THE ARTS

CHILD POLICY

CIVIL JUSTICE

EDUCATION

ENERGY AND ENVIRONMENT
HEALTH AND HEALTH CARE
INTERNATIONAL AFFAIRS
NATIONAL SECURITY
POPULATION AND AGING
PUBLIC SAFETY

SCIENCE AND TECHNOLOGY
SUBSTANCE ABUSE

TERRORISM AND
HOMELAND SECURITY

TRANSPORTATION AND
INFRASTRUCTURE

WORKFORCE AND WORKPLACE

INSTITUTE FOR CIVIL JUSTICE and
NFRASTRUCTURE

NI TR F Rr 1 I% % Sf I Wwr 1% ¥ ox F oAl N e [ | TR e I WA ¥R

SAFETY, AND ENVIR

!

This PDF document was made available from www.rand.org as a public
service of the RAND Corporation.

Jump down to document w

The RAND Corporation is a nonprofit research
organization providing objective analysis and effective
solutions that address the challenges facing the public
and private sectors around the world.

Support RAND

Browse Books & Publications

Make a charitable contribution

For More Information

Visit RAND at www.rand.org
Explore RAND Institute for Civil Justice

RAND Infrastructure, Safety, and Environment

View document details

Limited Electronic Distribution Rights

This document and trademark(s) contained herein are protected by law as indicated in a notice appearing later in
this work. This electronic representation of RAND intellectual property is provided for non-commercial use only.
Unauthorized posting of RAND PDFs to a non-RAND Web site is prohibited. RAND PDFs are protected under
copyright law. Permission is required from RAND to reproduce, or reuse in another form, any of our research
documents for commercial use. For information on reprint and linking permissions, please see RAND Permissions.


http://www.rand.org/pdfrd/publications/permissions.html
http://www.rand.org/pdfrd/
http://www.rand.org/pdfrd/research_areas/arts/
http://www.rand.org/pdfrd/research_areas/children/
http://www.rand.org/pdfrd/research_areas/civil_justice/
http://www.rand.org/pdfrd/research_areas/education/
http://www.rand.org/pdfrd/research_areas/energy_environment/
http://www.rand.org/pdfrd/research_areas/health/
http://www.rand.org/pdfrd/research_areas/international_affairs/
http://www.rand.org/pdfrd/research_areas/national_security/
http://www.rand.org/pdfrd/research_areas/population/
http://www.rand.org/pdfrd/research_areas/public_safety/
http://www.rand.org/pdfrd/research_areas/science_technology/
http://www.rand.org/pdfrd/research_areas/substance_abuse/
http://www.rand.org/pdfrd/research_areas/terrorism/
http://www.rand.org/pdfrd/research_areas/terrorism/
http://www.rand.org/pdfrd/research_areas/infrastructure/
http://www.rand.org/pdfrd/research_areas/infrastructure/
http://www.rand.org/pdfrd/research_areas/workforce/
http://www.rand.org/pdfrd/
http://www.rand.org/pdfrd/icj/
http://www.rand.org/pdfrd/ise/
http://www.rand.org/pdfrd/pubs/technical_reports/TR599-1/
http://www.rand.org/pdfrd/icj/
http://www.rand.org/pdfrd/pubs/online/
http://www.rand.org/pdfrd/giving/contribute.html

This product is part of the RAND Corporation technical report series. Reports may
include research findings on a specific topic that is limited in scope; present discus-
sions of the methodology employed in research; provide literature reviews, survey
instruments, modeling exercises, guidelines for practitioners and research profes-
sionals, and supporting documentation; or deliver preliminary findings. All RAND
reports undergo rigorous peer review to ensure that they meet high standards for re-

search quality and objectivity.



An Economic Model to
Estimate the Profits
Resulting from the
Employment of

lllegal Aliens

Claude Berrebi, Stephen J. Carroll, Jeffrey Sullivan

Sponsored by the Treasury Executive Office for Asset Forfeiture

INSTITUTE FOR CIVIL JUSTICE and
INFRASTRUCTURE, SAFETY, AND ENVIRONMENT



This research was sponsored by the Treasury Executive Office for Asset Forfeiture (TEOAF)
and was conducted under the auspices of the RAND Institute for Civil Justice and the
Safety and Justice Program within RAND Infrastructure, Safety, and Environment (ISE).

The RAND Corporation is a nonprofit research organization providing objective analysis
and effective solutions that address the challenges facing the public and private sectors
around the world. RAND’s publications do not necessarily reflect the opinions of its
research clients and sponsors.

RAND?® is a registered trademark.

© Copyright 2009 RAND Corporation

Permission is given to duplicate this document for personal use only, as long as it is unaltered
and complete. Copies may not be duplicated for commercial purposes. Unauthorized
posting of RAND documents to a non-RAND Web site is prohibited. RAND
documents are protected under copyright law. For information on reprint and linking
permissions, please visit the RAND permissions page (http://www.rand.org/publications/
permissions.html).

Published 2009 by the RAND Corporation
1776 Main Street, P.O. Box 2138, Santa Monica, CA 90407-2138
1200 South Hayes Street, Arlington, VA 22202-5050
4570 Fifth Avenue, Suite 600, Pittsburgh, PA 15213-2665
RAND URL: http://www.rand.org
To order RAND documents or to obtain additional information, contact
Distribution Services: Telephone: (310) 451-7002;
Fax: (310) 451-6915; Email: order@rand.org


http://www.rand.org/publications/permissions.html
http://www.rand.org/publications/permissions.html
http://www.rand.org/
mailto:order@rand.org

Summary

The Treasury Executive Office for Asset Forfeiture asked the RAND Corporation to develop
an economic model that can be used by federal law enforcement officials as a tool for deter-
mining appropriate amounts of forfeiture, or payment in lieu of forfeiture, in cases where firms
knowingly employ undocumented workers. We used basic concepts from accepted economic
theory to develop a conceptual model that can be used to estimate what profits a firm would
have realized if it had not employed any undocumented workers. The estimate of the prof-
its it would have realized without employing undocumented workers can then be subtracted
from the profits the firm actually obtained when employing undocumented workers to esti-
mate the amount of profit the employer realized because of the employment of undocumented
workers.

This report presents the economic model and the analysis used to develop the model. It
also documents the decision-support tool developed to implement the model.

We assume that an employer who has employed illegal workers has organized his pro-
ductive activities in a way that generates the maximum possible profits, given his resources
(plant, equipment, labor of various types, etc.). We use the employer’s actual resources, costs,
revenues, and profits to estimate what must have been the relationship between resources and
outputs, termed the production function, such that the resources available to him were used
to generate the outputs necessary to yield his observed profits. Given the estimated production
function, we can then estimate the profitmaximizing set of resources that the employer would
have employed if he had not employed undocumented workers and what his profits would
have been in that case. The difference between the employer’s actual observed profits and the
estimate of what his maximum profits would have been (given his production function) had
he not employed illegal workers is the estimate of the profit the employer realized because he
employed undocumented workers.

We developed a computer program that incorporates the calculations implied by the
conceptual model.! A user can enter appropriate data for an employer who employed undoc-
umented workers, and the program will generate an estimate of the resulting profits. The
decision-support tool automatically generates alternative estimates of the profits realized as a
result of employing undocumented workers and provides explanations of the assumptions that
underlie the differences among the alternatives.

! The program is available at http://www.rand.org/pubs/technical_reports/TR599.
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