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GO WEST, YOUNG MAN, GO WEST!

Peter Bushnell and Wai Kin Choy *

In 1983, Australia and New Zealand signed the Closer Economic Relations Agreement designed to
™= ensure free trade in goods and services. The two countries already permitted the free movement of

people. Do these arrangements constitute a moder n equivalent of Horace Greel ey’ sfamous advis, ‘Go
west, young man, go west’ ? And are New Zealanders taking this advice? A number are, but a common
labour market has not let to a brain drain from New Zealand to Australia. Many of the workers who
leave New Zealand have low skill levels and, of those with higher ills,many are older and their skills

are often not those which Australia istrying to attract.

Many policy analysts are concerned about
the effects of economic integration. A
concern expressed by some countries
considering closer economic linksis that
it will result in their talented people
leaving. The issue posed for this paper
was that economic integration hasledto a
brain drain from New Zealand to
Australia, and thus it would be useful to
consider the situation as a case study. As
the paper reveals, the story is more
complex than appears from just the
bilateral flows.

The paper isorganised asfollows. We
first provide an empirical background for
discussion, by placing bilateral migration
between Australia and New Zealand
within an international and historical
context. Wethen examineafew unilateral
concerns with these migration flows,
before examining two particular policy
tensionsthat have arisen between thetwo
governments. Following that, we shall
provide an example of how integration
can help domestic policies. The paper
closes by looking to the future.

WHAT ISTHE EVIDENCE OF A
BRAIN DRAIN?*

Before discussing the bilateral flows
across the Tasman Sea, we shall look &
total New Zealand migration with all
countries (that isa global view). To put
the numbers into context, in 1999, the
resident population of New Zed and was

3.8 million and that of Australia was 19
million.2 For both the global and bilateral
views, we shall examine first the brain
drain story based on the total numbers of
people migrating, and subsequently some
quality aspect of migrant flows.

GLOBAL VIEW: NEW ZEALAND AND

THE REST OF THE WORLD

Number of migrants

Figure 1 sets out the permanent and

long-term (PLT) migration flows to and

from New Zealand over the past 40 years.

While the data are derived from theinten-

tionsstated on arrival and departure cards

submitted at the border, theflows shown
in Figure 1 have been adjuged for sub-
sequent changes in intentions.® The solid
line shows arrivals into New Zealand
who did stay more than ayear, while the
dotted line shows departures of those in

New Zealand w ho did stay away for more

than a year. The shaded area shows the

net result.
The key points are:

e Thereis a net outflow just now — In
the year to September 2000, total
departures exceeded arrivals by
18,038.

e The current net outflow is relatively
small and comes after a long period of
net inflows — In the current year,
New Zealand has|ost more people has
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Figurel: Total arrivals, departures and net migration, 1961 to 2000, yearsto
September, adjusted data
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gained. But this needs to be seen in
context of a net gain of peoplein the rest
of the last decade, averaging 7,810 per
annum for the decade.

The long-term trend is for a reason-
ably-sized inflow — Over the last 40
years total migration has added
115,389 people to New Zealand's
population. Broadly speaking the
1960s and early 70s were periods of
net inflow. There were large net out-
flowsinthelate 1970s and throughout
the 1980s (particularly at the end of
each decade). T he greatest outflows
were in 1978 (30,420) and 1979
(31,907), while the largest inflows
were in 1974 (29,679) and in 1996
(28,697).

Arrivals and departures are both
growing over time— Both departures
and arrivals have been gradually
increasing over time in abwlute size
and relativeto the New Zeal and popu-
lation. In the last three decades,
annual gross flows have generally
been more than one percent of the
population. However, net flows are a
small proportion of total gross flows.
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* Net inflows and outflows have been
volatile — Before the late 1960s in-
flows and outflows were small and
stable compared with those since then.
Large fluctuations in net inflows and
outflowshave been afeatureof migra-
tion flows since thelate 1960s.* Inter-
pretingimmigrationtrends based on a
single year’s datais a hazardous game
at best.

To obtain afuller understanding of the
composition of these flows, Figure 2
breaksdownnet permanent and long-term
migration by citizenship.

The main points are:

e There is a long term trend for net
outflows of New Zealanders — Over
the last 47 years, New Zealand has
lost almost 484,000 New Zealand
citizens, an average of just over
10,000 every year.

* Growing departures by New Zealand
citizens have been driving the net
losses recently — Permanent and
long-term departures of New Zealand
citizens have been growing since
1993. They peaked at almost 60,000
a year in 1979 and again in 1989.



Figure2: Total net migration by citizenship

, 1953 t0 2000, yearstoMarch
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They are now close to thislevel again. At to those who left? Unfortunately,thereis
the same time, permanent and long term only relatively unreliable information on
arrivals of New Zealand citizens have the skills of migrants® In addition,
been relatively static for the last 20 years. comparable data are available only since
* New Zealand citizens are being 1992. Nevertheless, it is still potentially
replaced with citizens of other coun- useful to examine whether these data
tries — The 483,883 New Zealand support the brain drain hypothesis.
citizens who have departed over the Hayden Glass® has classified permanent
past 47 years have been replaced with and long term migrants into three broad
81,159 Australian citizens, and skill levels (high-skill, semi-skill, and
676,257 citizensof other countries, for low-skill).” Table 1 looks at the net effect
anet gain of 273,533. of PLT migration.
While New Zealand has gained
migrants, on average, over thepast ~ Tablel: Net permanent andlong term
40 years, the net effect on human migration by imputed skill level, 1992-
capital will depend onwhether there 2000, yearsto September
are differences between the people  |year High ~ Semi  Low NAE*ornot — _
leaving, and the people coming in. skill skill skill specified
To the extent that such differences |92 -446 -285 15837 1,968 2,774
exist, migrationmay haveastronger |99 2710 185 222 8,460 11,577
influence on the characterigics of |1994 4,613 29 356 13,538 18,478
the popu|ation than it does on the 1995 6,357 116 1,049 18,796 26,318
total numbers. The usual key |1996 6,891 275 1,556 18,546 27,268
characterigics of interest in the |1997 2,666 -666  -280 11,179 12,899
brain drain debate are skill levels |1998  -1,103 -1,946 -2,591 1,777 -3,863
and age. 1999 -3,079 -1,834 -3,488 -2,144 -10,545
2000  -4,197 -2,583 -3,108 360 -9,528
Skill composition Tota 14,412 -6.767 -4,747 72,480 75,378

What were the skills of those
cominginto New Zealand compared

Note: NAE*; Not Actively Engaged

People and Place, vol. 9, no. 3, 2001,

page 69



The key points from this table are:

e There is a small outflow across all
skill levels recently — Since 1998,
more people have been leaving across
all skill levels than have been coming.

e This small outflow is dwarfed by the
size of the inflow earlier this decade
— Across the whole decade, there has
been anet inflow of thosein high-skill
occupations, and net outflowsof those
in semi and low-skilled occupations.

e The skill levels of most migrants
cannot be determined— About half of
all migrants report unspecified
occupations or that they are not
actively engaged. Exactly how this
response should be interpreted is
unclear. Furthermore, Snce the cards
are not checked on entry, the data are
not very reliable.

While Table 1 reveals some useful
points about thenet effect, we need to test
whether there has been a change in
migration patterns across the skill
distribution for those leaving and coming
(thatisthegross effect). Figure 3 shows

Figure 3:

the percentage of pemmanent and
long-term (PLT) arrivals and departures
in each skill category. The data shown
here are of proportions of all those who
do specify an occupation that could be
coded.? In particular, we compare the
three-year average percentages at the

beginning and end of the 1992 to 2000

period.

Analysis of recorded occupations
suggests the following key points:

e The skill distribution of those depart-
ing hasnot chang ed substantially over
time

* Arrivals are getting more skilled over
time — The proportion of arrivals
accounted for by the high-skilled has
grownsubstantially over time. At the
same time the proportion of
low-skilled people arriving has fallen.

» Arrivals areslightly more skilledthan
departures
Another characteristic of migrantsthat

is often analysed when examining the

brain drain debate is age, as discussed
briefly below.

Per cent of PLT arrivalsand departures in each skill category, three-year

averages at start and end of the 1992 to 2000 period, yearsto March
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Age composition

The key points that Glass® noted include

the following:

e Younger people are leaving, while
older ones are coming — More 15-24
year olds have left for more than 12
months than have come almost every
year for the last two decades. In con-
trast, the greatest inflowsare generally
the 25-39 year olds.

* Permanent and long-term immigrants
seem to be becoming older.

* The age of those departing also seems
to have increased.

The overall story is that there is a net
gain to New Zealand from migration over
the past 40 years, with departing younger
New Zealand citizens being more than
replaced by adult non-New Zealand
citizens. These flows, however, are quite
volatile.Next, we shall examinethesource
and destination countries for migrants
arriving and departing.

Sour ce and destination countries

The following figure sets out the net
migrationpositionfor differentsourceand
destination countries.

Key points to be noted from Figure 4:

e Large numbers of New Zealand resi-
dents go to Australia — In almost
every year, New Zealand haslost more
people to Australia than it got back,
although the extent of the flow varied
substantially over time. High levels of
net outflowshave occurredin thelatter
part of the 1970s, 1980s and 1990s. It
is worth noting that the number of
departuresto Australia followed a far
more erratic trend than that of
departuresto other countries.

e Arrivals are diversifying — New
Zealand consistently gained people
from Asia, and in the 1990s, this trend
expanded considerably so that Asia is
the biggest source region for perma-
nent and long-term migrants. The
picture with respect to the United
Kingdom is more mixed with periods
of net inflow and net outflow over the
last 20 years.

More desegregated data shows that
about half of all people leaving over the
last 20 years have gone to Australia, with
the United Kingdom accounting for

Figure 4: Net permanent and long-term migration for different source and destination
locations, 1979 to 2000, years to September*°
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another 20 per cent.

Asaresult of thesemigration patterns,
New Zealand-born people in Australia
now amount to about 10 per cent of the
current New Zealand population. (A
further 1.5 per cent of the New Zealand-
born live in the UK, 0.5 per cent in
Canada and the US, and 1.5 per cent in
other parts of the world.)*? In summary,
New Zealand-born people who are
currently overseas are approximately 15
per cent of the current New Zealand
population, and amajority of them (about
two-thirds) are in Australia.

In comparison, according tothe 1996
census data, 17 per cent of thoseliving in
New Zealand were born overseas. Most
of these immigrantswere from the United
Kingdom and Ireland, and Australia.
Overadll, it is clear that Australia is a
major migration ‘partner’ in termsof both
an origin and adestination country. This
leads us to the next subsection on
trans-Tasman flows.

BILATERAL VIEW: NEW ZEALAND
AND AUSTRALIA

Before discussing bilateral flows with
Australia, it is worth providing a little
historical background.

Historical context

There has been freeflow of people since
the earliest settlement. Freedom of move-
ment of people was the norm internation-
ally in the nineteenth century and only
broke down following the First World
War. New Zealand and Australia, how-
ever, maintained free mobility. New
Zealand citizens could enter Australia
freely to visit, live and work and vice
versa.

In 1973, this was recognised in the
Trans-Tasman Travel Arrangement,
which codified the understanding.

More generally, the two countries
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shared many experiences in the
nineteenth century, having common
sources of migrants and a parallel pattern
of economic development even to the
point of their own gold rushes.

As Arnold putsiit,

‘There are few agpects of New Zealand

history which make full sense without

taking some account of Australasian
dimensions.’*3

Over the last century there were a
number of long-standing business links
between the two countries. Particular
examples were banking and farm servic-
ing. Nevertheless there were many
impediments to trade in goods and ser-
vices.

In 1983, the Australia New Zealand
Closer Economic RelationsTrade Agree-
ment (CER) w as signed with the goal of
establishing free trade in goods and
services. Trade and business relations
between thetwo countries have degpened
since then.

In light of the long history of open
labour markets between the two countries
and increasing economic integration, it
should not be surprising that many
departing New Zealand citizens go to
Australia. Infact, over the past 20 years,
about half of those departing have gone
there. It should be borne in mind,
however, that over the same period,
Australia has been the biggest source
country of gross arrivalsto New Zeal and.

Numbers of migrantsto A ustralia

Figure 5 shows the permanent and long-
term migration between New Zealand and
Australia since 1947. The solid line
shows arrivals into New Zealand from
Australia of people intending to stay for
at least one year. The dotted line shows
departures of New Zealand residents to
Australia who intended to be away at
least oneyear. The shaded areaisthe net



Figure5: Permanent and long-term migration with Australia, 1947 to 2000, yearsto
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The key points from Figure 5 include:
» Bothinflowsand outflowsto Australia

began increasing markedly from the
1960s.

* Since the late 1960s, the net flow has
been almog always from New Zealand
to Australia — Before that, it was in
the opposite direction.

e Large and volatile departures from
NewZealand to Australia — There
have been persistent and increasing
flows from New Zealand to Australia
since the late 1970s which has been
very volatile, peaking in the late 70s,
80s and 90s. It isthe variability in the
flow from New Zealand to Australia
that drivesthe pattern of net migration
commented on earlier in this paper.

* Relatively steady arrivals from
Australia to New Zealand — |In
contrast, the numbers of Australian
residents moving from Australia to
New Zealand have been less volatile,
but still significant. Some of these
people will have been New Zealand

after departing’® but others will be

Australian citizens."’

Next, we discuss briefly the skill
composition of the trans-Tasman flows.

Skill composition

The evidence suggests that emigration
from New Zealand to Australia occurs
across all skill categories roughly in the
same proportion as the population as a
whole.’® In contrast, those departing to
other countries tend to be higher skilled.
Thedifferenceintheskill mix islikely to
be due, in large part, to the free entry into
Australia under the Trans-Tasman Travel
Arrangement, which allows movement
regardless of formal skills.

Furthermore, Humphris™® points out
that when net outflows are high, the
low-skilled make up adisproportionately
large portion of the departures. We are
currently experiencing high net outflows,
and so, the trend of large net outflowsin
the low-skilled category may be showing
up in the data.
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CONSEQUENCES OF MIGRATION
Next, one might ask what the conse-
quences of trans-Tasman migration, and
thetotal migration flowsto and from New
Zealand, are for the country. There are
both unilateral and bilateral concerns
relating to these flows. W e shall briefly
look at afew unilateral concerns for New
Zealand, before proceeding to the bilat-
eral tensions between Australia and New
Zealand. Furthermore, some possible
positive effects are highlighted as well.

UNILATERAL CONCERNS

The discussionin this subsection focuses
on the economic effects of migration. The
first unilateral concern discussed here is
the alleged brain drain due to anet loss of
workers across the Tasman.

Isthere a brain drain to Australia?

Let’ssum up the evidenceof abraindrain

related to economic integration. We

suggest that the proposition is not
supported on two grounds:

« the flow of New Zealanders to
Australia is representative of the
population of New Zealand and is not
biased toward the high-skilled:®

e theflow beganinthelate 1960swhich
predates the deepening of economic
links that occurred in the 1980s.

The first point has been previously noted

by others as well.?* The following quote

sums it up nicely.

With respect to the brain drain, the
population exchange gopears to cover the
broad spectrum of occupations... and the
problem for New Zealand would thus
appear to be aloss of human resourcesin
general rather than a selective bias of the
most highly trained persons.”

Instead, what we have is the conse-
quence of a common labour market.
People of all skill levels have migrated
because of employment and income
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prospects in Australia. Thisisnot abrain
drain, which impliesthe departureof only
the most talented. In fact, the main effect
of the common labour market has been
quite different. It has allowed the migra-
tion of a broad mix of New Zealanders
who might otherwise havebeen screened
out of Australia The current Australian
immigrationcriteriawould exclude many
of the lower-skilled workers, and also
those more skilled workers who are ol der
or who do not fit within the approved
occupational list.

Nevertheless, there have been a few
studies that have claimed that there isa
brain drain.?® Poot? suggests two possible
reasons for the differencein results. One
reason is the sensitivity to the level of
disaggregation when recoding
occupational categoriesinto skill groups.
When we look at specific occupations,
migration appears to be more selective
than the aggregate data suggest.®
Another reason for the difference isthat
some such analyses are done over a short
period of time when shortagesin specific
labour market can play an important role.
For example, during the 1980s many
nurses migrated from New Zealand to
Australia in response to high pay,
extensive vacancies and active
recruitment, until economic conditions
changed markedly in New Zealand.
Carpentersand builders are another group
with high mobility rates.®

The second concernisthatimmigrants
to New Zealand may not be good
substitutesforthedeparting New Zealand
citizens. Thisis discussed below.

Areimmigrantsto New Zealand good
substitutes for New Zealand citizen
emigrants?

As discussed earlier, we have some evi-
dence that immigrants are likely to be
more skilled than emigrants. The critical



question is whether all these skills are
being productively used.

The unemployment rates of recent
migrants aretypically high. Winklemann®
gives an overall rate of 35 per cent for
migrants in the first year of residencein
New Zealand based on 1996 Census data.
Rates were substantially lower for
younger age groups, and those from
English-speaking countries, and up to 59
per cent for migrants from South Asia.
Similar results are citedin Bedford et al.®
in relation to specific ethnic groups.

However, it is not surprising that
unemployment rates for new labour
market entrants are often very high. The
key question is what hgppens over time.
Poot et al.”® present evidence that the
likelihood of immigrants being unem-
ployed decreases as timein New Zealand
increases. The income of the overseas-
born who had beenin New Zealand 10-14
years in 1981 could be ‘favourably
compared’ with the income of the New
Zealand-born. Pacific peoples were
particularly disadvantaged onarrival, but
tentative evidence suggested that they
experienced rapid declines in unem-
ployment and increases in income over
time. The explanation for the differences
between overseasand New Zealand-born
focused on skills, and particularly on
English language ability.

Results from Winkelmann and
Winkelmann®® take this point
significantly further. Their findings indi-
cate that immigrants have a hard time
integrating into the labour market over
time — particularly those from Asia or
the Pacific who do not speak English. A
typical immigrant, despite being rela-
tively highly educated, was likely tohave
alower income and alower probability of
participation and employment than aNew
Zealand-born person of the same age and
education level in the first years after

arrival. This entry disadvantage
diminished with years of residence in
New Zealand. There is considerable
diversity noted for different individuals
within these results, and some suggestion
that the premium for speaking English
well has risen over the past decade

These results sugged that, while net
migration has added numbersto the New
Zealand population (over the longer
term), the incoming migrants may, in
fact, not be a complete replacement for
citizens who departed (at least in the
short run), despite being apparently
higher skilled on average.

BERL® conducted a wide ranging
study on the influences of immigration
flows on human capital. They try to get
behind the numbers to some estimates of
the value of immigration flows. Using
occupation- specific wage raes, BERL
value the impact of the flows of
immigrant skills over the 1992 to 1998
period on the total stock of New
Zealand’'s human capital. In the yea of
peak net inward flows (1996) the impact
reached one per cent. But influencesvary
significantly across occupational groups
— with an impact of 3.5 per cent on
human capital within the ‘ Professionals’
group in 1996. Gross flow impacts of
immigrationwere, unsurprisingly, some-
what larger. The seven year average gave
an impact from inward migration on
human capital of around 2.5 per cent,
with outward migration at about two per
cent. In both cases the impact waslargest
on the highest skill occupational
categories. Inward migrants tend to be
replacing losses rather than augmenting
the existing stock of human capital.
BERL also notes that the impacts of
immigration flows vary quite substan-
tially from year to year.*

A third concernin New Zealand isthat
there could be more generalised losses
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via the departure of New Zealand
citizens, as addressed bel ow.

Education and other fiscal concerns
Most education services are substantially
funded by taxpayers, who therefore have
an interest in getting a return on tha
investment in the form of taxes from the
educated person over his/her life. To the
extent that educated people take their
accumulated education overseas with
them,theimplicit contract with taxpayers
is thwarted. New Zealand taxpayers end
up, in effect, subsidising the growth of
other countries. And it is not necessarily
solely afiscal effect if there are positive
externalites from having high-silled
people around (some kind of knowledge
spillovers).

Other fiscal cods also may be rele-
vant. New Zealanders qualify for subsi-
dised health care by birth or by securing
permanent residence. They can qualify
for superannuation by working here for
some years. There is a risk that New
Zealanders will go overseasand avoid the
tax that could be expected to fund these
costs, and then return to New Zealand for
health care or for superannuation at the
cost of the New Z ealand taxpayer.

Other unilateral concerns

There are also positive effects from
migration. Migration to and from
Australia has provided an adjusment
mechanism to shocks in the labour
market.* Trans-Tasman migration is
sensitive to demography, the cost of
travel andto relative economic conditions
(earnings and employment opport-
unities).® Similar factors influence flows
between states within Australia, although
thereisstill aborder effect affecting New
Zealand movements.® International labour
mobility appears to be a more important
channel for adjustment of the New
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Zealand labour market to an economic
shock than is the case for Australia®
Similarly, Easton®” has made a conjecture
that the net outflow across the Tasman
has contributed to New Zealand's
relatively low unemployment rate.

Emigration and immigration affects
New Zealand in many other ways. For
example, migrants bring diversity of
culture and networks to their host
country. The act of migrating suggests
they may have more initiative, and be
more willing to take risks than counter-
parts who stay putin their native country.

W e noted before thenumbers of New
Zealand-born who are now living
overseas. What effect thisdiasporahason
New Zealand can only bespeculated. Are
there remaining links that are translated
into business opportunities? What
financial flowsoccur? For somecountries
these are known to be important, but in
the case of New Zealand no information
is available. Various commentators have
looked to find some way of harnessing
thepotential of New Zealandersoverseas;
nothing has been identified so far.

No work is available which assesses
all the impacts on New Zealand of these
migration flows. With our current
information, the result appears
ambiguous.

Nevertheless, there are some clear
policy challengesto deal with the effects
identified above. These include:

e increasing economic performance in
New Zealand to make it a more
attractive location for New Zealand
citizens;

e reducing adjustment frictions for
immigrants (for example, by recog-
nising appropriate qualifications); and

« definingand enforcing entitlements to
social services and any associated
obligations(such as the repayment of
student loans).



In addition to this set of unilateral
concerns, there have been several |abour
market tensions and opportunities that
have arisen in the bilateral relationship
with Australia. Three different sorts of
bilateralissuesthathaveariseninrelation
to our common labour market are
discussed bdow.

BILATERAL TENSIONSAND
OPPORTUNITIES

Over the past 30 years the net flow has
been almost always toward Australia
from New Zealand. In this regard, the
imbalance has probably been similar to
that occurring from States such as South
Australia or Tasmania to Western
Australia and Queensland.

Successive Australian governments
havereiterated their support for the Trans-
Tasman Travel Arrangement. However,
the large continuing imbalance has led to
concerns about two areas where the rela-
tion between the Commonwealth of
Australia and New Zealand differs from
the Commonwealth’s relation with the
States. These two areas are:

« thedifferent criteria for third-country
migrants; and

« thefiscal costs of social security pay-
ments.

When the Trans-Tasman Travel
Arrangement was signed in 1973, there
were no special conditions set to deal
with either issue. At the time, there had
been an approximate balance in migra-
tion. If that balance had continued, then it
is likely tha neither issue would have
arisen as a point of tension. In other
words, integration plusimbalance equals
tensions.

We shall discuss these two tensions,
and then cover how integration can some-
times provide opportunities for improved
domestic policy processes. For this we
discuss the treatment of standard setting.

Third-country migration

We begin with migrants from third
countries. Both Australia and New
Zealand operate a point system to select
skilled economic migrants. These are
similar but not identical. The relative
valuation of a potential migrant’s
characteristics is not the same. The
Australian system gives preference to
younger migrants with specific
occupationa skills, whereas the New
Zealand system relies more on a ‘ general
skills' principle.

A second difference between the two
country’s immigration systems relatesto
migrants from Pacific countries. People
from the Cook Islands, Niue and Tokelau
are all New Zealand citizens by birth (the
total population of these islands are
approximately 22,200). New Zeal and al so
allowsan additional annual quotaof 1100
(including dependents) from Samoa.

Concern has been expressed in
Australia that some potential migrants
who would not have qualified under
Australian criteria have been seeking
entry through the ‘backdoor’ by
migrating firs to New Zealand.
Australiancommentators have statedthat,
in the eight months from July 1999 to
February 2000, almost one-third of New
Zealand migrants to Australia were not
born in New Zealand.

Taking a slightly longer period from
1994 to 1999, the share of New Zealand
migrants to Australia not born in New
Zealand rose from about 15 per cent in
the 1980s to 24 per cent, slightly above
the share of non-New Zealand bornin the
New Zealand population.

It is unclear whether this concern
about ‘backdoor’ migration resultsfrom
aview that:

e it causes Australia to lose control of
the numbers of immigrants; or
e New Zealand standards for third-
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country migrants is lower than
those of Australia; or
e Australia would like to move away
from the concept of a common labour
market and ‘cherry-pick’ migrants
from New Zealand.

On the first point, net migration is
what matters and New Zealand can't
prevent its citizens leaving. Furthermore
theflowsinvolved are toosmall. Atmost,
backdoor migration has amounted to
around 10 per cent of permanent
migration.

On the second point, evidence has not
been presented to justify a concern that
New Zealand standards are lower. In the
1996 Australian census, those born in
New Zealand earned a higher average
income than other migrants or
Australian-bom. The data do not show
incomes by citizenship at time of migra-
tionto Australia, thus we cannot test this
possi bility

However, the Australian Minister for
Immigration,Mr Ruddock recently stated
that he would like to see a common
approach by Australia and New Zealand
toward migrants:

I’m anxious to have ... common border

arrangements... so that if someoneiseligi-

ble to come to Australiathey’re going to
meet the same criteria if they go to New

Zedand.*

In regard to the third point, should the
averageincome of New Zealand migrants
be even higher than that of other groups
in Australia such as the native-born?
After all, aseconomigs,weall appreciate
that what matters is the marginal migrant
not the average one. Wouldn't ‘cherry-
picking’ out the skilled migrants be a
better policy for Australia? It is not the
declared intention of the Australian
government in respect to the
Trans-Tasman Travel Arrangement. In
fact, Australian ministers have declared
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continual support for the Trans-Tasman
Travel Arrangement, as the following
recent quote illustrates:

Under the changes, Australian and New

Zealand citizenswill continueto beableto

visit, work, study and live ineach other’s

country indefinitey as has been the case

for many years.®

Australia’ sinability to select migrants
from New Zealand has been a concern in
relation to the fiscal cost of social
security paymentsto migrants. Australian
officials have argued that the fiscal costis
more than would have been the case if
Australia had been able to select its New
Zealand migrants. These fiscal costs
include transfer payments made to those
who are invalids and unable to work,
single parents, and those aged over 65.
Thisfiscal costissueisthe second areaof
tension that has resulted from the large
imbalance in migration flows, which is
discussed next.

Incometransfer payments

From 1969, there was a ‘hog country’
agreement under which Australians
received immediate access to all New
Zealand benefits and vice versa.

After the balance of migration tilted
strongly towards Australia in the late
1970s, Australian governments sought
changes to the arrangements. An agree-
ment to reimburse costs was reached in
1988, and modified in 1994. U nder this
agreement, lump sum payments are made
between the Governments to contribute
towards the cost of some benefits paid to
each other’s nationals.**

This arrangement has just been
changed. Both governments were con-
cerned over theadministrativecomplexity
of the reimburdgng scheme.

The Australian authorities were
mainly concerned with the gross fiscal
cost of making the payments net of the



New Zealand reimbursement. A
secondary argument was that if the
Australians could be more selective in
choosing migrants from New Zealand
then fewer payments would need to be
made.

The New Zealand response was to
point to:

« theaboveaverageincome, skill levels
employment and participation rates of
New Zealanders in Australia;

» the contribution that New Z ealanders
make to the Australian tax base;

¢ theinvestment that New Zealand tax-
payers make in the education and
trainingof people beforethey migrate;
and

* thefact that when New Z ealand immii-
grants who worked in Australia retire
in New Zealand, the New Zealand
government pays for their full retire-
ment costs.*

The Agreement reached recently by
the two governments on the 26" of
February 2001 has changed the basis for
benefit payments.*® The new arrange-
ments cover the pension entitlements for
those who are retired and payments to
those who are serioudy disabled.

Individual beneficiaries will receive
dual payments, one from each Govern-
ment according to the proportion of the
individual’s working life spent in each
country. Decisions on the entitlement to
all other transfer payments (such as for
single parents) are outside the agreement
and are a matter for the Government
concerned.

Social security schemes of the sort (up
to recent times) in Australia and New
Zealand do not copewell with highinter-
national mobility andlarge imbal ancesof
flows compared with contributory
schemes with accounts held in the names
of individuals. W ith large imbalances in
migration flows, social security schemes

risk making payments to people without
having the full benefit of their tax
contributions in the past. If there are
substantial differences in social security
policies, then people may choose to
locate to maximize the benefits they
receive.

A couple of solutions to this problem
are to match policiesor to move closer to
an individualized insurance approach.
Another solution, such as with the new
Australia-New Zealand Social Security
Agreement, is for each government to
make its own payments based on the
percentage of working life in a country
directly to the recipient. T his approach is
amenable to being extended to any num-
ber of participating countries. It islikely
to become moreimportant in the futureto
accomm odate rising international mobil-
ity when imbal ances become increasi ngly
likely.

W e have just discussed two examples
of tensions that arisein a common labour
market with large imbalances in
migrationflows. The next section looks at
another sort of issuethat arises in all joint
markets. With integration, a decision has
to be made on how to determine the
standards that will apply to goods and
services traded.

Standard setting

Three broad options for setting standards

areligedbelow, which welabel as politi-

cal, bureaucratic and market, although
there can be lots of variants that mix and
match:

» political: reaching a political deal on
common standards between the two
countriesthen using separate domestic
regulations and relying on domestic
courts to enforce. Over time the stan-
dards can drift apart as a result of
slightly different approaches by the
twojudiciaries, forcing afurther polit-
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ical process to realign;

bureaucratic: forming a supra-national

body — which transfers the routine

exercise of sovereignty to anindependent
body. This has been done for food
standards;

* market: allowing the decisions of
firmsto select which set of standards
and associated processes will apply.
Allowing for mutual recognition of
standards set in either jurisdiction has
done this.

The Trans-Tasman M utual Recogni-
tionArrangement (TTMRA), which came
into effect on1 May 1998, provides that
goods which can be legally sold in one
country can be sold in the other, and that
people who are registered to carry out an
occupation in one country are entitled to
practise an equivalent occupdion in the
other. This mirrorsthe arrangements that
existed between Australian States.

While the Trans-Tasman Travel
Arrangement confirmed the free flow of
citizens between Australia and New
Zealand, it did notdeal with otherregula-
tory impediments to the flow of skilled
migrants between the two countries. In
particular, differences in registration
requirements for similar occupations
often meant that individuals would need
to meet registration requirements in the
other country, despite the fact that the
occupations were similar in both coun-
tries. For example, a nurse in New
Zealand would be required to sit further
examinations before being allowed to
practicenursing in any state in Australia.
In many cases, these differences in regu-
latory requirements simply reflect
national historical or institutional arrange-
ments, rather than the objective
assessment of risks to public health,
safety and the environment.
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The TTMRA isasimple, low cost and
low maintenance way of overcoming
unnecessary regulatory impediments to
flow of skilled workers between A ustralia
and New Zealand. It avoids the need for
harmonisation of all regulatory require-
ments, recognising that there may be
legitimate reasons for differences
between the countries, but at the same
time encourages convergence of regu-
latory systems over time. The TTMRA:

e increases opportunities for New
Zealanders and Australianstowork in
each other’ s country;

* encourages greater cooperation
between registration authorities in
Australia and New Zealand;

e providesanimpetusfor both countries
to consider the appropriateness of
existing regulatory requirements; and

« provides greater discipline on regula-
tors contemplating new registration
requirements.

Although the TTMRA has been in
place for close to three years, we are not
aware of any formal work evaluatingthe
effects of thisAct. However, information
to date suggests that the registrations of
professions are now coordinated more
closely acrossthe Tasman. For example,
since the TTMRA was signed, 72
Australian domiciled patent attorneys
have registered to practise in New
Zealand, bringing the total number of
patent attorneys registered to practise in
New Zealand to 210. In other words, the
TTMRA has lead to a 50 per cent
increase in the size of the New Zealand
patent attorney indusry. Meanwhile,
some 56 New Zealand domiciled patent
attorneyshaveregistered in Australia.* It
is fair to say that, in this industry, the
TTMRA has resulted in a significant



level of integration, at least from a New
Zealand perspective.

In looking at policy issues, we have
seen how integration has helped open up
options for better policy design, but how
tensions have arisen Trans-Tasman as a
result of the continuing imbalance in
migration. They have beenresolvedinthe
case of welfare payments by redesigning
the underlying policies. In the case of
migration from third countries small
differences in criteria have been lived
with so far.

WHAT OF THE FUTURE?

We have seen the tensions that have
arisen in the past. They would probably
have been minor if migration had beenin
balance. Whether these tensi onscontinue,
and intensify in the future, may well
depend on New Zealand’'s economic
growth.

One can see two competing forces. On
the one hand, we have the prospect of
continuingreductionsin the cost of infor-
mation, transport and communications.
For example, the cost of a trans-Tasman
fare has dropped from three weeks of
work at the average wage in 1950 to one

week in 1985.% T el ecommunicationcosts
have dropped even more significantly.
People might be able to do business more
easily from a distance. If so, then there
would be more tele-working, the growth
of smaller centres, and the growth of
economic activity in placesfar flung from
much of the population such as New
Zealand. Our successful designers —
from software to fashion to furniture —
show that it’s possible.

On the other hand, activity and people
may concentrate increasingly in fewer,
denser places. Recent economic research
suggests that productivity and wages are
higher in big cities, wages grow faster,
thereismoreinnovation and more oppor-
tunities for specialization and its atten-
dant efficiency gains.

Higher population density leads to
greater exchange of information, to
labour-market advantages such as
improved matching, and to greater
security for workers because of the pool
of employment opportunities. These
factors may be more important over time
as economies of scale increase and tacit
information exchange becomes more
important.

Figure 6: Common radius from Wellington and Helsinki
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To see the implications for New
Zealand, consider thefollowing Figure 6.

It shows a 2,200 kilometres radius
from Wellington which encompasses
about 3.8 million people, with the same
radius from Helsinki covering over 300
million, from 39 countries. We have
chosen Helsinki as a comparator to
Wellington because Finland is another
small country, whose economic
performanceissometimescompared with
that of New Zealand. If population
density matters for growth then being in
the middle of miles of ocean isn't a
promising place to start.

W e do not know which scenario will
result and it is largely out of the control
of governments anyway. Their choice is
whether or not to pursue policies that
result in strong economic growth and
attractive living and working conditions.

CONCLUDING REMARKS

In conclusion, we have seen how many
New Zealanders have followed Horace
Greeley and gone West (even if rather
further West than he intended). This is
not, however, evidence that a common
labour market leads to a ‘brain drain’.
Higher-skilled workers in selected occu-
pationswould presumably have accessto
the Australianlabour market even without
the Trans-Tasman Travel Arrangement.
The key effect of economic integration
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