Census/ACS), regress

In Lj,l,t =%+t In Wit + ’}/; In Wit X I(ej = F) + Y9 In NLIjﬂg + ’)’3X it + €5t

where X; is a vector of observable attributes of individual j, including age, gender,
marital status and number of children and NLI; is non-labor income. Years are taken
from ¢ € {1980,1990,2000,2007,2015}. I(e; = F) is a immigrant dummy for j. Then,
uncompensated labor supply elasticity of natives and immigrants are obtained by using a

common shifter 7; and immigrant dummy coefficient 7, such that

el =, er=7+mn

To control for endogeneity of the log real wage, it is instrumented by Bartik-type labor
demand shocks. Following Diamond (2016), I define Bartik shock for each class of workers

from year ¢ to ¢ as
Lig.t

Ly,

ABj; = Ygea(Inwgy —Inwg,)

Changes in the productivity levels of the industries located within each city contribute
to the city’s productivity change. Variation in productivity changes across industries will
differentially impact cities’ local skill productivity levels based on the industrial composition
of the city’s workforce. (Bartik (1991))

C.1.3 Welfare

Some samples record very low total earning, the lower bound is set as 9600 USD (800 USD
per month) for every individual to ensure the finite marginal utility. No inflation is assumed
so that every earning is measured by CPI in 2015.

The realized welfare in 1980-2015 is directly computed from the dataset. The coun-
terfactual welfare in 2016-2050 is computed based on the hypothetical datasets. Following
predictions from the model, average CZ-level labor income (incwage in ACS) in each occu-
pation class is adjusted from the level in 2015. The self-selection rule in 2008-2015, 2020,
2030, 2040, 2050 delivers expected probability of entry of each individual into each occu-
pation class. Interacting these two, the expected labor income of each sample is computed
as an ex-ante expected labor income every year. Non-labor income follows the time trend,

extrapolated from the one in 2008-2015. In UBI scenario, the social security payment is
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removed from non-labor income, and real wages are adjusted including income tax.

C.2 Capital
C.2.1 Classification

Guided by the model, physical capitals in manufacturing are classified into robots and equip-

ment, while information capitals are split into autonomous IT capital, and IT equipment as

follows.
Table C.3: BEA capital classification
BEA capital classification

code (BEA) name category code (BEA) name category
EP1A Mainframes Autonomous (IT) ET11 Light trucks (including utility vehicles) Transportation
EP1B PCs Equipment (IT) ET12 Other trucks, buses and truck trailers Transportation
EP1C DASDs Equipment (IT) ET20 Autos Transportation
EP1D Printers Equipment (IT) ET30 Aircraft Transportation
EPIE Terminals Equipment (IT) ET40 Ships and boats Transportation
EP1F Tape drives Equipment (IT) ET50 Railroad equipment Transportation
EP1G Storage devices Equipment (IT) EO11 Household furniture Other equipment
EP1H System integrators Autonomous (IT) EO12 Other furniture Other equipment
EP20 Communications Equipment (IT) EO30 Other agricultural machinery Equipment
EP34 Nonelectro medical instruments Equipment EO21 Farm tractors Equipment
EP35 Electro medical instruments Equipment EO40 Other construction machinery Equipment
EP36 Nonmedical instruments Equipment E022 Construction tractors Equipment
EP31 Photocopy and related equipment Equipment EO50 Mining and oilfield machinery Equipment
EP12 Office and accounting equipment Equipment EO60 Service industry machinery Equipment
EIll Nuclear fuel Equipment EO71 Household appliances Other equipment
EI12 Other fabricated metals Equipment EO72 Other electrical Other equipment
EI21 Steam engines Equipment EO80 Other Other equipment
EI22 Internal combustion engines Equipment ENS1 Prepackaged software Equipment (IT)
EI30 Metalworking machinery Robot ENS2 Custom software Autonomous (IT)
EI40 Special industrial machinery Robot ENS3 Own account software Autonomous (IT)
EI50 General industrial equipment Equipment
EI60 Electric transmission and distribution Equipment

Notes: Categories in 3rd and 6th columns are my capital classification of the model, except

Transporation and Other equipment. Structure and IPP (intellectual property products) except
software are excluded.

C.2.2 Robots vs. equipment

To connect the BEA and IFR datasets, I explore which combination of capital categories in
NIPA best correspond with industrial robots from the IFR. By a series of machine learning
prediction algorithms (including random forest, SVMs), this combination of metal working
machinery and special industry machinery from NIPA, best minimizes the mean squared
prediction errors between these two.'°This chart indicates a correlation between the pair of

proxies in the datasets in 2015, indicating a very good fit.

0The procedure is available on request.
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Figure C.3: Cross-validating industrial robot data: the IFR vs. the BEA (2015)
Notes: Industries are from the IFR, connected to the BEA industries by an author. Shaded areas are 99%

confidence interval.

C.2.3 Investment price

Investment prices of both robot and equipment in physical capitals and information capitals
from 1980 to 2015 are taken from taken from the BEA via FRED, deflated by GDP implicit
price deflator from FRED and they are normalized to one in 2000. All the prices are quality-
adjusted, following indices and methods of Cummins and Violante (2002). The capital
investment price for robot is defined as the aggregate investment divided by aggregate capital

units of metal working machinery and special industry machinery such that

robot Imetal + ]’special

- ([metal/pmetal> + ([spe/pspecial>

p

where [ is investment values and p is investment prices. Capital equipment price is

industrial equipment price from FRED. Superscripts indicate capital categories.
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Figure C.4: Depreciation rate by capital category
Notes: Rental prices are imputed from investment prices, denominated by GDP deflator, and normalized to

one in 2000. (as computed in Section 4.3)

C.3 Establishment
C.3.1 Urban and rural areas

Urban areas are comprised of the largest CZs in the labor force, accounting for the half of

the country labor force in 1980.

Figure C.5: Urban (blue zones) vs. rural (red zones)
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C.3.2 Size distribution

Industry categories in the County business patterns are SICs from 1980 to 1997, and NAICS
from 1998-2015. To connect the two sub-industries, use David Dorn’s crosswalk from his
webpage. Manufacturing sector is SIC 19 (for 1980-86), 20 (for 1987-1997).

Two distributional moments, skewness and HHI, capture the feature of employment share
distributions, depicted as follows.
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Figure C.6: Employment share by sector(top: 1980 vs. 2000, bottom: 2000 vs. 2015)

Figure C.7 shows the share of employments of establishments in four size class: estab-
lishments with 1000 employments and over is classified as mega size, ones with 250 to 1000

is called large, ones with 100 to 250 is called middle, and ones with employments below 100
is called small.
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Figure C.7: Employment share by class size (1980-2015)
Notes: Mega size: 1000 and over. Large size: 250 to 1000. Middle size: 100 to 250. Small size: below 100.

Blue lines are urban, red lines are rural.

C.4 Corroborating Reduced-Form Results

The goal of this section is to test an immigration-induced automation hypothesis, graphically
suggested in Figure 1. The robots in manufacturing (or autonomous IT capitals in informa-
tion service) per routine working hours is regressed with respect to immigration inflow across
commuting zones in each sector. Formerly, for each sector GG, run the following regression
across commuting zones [, stacked across years ¢t € {1980, 1990, 2000, 2004 — 2015} such that

—_

R N
In(=2) = a%In(=2) + €.
It Nl,t

State-level and time fixed effects are included. Identification conditions and instrument
construction is stated in Section 6. A pair of predictions, o? < 0 in manufacturing and
a® > 0 in information service empirically backs up the hypothesis of immigration-induced
automation. For analysis featuring narrower industrial robots from the IFR, covering con-
struction and agriculture in addition to manufacturing, see a companion paper of Yoshida
(2019).
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Table C.4: Immigration inflow and automation adoption (1980-2015)

OLS v
(n 2 &) “@ ©) (©
Share of Low-skilled -33.7 #*x -30.8 111 wex -27.4 #xx -64.0 * -24.8 »xx
Immigrants (5.73) (21.4) (2.37) (5.43) (37.1) (4.31)
Share of Low-skilled 22 18.8 6,96 * 91.0 = 78.1 = 233+
Blick siitives @.17) (11.9) (4.05) (36.6) (45.5) (13.4)
Fixed effects:
czone — year fixed effects No Yes No No Yes No
state X year fixed effects No No Yes No No Yes
Adjusted R-squared 0.046 0.791 0.721 0.044 0.790 0.718
Observations 8,652 8,652 8,652 8,652 8,652 8,652

Notes: years (1980,1990, 2000, 2004-2015) x 721 commuting zones. All models include an intercept and
are weighted by employment hours in each period. Standard errors clustered at the state x year level are
reported in parentheses.

K p<l %; **F p<b %; * p<10 %
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