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US HIGH-SKILLED IMMIGRATION POLICY REDUCES 
STEM WORKFORCE DIVERSITY   

 
Introduction – Markets & Shortages 

We all experience the market effects of a product 

shortage: prices rise. Over the past year gasoline 

prices have risen dramatically in response to the 

Russian invasion of Ukraine. The basic laws of 

supply and demand tell us that when demand 

outstrips supply prices rises, and conversely when 

supply outstrips demand prices fall. But more than 

just price is impacted. Market participants, buyers, 

and sellers, respond to the price changes by 

changing their behavior. In the case of higher gas 

prices, consumers respond by driving less and 

buying more fuel-efficient cars and oil producers 

drill more wells. As prices rise, buyers reduce their 

demand while sellers expand their supply. The 

beauty of the market system is that changes in price 

send signals to ensure that shortages, if any exist, 

are only temporary. 

Labor markets operate in a similar way. When 

employers cannot find sufficient workers, they have 

many ways to close the gap. They offer higher 

wages to attract workers. They recruit from a 

broader pool of candidates. They expand the list of 

universities they recruit from. They relax job 

specifications and expectations of candidate. They 

offer signing bonuses. They improve working 

conditions by offering better and more stable hours. 

They take actions to retain their workers by training 

workers and offering career advancement and 

upward mobility. Many retailers, grocery stores, and 

restaurants responded precisely in these ways as 

they struggled to find workers during the COVID 

pandemic.  

On the flip side, workers and students also respond 

to tight labor markets. They invest in skills 

necessary for in-demand jobs. Students major in in-

demand fields. Workers take on more risk and are 

willing to switch jobs or careers to pursue a better 

quality of life. The tight labor market over the past 

two years in lower wage service occupations 

illustrates this. There have been a record number of 

job quits and switching, which has been dubbed the 

Great Resignation or more aptly the Great 

Reshuffling. 
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There is a qualitatively different type of shortage 

story, though, one that the market cannot fix. The 

recent baby formula shortage is such a case. The 

media have reported on desperate families driving 

long distances and visiting dozens of stores in 

search for baby formula only to find store shelves 

empty. Caregivers are willing to pay virtually any 

price to resellers because their child’s life depends 

on it. The price mechanism alone cannot solve the 

shortage because both demand and supply are 

inflexible. Families cannot buy less because their 

babies must have formula. On the supply side there 

are significant barriers of entry for new supply. 

New manufacturers cannot simply begin 

production because formula is difficult to make and 

tightly regulated to ensure its safety. Major plants 

are off-line because of safety violations while others 

are producing at capacity. In response to public 

outcry about empty store shelves, the government 

stepped in to increase supply. First, it promised to 

speed up the regulatory process to allow domestic 

manufacturers. Second, it invoked the Defense 

Production Act so formula manufacturers get 

priority access to key ingredients. Third, it relaxed 

product purchase constraints on caregivers who use 

WIC. Lastly, it allowed formula to be imported 

from Europe. 

For more than thirty years, the technology industry 

claims it has faced a labor market shortage like baby 

formula. No matter how much its firms pay, no 

matter what training investments they make, how 

much they broaden their talent pool, they simply 

cannot find, or develop, U.S. STEM workers to fill 

jobs according to them. The market alone cannot 

solve the shortage so government should allow 

them to import foreign workers to fill it.  

 

 

Next, I examine which efforts industry has taken to 

close the gap using domestic talent. The evidence 

shows they are only half-hearted. Then I explain 

why immigration, rather than the market, is the 

industry’s preferred way to fill jobs. Simply put, 

foreign workers are cheaper and indentured. Lastly, 

I discuss why it is difficult to elevate the discussion 

about the U.S. STEM labor market. 

 

1910 Italian Immigrant workers 

Employer Responses to STEM Worker 

Shortages Fall Short 

Business and political leaders have for years 

claimed that the U.S. faces massive shortage of 

STEM workers. This is particularly concerning 

because a healthy STEM labor market is critical for 

economic growth and national security. Given  
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these claims, you’d expect to see businesses take 

market actions to eliminate the shortages.  

Employers have control over wages they are willing 

to pay. The most direct response to a worker 

shortage is to significantly raise wages for STEM 

workers to attract more entrants. Yet, according to 

government statistics, wages for computer workers 

actually fell by an inflation-adjusted rate of 0.4% 

over the past five years. For software developers, 

the highest-skilled computer job, it fell even more, 

by 7.2%. Every engineering occupation from 

mechanical to electrical experienced significant 

drops in wages. Overall, the engineering profession 

saw wage declines of 6.9%. This compares to 

increases in wages for management & professional 

occupations of 1.6% and for all workers of 4.5%. 

Wages for many STEM occupations are relatively 

high but if shortages are legitimate wages should be 

rising fast. Instead, they are falling. 

 

Employers facing a genuine labor shortage would 

take other actions to expand supply. Yet the 

technology industry has done none of these. It is 

not investing in workforce training and 

development. It is not improving working 

conditions to attract and retain workers. The 

industry contracts out much of its technology work 

to a contingent workforce. For example, Google 

has more contract workers than direct employees.  

Technology employers have taken few steps to 

broaden their recruitment pool. Firms recruit from 

a very narrow set of universities and talent pools, 

ignoring important sources of talent, including at 

HBCUs. The technology industry, especially Silicon 

Valley, has a dismal track record on racial, ethnic, 

and gender diversity. And age discrimination is an 

open secret in STEM fields.  

All this employer behavior is at odds with the 

industry’s claims of a domestic talent shortage. 

Employers are clearly not using market 

mechanisms such as raising STEM wages, or 

diversifying its workforce, to fill jobs. The reason, 

as we will see in the next section, is they feel no 

market pressure is because the government grants 

them access to a large supply of cheaper indentured 

foreign workers. 

High-Skilled Immigration Supplants the 

Market
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High-skilled immigration is often portrayed as 

necessary to fill STEM labor shortages. The 

industry advocates claim foreign workers possess 

unique skills that can’t be found, or developed, in 

the U.S. labor force. In reality, the immigration 

programs are oversubscribed because most foreign 

workers are sought, not to fill skill gaps, but instead 

because they are cheaper and indentured. For 

employers, hiring large numbers of foreign STEM 

workers is more profitable than raising wages and 

far easier than broadening recruitment and 

developing domestic talent.  

The H-1B program is the largest high-skilled 

guestworker program with more 600,000 foreign 

workers. Most H-1B workers are in STEM fields, 

with a very high concentration in information 

technology. The program is so large that H-1B 

workers make up 10% of the overall IT workforce 

in the U.S. and as much as 20% of software 

workers in many locations. The large concentration 

has nothing to do with U.S. STEM workforce 

shortages, instead it is because H-1B workers can 

be exploited. 

Employers decide whether to apply for an H-1B 

visa and select the candidates. Employers also have 

the power to decide whether the H-1B worker can 

remain in the country. As a result, employer 

motivations and behaviors are the primary drivers 

of the outcomes of the program.  

The most common misconception that news 

editors, journalists, think-tank analysts, and even 

politicians have about the H-1B program is the 

belief that employers must demonstrate that there 

are no qualified US workers available before they 

hire an H-1B worker. They believe, and often 

wrongly claim, that employers hire these workers 

only as a last resort when no US workers can be 

found. For example, the Associated Press and New 

York Times got this wrong in “explainer articles” 

describing the H-1B program rules. When he 

served as Vice President, even President Biden 

mistakenly stated, “No H-1B visa can be granted to 

an employee to come to a company unless they can 

prove there is no American to fill the job.” The 

truth is that employers can fill a position with an H-

1B worker without ever attempting to recruit a US 

worker for the job.  

The rationale for not requiring active recruitment 

of US workers was to expedite the hiring process 

for an H-1B worker. The assumption was that 

employers would only use the program when they 

couldn’t find an American worker, but that 

assumption has proven wildly incorrect. Many 

employers actually set-aside jobs for H-1B workers 

through preferential hiring practices, and even 

replace US workers with H-1Bs. Such practices may 

surprise some, but they are perfectly logical because 

employment norms and firm behaviors are far 

different today than they were in 1990 when the 

program was created. The rise of shareholder-

value-driven management means that the logic of 

the firm is to maximize profits. If hiring an H-1B 

worker instead of an equally qualified US worker 

increases profits, then the firm’s executives will 

choose the H-1B worker.  

The quaint notion that employers will self-regulate, 

or do the right thing, has been shattered by dozens 

of stories of household names replacing US 

workers with H-1Bs. This common practice has 

reportedly been used by Disney, Southern 

California Edison, New York Life, Abbott Labs, 

Fossil Group, and many other leading firms. 

Perhaps the most stunning case was when UCSF 

forced Robert Harrison and his colleagues to train 
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their H-1B replacements. UCSF is part of the 

University of California (UC) system, one of the 

largest public university systems in the country. 

According to Senator Dianne Feinstein (D-CA), the 

UC system received $8.5 billion in grants and 

subsidies from the federal government. More 

astounding, Janet Napolitano, UC’s president at the 

time, previously served as secretary of the 

Department of Homeland Security, the agency that 

administers the H-1B program. During an oversight 

hearing before Congress in 2009, Senator Durbin 

asked then-Secretary Napolitano what she was 

doing to ensure that US workers were not being 

displaced by H-1B workers. She responded, “Our 

top obligation is to American workers, making sure 

American workers have jobs…We are going to 

keep at this to make sure that the intent of that 

program is fulfilled.” Remember, the intent is that 

H-1B workers are filling positions for which there 

is a bona fide labor shortage. After the UC H-1B 

scandal became public in late 2016, about a dozen 

members of Congress sent letters to President 

Napolitano, urging her to reverse course. Despite 

this public admonition, she went forward with 

replacing her US workers with H-1Bs. The lure of 

lower-cost, hassle-free workers was too tempting 

for even for a public university like UC to pass up.  

While the H-1B program is often referred to as 

“highly skilled” or “requiring specialized 

knowledge,” the actual skills needed to qualify for 

an H-1B visa are surprisingly low. There’s nothing 

particularly special about the occupations, nor with 

the skills that qualify workers for an H-1B. By every 

objective measure, most H-1B workers have no 

more than ordinary skills, skills that are abundantly 

available in the US labor market. That means they 

are competing with (and substituting for) US 

workers, rather than complementing them as was 

the program’s intention.  

The program rules create strong and 

straightforward incentives for employers to prefer 

an H-1B worker over a US worker. Simply put, H-

1B workers can be substantially cheaper. These cost 

savings come from two key H-1B program rules. 

First, wage rules allow employers to legally pay their 

H-1B workers’ salaries far lower than what a US 

worker would command. Second, the H-1B work 

permit is held by the employer rather than the 

worker, making it a de facto monopsony—the 

worker essentially has no choice in selecting their 

employer. As a result, the employer can exercise its 

monopsony power in bargaining with the H-1B 

worker over wages and working conditions.  

The program’s key safeguard is its rules governing 

the minimum wage H-1B workers must be paid. 

The goal of the wage rules is to ensure that 

employers are not using the program for cheap 

labor. To set the wage floor for a particular worker, 

the employer must attest that it is paying the 

“prevailing wage.” Rather than prevent the H-1B 

program from being used for cheap labor, these 

rules allow employers to easily pay rates far below 

market.  

The prevailing wage is set by the US Department of 

Labor. Employers plug in the following three 

variables to determine the minimum, or prevailing, 

wage: geographic location, occupation, and the skill 

level required to fill the position. Geographic 

location is used to adjust for variations in the cost 

of living. Hiring someone for a job in Detroit is 

generally cheaper than in New York City. The 

second variable, occupation, is also logical. For 

example, a physician is typically paid higher wages 

than a journalist. The final variable is meant to 
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correspond to the skills required to fill the position. 

There are four skill levels, ordered from lowest to 

highest, with Level 1 corresponding to an entry-

level position and Level 4 to a supervisory one.  

The employer has discretion in defining the 

occupation and skill level, and the government 

never validates whether an employer has made a 

fair definition. Based on the values for each of 

these three variables, the Department of Labor 

provides a prevailing wage.  

Employers routinely select the lowest skill levels to 

pad their profits by hiring H-1Bs at the lowest 

possible “prevailing wage” levels. In FY2017, 41 

percent of the workers approved by the 

government were at wage Level 1. In its guidance 

to employers, the US DOL describes a wage Level 

1 job as: 

(Job offers for beginning level employees who have 

only a basic understanding of the occupation. These 

employees perform routine tasks that require limited, 

if any, exercise of judgment…Statements that the 

job offer is for a research fellow, a worker in 

training, or an internship are indicators that a 

Level I wage should be considered)    

Clearly, if Level 1 worker positions are equivalent 

to a “worker in training” or an “intern,” the worker 

is offering the United States few special skills. U.S. 

students and workers can fill these jobs, or they 

could easily and quickly be trained to fill them. So, 

why are a plurality of H-1B positions identified as 

Level 1? It is obvious that employers wish to save 

on costs. While cost savings vary by occupation and 

location, but Level 1 wages are typically 40 percent 

below the average US wage.  

An additional 37 percent of H-1B applications 

approved in FY17 were at Level 2, which is 

typically 20 percent below the average US worker’s 

wages. So, nearly four in five H-1B applications 

approved by the US Department of Labor were for 

the lowest two wage levels, far below the average 

US worker’s wage.  

But, the costs savings run much deeper than just 

lower wages. Employers have enormous leverage 

over their H-1B workers, who are, in effect, 

indentured and can be exploited.  

The poorly designed wage and employment rules 

have far-reaching, deleterious effects for workers 

and the US economy. H-1B workers are underpaid 

and placed in substandard working conditions, 

while US workers’ wages are depressed and they 

lose out on job opportunities. Rather than fixing a 

market failure, the rules significantly distort the 

market and its price signals. It lowers incentives for 

workers and students to enter certain fields and 

reduces job mobility. In sum, instead of fixing 

market failures, the H-1B program does just the 

opposite. It creates new market failures and 

exacerbates existing ones.  

With easy access to cheaper indentured foreign 

workers, industry has no reason to develop talent 

or fix its workforce diversity problem. 

Policy Discussion is Distorted by 

Technology Firms
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Influence of Lobbyists 

High technology is widely recognized as a source 

propelling economic growth, prosperity, disruptive 

innovation, and most importantly high-wage jobs. 

As a result, technology industries have a special 

place in the imagination of Americans and 

policymakers, giving it a privileged position to 

influence both. Major technology firms that once 

shunned traditional lobbying in Washington D.C. 

have engineered a remarkable turnabout and are 

now amongst the most influential sector on Capitol 

Hill and in the White House. For example, alumni 

from Google essentially directed President 

Obama’s White House Office of Science & 

Technology Policy, and Facebook (now known as 

Meta) and Amazon were the top two individual 

companies spending on lobbying so far in 2022. In 

sum, when tech speaks, policymakers listen.  

Immigration reform is near the top of the list of 

issues for the industry’s lobbying efforts. The 

industry has long been pleading for a major 

expansion high-skilled immigration programs 

including the H-1B visa. The companies claim they 

have more open jobs than there are U.S. workers to 

fill them and that they desperately need to import 

workers to fill the shortage. Its campaign for more 

foreign workers has lasted for more than three 

decades with the industry pouring millions of 

dollars each year. The advocacy campaign is highly 

sophisticated with the industry augmenting 

traditional lobbying – hiring a lobbyist to meet with 

government officials – with heavy spending on 

political communications to influence media 

coverage and public perception, funding think 

tanks and academics who will write reports 

favorable to the industry’s desired narrative, and 

even deploying celebrity CEOs to write op-eds in 

major newspapers and make personal pleas for 

more foreign workers. The scale and scope of the 

campaign is breathtaking, but it is not surprising 

given that the large windfall in profits for the firm 

since the all-front lobbying has been successful. 

The distortions make a rational evidence-based 

discussion about STEM labor markets nearly 

impossible.  

Too often calls for greater workforce diversity are 

linked to claims of STEM workforce shortages. 

This linkage is a mistake. We know that the 

technology industry has made virtually no effort to 

fix its diversity problem. And it uses the shortages 

as a key argument to call for more foreign workers.  

We should fix STEM labor market inequities, not 

because of dubious claims of shortages, but instead 

because they conflict with our fundamental national 

values. STEM labor markets are cyclic with key 

STEM occupations going into jobs recessions at 

times. The case for diversity, equity, and inclusion 

is strong enough to stand on its own and not be 

linked to shortages. The technology industry needs 

to be challenged to do more.  
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