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Introduction

What would the impact of skilled emigration from South
Africabe on the local economy?

We use arecursive-dynamic CGE model to investigate this
scenario

This forms part of alarger study looking at the impact of
policies designed to slow both illegal immigration and skilled
emigration

The Mode

» Recursive-dynamic CGE model of the South African
economy based on the ORANIG-RD model developed by
Horridge (2000; 2002) and solved using GEMPACK

» 2006 South African database with 27 industries and
commodities, and 11 occupation groups

Simulation Scenarios

Simulation 1 reduces employment in the two skilled labour
occupation categories (2007-2009)

Simulation 2 reduces primary factor productivity (2007-2008)
Simulation 3 combines the two above scenarios

For the purpose of this paper we run these simulation over an
eight year period (2007-2014)
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Understanding the Model

Let’sfirst use BOTE equations to understand the basic
functioning of the model given the shock to L in Simulation 1
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Understanding the Model

With L | thisrequiresK | to keep the RoR constant in the
long run
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But K isfixed in the first period, which resultsin alarge
fall in the rental price of capital (Q)
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Understanding the Results

» Fromthe supply side... using factor shares and the size of the
shock we estimate that GDP should fall by around 0.4 %

e From the expenditure side... C & M closely linked to GDP
and G follows C in the model

Y=S.C+S+§,0+S,X-S,m

« With the shock to L we can expect K to fall in the long run
which would necessitate arelatively largefall in |

* Themovement in X can now be treated as a residual

BOTE Analysis

Without looking at the actual model results we are able to
make a good approximation using our BOTE analysis

Need to know size of expenditure shares in the database and,
in the case of investments, its sensitivity to changesin the rate
of return

We can therefore not be sure using our smple BOTE analysis
inwhich direction the BoT (X-M) will move

Model Results

e Simulation 1 results (fall in skilled employment)

Model Results

Most results are in line with our BOTE expectations, with the
fall in | not large enough to necessitate an increase in the BoT

(:0.4)=(-0.36) +S,(x-m)

C falls by less than GDP due to the terms of trade effect
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Variable 2007 2008 2009 2010 2011 2012 2013 2014
Termsof Trade: 011 013 011 0.07 0.08 012 016 021
Real Wages 131 209 235 211 190 173 158 145
Employment -0.79 -1.32 158 -158 -158 -158 -158 -158
Capital 0.00 -0.05 -0.15 -0.29 -0.44 -0.58 -0.70 -0.81
Rental Price -0.69 -121 -146 -137 -119 -0.95 -0.71 -0.49
Investment 104 222 304 327 318 293 264 -237
Gov. Consumption 020 040 057 068 077 085 091 096
Exports -055 -065 -054 -035 -0.40 -058 -081 -105
Imports. -0.43 -0.85 115 -1.28 -133 -1.33 -1.30 -1.26
GDP -0.39 -0.67 -0.84 -091 -0.98 -1.04 -1.10 -115
Model Results

¢ Simulation 2 results (fall in primary factor productivity)

Variable 2007 2008 2009 2010 2011 2012 2013 2014
oA 019 026 006 003 005 0.03 001 005
Termsof Trade 018 028 015 008 005 004 003 002
Real Wages 092 204 244 282 319 354 388 421
Employment 0 0 0 0 0 0 0 0

Capital 000 005 019 037 057 0.76 093 109
Rental Price 073 154 -162 154 137 116 094 075
Priv. Consumption 093 195 213 230 246 261 275 288
Investment 120 300 385 415 414 398 377 357
Gov. Cons.mption 093 195 213 230 246 261 275 -288
Exports 092 142 075 040 024 0.19 016 012
Imports 092 201 231 249 260 267 27 276
GoP 098 199 206 216 226 236 246 255




An Improved Framework
Implement the Dixon et al (2008) Iabour market mechanism

Allows for a sophisticated treatment of labour supply by
birthplace and legal status

Includesillegal immigrant sources and skilled emigrant
destinations

How would poalicies that affect migrant flows impact on the
local economy?

Conclusions

¢ Skilled emigration hurts the local economy (GDP down 3.7%

over eight years compared to the basecase scenario) with
industries using skilled labour or closely linked to investment
hurt more than average

As always, results depend on the assumptions of the model

In future work an improved labour supply mechanism will
allow interesting work on policy questions regarding both
illegal immigration and skilled emigration




