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Abstract

The purpose of this study is to explore income iogent loans as a mechanism for collecting a
“Brain Drain Tax” as proposed by Bhagwati. As angjly proposed, developing countries would
receive taxes levied on emigrants from developingntries to recompense them for the losses
imposed by the brain drain. Income continent loprevide a potential method of collection as a
notional debt could be imposed at the time of inmatign and paid off over time though income tax
levies. Using Australia as a case study, we explbeepotential revenue that would be collected
through the Higher Education Contribution SchemeéE@3) from a notional debt of $5000
(Australian) per skilled immigrant. Using censusadae estimate around 25,000 skill immigrants per
year would incur a notional HECS debit of $125 ol (Australian) with around half being repaid
under current income threshold arrangements. Extgrithe tax to unskilled migrants would more
than double the revenue. The study finally highligheveral administrative and legal issues that
would need to be resolved, including options feniténg funds back to developing countries.
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1. Introduction

It has been more than 40 years since Jagdish Bhiagvwegposed setting up a form of financial
redistribution arrangement in order for developowuntries to receive revenue from taxes (more
accurately, debts) levied on immigrants from depiglg countries (Bhagwati and Dellalfar, 1973). In
his original proposal he considered ways to implange policy which allows compensation to less
developed countries (LDC) for the losses imposethbybrain drain, losses which essentially take the
form of foregone social returns to education. Hisfgrred method of implementation was for the
developed country (DC) to collect it, from the ingmants by the tax authority of the host country and
repatriated to the LDC of origin. The so-calleddibr drain tax"(BDT) would be collected for a
defined period of several years or capped at amnaxi amount.

Since this idea was first proposed trends towalalsadjsation have been associated with considerably
increased human capital flows, with recent estimatgggesting that more than one-third of total
immigration to OECD countries comes from developaayintries (Docquier and Marfouk, 2006).
There has been substantial debate on the posittv@egative effects of the brain drain of develgpin
countries (Beine, Docquier and Rapoport, 2007)hwlite potential beneficial effects for sending
countries including remittances and the associatedsumption and increased educational
investments at home. While the benefits of remiigsnare clear, several administrative issues
associated with the collection of the BDT in depeld countries remain unresolved (Wilson 2005).

With this as context there are two essential coations of this paper. The first is to provide the
background to the fact that in many developed a@msithere is now a practical way to implement
such a system with the use of the personal inc@xesystem, the mechanism associated with the
collection of income contingent university loan€l(). The conceptual and practical bases of ICL are
described and examined.

Second is an illustration of the potential finahc@sources that might be able to be collected from
immigrants through the ICL mechanism, and thesecansidered with a hypothetical empirical case
study involving Australia. This country is an ideatample for such an exercise for two reasons:
Australia has had an effective ICL in place foro2B years, and is also a country with a high le¥el
immigration, skilled immigration in particular.

The paper is structured as follows. The next sectaamines the analytical and conceptual
foundation of ICL collection, although in the coxtteof the BDT a more precise term would be
income contingent debt (ICD) collection. The thieltion explains the empirical methodology used
for the exercise and the data related to the agdpic involving both skilled and total Australiadut
immigration. The fourth section presents and prets the potential quantum of BDT funds which
might be collected. Finally, we consider some ptig¢ legal, administrative and policy issues
involving the implementation of a BDT in Australia.
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2. Why use income contingent debt collection?
(a) Background

We begin with a description and explanation of ahigins of ICL, which started on a national scale
with reform to higher education tuition in Austealin 1989 and is known as the Higher Education
Contribution Scheme (HECS, or now known as HECS-PIEIA summary of the effects of HECS-
HELP from a number of perspectives is presented ttae conceptual basis of ICL is examined.

(b) The Australian and international experience with ICL for higher education

In 1989 the Australian government introduced th& finiversity tuition loan program in which debts
would be collected through the income tax systerpedding on the participant’'s income (see
Chapman, 1997 and Chapman, Higgins and Stiglitt4R0 The policy is an arrangement known as
an ICL, a debt that differs critically from convamtal loans in that repayments occur if and only
when debtors’ incomes reach a given level.

HECS-HELP works as follows. Upon enrolment at arstfalian university, domestic students are
charged tuition (of between about $US5,000 and $QEBper full time year of study, depending on
the course chosen). This amount can be paid up-fwoth a small discount), or collected through the
income tax system depending on debtors' futurenieso About 85 per cent of students opt for the
pay later arrangement, and start to repay if ang when their personal incomes exceed around
$A54,000 per annum (in 2015 dollars), with repaytadreing a set proportion of the debtor's income
(beginning at 4 and increasing dependent on indoraemaximum of 8 per cent of income). Since its
inception HECS-HELP has collected about 80 per ocentore of the total debts.

Following the Australian experience eight otherrtoies have adopted similar student loan schemes.
This has happened in New Zealand (1992), Soutlc@ffi994), United Kingdom of Great Britain
and Northern Ireland (1997), Thailand (for 2006ypnEthiopia (1999), Hungary (2003), Republic of
Korea (2011) and Malaysia (expected in 2016). 1632 bi-partisan legislative bill, known as the
Earnings Contingent Education Loans (ExCEL) Actswaroduced in the United States Congress,
but it was not passed. If the bill had become lawjould have had the effect of introducing to the
United States a broadly-based ICL. It would notiheexaggeration to suggest that there has been, and
continues to be, a quiet revolution internationallth respect to the collection of student debt.

Considerable research of ICL has been undertakeluding the effects on student access and equity,
and the costs involved in making ICL operationabugjh the income tax system. Much of this

research has been conducted with respect to Aiastrhigher education, in part because of the
longevity of the HECS-HELP system (for a summaimge she chapter by Chapman in Chapman,
Higgins and Stiglitz, 2014). There is little doubat:

® The institution of HECS-HELP has had no adverseot$f on the participation of
relatively poor prospective students;

(i) The Australian higher education system has expamdgdconsiderably (by a factor
of around 2.5 times), with the increase in studemhbers being made possible by the
considerably higher amounts of financial resoure@ailable to the Australian
government as a result of the tuition system; and
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(iii) HECS-HELP has turned out to be very efficient t@rape, with the administrative
costs estimated to be of the order of 3-4 per penannum of the revenue raised.

This last point is considered by Stiglitz (in Chapm Higgins and Stiglitz, 2014) to be a major
advantage of the use of the income tax systemdbt cbllection.

The theoretical basis for the use of ICL is nowsidered in a broader policy context.
(c) The conceptual advantages of ICL and ICD collection

A major role recognised for government involves thanagement and distribution of risks. The
concept of risk plays a central and unifying ratecurrent analyses of a wide range of social and
political issues, similar to that performed by thencept of globalisation in the 1990s (Quiggin,
2004).

The role of government, and particularly of the famd state, has been reinterpreted with an
increasing emphasis on risk and uncertainty, anmdsacthe social sciences there are different
analytical approaches. When government is congidierés role as a risk manager, new aspects of
both existing policies and future policy optiong aevealed. IlWhen All Else Fails, for example,
David Moss (2003) provides a fine historical anaslysf the role of the state as the ultimate risk
manager. Through analysis of government legislattferms in the United States over the last two
hundred years, Moss promotes an understandingeafigh management role of the state, which can
take many diverse forms, such as laws associatibdimited liability, the application of speed litai

for automobiles, national health insurance, ocdopat health and safety legislation, disaster felie
and social security.

Barr (2001) has written a similar treatment of Wedfare state as that promoted by Moss, in whieh th
potential role of government is analysed in thetexinof insurance failure, which is conventionally
seen in the economics literature to be a consequehasymmetric information. In the absence of
markets providing accessible and affordable instedarr argues that government has a unique role
to play as a ‘piggy bank’, an efficient institutiom manage and decrease the costs to citizensof th
unavoidable uncertainties associated with humamtevés stressed by many, there are disparate
ways in which government intervention can help ngantoe risk of citizens, an obvious instrument
outside the United States being universal healtd icssurance.

In the current context of the potential use ofittme tax system to collect debts from immigraints
is very important to realise that ICL for higheruedtion are simply a subset of the many risk
management instruments available to governmertird pmade explicitly in Shiller (2003). What ICL
offer, after all, is insurance against consumptiandship and protection against the costs of defaul
that arise with mortgage-type loans when the inewoifedebtors are low. That is, and this is the
critical point for policy, income contingent delwllection is, simply and powerfully, a consumption
smoothing mechanism. And, as both Stiglitz and DEnemphasise (in Chapman, Higgins and
Stiglitz, 2014), this is a very inexpensive way fmvernments to deliver to citizens major financial
insurance benefits.
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3. Towards an understanding of the empirical prospets of the proposed system: a case study of
Australia

(a) Background

We now present a hypothetical example of how thicypanechanism might work using data on
Australian immigration as if members of the grouerevsubjected to the repayment of an income
contingent debt (ICD) applying the Australian in@montingent loan mechanism (HECS-HELP).
Two illustrations of the revenue expected to beeadiare for skilled (defined as graduate) immigrant
from LDCs, and for the total number of immigramsni LDCs arriving in Australia after the age of
22 years. We have limited the application of thalelling to adult immigrants only simply because it
is these immigrants that the governments of sotwoatries have clearly outlaid significant resoarce
for the education, health and other public secxpeaditures, and thus for whom the equity case for
reimbursement is most obvious.

(b) The data: humber of immigrants to Australia from developing countries

The Australian Bureau of Statistics 2011 Censusasrced to approximate the population of
immigrants from developing countries, with the figsl extracted by selecting persons who had
arrived in Australia in 2010 or earlier, and whasintry of birth was a developing country. The

definition of "developing country" is somewhat aréry, but it can be argued that this is not
particularly important because the goal is to tHate, very roughly only, what levels of revenue

might be made available with the use of the HEC34PIBystem applied to immigrants. Table 1

shows the number of migrants to Australia in 208@da22 and over in total, and also skilled

immigrants. Only those developing countries witlatieely high numbers of skilled immigrants are

listed.

Table 1.Australian immigrants from developing counties in 2010

Country Skilled immigrants All immigrants
India 6,023 13,589
China 5,434 19,742
Philippines 2,851 5,604
South Africa 1,324 3,981
Malaysia 1,312 5,050
Sri Lanka 1,066 3,141
Iran 836 2,516
Indonesia 835 3,023
Thailand 688 1,957
Vietnam 660 3,363
Bangladesh 593 1,759
Pakistan 586 1,944
Brazil 552 1,215
Colombia 441 897
Egypt 373 534
Nepal 268 828
Zimbabwe 238 892
Total ~24,000 ~70,000

Source: Authors' estimates based on ABS Census (2011).
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Age distributions of the immigrant population wile critical to the levels of debt that might be
recovered, since if immigrants are arriving at treély old ages the prospects of collecting revenue
could also be relatively low. Consequently, figdreshows the age distribution of immigrants from
developing countries in 2010, according to skilteg@ry. It is clear that the overall permanent
migrant population over the age of 18 is heavilyglieed to young adults. For both skilled and total
immigrant population groups, 80 per cent of migsdmtween the ages of 18 and 60 are aged 35 or
under, and 90 per cent are aged 40 and under.

Figure 1.Age distribution of Australian immigrants from developing countries (2010)
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Source: Authors' estimates based on ABS Census (2011)
(c) Estimates of immigrant lifetime earnings

The 2011 Australian Census was used to estimaténagme profiles for migrants from developing
countries. In order to estimate incomes for skilledjrants, assumptions are required because the
Census data do not record whether the universityedewas obtained within Australia or in the
migrant’s home country. Thus we limit the bachelegree population to those persons aged 22 years
and over on arrival in Australia, under the assuonpthat those arriving at or over this age areljik

to have already completed their undergraduateestuatior to migrating.

Total personal income for full-time and part-timapoyed persons was extracted from the data by
age and duration since arrival in Australia. Incowas recorded in discrete bands and was then
converted (using linear interpolation between ineofmands) to estimate income percentiles
corresponding with each age and by duration in raliat
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Figure 2 shows an example of the age-income psofiisaggregated by income percentiles for a
hypothetical cohort of immigrants arriving in Awgta in their early 20s. The data are shown in this
way because the method used to calculate the revetpected to be collected is made operational by
calculating the figures across the whole incomgitigion by age of immigrants.

Figure 2. Immigrant projected annual incomes$
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Source: Author estimates based on ABS Census (2011)

The main results should be interpreted as follok red line in the above plots gives th& 253"

and 7% projected income percentiles for the cohort of migs from developing countries who
arrived in Australia in their early 20s, and themojected income at subsequent ages in 2016
Australian dollars (before allowing for productivigrowth)? The blue line gives the same income
percentiles for a hypothetical cohort of migramesif developing countries who arrived with a testiar
gualification.

(d) What should the level of BDT be?
The level of debt required to be repaid is clearfyuestion for policy, but for illustrative purpesse

have chosen the figure of $A5,000. In part, thisife seemed apposite because it is the approximate
expenditure involved in producing a tertiary guetifimmigrant, calculated from a weighted average

! All figures in the paper, unless otherwise staged,in Australian dollars. The current exchange véth the
US dollar is 1.3:1 (that is, 77 US cents buys 1tAalisn dollar).

2t can be seen from the figure that immigrant mes are typically very low when they first arriviean the
need to find jobs and to adjust to the new couetryironment, such as with the acquisition or imgroent of
English. The figure here is for a hypothetical adtod immigrants who arrive in Australia in theanty 20s.
Similar figures could be produced for cohorts angvat older ages.
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annual expenditure per student from the countriefeu consideration. Appendix Table A provides
these estimates in US$ for the developing countmiéls the most skilled migrants to Australia from
World Bank statistics (2015)It should be emphasised that this figure is aabjtrand suggestive
only, and even using source country universitysasta basis for the illustration is problematiegi
the very high variance in these figures that isaappt from the data presented in the Appendix.

4. Methodology and results
(a) Method

The method and assumptions that have been useatldadate the expected repayments, the unpaid
debt and the time to repayments are now described.

On the basis of an average debt per migrant of @bwe are able to use the Australian HECS-
HELP collection parameters to calculate the reqgui@an repayments on the basis of projected
income at each point of time in which debt is beaiggaid. We assume that migrants are aged in their
early 20s on arrival in Australia, and that theicame follows the smoothed projected cohort income
as derived and described in the lifetime incomdime@bove’. All income percentiles ranging from
the ' to the 99 percentile were included in the modelling. The sthed income profiles were
adjusted to 2016 dollars and productivity growth1lob per cent real was added to the projected
income.

The income percentiles used in the model are amlytiie population of employed migrants, and
excludes those who are out of the labour forcenemployed. When estimating the amount of unpaid
debt, we allow for the proportion of the populatiwho are not expected to repay due to long-term
non-employment.

Although a complicated model could be construcked incorporates select employment proportions,
for the current example simplified assumptions deemed sufficient for our intended illustration.
The modelling technique assumes that an individua particular income percentile remains at that
percentile for their working life and that that sgowho are employed stay employed, and those not
employed stay not employed.

Clearly it is a limitation to use static income files and employment states because individuals
undergo income and labour force mobility throughthir lives. An individual at the 0percentile
of income will generally not stay at the"5percentile, or even close to this, for their entirorking

% The weighted average (weighted by the number iledkmigrants from each developing country) in UBD
1,252 (in 2013 dollars) per annum (or approximatalyD 1,600 per annum). A three year degree would
therefore result in subsidies of approximately ABDO0 per student.

* The income projections used were derived fromrgalad wage data. Taxable income used to determine
HECS-HELP repayments includes other componentsasfime, including non-cash fringe benefits, repdetab
superannuation contributions, and negatively geexethl losses. Inclusion of these componenttaithich
are small relative to salary and wages) in thenme@rojections used in the model would be expetctedsult
in a slightly lower repayment subsidy than repoitethe results.

® Analysis of Australian Census (2011) data indisabat after an initial period of low employmenttiie three
years following migration, both skilled and all magts from developing countries experience a lengnt
employment rate of between 80 and 85 per cent.
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lives. Similarly, a migrant who is out of the lalbdarce or unemployed five years after arrival, may
seek and find employment in the future. Even scaragpproximation of the true expected lifetime
experience of people it appears that this staficageh is an acceptable, albeit very rough, estifnat

(b) Results
Table 2 presents estimates of the discounted preakre of the debt that could be collected for

annual cohorts of adult immigrants, both skilled amtotal.

Table 2.ICD estimates ($A): Australian immigrants fom LDCs

Skilled migrants All migrants
Population (per annum) 25,000 70,000
Employed population 20,000 56,000
Total amount owing $125,000,000 $350,000,000
Average shortfall per employed
person $1,950 $2,270
Total shortfall for employed
population $39,000,000 $127,000,000
Total shortfall $64,000,000 $197,000,000
Total amount repaid $61,000,000 $153,000,000
Proportion repaid 49 per cenf 44 per cent

The data reveal the following:

(i) Imposing a debt obligation of $A5,000 per immnaigt, to be paid through the HECS-HELP
system would result in about $A60 million recoveifegpplied to each entering annual cohort
of adult skilled immigrants from developing couasj

(i) With the application of the arrangements falt adult immigrants the amount of
money recovered would be around $A150 milliondach entering annual cohort of all
immigrants from developing countries; and

(i) Beyond the total dollar figures, and most pontantly, the system allows fairly

compelling proportions of repayment of the debt,tlee order of 45-50 per cent. So

long as the debts are set at the sort of levehaxe chosen, it is apparent that there is
great potential for quite significant debt revencalection streams from this type of

BDT.

® Research by Higgins and Sinning (2013) has shbanignoring mobility across income bands and labou
force states can underestimate ICL repaymentspaeistimate Government costs by as much as 1€epér
Our model and results can therefore be considayeskecvative, with the true amount of funds recodditesly
to be more than the amounts reported.

"In addition to using the existing Australian ICLhsene rules, for comparison we have also underttien

calculations using a lower income threshold. Theeeted income profiles for skilled migrants areédowhan
for Australian graduates. The current minimum ineahreshold is $53,345 (2014/15), and is projettdae
$56,264 in 2016/17. At this income level, ICL detare required to repay 4 per cent of their incofos
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Extrapolating these numbers globally provides atication of the potential world-wide financial
implications. Using data from Docquier and Marfd@k06) we calculate approximately 11.3 million
skilled migrants from developing countries had ledttin the OECD as at 2080Docquier and
Marfouk (2006) estimate a net flow of approximataty additional 800,000 skilled migrants into the
OECD per annum. We use this figure of 800,000 rmsigh estimate of the magnitude of annual brain
drain to OECD countries.

The magnitude of the potential impact of the pregogolicy can be appreciated if we extrapolate the
example above to just this aggregate skilled migpopulation. If each of these 800,000 skilled
migrants had an average debt associated with pubii@rsity outlays of $A5,000 (or approximately
$US4,000), and if approximately 50 per cent of thebt was recoverable (consistent with the
proportion repaid under the Australian income cugent loan arrangements explored above), this
represents a potential flow to developing countoiesver $US1.5 billior?

Although this amount may seem small relative toaheual outlays of $US134 billion for foreign aid
reported by the OECD (OECD, 2015), only about 7qast of the total aid money, or $US10 billion,
was committed to education. An increase in thiswamhby 15 per cent via an extra $US1.5 billion of
funds potentially recovered annually from just Iskil migrants could be a significant boon for
educational development within developing countpesvided that these funds were directed back
into the educational system (an issue taken updufttelow).

5. Unresolved issues
(a) Who might be eligible and why?

The calculations presented above are illustrativg and reflect two quite distinct approaches t® th

issue of the potential design of a “brain drairn’tdm the first instance, we have applied the schem
only to immigrants who arrive as graduates, thdcbasmtivation being to estimate the orders of
magnitude involved with such debts reflecting tlsts to source countries of their governments’
investments in the emigrants' tertiary educatioaricing.

comparison, assuming a minimum threshold of $4083@per cent income, this would increase the debt
recovery to over 60 per cent for skilled migrants

8Docquier and Marfouk (2006) define skilled migraass"...those who have at least tertiary education
attainment wherever they completed their school{pg'56).

°Docquier and Marfouk (2006) note that a limitatinrtheir analysis is that the migrant data do ndidate if
the tertiary education was obtained in the homeantrgprior to migration. Subsequent work by Beinale
(2007) showed that that corrected rate of skilleigeation ranges from 48.5 to 95 per cent the ueabed rate,
depending on the country of origin. If we includgrants with lower levels of educational attainmérm.,
primary or secondary), the total increases to ildlon emigrants to the OECD in 1990 and 28.2 imillin
2000.

19 Extension of this work could explore the implicats to individual developing countries based orsipeific
public subsidies incurred with tertiary study, thagnitude of the extent of brain drain impactingeach
individual country (for example, based on the prtipa of the resident skilled population that eraigrto
OECD countries), and therefore the materialityhef potential financial gains.
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But there is a broader issue explored as well, vigcmore consistent with the motivation of the
original BDT proposed by Jagdish Bhagwati 40 yeas. This is the notion that the governments of
source countries should for equity reason be pealigdith compensation for the loss of all their adul
emigrants. Obviously from the hypothetical resthis is a much more significant exercise thanéf th
scheme applies only to immigrants with tertiary @ion qualifications.

The extent of coverage, by skill age and sourcenttguwould clearly be a matter for government
decision. Some might argue that the policy couldgwen should, be applied to all immigrants,
regardless of whether or not the country of origira developing country, and this has not been
explored empirically.

(b) Thelegal issues

Under the current domestic Australian scheme, tBESHELP debt, as explained in section 2(ii)
above, is an income contingent loan (ICL) thateisaid by the students on a deferred payment basis
through the tax system.

The provisions for collection are in tiiéigher Education Funding Act 1988 (Cth). If an individual
student is eligible for a HECS-HELP loan in respeftct university placement, the funds are paid
directly to the university by the Australian goverent. Repayment of this loan by the individual to
the government is deferred until the individual€EES-HELP repayment income exceeds a
prescribed minimum, which is indexed annually te @onsumer Price Index (currently 2.1 per cent
per annum).

The HECS-HELP repayment income is the sum of tligvidual's taxable income as defined for
income tax purposes plus non-cash employment frivegeefits and some superannuation (pension)
contributions made by their employer. In additioet mxempt foreign employment income (for
example, if the student works to deliver foreigd and any net investment losses (for example, on
rental property) are also added back. The repaymardmeters have been explained briefly in a
previous section.

Constitutionally, the HECS-HELP debt is likely te breated as a loan repayment to the government
in relation to a fee for service; however, it isapossible that it may be characterised as a lteixig

a compulsory payment to government. Collections tngs into consolidated revenue of the
Commonwealth Government. Collection is administelbgdthe Australian Taxation Office in the
same way as income tax, so that pay-as-you-go waétgbolding systems and normal taxation and
debt recovery mechanisms apply.

The proposed BDT on migrants could be structured gimilar way. The Australian Parliament has
broad Constitutional powers to legislate for migsaim the Constitution Act 1901 (Cth), including
under: s 51(xix) on naturalization and aliens; ¢x&lii) immigration and emigration; s 51(xxix)
external affairs; s 51(xxx) the relations of then@oonwealth with the islands of the Pacific; and s
51(ii) the power to levy taxation. Any of these pys may support legislation to implement such a
scheme.

As explained above, the shortfall in recovered debin skilled migrants is about 50 per cent,
indicating that a large proportion of migrants wightiary education are estimated with our mettwod t
not earn above the current threshold of $A53,34%fsufficient period over their lifetime to payeth
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BDT. This may have positive equity implications,tbiti also significantly limits the amount of
revenue that could be raised by the charge. Onsilplity is for a lower threshold to apply as
indicated in the footnote following table 2.

Perhaps the simplest approach would be for the Bbe treated as a charge or fee levied on
immigration, collected on a deferred payment basisugh the tax system in the same way as HECS-
HELP debt, once the migrant earns income over éisggdated threshold (in this context, it is relévan
to note that migrants are already required to payraber of fees or charges). The migrant would
have a deferred liability recorded on entry and iaaceive a statement and number; once working,
the migrant must have a tax file number and wobédin the normal tax collection system. There are
precedents; for example, new migrants must takepduate health insurance and if not, they must
pay a loading to the government for Lifetime Healibver'* On this basis, the proposed collection
mechanism would be fairly seamless in administrasind would likely cost little to implement.

(c) Potential effects on remittances

It needs to be acknowledged that there is somenfialtéor a BDT to diminish the size of remittances
because, after all, the proposed policy would demethe disposable incomes of immigrants.
Moreover, is it not the case that immigrants froaveloping countries are already assisting their
country of origin through remittances?

Two points are relevant to this. First, the siz¢hef suggested BDT of a total of $5000 is a verglbm
proportion of an immigrant's expected lifetime in@in a country such as Australia, and would be
less than one third of one percentage point dfitife income for an adult entering their new country
in their early twenties. As well, the debt is cotled by way of income contingency, which means that
immigrants would only be repaying when they aresdbl, and those experiencing relatively low
lifetime incomes would not be repaying anything.r ®ast guess is that the proposed system would
not affect remittances.

A second point on this issue is that remittances paid typically to members of an immigrant's
family and do not directly provide recompense te governments who would receive directly the
proceeds of a BDT. This is the whole point of Bhatiw original proposal, a point now addressed.

(d) What the BDT revenue should not be used for

The proposed mechanism set out above would enabltain drain” migrant charge to be collected
and owned by the Australian government, but saysimgp about how the revenue raised would be
expended. Indeed, as a matter of law, there woalddrequirement for the Australian government
even to inform the country of emigration of thegweed charge.

However, the reasons for a “brain drain” tax arfemed to at the beginning of this paper: so that
developing countries may receive revenue of tasgied on emigrants to developed countries. As a
matter of policy this suggests that “brain draieVenues should be either remitted directly to the
country from which the emigrant arrives, by specdgreement with that country, or put to another
relevant development purpose that is agreed withsgecific country or with a group of countries.

Uhttp://www.privatehealth.gov.au/healthinsurancedintive ssurcharges/lifetimehealthcover.htm

24




The proposed mechanism could contribute to develog support diplomatic relations with the
emigrant country.

As emphasis to the above, the system describedhendesults modelled and reported above was
motivated by Bhagwati in order to address whatléanty a major source of international labour
mobility inequity and unfairness. Poor countries providing investments to citizens, many who end
up with considerable and expensive skills finanitethe main by disadvantaged governments, the
beneficiaries of which move to high income courstriBDTs are designed to redress some part of this
obvious injustice, and while we are not moral pglphers we stress that for governments to use the
sort of system examined to reduce foreign aid bisdge for expenditures on domestic purposes,
would be in marked contradistinction to the ethlzasis of a BDT.
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Appendix

Table A. Annual expenditure per student on tertiaryeducation per capita (3US)

India 808
China N/A
Philippines 267
South Africa N/A
Malaysia 6,422
Sri Lanka 793
Iran 814
Indonesia 842
Thailand 1,126
Vietham 760
Bangladesh 192
Pakistan N/A
Brazil 3,188
Colombia 1,837
Egypt N/A
Nepal 246
Zimbabwe 752

Source: Authors' estimates based on World Bank educatidicators and GDP estimates
(World Bank, 2015). N/A is included for those caugg where expenditure as a percentage
of GDP was not available from at least the yeai02@Othereafter.

27



