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When people leave their countries to work abroad, firms, industry groups, and even
policy-makers often raise concerns about so-called skills shortages and brain drain.
I discussed this in detail in three earlier blogs (here, here, and here). These
perceptions, whether valid or not, often lead to nationalistic policies that create
barriers to labour mobility and economic integration, limiting the freedoms of citizens
and broader economic and social progress.

One key issue that has for a long time been neglected in the evidence on migration
and brain drain is whether emigration actually has a causal effect on firm
productivity in labour-sending countries. And, if so, is this a short- or a long-run
effect? What are the underlying causal mechanisms?

This blog summarises an exciting paper, ‘Firms left behind: emigration and firm
productivity’ (presentation video; 2017 CESifo working paper) by Yvonne Giesing
and Nadzeya Laurentsyeva which, to my knowledge, is the first such rigorous
causal evidence on the matter.

The key methodological challenge in measuring a causal effect in this context is
dealing with the fact that people could leave because of negative economic
performance in the origin country when, in fact, any number of other factors could
trigger simultaneous changes in firm productivity and migration. This paper
addresses the challenge in a clever way. The European Union was enlarged to
include poorer eastern nations in 2004, 2006 and 2013, each time with new labour
mobility regulations. For the seven years after official accession of new member
states, old states could restrict access to their labour markets for workers from new
member states. This led to variation in labour mobility opportunities over time, which
depended on country of origin, destination and industry. This variation, in turn, can
be argued to be as-good-as-random (i.e. offering a quasi-experimental study
setting) with respect to migrant-sending country productivity, because industry-by-
year-by-destination regulation changes are unlikely to be influenced by firms in
origin countries.

https://www.flickr.com/photos/iloasiapacific/31008639613/in/album-72157687009964601/
https://devpolicy.org/thinking-about-brain-drain-20190903/
https://devpolicy.org/thinking-about-brain-drain-part-two-20190919/
https://devpolicy.org/thinking-about-brain-drain-part-three-20191014/
http://pseweb.eu/ydepot/seance/514216_Firms_Left_Behind__Emigration_and_Firm_Productivity.pdf
https://www.youtube.com/watch?v=INfvVeIAkw8&feature=emb_title
https://www.cesifo.org/en/publikationen/2017/working-paper/firms-left-behind-emigration-and-firm-productivity
https://yvonnegiesing.wordpress.com/research-2/
https://nadlaurentsyeva.wordpress.com/research/
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Using a corpus of administrative firm-level longitudinal data from 11 central and
eastern European countries, and new, self-collected migration data, this new paper
thus exploits these policy changes to carefully measure the effects of emigration
from new EU states on firm productivity – specifically, labour productivity, wage-
adjusted labour productivity, and total factor productivity (TFP).

The main finding is that emigration does reduce firm productivity in the short term,
but these effects fade in a few years. High- and low-productivity firms are similarly
affected, but for different reasons. The potential workforce for low-productivity firms
shrinks, so they lose workers. The productivity loss for more productive firms is due
to new workers not being direct substitutes, for example lacking firm-specific skills
and knowledge (gained over time through experience or training). At the industry
level, some of the overall effects are reduced (i.e. attenuated) by firm entry and exit
dynamics – for example, with some of the weakest firms leaving.

Dynamic effects of emigration on TFP at the firm and industry level

Source: Figure 4 (p. 27)

Note: The figure shows the baseline reduced-form estimates at the firm level (left) and at the industry level (right) with

different time lags for the free labour mobility (FLM) variable. Controls are the same as in the baseline specification. Year

and firm (left) or FLM. Errors are clustered at the origin-industry-year level. Confidence interval at 95%.

Firms more strongly exposed are also more likely to report “skill shortages”,
suggesting they are missing firm-specific skills and knowledge. This problem is
exacerbated by higher turnover and shorter tenure time. As a result, firms in
industries with greater exposure to migration tend to provide less job-related

https://devpolicy.org/wp-content/uploads/2021/07/Fig-4-from-Giesing-and-Laurentsyeva-Firms-left-behind-emigration-and-firm-productivity-1.png
http://pseweb.eu/ydepot/seance/514216_Firms_Left_Behind__Emigration_and_Firm_Productivity.pdf
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training, which is unsurprising as there is less incentive to invest in employees if
they are not expected to stay as long. Innovative firms, however, tend to be more
successful in circumventing productivity losses because they increase personnel
costs and use capital more intensively (relative to labour).

A key question for many readers might be one of external validity. That is, what
does this study in Europe tell us about emigration from Australia or the Pacific?
There are a few ways to think about this. Technically, this evidence is for the setting
and time period being studied, and not evidence that the same patterns hold
elsewhere. At the same time, it is the first causal study on the matter so it is, more
or less, all we know about it, in terms of serious evidence. The paper is also careful
to test the underlying theoretical channels – that is, how we think in general about
these things, and transport theory from one context to another to make sense of the
findings. All of the explanations do make sense, so it is not unreasonable to
recalibrate our prior expectations from “we don’t know the potential effect” to “it
might be negative, but only in the short run, based on what we know elsewhere”.

The research agenda on firms and migration is a very interesting one, usually
focused on high-skilled workers and technology or manufacturing sectors. Together
with various collaborators, I have embarked on a new project called the Small Firm
Diaries, where we use the financial diaries methodology (see also here and here) to
understand small firms in developing countries, investigating their cash flows and
unveiling factors and impediments to their growth. This is a global project including
Fiji – a country with a great deal of emigration, where concerns about potential brain
drain are common. We are also planning to do a similar study to the Giesing and
Laurentsyeva study in Tonga (with the World Bank and the Tongan statistics office),
which, unusually for a Pacific country, has quite an extensive set of business
surveys. Stay tuned for more on both.
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https://egap.org/resource/10-things-to-know-about-external-validity/#:~:text=External%20validity%20is%20another%20name,experiments%20carried%20out%20on%20college
https://www.aeaweb.org/articles?id=10.1257/jep.25.3.17
https://ideas.repec.org/h/nbr/nberch/13404.html
https://link.springer.com/content/pdf/10.1186%2F2193-9039-2-6.pdf
https://www.smallfirmdiaries.org/
https://www.smallfirmdiaries.org/
https://static1.squarespace.com/static/53d008ede4b0833aa2ab2eb9/t/5a5624930d92974f91487db9/1515594905834/issue6-method1217.pdf
https://l-ift.com/financial-methods/
https://www.microfinanceopportunities.org/download.php?download=aHR0cHM6Ly93d3cubWljcm9maW5hbmNlb3Bwb3J0dW5pdGllcy5vcmcvd3AtY29udGVudC91cGxvYWRzLzIwMTMvMTIvRmluYW5jaWFsLURpYXJpZXMtYXMtYS1Ub29sLWZvci1Db25zdW1lci1SZXNlYXJjaC5wZGY=
https://sdd.spc.int/collection/2017-business-survey-tonga
https://sdd.spc.int/collection/2017-business-survey-tonga
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Link:
https://devpolicy.org/does-emigration-hurt-businesses-in-migrant-sending-countries-20210723/

https://devpolicy.org/does-emigration-hurt-businesses-in-migrant-sending-countries-20210723/

