	
	


	
	



8
Potential impacts of migration and population growth

	Key points

	· While population growth is likely to increase aggregate gross domestic product (GDP) and gross national income (GNI), more relevant measures are per capita income and, ultimately, community wellbeing. 

· The impacts of immigration growth on GDP and GNI per head of the existing resident population are ambiguous and depend on the source, composition and context in which the growth occurred.

· Population growth and immigration (its main source) can magnify existing policy problems and amplify pressures on ‘unpriced’ entities, such as the environment, and urban and social amenity.

· The impacts of population growth and immigration are unlikely to be evenly distributed across Australia’s population — there are likely to be both winners and losers. 

	

	


The implications of population growth and, in particular, net migration, for Australia’s economic growth have been central to the recent population debate (box 8.1). 

This chapter briefly outlines some of the issues that need to be taken into account in understanding this complex and often misunderstood relationship. It also identifies potential impacts on ‘quality of life’ and community wellbeing, which are not fully captured by economic growth measures. Readers are referred to the vast economic literature (box 8.2 presents a small sample) for a more comprehensive treatment of the issues touched on here. 

	Box 8.
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Some recent public commentary on impacts of migration and population growth 

	More people means more roads, more urban sprawl, more dams, more power lines, more energy and water use, more pollution in our air and natural environment and more pressure on our animals, plants, rivers, reefs and bush. If we want our kids to enjoy the same quality of life we have enjoyed, we should aim to stabilise our population and overall consumption at sustainable levels. (Charles Berger, ACF 2010)

It is remarkable how effective the combination of a growing population and a strong balance sheet can be as a multiplier in downstream economic impact. More people, more production, more demand, more wealth. (Morris Kaplan 2010)

There has been a longstanding consensus among the policy elite that continued economic and population growth is essential to our quality of life, capacity to employ, provision of health, education and welfare, and the rich cultural diversity we enjoy. (Geoff Allen, Allen Consulting Group 2010)

By far the greatest beneficiaries of high immigration are the immigrants, not the resident population. High immigration lowers per capita productivity growth, a key to sustainable growth. It retards the growth of per capita wealth. It accelerates the rate of food importation … It accelerates the increase in urban overcrowding and traffic congestion. It increases Australia's greenhouse emissions, per capita ... It lowers Australia's food security. (Paul Sheehan 2010) 

	

	


	Box 8.2
A large academic literature exists

	The seminal article on international movement of factors of production and income distributional issues is MacDougall (1960). The earliest application of this analysis to immigration is by Berry and Soligo (1969). A good later survey of the analysis of immigration is contained in Chiswick (1982). Borjas (1994, 1995) provides a good exposition of the potential impacts of immigration on the existing population. 

Seminal articles on the possibility that economic growth may reduce wellbeing when there are price distortions include Bhagwati (1958, 1968) and Johnson (1967). There is also a large volume of research on the implications of population growth in cities for the income and wellbeing of the residents. Glaeser (1996) provides an overview of the potential positive and negative impacts. Arnott (1979) presents one of the earliest models for determining the optimal city size that accounts for the main positive and negative impacts of population growth (including the impacts on urban and environmental amenity and economies of scale and density).

(Continued next page)

	

	


	Box 8.2
(continued)

	There is also a very large literature on the economics of Australian population growth and immigration. Corden (2003) provides a summary of the issues in an Australian context. A volume of articles produced by Clarke et al. (1990) for the now defunct Bureau of Immigration Research presents a still relevant survey of the potential environmental and urban amenity impacts. Many researchers have also focused on the Australian labour market implications of migration (see, for example, Addison and Worswick (2002), Bond and Gaston (2010) and Harris and Robertson (2007)).

	

	


Potential impacts on economic growth

In the absence of any distorting influences (discussed later), population growth is likely to increase both Australia’s gross domestic product (GDP) and gross national income (GNI).
 A larger population translates into a larger labour force (although in the case of natural increase, this effect is delayed), and hence an increase in Australia’s aggregate output (and income). However, aggregate measures, such as GDP and GNI, do not demonstrate how the output and income of individual Australians change as a result of population growth — total income may have increased but there will be more people sharing it. In this context, GDP and GNI per head of population are more relevant and instructive. 

Potential impacts on GDP and GNI per head of the population

The linkages between population growth and GDP or GNI per head of the population are less obvious. Population growth can lead to growth in per capita incomes through two channels:

· if (all else being constant) labour supply grows at a faster rate than the population — this would occur if labour force participation increased

· if average labour productivity increases — that is, if the value of output for each hour worked increases (figure 8.1). 

Figure 8.
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The ‘3 Ps’ of economic growth

Population, participation and productivity
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The age structure of Australia’s population is one of the key determinants of labour force participation and labour supply generally. As Australia’s population ages, participation rates tend to fall (PC 2005b). In this context, rises in fertility and net overseas migration can increase participation, whereas declining mortality has the opposite effect. (As discussed in chapter 7, changes in migration flows are unlikely to have a significant and lasting effect on the ageing of Australia’s population, while realistic changes in fertility may only have a significant effect in the longer term.)

However, the labour participation story is more complex than this. Factors other than age also affect a person’s willingness and ability to be part of the labour force, including prevailing labour market conditions, social trends, the person’s intrinsic motivation, as well as government policies in areas such as tax and welfare. Thus, the impacts of population growth on participation rates are ambiguous and could vary with the context.

The impacts of population growth on productivity are also complex and, in many instances, depend on the sources of that growth and the context in which it occurs. There could be some negative impacts on labour productivity, for example, due to the dilution of available capital across a greater number of workers. On the other hand, population growth could enable economies of scale (a reduction in the average cost of production) for goods and services produced and consumed domestically. (Conversely, there could also be diseconomies of scale in some cases.) 

An additional important consideration for the productivity impacts is the human capital embodied in new additions to the population. For example, in the case of natural increase, the educational attainment levels of Australians have so far tended to increase with each new generation — likely to be a source of growth in productivity. In the case of immigration, the current policy focus on skilled migrants, if successful, may be attracting people who are more productive than the average Australian.

This is by no means an exhaustive list of the likely participation and productivity impacts, but it illustrates the complexity of assessing the net income effects of population growth. 

Furthermore, an analysis of the productivity and participation impacts does not capture the full impacts on GDP and GNI per head of the population, and is particularly deficient in measuring broader impacts on community wellbeing. To a large extent, the impacts of population growth depend on the underlying policy settings and on whether the impacts are within or outside the scope of markets. Various existing economic ‘distortions’ could determine whether Australians are better or worse off as a result of population growth.

Population growth, policy distortions and ‘spillovers’

There are several policy or economic features that could limit the economic benefits or even lead to net negative impacts from population growth:

· government policies that protect or hinder particular industries can lead to inefficient infrastructure decisions, or distort the prices paid by consumers for particular goods or services (thus drawing resources away from their most efficient use)

· inadequate ‘pricing’ of natural resources and infrastructure, resulting in excessive pollution, environmental degradation, congestion or loss of amenity. 

While population growth does not create these ‘distortions’ (which are best addressed directly, where feasible), it can exacerbate existing problems where they are present. Some of these impacts will reduce productivity with direct repercussions for measured economic growth. Others will not affect economic growth, but would nonetheless detract from community wellbeing. 

Population growth can also generate a range of social and cultural impacts, both positive (such as the increased cultural diversity flowing from migration) and negative (such as reduced social cohesion). As before, some of these impacts may indirectly affect productivity and economic growth. All will affect community wellbeing.

Distributional considerations 

The distribution of the impacts of population growth (and, in particular, of growth through migration) is another key consideration. In assessing the impacts of immigration, it is important to separate the impacts on the new additions to the population from those applying to the existing population (the ‘incumbents’). It is the impacts on incumbents that are most relevant for government policy. 

Immigration can create both winners and losers among the incumbent population. Generally, it tends to reduce the wages of those existing residents whose occupations are comparable to (and, hence in competition with) those of the newcomers, but increase the incomes of other incumbents. Thus, for example, an influx of immigrant IT workers would increase the supply of people in that occupation and exert downward pressure on the wages of local IT professionals. However, the productivity (and wages) of workers relying on IT support may increase, because there would be more of it (and at a lower price). The owners of capital equipment and land also tend to benefit from population growth because of increased demand for them. 

The distribution of the impacts will also be influenced by whether migrants consume more in government services than they pay in taxes over their lifetimes, and by the way in which the patterns of government spending change as a result of population growth. Thus, for example, if immigrants are net ‘contributors’ in government revenue terms, they would increase aggregate incumbent income. (However, the income of individual incumbents may still rise or fall depending on how the government spending is distributed.) Also, while new migrants may be net recipients of government revenue or services, their children may be net contributors. Thus, a longer perspective may be needed.

Migrants are both consumers and suppliers of goods and services, and there would be impacts on the prices of some goods and services.
 There may be upward pressures on some prices (due to diseconomies of scale) or downward pressures (from economies of scale). Depending on the outcome and individual consumption preferences, some existing members of the population may win or lose. 

To add to the complexity, various positive and negative impacts can apply to any one individual. For example, some may suffer a decline in their wages, but benefit from increases in the income from, and price of, some of the assets they own (such as shares and investment properties).

In 2006, the Commission modelled the economic impacts of a hypothetical 50 per cent increase in the size of the skilled migration program (subsequently largely realised). The projections indicated that average income per head of the population would increase modestly, though with most of the benefits of migration accruing to the migrants. For the existing population, migration resulted in a slight reduction in average income (box 8.3). The estimates did not account for any ‘spillover’ effects on economic growth or quality of life.

	Box 8.3
The Commission’s study on the ‘Economic impacts of migration and population growth’

	In 2006, as part of a study requested by the Australian Government, the Commission conducted a modelling exercise to assess the economic impacts of a hypothetical 50 per cent increase in Australia’s skilled immigrant intake. The model used a simplification of the features of the economy and the adjustment process and did not quantify the impacts on environmental, urban and social amenity. Modelling yielded the following results:

· By 2024-2025, real gross domestic product was projected to be around 4 per cent higher than otherwise.

· Annual average income per head of the population was projected to be $383 higher. Most of this increase derived from increased labour force participation. (Other factors, including declining labour productivity , were projected to reduce incomes.)

· The gains in income from increased migration were not evenly distributed.

· Most of the gains accrued to the migrants themselves, with the average incomes of incumbents declining slightly.

· For the incumbent population, average real wages declined by $334, but income from other sources rose, including increased returns to capital and increased government transfers due to higher indirect tax revenue (by $154 and $103 per annum respectively).

	Source: PC (2006).

	

	


Summing up

This brief discussion illustrates the difficulties in making generalisations about the implications of population growth and migration for the incomes and wellbeing of Australians. It touches on the potentially diverse and far-reaching effects, many of which can counteract each other and depend on the characteristics of the population growth and the context within which the growth occurs. Some of the potential negative impacts of population growth are magnifications of existing problems. While it is possible to identify many of the possible effects, ascertaining their magnitude requires detailed empirical investigation.

�	Gross domestic product is a measure of the aggregate size of the economy and shows the total value (adjusted for inflation) of all goods and services produced in Australia in a given year. Gross national income is a measure of the aggregate income that accrues to Australians and shows the aggregate real value of all goods and services produced in Australia (accounted for in GDP) adjusted for net income payments made to or received from foreigners.


�	This applies more to goods and services that are not traded internationally, and thus do not have a ‘world’ price.
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