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ABSTRACT

The unemployment raie has been consgently above 5 per cent in Austrdia snce the firg oil shock in
the early 1970s The current Codition Government and the previous Labor Government have not
pursued coherent employment policies Further the pesgently high unemployment has imposed an
unequal burden across members of Audrdian society. Consequently the unemployment rate cannot be
congrued as the optima outcome of the purauit of a collective god, such as low inflation.

In this paper it is demondrated that the measurable cogts of the sustained high rate of unemployment in
Audrdia are subdantidly higher than the dleged gains from neoliberd (microeconomic) reforms. In
addition, dgnificat individud and sodd cods ae documented. Consequently  macroeconomic
intervention to reduce unemployment should be viened as a priority, raher than the impostion of
market reform with its uncertain impeact.

The paper condudes with a brief outline of a Job Guarantee Program, advocated by Mitchdl (1998), that
utilises the principles of the buffer sock mechaniam to reduce unemployment. These jobs would be
designed to increase per capita socid wefare by satisfying socid needs that are not met by the private
sector in aress incuding the environment, socid services and hedth. It is shown tha the net increese in
government outlays is modest and would be offset by areduction of annud corporate welfare.



1 Introduction

Since the firg of the oil shocks in the early 1970s the Audrdian unemployment rate has exhibited a long
term cumulative increese. In the lat two decades, the lowest rate of unemployment was 54 per cent
(November 1989). Over the last decade both the current Howard Codition Government and the previous
Labor Government have eschewed the adoption of policies of direct job cregtion to reduce the rate of
unemployment. Fiscd policy has been geared to the achievement of budget surpluses, ogengbly to
improve the level of net exports under the twin deficits dogma and to reduce pressure on domedtic
interest rates under the crowding out hypothess. At the same time monetary policy has been geared to
keeping inflation low. An agenda of extensve labour and product market reform commenced when the
Labor Government was in power and has accderaied under the Codition. The current Government does
not have an expliat employment policy. Strong economic fundamentals dlied with deregulated markets
ae viewed as both necesssy and suffident for the return to full employment, even though the
Cadition's track record with respect to unemployment is disgppointing (see Figure 1). The rae of
unemployment has remained dbove 6 per cent dter the Codition inherited a rate of 89 per cent in
March 1996 in an environment of low inflation. By contrast in 1974, the rate of unemployment was less
than 3 per cent. At the same time unemployment is now viewed as an individuad problem rather then a
collective problem. This is epitomised by the introduction by the Work for the Dole scheme a the end of
1997 and its consolidation through the development of mutud obligation in mid-1998

Further the disparate rates of unemployment across groups, induding by age, country of origin,
educationd dtanment and region, and the long term increese in the average duration of unemployment
confirm that the burden of unemployment is not egudly shared. The solution to this mdase is dways
further reform, rather than a fundamental change in policy. Despite the OECD Jobs Study (1994), there
is increesng skepticism about the cgpacity of necliberd reforms to reduce the high unemployment rates
that have prevaled in most OECD economies since the mid-1970s

Mog researchers acknowledge that the costs of the sustained high unemployment in Audrdia and other
developed economies are subdantid (Sen, 1997, Junankur and Kapuscinski, 1992, Waets, 2000). In this
paper, we examine the economic and socid costs of unemployment associated with the Audrdian
economy using September 1998 as the bass of the andyss At that time the unemployment raie was 8
per cent. Usng consarvative assumptions, the foregone output resulting from the unemployment rate



being above its full employment rate, assumed to be 2 per cent is edimated to be in the order of $37
billion. This assumes tha full employment was to be achieved through an excdusvey privae sector
recovery. On the other hand, under a job credtion program enacted by government the vaue of foregone
output is cdculated to be about $31 hillion, due the conservaive assumption of lower productivity in the
public sector. These cogts of unemployment dwarf the benefits of microeconomic reform, which a the
vey lees suggests that direct macroeconomic intervention should be a priority (Weats and Mitchel,
2000).

Recognisng these high economic and socd costs of unemployment, Mitchel (1998) advocaes a Job
Guarantee (JG) Program under the principles of the buffer ock mechanism to reduce unemployment in
Audrdia These jobs would be designed to increese per capita socid wefare by satisfying socid needs
that are not met by the private sector in aress including environmenta sarvices community and sodd
savices, hedth and education. Thus this increase in public sector employment would contribute to the
reduction in the negaive externdities that tend to increese with increesng levels of production by
increesing the share of find output that is associated with green, public sector employment. We briefly
examine the cods and benefits of a JG progran in contrag to the uncertain impact of neoliberd

polidies

2. Policy Goals and the Duration and Incidence of Unemployment

The codts associaed with susained unemployment might be judtified if there was an agreed collective
economic god, such as low inflation, that was deemed to require a paticular rate of unemployment.
Under these conditions, a consensus would be needed over the shaing of the cods of the higher rate of
unemployment. Further, prior to imposng a higher rae of unemployment, other methods of mantaning
price dability should be subjected to a codt- benefit andyss For example would a comprehensve
incomes policy be aless expengve option for inflation control?

The evidence on the duration and incidence of unemployment would suggest that these costs have not
been shared equitably. In 1966, the average duraion of unemployment was 3 weeks In the last two
decades, it has raticheted upwards and currently stands a 52.4 weeks (May 2000) - see Figure 1. If the
incidence of unemployment was equdly shared, the current rate of 6.7 per cent (May 2000) would
trandate into an average duration of 3.5 weeks.



The mddidribution of jobs across families dso confirms tha the burden of unemployment is not
equdly shared. In February 1998 aout 251 per cent of families had no family member employed,
which represented an increase from 22.7 per @nt in February 1988. Over the decade, the percentage of
these families with one or more dependants rose from 30.7 to 32.8. Of the families with one or more
dependants, the percentage with no parent working rose from 131 to 16.2. On the other hand, over the
decade, the percentage of this group with both parents employed rose from 42.1 per cent to 44 per cent.
Thus there is evidence of a polaisdion in the digribution of employment opportunities across families,
with an increased percentage of families wth dependants having ether no parent or two parents working
(see Dawkins 1996. 280). The dedine in the employment to populaion ratios by age for mdes has
contributed to this polarisation, snce the spouses of unemployed men are unlikdy to secure employment
(Fredand 1997: 27). In addition, there is now darming evidence emerging that unemployment is being
inherited across generations with youth unemployment being much higher in houscholds where no
person is employed (OECD, 1996).

Figure 1 Unemployment Rate and Average Duration of Unemployment, June 1980-May 2000
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There is ds0 dgnificant variaion in unemployment rates across dties For example in March 2000,
Farfidd experienced an unemployment rate of 11.3 per cent wheress in the Sutherland Shire it was 1.9
per cent (Depatment of Employment, Workplace Reations and Smdl Busness, 2000). This dgnifies a
trend towards increesng polarisstion of income and employment opportunities across regions and even
suburbs (Gregory and Hunter, 1995).

Some economigts view unemployment as the outcome of voluntary choice made in response to generous
unemployment  benefits, excessve wage expectations, idleness or lack of mativation of the unemployed
(see Moore, 1997). In this case the direct economic costs of unemployment would be rdaivdy smal,
unless the associated externdlities, such as crime and family breskdown, were significant.? Despite the
difficulty in meesuring vacandes, the peasdently high raio of unemployment to vacancdes would
suggest that a Sgnificant proportion of unemployed workers are involuntaily unemployed.® Further, the
tightening of the activity tes by the Howard Cadition Government has not led to a dramdic reduction
in the officid rate of unemployment.

3. The Costs of Unemployme nt

31 Introduction

The mgority of commentators agree that sustained unemployment imposes dggnificant  economic,
persond and socid cogts that indude (see Sen, 1997, and Junankur and Kgpuscinski, 1992):

loss of current output;

sodd exduson and the loss of freedom;

«ill loss

psychologica harm;

ill hedth and reduced life expectancy;

loss of motivation;

the undermining of human rdaions and family life
racid and gender inequdity; and

loss of socid vaues and respongihility.
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These costs of unemployment are documented in more detal bdow, and, where possble, quantified.
They are based on the economic circumstances prevailing in September 1998.



3.2  Output Loss

Initidly, economids usudly focus on the foregone output resulting from  unenployment  and
underemployment. A number of conceptud and empirica issues arise. Firg, the choice of the target rate
of unemployment is important (see Junankur and Kapuscinski, 19920 23). The chosen rae of
unemployment must reflect edtimates of frictional and any obdurate Structurd unemployment. Hamilton
and Saddler (1997) edimates that the frictiond unemployment rate is 1.7 per cent, reflecting the rate of
unemployment in the 1950s and 1960s. We use the figure of 2 per cent.

Second, Mitchdl and Carlson (2000) have shown that the aggregate labour force participation rate is
pro-cycicd even though some age-gender groups do not exhibit any cydicd sendtivity. The overdl
result reflects workers beliefs that there is a higher probability of securing a job in a buoyant labour
market. Thus the computation of the required additiond jobs to achieve the target unemployment rate
mugt indude an edimate of hidden unemployment (HU). Mitchdl and Calson (2000) estimate that the
increese in participaion associated with the target unemployment rate of 2 per cent is consstent with a
levd of hidden unemployment (HU) of goproximady 3491 thousand, computed a the rae of
unemployment prevaling in August 1998 (see Table 1). Thus to achieve an unemployment rate of 2 per
cent requires NJ new jobs where NJ = 0.98(LF + HU) - N = 9144 thousand and LF, N denote the
prevaling labour force and employment, respectivdy. The bracketed term represents the potentid
labour force.

Approximatdy 775 per cent of unempoyed workers were seeking full-time employment in September
1998. A mgoarity of the hidden unemployed are women (66.8 per cent) who have a lower propengty to
sk full-time employment (64.8 per cent as compared to 86.6 per cent for men). The weghted
propengty to seek full-time employment amongst the hidden unemployed is caculated to be 72 per cent.

A further correction has to be made for pattimefull-time hours plit. In August 1998, pattime
employees worked an average of 15.6 hours per week and fil-time employees 42 hours per week. Using
these figures the number of full-time equivdent (FTE) jobs required to reduce the officid
unemployment rate to 2 per cent is estimated to be 775.2 thousand. *

Underemployment was trested in the following manner. Of the 2207.3 thousand part-time employees
207.2 thousand employees searched for fulltime employment in the 4 weeks up to and incduding the



survey week in August 1998. We assume that, on average, they were seeking an extra 26.4 hours per
week (average full-time minus average pat-time hours). An additiond 3694 thousand parttime
workers sought extra hours of work. We assume tha these workers were seeking an extra 3 hours per
week. This underemployment messured in hours can be trandated into full-time equivdent jobs basd
on the average of 42 hours per week. It can be readily shown that underemployment can be represented
by the equivdent of 1566 thousand full-time equivdent jobs. Then the totd number of additiond full-
time equivdet jobs reguired to reduce the rate of unemployment to 2 per cent and remove
underemployment is 931.9 thousand.

Nomind Gross Domedtic Product for the year ending June 1998 was $565,881m and with average full-
time employment of 6330.8 thousand and pat-time employment of 2,170.7 thousand. Then average full-
time equivdent employment over the year ending June 1998 was 7,137 thousand. Thus annud
productivity per fulltime eguivdent employee was about $79,000. The ratio of GDP a factor cost to
GDP a market price for the Segptember 1998 quarter was 0.891.

Table 1: The Underlying Parameters

The Labour Market September 1998

Officid Unemployment (000s) 762.3 | Unemployment Rate (%) 8.0
Labour Force (000's) 94906 | % of Unemployed Seeking Full-Time 77.5
Average FT Hours Per Week 420 | Average PT Hours per Week 15.6
PT seeking FT employment (0009 207.2 | PT seeking more hours of work (000s) 369.4

Labour Market with 2 per cent Unemployment (*000s)

Hidden Unemployment (2 per cent U) 349.1 | New Jobsfor (Hidden) Unemployed 9144
Hidden unemployed who secure jobs 287.2 | Officdd unemployed who secure jobs 627.2
FTE Underemployment 156.6

Annual Output, Wages & Productivity

GDP a Factor Cost/GDP 0.891 | On-Cogts Public Sector 0.2
Private Sector Productivity per annum $40,000 | Public Sector Productivity per annum $30,000
Private Sector Wage per annum $26,000 | Public Sector Wage per annum $20,800

Digposable Income and Consumption




Tax Rate ($5,400 - $20,700) 40.2 | MPC out of Wages 0.6
Tax Rate (>$20,700) 0.34 | MPC out of Profit 0.4
Tax rate on Profit 035

The levd of foregone output asociaed with the prevaling levd of  unemployment and
underemployment is proxied by a direct measure of output per worker, that is in turn, multiplied by the
number of additiond employess® We assume tha the productivity of the newly employed full-time
equivdent workers in the private sector is $40,000, reflecting the lower skills of the unemployed and
possble capitd shortages resulting from the higher levd of economic activity. Then if 2 per cent
unemployment were to be achieved by an exclusvey private sector recovery, dong with the remova of
dl underemployment, the increase in output would be goproximady $37.3 hillion thet is about 6.6 per
cent of nomind GNP.

In its 1991-92 Annud Report, the Indusry Commisson initidly edimaed that the anud cost
associaed with microeconomic inefficiency was $22 hillion, but they now gppear to be less committed
to this figure (Mitchdl and Wats 1997 437-438; Quiggin, 1997). In any case the datic cost of income
(output) losses dwarf the edimates of losses associated with microeconomic inefficiency, even if the
edimated cogts of microeconomic inefficiency have increesed by 25 per cent say snce 1991-92.
Langmore and Quiggin (1994: 28) edimated that, after taking into account the hidden unemployed, the
ddic cods of income loss lay in the range of $30-$40 hillion per year. Thus there is persuasive evidence
that the macroeconomic costs of unemployment, as measured by foregone output, dominate the costs of
microeconomic inefficiency. This comparison ignores dl the other codts that ae associated with
unemployment. Further it is not apparent that microeconomic reform will cause a dgnificant reduction

in unemployment. Thus direct, macroeconomic intervention is judtified.

Findly, taking account of the cumulative costs of sudtaned recesson, Langmore and Quiggin (1994: 28)
note tha if the more rgpid growth of GDP per head over the period 1960-73 had been sudtaned, nationd
income would have been nearly 50 per cent higher in the early 1990s These cdculaions reflect the
dynamic cogts of unemployment, because they pick up the loss of future output arisng from the reduced
human and phydcd capitd sock due to skill arophy and the lower investment in the physcd capitd
gock (Junankur and Kapuscinski, 1992 24; Denniss and Burgess, 1999). Sen (1997b) suggests that high
unemployment can aso impede technicadl change, because the incentive to adopt labour-saving
technologiesis reduced in the presence of plentiful, chegp labour.




3.3 Individual and Social Costs

The pecuniary cods of unemployment that are borne by individuds are normdly represented by the
replacement ratio which is the ratio of the levd of unemployment benefits net of tax and any costs
asociged with job search to net income from work, where the later is adjusted for the costs of
commuting, work uniform and taxation. Thus it messures the extent to which the sysem of
unemployment  benefits compensates for the loss of work income® Its low leved sgnifies the shift away
from the Keynesan wdfare dae to a policy regime tha no longer prodams the ideds of full
employment and the universd safety net (Burgess Mitchdl, O'Brien and Waelts, 2000). Policy makers
dealy view unemployment as an individud problem, not a collective one, which is consagent with the

shift to a market-based view of economic life

Junankur and Kapuscinski (1992: 51) note that the replacement ratio is non-unique, because it depends
on the underlying sysem of tax sysdem of taxaion and factors incuding the leve of work income
maritd gatus and number of dependents. A cdculation based on the replacement raio and the leve of
unemployment would ignore the pecunialy coss of the hidden unemployed. One edimate of the
pecuniary cogts of unemployment for individuas would be the net increese in pod-tax wage income
asodiated with full employment or 2 per cent unemployment. Thisis esimated to be $15.8 hillion.

The replacement ratio, while measuring the immediae loss of income from unemployment, fals to
indicate the long-term potentid loss of income from a sudained spdl of unemployment. For example, an
individud’s long term cgpecity to secure employment (Junankur and Kapuscinski, 1991) and income
(Bradbury, Ross and Doyle, 1990) is often reduced by a period of unemployment and/or if bendfits are
only avalable for a limited period. This is egedidly problemaic because prolonged joblessness can
leed to aloss of skillsand agenerd dedine in thedbility to perform a work.

In a US dudy, Daity and Goldsmith (1993) show that exposure to unemployment and even
underemployment impars an individud’s sdf-confidence and sense of control. Rather than incressing
her/his effort to overcome unemployment, the person will progressively reduce efforts to reenter the
work force through reduced intensty and persstence of search and a reduced moativation to acquire
kills that might improve the prospects for re-employment. This dedine in motivation not only impairs
the cgpacity to search for employment in the future, but will aso reduce subsequent job performance



through reduced cognitive efficdency, the depreciaion in human capitd and the increese in underlying
dress if theindividua does return to work (Darity, 1999).

Thee economic cods contribute to the non-pecuniary cods to individuds of unemployment through
their socid excdusion, resulting from the loss of socid and professond contacts in the workplace (Sen,
1997b; Daity, 1999), tha can undemine sdf-eteem, dong with psychologicd problems, induding
dress and loss of sdf worth and medicd problems, which can be linked to lifestyles involving poor diet
and/or excessive consumption of acohol (Junankur and Kapuscinski, 1992).

Burgess and Mitchel (1998) note that the human rights of the unemployed are undermined by ther loss
of freedom. Without access to labour income they ae forced to rey on socid andlor family tranders,
non-labour income or savings. Many unemployed people do not have access to these sources of support
thereby limiting ther &bility to participate in the market economy. It redricts choices over lifestyles
persond development and access to basic goods and services.

The adverse consequences of unemployment not only impact on the victims but dso on ther families
and the ret of the community. Unemployment has been linked to truancy and norrcompletion of
schooling, family bresk up, spouse abuse, subdance abuse, diendtion, discrimination, illness and
premature deeth, and poverty (Siegd, 1994: 8)2 Junankur and Kapustinski (1992 57) show that higher
unemployment tends to reduce the incidence of marriage and raise the rate of divorces.

Burgess and Mitchel (1998) note that socid and economic excluson encourages anti-socid behaviour
and foders the growth in illegd activity as a means of generating income (see dso Darity, 1999).
Unemployment is unevenly didributed across regions and within dties, with the unemployed tending to
congregate in areas of chegp housng. Further, the incdence of youth unemployment gppears to be
related to the labour market gatus of their parents.

Findly, increedng fiscd oconsarvatism by govenments, combined with a prevaling atitude that
unemployment benefits are a priviege rather than a right, has led to the financid pressures on the
unemployed intengfying and to ggps emerging in the wefare sysem. In Audrdia there has been the
tightening of digibility conditions for benefits, the abdlition of the youth unemployment benefit and the
introduction of work for the dole programs for unemployed people (Biddle and Burgess, 1998; Burgess,
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Mitchdl, O'Brien and Watts 2000) tha may be extended to sngle parents on benefits and disabled
pensoners.

Sen (1997b) argues that high unemployment contributes to jingoism as wel as to interracid or inter-
ethnic tendons. Socid coheson dso can eode under the pressure of risng unemployment. Gdbraith
(1998: 133-149) agues tha unemployment increases the generd degree of income inegqudity in mogs
ocieties (see d0 Sen 1997h: 164).

4, The Arithmetic of the Job Guarantee
4.1  Employment Generation

Mitchdl (1998) argues that, if the private sector does not provide sufficient job opportunities to achieve
ful employment, then the government should guarantee a full-time or pat-time job to everyone who
dedres one a the living wage levd. The Job Guarantee is dedgned to generate both full employment
and price sebility.® There are many unfulfilled needs that could be met by Job Guarantee workers
including environmentd redtoration, community sarvices to the aged, the youth, and the dissbled, and
other dmilaly useful activities. Locd councils have the knowledge and expertise to identify pressng
socid needs and employment agencies could readily establish the extent of idle labour. Such a program
will generate a high rate of socd return on public expenditure (see Watts and Mitchell, 2000 for a more
detailed discusson of the philosophy of the JG).

The cregtion of public sector jobs is assumed sufficient to reduce the unemployment rate to 2 per cent,
0 tha a totd of 775.2 thousand extra full-time equivdent jobs are created. We shdl assume that these
jobs are didributed proraa between the officdd unemployed and those workers who conditute the
hidden unemployed a the prevaling unemployment rate, but participae in the labour maket & 2 per
cent unemployment. In addition, the extra 1566 thousand FTE jobs, reflecting the leved of
underemployment, are tregied as equivdent to the jobs being teken by the hidden unemployed, in the
sense that no socid wefare payments are being foregone with the extra hours of work being undertaken
by these workers'® If we consider 100 new public sector jobs, then it is possble to estimate the number
of PT and FT jobs being teken by the hidden unemployed and the offidd unemployed. Each full-time
(parttime) employee under the JG Program is assumed to be paid $400 ($200) per week. It is possble to
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cdculae the increases in digpossble income associated with securing a public sector job for those
persons registered as unemployed and for those who were hidden unemployed.

This extra digposable income will reflect the extra gross income and the prevaling tax rae. We now
need to compute the multiplier effect resulting from the cregtion of public sector jobs. It is assumed that
the domegic margind propendty to consume out of wage income is 0.6. The reslting increese in
consumption gives rise to increased privaie sector employment, the magnitude depending on the levd of
private sector productivity per worker. The increese in privae sector employment is dso spread prorata
across the hidden and offidd unemployed by pat-time and fulltime daus. The average full-time adult
private sector wage was $752.50 per week in 1998. We assume that the fulltime wage of the newly
employed is $500 per week. It is then possble to cdculate the increese in digposable income of these

private sector wage earners arising from the first round increase in consumption.

The production of consumption goods is dso a source of profit. The ratio of GDP at factor cost to GDP
in 1997/98 was 0.891. Then the levd of profit per fulltime worker is $9,640 tha is subject to a tax rate
of 35 per cet. It is assumed that margind propengty to consume out of profit is 0.4. Then it is possble
to compute the successve rounds of consumption expenditure, resulting from the initid increese in
public sector employment. It is esimaed that an initid creation of 100 public sector jobs leads to an
additiona 28.6 private sector jobs. Then, scding up these figures, the number of public sector jobs thet
arerequired to achieve a 2 per cent unemployment rate and no underemployment is 858.7 thousand.

4.2  Government Outlays and Revenue

We have shown that, based on the September 1998 figures, a fdl in unemployment to 2 per cent requires
an extra 1105 million jobs of which 627.2 thousand ae filled by workers currently regidered as
unemployed who were recaiving unemployment benefit of $160 per week (the single person rate). The
sving in unemployment benefits is about $52 billion. New employees who ae undertaking public
sector jobs are pad a full-time wage of $400 per week, and full-time private sector employees are being
pad $500 per week. The increese in income tax revenue is $2.83 hillion and reflects the initid datus of
workers, ther full-time versus pat-time employment satus and ther didribution between the public
sector and private sector. Expenditure on labour market programs, in the form of assdance to job
seekers and indudry, over the year 1997-98 wes $1.94 hillion. If unemployment fell to a frictiond leve



of 2 per cet, then most of these programs could be terminated. We dlow $940 million for retraning
and the provison of improved communicaions to asSg the dissaminaion of information about job
vacancies and the characterigtics of the unemployed, so that outlays are reduced by amodest $1 billion.

Outlays on unemployment and dckness bendfits were $75 billion and invdid and permanent
dissblement benefits were $5.8 hillion over the year 1997-98 (ABS 5212.0). Langmore and Quiggin
(199%4: 29) ague tha much of the increese in dckness bendfits and disability support pensons can be
atributed to unemployment. They edimate that about hdf of these recipients are people could underteke
employment if jobs were avalable We shdl use the figure of 25 per cent that yidds a saving of $1.45
killion*

Fndly the cods of unemployment are fdt in most aees of government, induding police, community
wedfare and hedth services. The outlays on public lav and order and safety and hedth were $1.14
billion and $20.7 hbillion, regectivdy in 1997-98. The rate of unemployment of 8 per cent is assumed to
contribute 20 per cent to public lav and order expenditure and 10 per cent to safety and hedth
expenditure. There is inauffident provison by government of hedth and safely and law and order
sarvices a present, however, so that, rather than conddering cuts in outlays of this magnitude, we
assume that the effective leve of sarvice provison is increesed a full employment by maintaining the
level of expenditures’?

Table 2 The Jobs Guarantee: 2 per cent unemployment

? Income, Spending ($b) and Employment (000s) ? Government Outlays'Revenue ($)
?GDP 306 | ? Gross Government Outlays 18.77
? Consumyption 84| ? Unemployment Benefits -5.20
? Profit 20| ? Outlayson LM Programs (52%) -1.00
? Employment 1,1045| ? Outlays on Disahility (25%) -145
? Public Sector Employment 858.7| ?Taxes on Wages 283
? Private Sector Employment 245.7 | ? Taxes on Profits 071
? FTE Employment 9319| ? Net Government Outlays 7.56
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Hence, based on these figures, achieving full employment, defined as 2 per cent unemployment, would
net the government about $11.21 hillion, through dgnificant direct and indirect savings in employment
assigance, unemployment (but dckness excluded) benefits, invaid and permanent dissblement benefits,
and through increesed tax revenue (see Table 2). This figure is a Imilar order of magnitude to the
edimates of Langmore and Quiggin (1994 29) of savings on direct outlays of about $12 hillion in
1992-93. Thus net government outlays required to reduce the raie of unemployment to 2 per cent are
esimated to bein the order of $7.56 hillion.

The cost would vary with the fluctuaions in private sector employment. In the context of the current
budget surplus (over $12 hillion a October 2000), the cost of the Olympics ($8 hillion), the corporae
wdfare handouts to private companies (sbout $6 hillion per year), and the tax cuts given to the high
income groups to accompany the GST ($6.5 hillion), the etimated cogt of the Job Guarantee mekes it a

redlistic policy option. ™

The returns of having everyone in meaningful employment would be subdantiad. However, given the
budget surplus fetishism of the current Codition Government, a Job Guarantee would be conddered
excessve. A more reasoned policy approach would be to compare the cogts of the Job Guarantee
relaive to its overdl benefits which indude restoration of community vaues to the cods and benefits
of other mgor government programs. For example a candidate for dgnificant fiscd cuts would be
corporate welfare that has netted the private sector approximatdy $60 billion over the lagt 10 years in
the form of direct outlays and tax bresks (Verender and Burrel, 1999). Despite the increased
accountability thet is required of wefare recipients, the corporate sector gopears to be largdy immune to
the requirament for any form of evauation. Large players in the corporate sector are able to demand
sgnificant inducements from both Federd and State governments to locate ther operations in the
gopropricte area (Mitchel, 1995). ‘Competitive smokestack chasng reaches the height of absurdity
when Sae Governments compete for budness from multi-nationals through generous incentive
programs. The mos recent example is Richard Branson's Virgin Airlines that has located its branch

operationsin Queendand.
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5. Conclusion

The paper has demondrated that, even under conservative assumptions about parameter vaues, the
economic and sodd cods of sudaned high unemployment are extremedy high. The inability of
unemployed individuas and ther families to function in the market economy gives rise to many forms
of socid dydfunction, in addition to output loss The goparent falure of neoliberd supply Sde policies
to reduce unemployment and the modest benefits of microeconomic efficiency points to the need for
demad management policdes If the Government had the political will, it could readily overcome the
problem of persgently high unemployment.

The aithmetic of the Job Guarantee progran demondrates that the cods to government of
unemployment are not in our view subgantid. If full employment was to occur through a private sector
recovery, then a subdantid improvement in the effective levd of government sarvices could be
achieved and the increase in tax revenue would be even greater than shown in Table 2, due to higher
wages in the private sector.

These cdculations have dso shown tha, under consarvative assumptions about spending propengties,
the net increese in government outlays to achieve a fully employed economy under a JG program is
rdaivdy smdl. Given the budget surplus fetishian of the current Codition Government, a sgnificant
cut in Commonwedth Government outlays would be required. One candidate would be corporae
welfare. However many economids now chdlenge the longterm viability of persstent budget surpluses
(see for example Watts and Mitchell, 2000 and references therein).
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The onus is on Moore and his fellow researchers to provide evidence as to why personal characteristics such as
‘excessve wage expectations, idleness or lack of motivation of the unemployed’ tend to be consgtently
associated with specific economic characterigtics of groups of workers, such as age and education, predisposing
them to exhibit higher or lower rates of unemployment. A more plausible explanation is that employers rank their
employees and prospective employees according to their education and past employment experience.

2 In this case, the assumption of rationality underpinning the decision not to work would be questionable.

3 Even if 50 per cent of unemployment were voluntary, the ratio of unemployment to vacancies would ill be in
the order of 5to 1.

4 Each part-time job is given a weght of 0.3714 in the computation of full-time equivadent employment,
reflecting the respective number of hours worked by part-time and full-time workers, see Table 1.

5 In the income method it is assumed that the wage reflects the additional output produced by a newly employed
worker.

6 Quoting from the OECD (1997), Lombard (1998: 69) notes that the income replacement ratio, defined as the
unemployment benefit for a single earner household as a fraction of average production worker’s earnings, was
34% in Australiain 1994, compared to the OECD average of 55% and 74% in the Netherlands.

7 Inclusion of this foregone income could be argued to represent double-counting, since foregone output, which
includes the increased consumption of the newly employed, is already measured.

8 In their study of mortdity rates in 30 U.S. cities, Merva and Fowles (1992) reveded that rising unemployment
between 1990 and 1992 was responsible for significant increases in morbidity and mortality.

9 See Mitchell (1998) for an account of the in-built inflation control associated with the Job Guarantee policy.

10 This smplification avoids taking into account the distribution of the underemployed between the public and
private sectors, the marginal tax rates on extra hours worked by these incumbent workers and the complexities
invalved in computing the impact of the increased hours of employment on the multiplier process.

11 Those persons on disability pensions who seek employment when jobs are available are assumed to be
measured as part of the hidden unemployed. The gross increase in income from employment has been used in the
calculations, rather than netting out the loss of these pensions.

12 Also it would be necessary to incorporate the impact of cuts in employment of health service professionas and
police, if the same effective leve of service was to be maintained.

13 1t should be noted that Mitchell (1998) and Wray (1999) argue against the Job Guarantee being measured as a
cogt to the budget. They say that the budget deficit should not be a target of policy makers and should instead be
alowed to vary endogenoudly. At the heart of their analysis is the criticism of economists who draw an andogy
between the household spending and financing decisions and the spending constraints on government. They argue
that Federd government spending is not constrained and hence reject the mgjor findings in the government budget
congtraint literature. According to their argument the existence of unemployment signifies that the budget deficit
is too low. In this context, arguments about whether $7.6 billion is too high or a feasible amount to add to the
budget deficit areirrelevant.
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