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Abstract 

The following paper focuses on the effect of immigration legislation on state and federal taxes. It utilizes 

a wide range of primary and secondary sources including exploration of legislation documents and 

writings of experts.  There are five sections in this paper; two take a look at immigration and taxes in 

Arizona and other states.  The section that follows explores tax benefits in relation to illegal immigrants. 

The final two sections explore immigration and taxes on the federal level. All together, these sections 

demonstrate that illegal immigration is a larger burden on state and local taxes than federal taxes; 

however, different states are imposing inconsistent laws that can promote additional burdens on certain 

states, therefore states would benefit from a sweeping federal regulation of illegal immigration.  
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I. Introduction 

 Arizona‟s recent push for immigration reform through its Senate Bill 1070 has raised many 

questions about immigration on both state and federal levels. As America‟s illegal immigrant population 

grows, the effect of such harsh legislation is hard to predict. In a time of huge budget deficits across many 

states and at the federal level, increasing tax revenue is more important than ever. Changing immigration 

policies have far-reaching effects on United States citizens and the economy, which in turn has significant 

effect on tax policy and revenue. To assess the effect of immigration legislation on taxes, we begin by 

examining the Arizona Senate Bill 1070, which sparked the national immigration debate, and its effect on 

the state‟s finances. Afterwards, we explore immigration laws and tax effects in the states of Utah, 

Florida, and California to assess how other regions handle the effect of immigration. To put these findings 

in a national context, we conclude with a discussion on legal and illegal immigration as it relates to 

federal tax cost and benefits. These sections demonstrate that illegal immigration is a larger burden on 

state and local taxes than federal taxes; however, different states are imposing inconsistent laws that can 

promote additional burdens on certain states, therefore states would benefit from a sweeping federal 

regulation of illegal immigration.  
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II. Senate Bill 1070 and its effect on Arizona State and Local Taxes 

 The newest legislation concerning Arizona‟s Immigration law is destined to have significant and 

sweeping effects on Arizona‟s taxes. This legislation, Arizona Senate Bill 1070, will have significant 

effects on both tax revenue received and the way taxpayer revenue is expended. The state of Arizona will 

have to spend a significant amount of tax revenue to enact the legislation and it already faces pressure of a 

growing budget deficit.  Also, Arizona‟s tax revenue growth will become stagnant at a level that will not 

meet current budget needs. Overall, the legislation enacted in Senate Bill 1070 is counteractive in helping 

Arizona meet its financial needs. 

 Understanding the details of the Arizona Senate Bill 1070 will give a fuller understanding of the 

effect of this bill on Arizona state taxes. This legislation‟s main effect is making illegal immigration a 

state crime in Arizona. The law “requires police to verify the immigration status of people stopped for 

other alleged crimes.” (1) Also, “an officer may lawfully stop any person who is operating a motor 

vehicle if the officer has reasonable suspicion to believe the person is in violation of any civil traffic law” 

(2) or in violation of new human smuggling statutes. This means that a law enforcement officer can stop 

and frisk any person who they think looks reasonably like an illegal immigrant. According to Senate Bill 

1070, if an illegal alien is discovered and arrested, they are expected to pay the financial costs of their 

own arrest and detainment. This bill also creates stricter standards against the knowing employment of 

illegal aliens; if complaints are filed against the business, it will be investigated and the owners will face 

consequences ranging from warnings to revocation of business licenses to possible imprisonment. 

Through all these new statutes, the state of Arizona not only creates a large funding need but may also 

face economic consequences from the likely public outcry.  

 As a state with a heavily Hispanic population, Arizona Senate Bill 1070 will have widespread 

consequences, both social and financial. One of the biggest criticisms of this bill is that it encourages 

racial profiling by law enforcement officers, which could lead to harassment of Arizona‟s Hispanic 

population. According to the U.S. Census Bureau (3), Arizona‟s population is approximately 6.6 million, 
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30.8% of which are of Hispanic or Latino origin; this is double the national average.  Nearly 13% of 

Arizona‟s population is foreign born and approximately 26% of households speak a language other than 

English. This large Hispanic population will potentially create a large burden on Arizona‟s police budget, 

as law enforcement will now need to verify citizenship status on any person suspected of lacking 

documents. This also leads to one of the biggest complaints about the legislation: since the majority of 

illegal immigrants are Hispanic, this legislation will likely lead to widespread racial profiling. Racial 

profiling is an illegal procedure that offends the fourth and fourteenth amendments. Also of importance, 

Arizona has a 14.7% poverty rate and it is estimated that Arizona currently has over 460,000 illegal 

immigrants within its borders (4). These illegal immigrants are more likely to be impoverished that 

Arizona‟s citizens.  Arizonian Hispanics also own 9.2% of Arizona‟s businesses. This legislation is likely 

to have a negative impact on Hispanic business owners and their customers which will be reflected in the 

decrease in tax revenue from this segment.  

*For TTM  09/10 as of June 2010

*Revenue in Billions

*From Arizona Dept. of Revenue 10/20/10 memorandum (5)

TTM Total Percent of Total

1,787.68$     31.81%

413.19$        7.35%

5,619.13$     

Type of Revenue

Total Tax Revenue

60.83%
Transaction Privilege, 

Severence, and Use Taxes
3,418.16$     

Individual Income Tax

Corporate Income Tax

 

 The above table shows the breakdown of tax revenues in the state of Arizona from the trailing 

twelve months as of June 2010 (Arizona‟s fiscal year end). The effective tax rate for individuals is 

roughly 3.5% (five brackets ranging from 2.68%-4.54%) and 6.968% for Corporations. These are taxes 

that illegal immigrants may avoid as they often do not report incomes. However, the nearly 61% of tax 

revenue from the “transaction privilege, severance, and use taxes” has many components that even illegal 

immigrants contribute to. This category includes the various levels of sales tax from consumer goods, 

cigarettes, alcohol, etc, as well as real estate taxes.  
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 According to former Arizona Senator Alfredo Gutierrez, Senate Bill 1070 „legalization‟ of racial 

profiling will likely create could lead to a huge outcry from Arizona‟s large Hispanic population; he 

claims that Senate Bill 1070 is “the first step toward apartheid (an official policy of racial segregation and 

discrimination)” (6). Driving the illegal immigrants from Arizona could likely also drive part of Arizona‟s 

Hispanic out of Arizona to more tolerant states. If such a migration were to occur, the effects on 

Arizona‟s economy and tax revenue could be complex and far reaching. The percent of illegal immigrants 

in Arizona‟s population (adjusted for the illegal population) is approximately 6.5%. The following simple 

examination assumes that approximately all of the illegal immigrants are driven from Arizona and 15% of 

the Hispanic population leaves as well over the next five years.  

Arizonas Population 7.06 New Population 6.31 % of Businesses Closed 1.38%

% Illigal Immigrants 6.52% New % Illigals 0.52% Decrease in Income Tax Rev -4.62%

% Legal Hispanics 30.80% New % Hispanics 26.18% Decrease in Corporate Tax Rev -6.65%

%  Population Migrated 10.62% % Hispanic Businesses 9.20% Decrease in TP, S, and U Taxes -12%

*Population in Millions  

 As shown above, the estimated decrease in the three categories of tax revenue resulting from the 

hypothetical migration of the majority of Arizona‟s illegal immigrants as well as 15% of Arizona‟s 

Hispanic Population. It is important to note that Arizona‟s tax revenue has seen a negative trend across all 

three categories; income tax revenue is down 2.9%, corporate tax is down 30.2% and Transaction 

Privilege, Severance & Use Taxes are down 9.7%.  This model gives credit to economic improvements 

and assumes tax laws remain constant. With improving economic conditions these revenues would see 

increases; however, the economic effect of a migration out of Arizona due to intolerant immigration 

policies would likely limit economic progress and create further losses. 

*Revenue in Billions

TTM Total Percent of Total

1,885.95$    32.60%

494.77$        8.55%

5,785.21$    Total Tax Revenue

Estimated FY 2015 Tax Revenue

Type of Revenue

Individual Income Tax

Corporate Income Tax

Transaction Privilege, Severence, 

and Use Taxes
3,404.49$    58.85%
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 The tax revenue breakdown above assumes that taxes will see increases from normal economic 

upswings but will also see losses as detailed above due to the immigration laws. This study of tax revenue 

does not even factor in the large costs to implementing Senate Bill 1070; the costs are discussed in detail 

below. The bill is also believed to cause a real drop in tourism for Arizona (7) which is reflected in the 

decrease to TP, S, and U taxes. In summation, with modest gains due to normal economic upswings the 

resulting tax revenue five years out has grown but only by a minimal amount of three percent.  

  Tax revenue will fail to grow and remain and a rate that fails to satisfy Arizona‟s budget needs as 

a result of the above case. According to research from the University of Arizona, economic output related 

to immigrant workers in Arizona was $44 billion in 2004. Also, the sales for all Latino owned businesses 

in Arizona were $4.3 billion in 2002 (8). The Perryman Group, an economic and financial analysis firm, 

claims that if all the illegal immigrants were removed from Arizona, Arizona “would lose $26.4 billion in 

economic activity, $11.7 billion in gross state product, and approximately 140,324 jobs.” If it were to 

occur as the Perryman Group estimates, the resulting changes to tax revenue would be much more severe 

than estimated above. 

 The 2009 budget deficit for Arizona has grown to $825 million from the previous year‟s deficit of 

$700 million (9). The budget deficit for fiscal year 2010 is estimated to increase by $400 million to $1.4 

billion and the budget deficit estimate for fiscal year 2011 is a whopping $3.2 billion. This “adds up to a 

$2.25 billion deficit that needs to be wiped out in the next 20 months (in reference to fiscal 2009 and 

2010),” according to Arizona House Appropriations Chairman John Kavanagh (9). Implementing Senate 

Bill 1070 will add to these large deficit numbers. The deficit, the cost of senate bill 1070 implementation, 

and the very slow growth in tax revenue detailed above do not bode well for Arizona‟s economic future; 

there is no evidence that Arizona will be able to eliminate or even slow its growing budget deficit.  

 The costs of implementing Senate Bill 1070 will create even greater strain on the already budget-

strained counties of Arizona. The Yuma County Sherriff‟s department released cost estimates for the 

implementation of Senate Bill 1070. Yuma County has roughly 200,000 residents and is thus on the small 
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side of Arizona‟s 15 counties in terms of population. The Sheriff‟s Office estimates that processing 

expenses could range from $775,880 and $1,163,820, jail costs would range from $21,195,600 and 

$96,086,720, and attorney and staff fees would be between $810,067 and $1,620,134 (8). Taking averages 

based on these ranges, the estimated costs for the bill for Yuma County are $60.83 million. Assuming that 

these costs scale with population for Arizona‟s 15 counties, the overall cost of Senate Bill 1070 is roughly 

$2 billion based on the cost estimates from the Yuma County Sheriff. Yuma County Attorney Jon Smith 

further details how this bill will increase costs in all areas of the system and warns that:  

“LEA (law enforcement agencies) are [already] fighting to stay afloat through the use of 

furloughs, and mandated days off with pay; the fines and fees assessed will not be able to match 

the need and cost associated.”  

These estimates by the Yuma County Sheriff only include the most basic costs; there are likely to 

be a variety of additional costs associated with this legislation including legal fees due to likely racial 

profiling and other discrimination lawsuits. 

 The combination of loss of economic productivity, a growing budget deficit, and a wave of new 

costs creates a very unfavorable economic environment for the state of Arizona. The growing deficit is 

putting a burden on Arizona lawmakers to try to increase tax revenue. The costs associated with the 

implementation of Senate Bill 1070 only increase  to the budget deficit, as the huge implementation costs 

will be only marginally covered by fines and fees. Tax revenue needs to grow significantly to meet the 

quickly growing budget deficit; however, as this section details, tax revenue gains will be minimal due to 

the fallout related to Senate Bill 1070. Arizona‟s approach to the immigration problem does mesh well 

with its current and future budgeting needs.  There is definitely an issue with illegal immigration in 

Arizona but Senate Bill 1070 is not an economically feasible solution.  
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III. Illegal Immigration’s Effect on the Taxes of Other States (Utah, California, & Florida) 

 Arizona‟s Senate Bill 1070 proposes a harsh stance on illegal immigration in the state of Arizona 

and the people of the state in general stand behind its proceedings.  Though the bill has met some 

resistance, its passage has given hope to other states forming their own Anti-Illegal Immigration bills and 

policies mainly due to increasing impatience with the federal government‟s inaction.  Many states, 

realizing the profound economic impact of illegal immigration, have begun to consider their own version 

of the Arizona‟s Senate Bill 1070.  First, we will examine California and its divided legislators despite the 

highest level of illegal immigration in the country.  Next week we will see how initially Utah intended to 

take a strong stance against illegal immigration just as Arizona has but in recent times has tried to form 

more effective and less harsh ways of dealing with the issue. Finally we will focus of Florida‟s illegal 

immigration policies and concerns.  Florida is yet another state that has been subjected to very high levels 

of illegal immigration and has even attempted to sue the federal government for failing to stop illegal 

immigration.  Though they lost the suit, it is just another example of how states are getting desperate to 

curb the expenses of illegal immigration and put pressure on the federal government to do their part in 

upholding the law.  The cost to each state due to illegal immigration, at an all-time high, has been rising 

sharply since the 90‟s.  However, this evaluation of the states‟ actions show that different political stances 

and resulting policies may create devastatingly different logistical, legal, and economic consequences. 

 Despite having the highest estimated illegal immigrant count list since 2000, California has not 

been able to take legislative action on the issue of illegal immigration due to political paralysis.  The 

number of illegal immigrants in California has increased by 50% to 3.2 million, according to the 2008 

Federation for American Immigration Reform (FAIR) study.  This astoundingly large number of people 

has generated serious economic issues and the burden of those particular issues fell on the taxpayers.  In 

the 2008 FAIR study, the cost to the state of California from illegal immigration is over $9 billion per 

year.  This cost covers the education of illegal immigrants‟ children, medical care, and incarceration 

costs, but “[it] does not include other expenses that are difficult to measure, such as special English 
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instruction, school lunch programs, and welfare benefits for American workers displaced by illegal 

immigrant workers.” (FAIR, 2008)  This places the total cost near $10.5 Billion per year.  When 

compared with the $1.7 Billion in taxes that illegal immigrants pay through Individual Taxpayer 

Identification Numbers, the difference is stark. The nearly $8.8 Billion difference of benefits illegal 

immigrants receive versus what they pay in to the system is highly unsustainable for the state of 

California. The federal government has taken little action, other than strengthening border security, as far 

as producing legislation enabling the states to enforce the federal illegal immigration laws.  California has 

not taken a strong legislative stance because the governor‟s race could be at stake.  Since the 

demographics of California have changed substantially, acquiring the Latin American vote has become 

pivotal in order to win an election. Politicians have refused to take a stance either way on immigration out 

of fear it would jeopardize their votes.  Indecision on the issue by state or federal government has only 

proven to bring out the frustrations of taxpayers and force the state government to take action.   

Contrary to California‟s lack of action, Utah has taken strides to make the issue of illegal immigration 

work to their advantage.  Since Utah is not a border state, it has not been affected by illegal immigration 

as much as Arizona and California.  Nevertheless, Utah has seen the huge cost that they could potentially 

face if the problem gets worse and has attempted to manage that risk. The sheer cost of illegal 

immigration to Utah is a small fraction of what it is in California at $453 Million with their illegal 

immigrant population at around 100,000 according to the FAIR 2008 study.  Though illegal immigration 

in Utah is not costing taxpayers that much money now it could pose some very serious problems in the 

future.   Initially Utah was ready to take a strong stance against illegal immigration in response to 

Arizona‟s SB 1070.  Based on the public reaction including a potential boycott of Arizona and its 

businesses, Utah decided that there must be a better way to solve the problem.  Though they have 

increased border security substantially, the state still has not taken a strong stance in either direction on 

the issue mainly for political reasons. One of Utah‟s proposed solutions is a guest worker program that 

allows illegal immigrants to work in Utah for a specified period of time legally.  "Just even the mention of 
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it is going to be a disaster for Utah, encouraging people to come from Arizona and other states.  It sends 

out a message that it is a friendly sanctuary state," said Alex Segura (The Washington Post).  Encouraging 

illegal immigrants to travel to Utah for work will drive the supply of low skilled labor up, overall wages 

down and force neighboring states to make an exception if illegal immigrants are passing through to Utah.  

Another strategy that is up for debate is the integration of illegal immigrants already in the state and the 

punishment of those that attempt to immigrate in the future.  However, some resistance to this idea have 

already manifested into action by citizens of Utah.  A list of 1,300 or more illegal immigrants‟ names and 

all of their personal information has been leaked into the public (potentially due to an unlawful act) and 

has demanded that all of them be found a deported.  This act is an example of obvious scare tactics 

designed to send any illegal immigrant out of Utah. If Utah can enforce the new law currently formulated, 

it can potentially instill confidence in the citizens and find an economically sound solution for illegal 

immigration not based on fear.  If Utah decides to implement this solution and enforce a strict policy 

against new coming illegal immigrants, the overall wage rates may stay at normal levels and tax revenue 

will increase due to the new addition of workers paying into the income tax system. 

 Florida, much like California, has a serious illegal immigration problem. While the state has 

attempted to deal with the issue through jurisdiction, the financial burden of immigration remains paid 

mostly by Florida. There are nearly one million illegal immigrants in Florida, costing the state an 

estimated minimum of $3.83 billion per year (FAIR 2008).  In order to recoup some of these costs Florida 

attempted to sue the Federal Government for failing to stop illegal immigration but came up short.  Even 

though the suit was unsuccessful, the Justice Department granted Florida with $18 million in order to help 

with the cost of illegal immigration.  The total cost of incarceration alone is well over $56 million dollars 

and with only $21.6 million in aid coming from the government, Florida‟s taxpayers felt the brunt of the 

remaining $34.4 million.  As in many other examples, the burden of illegal immigration on taxpayers has 

sparked a wave of disapproval and voter dissatisfaction.  This has ultimately forced the politicians in 

Florida to pick a side and make changes to current legislation. Rick Scott, the recently elected governor of 
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Florida, has taken a hard stance against illegal immigration, a stance backed by the majority of Floridians.  

83.5% of Floridians believe that illegal immigration has a negative impact on Florida‟s budget 

(NumbersUSA 09).  Stopping illegal immigration and creating new ways for immigrants to come into the 

state legally and become contributing taxpayers is one of Scott‟s main goals as governor.  Illegal 

Immigration has taken a serious toll on Florida‟s economy and resources.  If politicians take action now 

they can drastically reduce the future cost to taxpayers and strengthen Florida‟s economy. 

With the pressure of illegal immigration issues looming overhead, politicians will soon be forced 

to make changes to their states policies in order to balance the state budget.  Utah has taken strides to 

begin resolving their illegal immigration problems but Florida and California, with larger illegal 

immigrant populations, have yet to make progress on fixing the problem. Clearly, no states will 

completely adopt identical illegal immigration policy on the exact same timelines. This could potentially 

lead to some states becoming illegal immigrant penitentiaries and others becoming sanctuaries, prompting 

confusion from citizens, mass migration of illegal immigrants, and legal nightmare. Since states shoulder 

the burden of illegal immigration unequally, the federal government should have more comprehensive 

and equitable legislation that addresses the issue.  
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IV. Tax Benefits for Illegal Immigrants  

 Tax benefits for illegal immigrants have been a widely debated issue for decades.  Critics of 

illegal immigration have stated that non-US citizens have consistently run a state and federal deficit in 

terms of payments versus cost.  They have argued that is the reason why such programs such as Medicaid 

and Social Security have been consistently in the red.  However, many dispute this claim and draw to the 

attention of Americans that undocumented immigrants are overall helping the social programs of the 

United States.  We will analyze the data from both sides on many issues, and bringing in data from both 

the American Civil Liberties Union and the Federation for American Immigration Reform to figure out 

the answers to this issue.  First, we shall learn the process by which illegal immigrants contribute to 

federal programs such as Social Security and Medicare.  We will examine what their contribution is and 

why they are restricted from receiving those benefits.  Next, we will examine how much state tax benefits 

are being used by illegal immigrants; mostly education.  The discovery will be made on how much of a 

burden this putting on state and local economies.  Finally, the issue of post-secondary education will be 

raised and how illegal immigrants pursing college educations are helping or hurting the economy, and 

what struggles they face in the process. 

 Contrary to popular belief,  many illegal immigrants do pay taxes.  Since the Immigration Reform 

and Control Act of 1986, most alien workers have been required to purchase fake IDs in order to get jobs 

from employers that have required proper documentation to avoid harsh penalties by the government.  

Currently available for about $150 on street corners in just about any immigrant neighborhood in 

California, a typical fake ID package includes a green card and a Social Security card.  It provides cover 

for employers, who, if asked, can plausibly assert that they believe all their workers are legal. It also 

means that workers must be paid by the book which includes payroll tax deductions.  It is believed that 

roughly two-thirds of all illegal immigrants pay payroll taxes.  A “suspense file” was created at the IRS to 

stash W-2 fillings that had incorrect or fictitious Social Security numbers.  This file is growing by more 

than $50 billion a year (Porter). 
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 In a 2007 report by the Council of Economic Adviser to the Executive Office of the President 

states “the long-run impact of immigration on public budgets is likely to be positive.”  This is in line with 

a thorough investigation in a 1997 study by the National Research Council on immigration‟s financial 

impacts.  That study concluded that immigrants generally generate public revenue that exceeds their 

public cost over their lifetime by over $80,000 (Immigration).  The main reason by behind this is that 

illegal immigrants are restricted from receiving such benefits that they have been paying for due to their 

citizenship status. 

 Illegal immigrants who are not self-employed have Social Security and Medicare taxes withheld 

from their paychecks.  Since undocumented workers have fake numbers, they will never be able to claim 

these benefits that these taxes are meant for.  The Social Security taxes collected from illegal immigrants 

added up to more than 10% of the surplus for the program in 2004 (Dalmia).  The net benefit per illegal 

immigrant household is more than $1,800 for Social Security and Medicare (Camarota).  If Social 

Security taxes from illegal immigrants were not collected, the system‟s long-term funding hole over 75 

years would be 10% deeper.  Most do not mind the loss of money from their paychecks or the loss of 

benefits in the future and just take it as another cost of working in the United States (Porter). 

 Both legislation and fear of government prevent illegal immigrants from taking advantage of full 

benefits from the government. The Illegal Immigration Reform and Immigrant Responsibility Act of 1996 

enacted reform on a number of issues, including the benefits that illegal immigrants could receive. Title V 

of the bill contains amendments to the welfare bill, the Social Security Act, and the Immigration and 

Nationality Act.  The amendments limited aliens‟ access to public benefits by requiring proof of correct 

citizenship for collection (Dalmia).  This effectively limits the ability of aliens to receive benefit programs 

such as food stamps, Medicaid, Social Security, and Temporary Assistance for Needy Families (TANF).  

Essentially, the only benefits that they could collect would be K-12 education and emergency room 

services.  Some illegal immigrants have found ways around the process that grants them access to some of 

the federal programs.  However, the majority of illegal immigrants does not cheat the system and are 
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actually afraid of claiming the few benefits that they do qualify for due to the fear of being caught as 

undocumented and facing strict penalties, such as deportation.  Evidence proves that illegal immigrants 

are using resources such as ER services at a fraction of the amount native born citizens do.  In addition, 

the Department of Agriculture reports that noncitizens that are eligible for food stamps are significantly 

less likely to use them than are all other individuals who are eligible for the program (Immigration). The 

evidence so far shows that illegal immigrants actually are helping the U.S. economy at the federal level.  

They are paying into systems along with Americans, but do not get to withdraw from those systems 

which help these struggling federal programs drastically.   

 However, this situation that benefits the federal government may differ for state economies. In the 

2007 Economic Council report mentioned above, it states that most of the fiscal impact from immigration 

occurs at the state and local levels. “The positive fiscal impact tends to accrue at the federal level, but the 

net cost tends to be concentrated at the state and local levels” that have the primary responsibility of 

providing such benefits as education (Immigration).  Large states such as California, Florida, and Texas 

educate millions of children each year that are paid for by a mixture of federal and state funds.  Anti-

immigration reformists are strong advocates for trying to keep children of undocumented immigrants out 

of the school system.  Reformists got so much support it resulted in a 1975 Texas ban.  However, it was 

overturned in a 1982 United States Supreme Court 5-4 decision in the case Plyler v. Doe that prevents 

states from denying K-12 education to children of illegal immigrants.  The Supreme Court states that even 

though children of illegal immigrants many not be citizens they are still people and are protected under 

the Fourteenth Amendment‟s Equal Protection Clause (Plyler).  

 Education is probably the most expensive cost to a state economy, but the effect of illegal 

immigration on the system is difficult to quantify objectively.  In a study done by the Federation for 

American Immigration Reform, educating K-12 children of illegal immigrants cost the fifty states $28.6 

billion.  This is based on 1.5 million illegal immigrant children and 2 million U.S.-born children of illegal 

immigrants.  The estimate is that over 10% of K-12 students fall into the “illegal immigrant” category.  
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Critics of illegal immigrants argue that state funds are going to educate children of undocumented 

immigrants which the state is not receiving reimbursement.  The funds that the state has to do without 

could be spent expanding the education of U.S.-born citizens, but rather everyone suffers from 

overcrowding, lower test scores, and sometimes violence (Breaking). However, the FAIR study has its 

opponents who state that knowing the exact cost of educating illegal immigrants is unknown due to the 

lack of information on which children belong to illegal immigrants.  All of the results produced above are 

based on pure speculation since it is prohibited under Plyler v. Doe to ask about children‟s immigration 

status (Borkowski).  Thus it is the assumption that all K-12 children are U.S. citizens and no record can 

be produced by the state‟s education system to document immigration status. 

 Grade school education is now a legal right for all children, but post-secondary education is a 

different story.  A recent debate has spawned about illegal immigrants pursuing college degrees.  Plyler v. 

Doe did not rule on college educations leaving it up to the state, which usually passes along the decision 

to the individual colleges, to decide the rules of accepting illegal immigrants.  South Carolina outright 

bans illegal immigrants from enrolling at public institutions and Georgia will follow suit in 2011 when it 

restricts access of illegal immigrants to certain institutions (Brown).  Only five to ten percent of all 

undocumented immigrants who graduate from high school go to college.  In 2009, many organizations 

started speaking out for illegal immigrants to receive in-state tuition and financial aid assistance of their 

public institution as an effort to increase high-skilled workers and ultimately help the U.S. economy in the 

form of increased tax revenue and consumer spending (Colleges).  Anti-illegal immigration reformists 

believe that only true residents of the state should be given the right to pay reduced cost to education in 

the form of in-state tuition.  What really outrages them is the fact that illegal immigrants could be 

receiving federal and state taxpayer money in the form of financial aid.  All though most undocumented 

immigrants do pay taxes, they will be receiving benefits that they should not be provided thus driving up 

their cost on the state. 
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Not all states are burdened by providing state benefits to undocumented immigrants.  In 2004, Arizona 

reported an estimated $1.41 billion fiscal cost but had $1.64 billion in state tax revenue attributed to 

immigrants reported by the University of Arizona.  A similar example is found in Texas for 2005 

(Immigration). 

 The conclusion that can be drawn is that illegal immigrants may put a fiscal burden on local and 

state economies because they do receive education benefits, police and fire protection, etc, but also help 

out federal programs such as Social Security and Medicare.  If amnesty were adopted for the illegal 

immigrant population, tax collection would increase only marginally, but they would become eligible for 

benefits such as Social Security retirement benefits.  This would put a serious strain on that already 

drained system.  Their new citizenship status would also make them eligible for social welfare programs 

meant for low-income individuals such as TANF and food stamps.  They are required to put money into 

these systems, but are not eligible to receive the benefits.  Allowing amnesty would drastically increase 

the benefits they would receive, without an increase in tax revenue.  However, if illegal immigrants 

wanted to pursue college degrees it may be worthwhile for the economy to let them do so.  It will be a 

small fraction going for those degrees, but skilled and educated workers are always better for the nation 

no matter how few. 
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V. Legal Immigration and the Federal Government 

 Immigration policy in Arizona has not only posed many questions at the state level but also has at 

the federal level. Concerns regarding federal immigration policy are pushed to the forefront as the federal 

government works to handle the consequences of Arizona‟s actions. In order to understand the magnitude 

of the situation and its implications concerning taxes, one must take a comparative look at the affects of 

legal immigration on federal policy. To further this discussion, the section provides a background to US 

immigration policy, how it is today, and what the costs of becoming a legal resident are. It will then 

discuss a comparison between legal and illegal residents in order to emphasize how much they each 

demographic affects the country. Because of differing policies toward immigration throughout history, the 

legal immigrant population in the US today has vastly different characteristics from the illegal immigrant 

population, and these differences cause tensions among those who argue for and against amnesty. 

 To understand the impact that legal immigration has at the federal level, it is important to note the 

history and evolution of US immigration policy. Immigration policy, virtually nonexistent until after the 

establishment of the United States as a legal country, became significantly more restrictive as time 

passed. The timeline at the end of this section summarizes significant measures that were taken 

throughout history that continues to shape immigration policy today. During the early to mid-1900s, the 

government strengthened its restrictions on immigration. By the second half of the century, caps on 

immigration numbers were set. (Congressional Budget Office) Then in 1952, the government passed the 

Immigration and Naturalization Act which was intended to prevent immigrants from certain countries, 

particularly those from Japan and Germany and those who were believed to be communists, from coming 

to the U.S. during the post-World War II and the Cold War eras. (Johnson) By 1986, the government 

passed measures to grant amnesty to certain illegal residents due to the demand for agricultural labor. 

Within the past 20 years, government agencies, such as the Immigration and Naturalization Service (INS) 

and the Bureau of Citizenship and Immigration Services (BCIS) were created to increase control over 

immigration. While Europeans have generally formed most of the immigrant wave before the 21
st
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century, immigrants from the Americas and Asia have made up most of the immigrant migration to the 

US in the latter half of the century (FAIR).   

 US immigration policy also outlines a process for becoming a US citizen. There are two forms of 

legal residency: permanent and temporary. Permanent residents (or lawful permanent resident) receive 

green cards and may later apply for citizenship. Temporary residents (also called non-immigrants) are 

allowed in the country for a limited amount of time and must have a specific purpose to gain entry. Those 

who are residing illegally are subject to removal and may be prevented from entering the country 

permanently. In fact, in 2004, approximately 203,000 illegal aliens were removed from the US 

(Congressional Budget Office) Additional hurdles to overcome in order to become a US citizen include 

financial, educational, and working status. The cost of becoming a US citizen is $675, which includes the 

payment of $595 for the application fee and $80 for a fingerprinting fee. In addition to paying these fees, 

a person applying for US citizenship will be tested on the basics of US history and government and must 

be able to speak, read, and write simple English. This process is overseen by the BCIS. Additionally, 

there are specific means for one to obtain a working visa and permanent residency. (USCIS) Regardless 

of citizenship status, all legal residents must pay income taxes. (Epperly) 

These policies hint at the various purposes for the US. The official purposes of US immigration 

policy are specific: (1) to reunite families with those that live in the US; (2) to extract specific skilled 

labors to avoid labor shortages; (3) to provide refuge for those experiencing persecution; and (4) to 

enhance diversity. However, the many arbitrary distinctions between what constitutes persecution and 

which countries get more quota slot continue the legacy of an evolving but flawed US immigration 

policy. As a result, the demographics of the legal immigration population differ from the illegal 

immigration population. 

 These US immigration policies have created a vast difference between demographics among legal 

and illegal immigrants. The following data offers a comparison between legal and illegal residents 

regarding education, income, and labor. About 60% of legal residents have at least attended college 
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compared to only 26% of illegal residents. Additionally, 40% of illegal aliens have less than a high school 

education while only 15% of legal aliens never obtained a high school diploma. These striking differences 

in the educational levels between illegal and legal immigrants have a significant effect on household 

incomes. The median house-hold income for legal immigrants is $52,000 compared to $36,000 for 

unauthorized immigrant households. Furthermore, about 85% of male legal residents contribute to the 

share in labor force between the ages of 18-64 while 94% of male illegal residents contribute to this share. 

Overall, approximately 16.76 million legal immigrants contribute to the civilian labor force while only 

8.26 million of unauthorized immigrants do so. (Passel) Therefore, legal residents contribute more to 

paying income taxes overall than illegal residents if all illegal residents hypothetically paid income taxes 

as well. 

 One of the biggest issues concerning immigration policy is the idea of granting amnesty to illegal 

residents and whether this form of action will benefit the country. According to the Center for 

Immigration Studies article, US Immigrants Statistics November 2007, granting amnesty to illegal 

residents will do little for taxpayers. They argue the fact that many immigrants are, in fact, unskilled, 

which will lead to their heavy use of social welfare programs. However, the CIS article points out that “of 

immigrant households, 82% have at least one worker compared to 73% of native households,” and goes 

on to note “the primary reason for the high rates of poverty, lack of health insurance and welfare use is 

their low education levels, not their legal status or unwillingness to work” (Camarota 1.) 

 Overall, US immigration policy has changed much throughout history. However, immigrants, 

both legal and illegal, still flock to the US for better employment opportunities. Despite their disparities in 

income, welfare use, and education levels, immigrants share the search for gainful work.  
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VI. Illegal Immigration and Federal Taxes 

 The debate over illegal immigration is rooted within the notions of equity: is it fair for illegal 

immigrants to enjoy services provided by the government? Is it fair for the taxpayers who fund those 

services? Digging deeper, the issue of cost also raises the question of whether or not illegal immigrants 

simply cost America more than they bring in. By evaluating the federal services that illegal immigrants 

use compared to the federal taxes illegal immigrants pay, we may evaluate the overall cost of illegal 

immigrants on the federal government. The method will begin with an investigation into the federal taxes 

citizens have to pay every year and how they pay them. This will give us an idea of how illegal 

immigrants avoid or pay taxes. Secondly, several sources will provide different perspectives on the issue. 

The Center for Immigration Studies (CIS) sheds light into how immigrants cost the US federal 

government more than imagined. The Pew Hispanic Center offers objective statistics on the estimate of 

the US illegal immigrant population. Finally, the Immigration Policy Center (IPC) takes an opposite view 

of CIS, promoting immigration and placing emphasis on the economic stimulus of pro-immigration 

reform. After evaluating each of these sources for bias and methodology, they will be used to analyze the 

current situation of illegal immigration and federal costs in the US.  

 An evaluation of federal revenue sources reveals how citizens contribute in taxes to the federal 

government. Most federal revenue comes from individual income taxes and payroll taxes, which includes 

Medicare, Social Security, unemployment insurance, and federal workers‟ pension contribution taxes. In 

the fiscal year of 2008, individual income tax made of 45% of federal tax revenue, while payroll taxes 

made up 36%. While historically, corporate income tax has been the second largest sources of revenue, 

that situation changed as payroll taxes swelled after 1965 with the creation of Medicare and Social 

Security. Individual income tax and payroll tax now account for more than 80% of the federal 

government‟s revenue (Tax Policy). However, not every citizen contributes equally. According the Tax 

Policy Center, “Taken as a whole, the federal tax system is progressive…. In contrast, payroll taxes for 
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Social Security and Medicare are regressive, claiming a larger share of income from lower-income than 

from higher-income households.” This stems from two factors. First, the Social Security portion of 

payroll taxes is subject to a cap. Second, higher-income households tend to receive more income from 

sources other than wages, such as capital gains and dividends, which are not subject to the payroll tax. For 

this section, only individual income taxes and payroll taxes will be considered.  

US citizens pay federal taxes through several means: everyone both citizen and alien (with certain 

exceptions) must file a federal tax return form with the Internal Revenue Services. Citizens with a social 

security number (SSN) may fill out a W-4 form through their place of occupation that processes taxes, 

which are then withheld from the individual until tax refund time. Finally, certain nonresident and 

resident aliens may file for an individual taxpayer identification number (ITIN) which is available for 

individuals who cannot get a SSN. (DoT) Under this system, illegal immigrants technically can file taxes 

using an ITN, even though they have no legal method of filing for tax refunds.  

 Now we will evaluate three sources of data used in analysis. The Center for Immigration Studies 

(CIS) claims to be an “independent, non-partisan, non-profit, research organization” whose purpose is to 

“provid[e] immigration policymakers, the academic community, news media, and concerned citizens with 

reliable information about the social, economic, environmental, security, and fiscal consequences of legal 

and illegal immigration into the United States” (Camarota). However, the Wall Street Journal uncovered 

some potential sources of bias for CIS, particularly in its founding. The executive director of CIS, Mark 

Krikorian, admitted in March 2004 during a subcommittee hearing in Congress that the CIS was a spin-

off of Federation for American Immigration Reform (FAIR), a heavily conservative anti-immigration pro-

deportation lobby. Both FAIR and CIS were founded or funded (or both) by Dr. John Tanton, a known 

anti-immigration activist whose stances include promoting sterilization of Third World Women and 

China‟s One Child Policy (“Borderline”). However, we should not outright dismiss its actual research, 

based on US Census Bureau statistics, due to dubious motives. The second opposing source, the 

Immigration Policy Center, is heavy on analysis but light on data. Their purpose is to “shape a rational 
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conversation on immigration and immigrant integration. Through its research and analysis, IPC provides 

policymakers, the media, and the general public with accurate information about the role of immigrants 

and immigration policy on U.S. society.” Although it claims to be nonpartisan, its website states that they 

actively “monitor and rapidly respond to statements made by anti-immigration groups,” which suggests a 

pro-immigration watchdog role for the group (Immigration). 

Overall, strong evidence suggests that the 11.9 million illegal immigrants who reside in the US do 

pay taxes and benefit from social services provided by the government (Passel). CIS estimates that illegal 

immigrant households contribute “more than $4,200 a year in all forms of federal taxes,” for a total of $16 

billion. However, they also estimate that each household costs the US government about $6,950 per 

household, or total $26.3 billion, for an overall fiscal balance of -$2,736 (Camarota.) Overall, this is an 

overall federal deficit of about $10.6 billion estimated for the fiscal year 2003. However, some of this 

data is suspect, as the source misrepresents illegal households as the total impact of illegal immigrants. In 

their summary methodology, they mention modeling the 1997 book “The New Americans” by the 

National Research Council in including in the costs incurred by the children of illegal immigrants. 

However, this means that their estimate of the $26.3 billion cost includes costs incurred by legal citizens 

who happen to be the children of illegal immigrants. According to CIS, this is because “counting services 

used by these children allows for a full accounting of the costs of illegal immigration,” since “the 

presence of these children and the costs they create are a direct result of their parents having been allowed 

to enter and remain in country” (Camarota.) The Pew Hispanic Center sheds some light on these numbers. 

Since illegal immigrants‟ household incomes are so low ($35,000) compared to those of legal immigrants 

($41,300) and citizens ($50,000), the lower tax income from illegal immigrants may have more to do with 

their overall lower incomes rather than their undocumented status. In contrast, the IPC notes that 

immigrant households as a whole contribute $165 billion in federal income taxes, but does not single out 

illegal immigrants. They do mention undocumented immigrants working “„on the books‟…contribute to 

the tax rolls but are ineligible for almost all Federal public assistance programs and most major Federal-
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state programs” (Immigration). This came from the 2005 Economic Report of the President, which 

suggests that while illegal immigrants might contribute to the federal deficit, they by no means make a 

huge impact. Overall, even taking the liberal estimate of $10.4 billion cost a year from the CIS, that is 

only a fraction of the overall US federal budget ($2.1 trillion). 

Overall, illegal immigrants contribute more federal taxes than what many commonly perceive, 

but they also take more in terms of benefits due to having considerably lower wages than the national 

average. CIS does admit that many of the preconceived notions about illegal immigrants using a 

disproportionate share of federal services turned out to be inaccurate. According to their data, illegal 

immigrants‟ “receipt of cash assistance programs tends to be very low, while Medicaid use, though 

significant, is still less than for other households. Only use of food assistance programs is significantly 

higher than that of the rest of the population.” The reason for this low receipt may be the distrust illegal 

immigrants harbor for the government. Knowing their illegal status, they probably resist giving 

information that may give away their undocumented status. CIS also estimates that more than half of 

illegal immigrants actually pay payroll taxes. CIS also includes an estimate of how amnesty would change 

the federal deficit. Their estimates show that while taxes from legalized illegal immigrants would increase, 

their costs would also increase. Again, the increased cost here may be due to illegal immigrants, who are 

now citizens, eagerly taking advantage of government programs once they are no longer afraid of being 

discovered for their illegal status. They will also probably take advantage of government benefits more 

than current legal immigrants due to their lower wage status. 

Overall, illegal immigrants do contribute to federal taxes and also cost the federal government. 

The sources used here cannot definitely make a good estimate of whether illegal immigrants cause a 

federal deficit or benefit, but the numbers do not seem to make a huge impact on the overall federal 

budget, even given the higher end of the estimate. Solving the illegal immigration issue should not 

become a huge financial burden for the federal government, although gaining the political may prove out 

of reach during this administration. 
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VII. Conclusion 

The 11.9 million illegal immigrants working and taking residence in the United States, and the 

rising cost of these residents on local and federal government pose a serious financial problem (Passel).  

These undocumented workers need education for their children, hospital care, incarceration, and 

government aid, all of which must be paid for by taxes. With the increase of illegal immigrant migration, 

especially in Border States such as Arizona, individual states felt compelled to take action. Arizona‟s 

Senate Bill 1070 took the first step by granting the state the authority to seek out illegal immigrants, 

although it overstepped human rights and legal bounds in doing so. The law will also create an additional 

financial burden on the state as law enforcement will need additional resources to carry out the law, 

although the law sought to address this problem in the first place. Other states, spurred forth by Arizona‟s 

actions, have quickly signaled they would follow. However, the political inaction of California, the 

worker‟s permit proposal in Utah, and the failed judicial action in Florida all indicate that various states 

will react vastly differently due to different circumstances regarding illegal immigration within their 

borders. Meanwhile, illegal immigration does not pose a tremendous threat to the federal budget, even 

though they have considerably higher rates of poverty and welfare use. Most illegal immigrants cannot or 

will not take advantage of government benefits, but this situation could change with the enacting of 

sweeping financial reform on a federal scale.  

Overall, illegal immigration imposes a heavy burden on the states with higher rates of illegal 

immigration, but low financial impact federally and potential conflicts between differing state policies 

leaves Washington a prime chance to reform immigration policy. The finer details in what U.S. 

immigration policy reform should entail are beyond the scope of this chapter. In order to carry out 

immigration reform in an equitable, economically sound way, we would consider not merely the 

economic impact of reforms such as amnesty or mass deportation, but also the legal, ethical, and 

humanitarian aspects, too. 
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