WHY HIGH LEVELS OF NET MIGRATION PRESENT PROBLEMS
FOR UNEMPLOYMENT AND EXTERNAL DEBT STABILISATION

= William Mitchell

Ulngrployment fs affected by two faciors: (ncreases in the productivity of labour and increases in its
supply. Boik of these factors could, in principle, be offver by strong economic growth Bui, i the
economy grows fiast enongh fo accommadare both productivity gains and the addition of migranis to
the labour force, i will draw Jn more imports and the balance of wade will deteriorate. Econcaie
gronuih aff arond fwo per cent per anion may be all that we ean sstain without increasing our foreign
debi. Thiz level of ecommnic growth s not enough to redice unemployment in the face of any el

inmmigration for any growih b laboir productivitg).

INTRODUCTION

Recent pro-immigration statements by
the president of the Business Council of
Australia, lan Salmon, have once again
raised the question of whether there are
economic benefits from a high im-
migration policy.! Salmon challenges the
view that immigration causes un-
employment. His major claim is, tha
without shori-run injections of selected
skilled labour, the economy will be con-
strained by shortages of essential human
capital.? He concludes that *a sufficiently
large program is needed to satisfy the
needs of business”.' Salmon completely
ignores the questions of whether the
growth needed to absorb the higher
population is sustainable, given the prob-
lems Australia has with external debt.

In this article, 1 show how two key
ceonomic policy objectives of the Federal
Government are not compatible with the
current immigration policies being pur-
sued.

In Working Nation, the Federal Gov-
ermment stated it intended to achieve a
five per cent unemployment rate by the
year 2000.° The goal has been restated
several times since, most recently in the
mid-year Budgel review brought down
by the Treasurer in December.®

Further, Australia has had a ‘man-
aged” decline in economic growth
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intended to control the leakage on the
trade accounts and to maintain a sus-
tainable external debt to Gross Domestic
Product (GDP) ratio.” Despite nearly 12
years of active policy designed to break
this boom-bust behaviour, the growth
path of the Australian economy is still
constrained by the Balance of Payments.

There has been a long debate as to
whether immigration promotes a
detericoration in the unemployment rate.
Several studies have examined this
issue.” Il has been argued that the im-
portation of skilled labour during a re-
cession increases structural unemploy-
ment.* But whether immigration affects
the aggregate unemployment rate is un-
resolved. The increases in labour supply
have to be assessed against the possible
demand-side effects. Output and employ-
ment growth are increased by the stimu-
lus to aggregate demand for final con-
sumplion goods and services, public
capital works spending, and business
investment (provided in part by the mi-
grants themselves).

Whether migrants add enough to
aggregate demand to ensure the labour-
force growth they promote is absorbed is
moot. We can readily measure the in-
creases in labour supply for different net
migration assumptions. As we show, the
link between the GDP growth, labour

productivity growth, and labour-force
growth is provided by the unemployment
rate, Thus, if GDP growth (increasing
demand for labour) is greater than the
sum of labour productivity (which re-
duces labour requirements) and of
labour-force growth (with participation
rates constant), the unemployment rate
falls, However, if the sum of labour-force
growth and labour productivity growth
outstrips GDP  growth, then the
unemployment rate rises.”

Further, we can estimate the feasible
growth in GDP, for a given export growth,
that would be consistent with a stable
external debt/GDP ratio.” The task is then
to compare the GDP growth rate necessary
to maintain a constant unemployment rate
to the GDP growth rate necessary (o sta-
hilise the extemnal debt ratio. IF the former
exceeds the latter, then it does not matier
if immigrants add enough to aggregate
demand to ensure the labour-force growth
they promote is absorbed. The external
situation constrains the feasible domestic
growth rate and the unemployment rate
will rise over time.

FEASIBLE GROWTH RATES

There is a framework used by economists
which allows us to make predictions
about changes in the unemployment rate
given the rate of growth of GDFP."

real GDP growth has to equal the su
labour-force growth and labour

ductivity growth. We can call thi
required rate of GDP growth, Any t
rate will lead to a falling unemploy
rate, while any deficiencies in th
quired GDP growth rate will see th
employment rate rising.

Labour-force growth projections
Between 1966 and 1989, the labour-
grew at an annual average rate of 2.
cent.' There were periods when
growth was below average (1976-81
per cent per annum), above ave
{1986-89, 2.8 per cent per annum;
well above average (1966-71, 3.k
cent per annum). The Departmet
Employment, Education and Tra:
{DEET) concluded that:

Most of the variation can be ascrib

changing imumigration rates, alth

increasing labour-foree participation
have accounted for some of the
growth over recent years."

Two assumptions about net mign
are often made to make project
DEET use a central scenario of 100
per year net migration and a higl
migration scenario of 150,000 per yi

DEET shows that the civilian p
lation of working age in 1989

Simply stated, labour productivity  Table 1: Population and labour-force projections f

growth reduces the amount of la-

bour required for each unit of out-
put, while labour-force growth in-
creases the number of jobs that
have to be created if unemployment

is to remain unchanged. So both [

growth rates place upward pressure
on the unemployment rate. 1f GDP

growth is strong enough, the ec- |l

waorking-age population
Ciwilian Labour- | Labour-force | Average A
Pogulation foce (Do) Labuiar-1
(0d0s) | Partscipation Geowih
{pet ceul)
13,075.6 627 B 1984
200 15,370.% 038 4 0G5
|5, 88000 b65.6 104173

onomy can absorb the increased
labour supply and the growth in &
labour productivity. For the

DEET, 1991, Central scenario — 100,000 o year wed migr.
DEET, 1991, High-migration scenario — 130,000 a year n
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unemployment rate to be constant,  Sowee: DEET. 1991 {Sec note 12)
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13,075.6 thousand and, under the central
scenario, was projected to rise to
13,370.8 thousand by 2001, and under
the high-migration assumption to 15,990
thousand by 2001. They alse estimate
labour-foree participation rates based on
each scenario. In 1989, it was 62.7 per
cent (lor persons). By 2001, under the
central scenario it was estimated to be
63.8 per cent and, under the high net
migration assumption, it would be 65.6
per cent.” Table 1 shows the labour-force
implications of these assumptions. With
i considerably lower net migration rate
per annum, the average annual labour-
force growth rate would in tum be lower.
The author has estimated that, with zero
net migration, the labour-force would
grow at an annual rate of 0.72 per cent
between 1986 1o 2001, With net
migration of 50,000 per annum the cor-
responding figure would be around 1.2
per cent per annum. '

Labour productivity

growth projections

During the 19805, Australia’s labour pro-
ductivity performance was very sluggish.
The OECD estimated that, between 1970
and 1989, labour productivity grew at an
average rale of L0 per cent per annum.
In the period between 1989 to 1994, the
rate incressed to L8 per cent per
annum. '

Philip Lowe estimates that non-farm
labour productivity grew by an average
rate of 1.34 per cent per annum between
1978 and 1983, For the period 1983-91,
the growth rate was (.68 per cent per
annum. Rather surprisingly, since 1991,
labour productivity has grown at 2.31 per
cent per annum. Lowe shows thal over
the entire period (1978 to 1994) the
average labour productivity growth rate
fior the non-farm sector was 1.21 per cent
per annum.™ The present author argues
that, since the 19805, an annual average
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rate of 1.4 per cent in labour productivity
growth is evident."

The relevant question is whether the
increase in the rate of labour productivity
growth in recent years represents a break
wilh the previous performance of the
1980s. There have been major policy
initiatives aimed at increasing the pro-
ductivily performance of Australian
industry. We might therefore expect (hat
the higher figure since the 1990z is more
likely to persist, ™

Required GDP growth to maintain a
constant unemployment rate

Based on the previous discussion, we
model the required rate for three pro-
ductivity growth assumptions: low (1.4
per cent per annum}, medium (2.0 per
cent per annum), and high (2.5 per cent
per annum}. The higher the labour pro-
ductivity growth rate, other things being
equal, the higher is the required GDF
growth rate. We also project the real
GDP growth rate that would yield a five
per cent unemployment rate by the year
2000, assuming that the unemployment
rate at the start of 1996 was 8.6 per cent
and that it decreases smoothly to five per
cent by 2000, Table 2 calculates, for a
range of labour-force and productivity
growth assumptions, the required rates of
GDP growth.

Table 2 shows the problem facing
Australia. The higher the net migration
rate, the higher the labour-force growth,
and, for any given labour productivity
growlh rate, the higher the required GDP
growth which just maintains the un-
employment rate at its current un-
acceptably high level. The sitvation for
cach labour-force growth rate is exacer-
bated by higher rates of productivity
growih,

There would be no problem if the real
GDP growth rates shown in the last col-
umn of Table 2 were feasible, It is

possible that the higher rates
of immigration stimulate
demand sufficiently to help

Table 2: Required real GDF growth (per annum) to maintain g
comstant unemployment rate (at 8.6 per cent) and a
reduced rate (5 per cent) by 2004

make such r_ates of GDP i Labaurorce | Trend babows | Recpired GDP | Biquived 6P
growth possible, But we migraion | growth 1989- | productivity | prowil pa for | growth poa for
have o ALSERS the Asgimpdion T jgrivwih # cumstanl a 5 per cent
T T . (per amnum | eslimated (percent | unemploymend | anemphoymeid
plausibility of the required ke |¢
; peer cent ) pal rae by 2000 taliz by 200
rates of GDP growth in the
context of the other major 2e10 0= L4 Il o
macro-economic  goal of i ik a = e
FOcS & 2o 07t 25 32 41
stabilising the external debt | so000 12 14 26 13
levels and overcoming 52-‘& Iz 10 a2 il
g 4, 12 15 a7 46
persistent r:ulrre:nl account | oo o oF i 1§
balance deficits. 100,000 15 24 33 a4
100,000 LS 15 an 49
i 150,400 ] 14 34 43
THE BALANCE OF 150,100 1) 0 40 49
PAYMENTS CONSTRAINT | 50,000 10 15 45 54

The Balance of Payments

® The presend nuthor (V988 — see note 1) eoloulated the 2ero net migratios

constraint is the funda- kabour-force grovih for the period 1986-2001,

mental reason why Australia

faces a stop-go economic growth path.
Irrespective of the type of exchange rate
determination mechanism that i5 op-
crating, imbalances in the trade sector
(between exports and imports) can con-
strain growth because persistent trade
deficits add to external debt andfor pro-
mote exchange rate depreciation, which
adds pressure to domestic prices. EPAC
states that:

Higher levels of domestic growth, if gen-
erated via an expansion of domestic de-
mand, are invariably accompanied by
higher levels of import demand. Unless
export growth increases, the resulting
pressure on the current account typically
means that domestic growth rates cannot
be sustained. !

To establish the sustainable growth of
output under current conditions in the
context of the stabilisation of the ratio of
net debt to GDP over, say, the next four
vears, requires  considerable  math-
ematical analysis.2 Green, Mitchell and
Watts, after calculating debt stabilisation
paths for different export growth rates,
concluded pessimistically that:

Even under the most optimisti
scenario,, . there will be only a marging
decling in the unemployment rate,... 1o th
maore realistic scenario of 2 per cer
growth in exports, GDP growth of only
per cent per annum is possible over th
three yvear adjustment periud.n
Anderson and Gruen consider th
persistent accumulation of cumrent ac
count deficits and the longer term growt]
rates of the Australian economy, The:
calculate the GDP growth rate consisten
with a constant real exchange rate. The
estimate that, for the period 1972-73 b
1989-90, this GDP growth rate woul
have been around 2.0 to 2.4 per ceni
Due to the fact that Australia grew mor
¢uickly than this, there has been a larg
depreciation and an accumulation of ne
foreign debt (as the growth in import
was higher than export receipts).™ L
response, Bob Gregory says:
The suggestion that Australia can onl
grow at 2.0 to 2.43 per cenl without rea
devaluations is a very pessimistic out
come, Chher economic objectives, such a
reducing  unemployment,  supgest
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required GDF growth rate of nearer to 3.5
to 4.0 per cent for at least the nexl five
years. Consequently, if we pursue the un-
employment objective the prognosis is
clear: reducing unemployment will in-
volve continual devaluations....put sim-
ply, when Australia grows al a rate that
makes significant inroads into unemploy-
ment, the currenl account deteriorates,
there is downward pressure on the ex-
change rate and policy is tightened ™

The conclusion to be drawn is that the
required growth to reduce unemployment
appears to be considerably higher than
the corresponding growth rate consistent
wilh debt stabilisation and a stable cur-
rent account. The goals of lower un-
employment and external debt sta-
bilisation appear to be inconsistent under
the prevailing economic conditions and
labour-force growth,

There are several ways that im-
migration can increase exporls and pro-
vide more ‘room’ for GDP to grow with-
oul endangering the external debt sta-
bilisation goals. Immigrants may help
larger domestic markets to develop which
encourage economics of scale and lower
unit costs; they may bring skills in the
latest technology; and they may have
specific knowledge of, or contacts in,
foreign markets. However, there is no
empirical work (o unambiguously sub-
slantiate these effects.™

From Table 2, it is clear that with the
most  pessimistic  labour  productivity
assumption, a medium or high im-
migration intake makes a reduction in the
unemployment rate highly unlikely. Even
if the migrants stimulate demand, the
cconomy cannot sustain a high enough
GO growth rate.

LABOUR PRODUCTIVITY
AND CAPITAL WIDENING
From one perspective, it is somewhat
fortunate that our growth in labour
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productivity has been so low. A higher
labour productivity growth rate would
have led to higher unemployment rates.
However, standards of living in the ec-
onomy depend on higher labour pro-
ductivity growth which is principally
determined by the rate of growth of
investment. The rate of investment is also
a primary determinant of real GDP
growth.

EPAC concludes that a ‘comparison
of the Australian ratios with the OECD
benchmarks suggests, .. that Australia has
been relatively average in terms of sav-
ings, but that we have been a high invest-
ment country, especially in the 1980s."*
They alse argue that capital productivity
in Australia is around 10 per cent lower
than the OECD area on average. To sup-
port even a three per cent GDP growth
target, our investment to GDP ratio has to
remain relatively higher than the OECD
average.™ The financing of this in-
vestment also impacts on the external
constraints. If the public sector is in defi-
cit, and the savings-investment re-
lationship is also in deficit, then the exira
investment {both private and public) can
only be financed by external borrowing, ™

S0, while we need strong investment
to increase GDP and to lower the
unemployment rate, the financing of the
investment is likely to exacerbate our
current account deficit. The problem is
also worsened by our relatively in-
efficient use of capital. To make every
investment dollar count and to minimise
the impact on the external deficit,
Ausiralia requires capital deepening. As
immigration encourages capital widen-
ing, it does not help our goals of external
stabilisation.™ Foster and Baker con-
cluded that *lmmigration does appear (o
exacerbate the trade and current account
deficits, at least in the medium term, as a
consequence of induced demand for
investrent.™'!

It might be claimed that immigrants
increase the savings rate and reduce the
need for external finance. Foster and
Baker conclude that ‘Contrary to earlier
conjecture..., immigrant households, in
general, save less than households with
an Australian-born reference person.’

CONCLUSION

[t has been shown that if Australia wants
to reduce its unemployment rate and
achieve a sustainable external debt/GDP
ratio, its labour-force growth rate is too
high. The binding constraint on GDP
growth in Australia remains the current
account, It seems that a lower migration
rate would assist in rendering these
principal macroeconomic goals more
consistent than they are at present.
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