Response to questions taken
on notice by The Australia
Institute on 28 August 2012,
received 28 August 2012.

The Secretariat
Today at the Senate hearing Richard Denniss and I undertook to supply the Committee with some
additional information. This email responds to that:
1. Geographic evidence on the dispersion of unemployment among the regions in Australia.
The link to the ABS figures is
http://www.abs.gov.au/AUSSTATS/abs@.nsf/DetailsPage/6291.0.55.001Jul%202012?OpenD
ocument however, this is very unwieldy. I have summarised some of the highest and lowest
unemployment figures in an attached paper ‘Regional unemployment rates’. Richard
Denniss and Martin Watts wrote the attached article on regional labour markets which was
used as a submission to a House Committee in 2001.
2. OECD data on replacement rates (the extent to which unemployment benefits replace
wages in OECD countries). See http://www.oecd.org/els/benefitsandwagesstatistics.htm The
graph summarises the replacement rates over time. The first link gives initial replacement
rates and the second the longer term replacement rates.
3. The Institute’s superannuation paper referred to in evidence. See attached. Ross Gittins
referred to it in the Sydney Morning Herald, see
http://www.smh.com.au/opinion/politics/fat-cats-that-got-cream-in-super-tax-deal-arebreaking-the-bank-20120814-246sp.html
Please let us know if there is anything else you need.
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Summary
Australian taxpayers contributed $30.2 billion to the private accounts of that portion of the
population with superannuation 2011-12. By 2015-16 this sum is projected by Treasury to
rise to more than $45 billion by which time it will be, by far, the single largest area of
government expenditure. By 2015-16 the taxpayer contribution of $45 billion to private
superannuation balances will account for almost twice the $24 billion projected to be spent
on defence in that year. Indeed, the $45 billion subsidy is almost as much as the $51 billion
provided by the Commonwealth to the states in 2012-13 and territories to provide health,
education and other essential services.
By 2015-16 the annual cost of taxpayer contributions for private superannuation will again
exceed the annual cost of the age pension. That said, from that point on, taxpayer subsidies
for superannuation are likely to grow significantly faster than the annual cost of providing the
age pension.
According to Treasury the top five per cent of income earners receive 37 per cent of all
superannuation tax concessions. While comprehensive data matching individual’s wealth
and income is not available we do know that the net worth of the highest income quintile (that
is, wealthiest 20 per cent of the population) was $2.2 million per household in 2009-10. The
non-housing assets of that top 20 per cent averaged $1.4 million. Given that the assets test
for the age pension currently means that no pension is payable to a single person with
assets of more than $696,250 (excluding the family home) it would appear that a significant
proportion of tax concessions for superannuation are going to individuals who will almost
certainly be ineligible for the age pension.
While we know from Treasury that a disproportionate share of the benefits of tax
concessions for superannuation accrue to the highest income earners we also know from the
ABS that none of the benefits go to Australia’s lowest income earners. Despite Australia’s
superannuation system often being described as ‘universal’ in fact a substantial portion of the
working age population does not make contributions to superannuation and, in turn, receive
none of the $30 billion available to ‘boost retirement incomes’.
Superannuation tax concessions can only ‘boost’ the retirement incomes of those who
contribute, and it ‘boosts’ those income proportionate to the level of contribution. Put simply,
superannuation tax concessions are designed in such a way that the more income a person
earns the more taxpayer support they will receive. Those Australian who cannot work receive
nothing. While it is possible that such an inequitable system design maximises the capacity
of the superannuation tax concessions to ‘take pressure’ off the age pension such an
outcome is highly unlikely, especially as it is low income earners who are the most likely to
rely on the age pension and very high income earners who do not.
The belief that the tens of billions per year spent on taxpayer contributions to private
retirement accounts ‘takes pressure off’ the commonwealth budget may be widespread but
the source of this belief is not well documented.
The sheer size, and rate of escalation, of the cost of tax concessions for superannuation
combined with the small reduction in the expected number of retirees who do not receive the
age pension make clear that it is unlikely that the current subsidies will deliver long run
savings for the overall budget. That said, a closer look at the detailed design features of the
current superannuation arrangements make clear that the architects of the system had goals
that are quite divergent from minimising the future cost of the age pension. Consider the
following:
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If the Howard and Costello Government were worried about the impact of baby
boomers on the cost of providing the age pension why did they substantially loosen
the age pension means and assets tests in 2007?



If the objective of the subsidies for superannuation is to reduce the cost of the age
pension why can people access their super at 55 when they cannot access the age
pension until they are 65?



If the objective of the subsidies for superannuation is to reduce the cost of the age
pension why can people take their super in the form of a lump sum, spend it all, and
still be eligible for the age pension?



If the objective of the subsidies for superannuation is to reduce the cost of the age
pension why can people who already hold more assets than the amount prescribed in
the assets test continue to make concessional contributions?



If the objective of the subsidies for superannuation is to reduce the cost of the age
pension why don’t the poorest third of the population, the third of the population most
likely to rely solely on the age pension, receive any of the $45 billion contributions?



If the cost of providing tax concessions for superannuation are greater than the cost
of providing the cost of providing the age pension how could substituting the former
for the latter save the government money?

Whatever the rationales for the creation of the current system of tax concessions for
superannuation, minimising the future cost of the age pension does not appear to be among
them.
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Introduction
Australian taxpayers contributed $30.2 billion to the private accounts of that portion of the
population with superannuation 2011-12. By 2015-16 this sum is projected by Treasury to
rise to more than $45 billion by which time it will be, by far, the single largest area of
government expenditure. By 2015-16 the taxpayer contribution of $45 billion to private
superannuation balances will account for almost twice the $24 billion projected to be spent
on defence in that year. Indeed, the $45 billion subsidy is almost as much as the $51 billion
provided by the Commonwealth to the states in 2012-13 and territories to provide health,
education and other essential services.1
Politicians and industry groups regularly claim that the enormous expenditure on tax
concessions for superannuation is justified, in part at least, on the basis that such outlays
today will yield future dividends for taxpayers in the form of lower age pension payments. For
example:
“Investing in superannuation now means there will be less reliance on the age
pension as baby boomers retire.” Assistant Treasurer, David Bradbury2
“It eases the long-term pressure on the budget.” Minister for Superannuation, Bill
Shorten3
“These measures will take the pressure off the Age Pension” Super Guru4
“Superannuation will take the pressure off Government budgets (and taxpayers) of
the future by reducing the reliance on the Age Pension” ASFA5
“Superannuation is not about short-term collections of tax, it's about addressing a
long-term, demographic time-bomb” ASFA6
As discussed below, claims such as those made above are typically made with no reference
to quantitative analysis. Furthermore, it is largely irrelevant whether tax concessions for
superannuation reduce the ‘age pension budget’ as no such ‘budget’ exists. The question
that should be of interest to those interested in the long run public finances of the
Commonwealth Government is ‘what is the relative size of the costs of providing tax
concessions for superannuation and the benefits associated with any reduction in the cost of
providing the age pension?’
Indeed, given the enormous size of the taxpayer contribution to private retirement incomes a
number of other questions also deserve serious attention, questions such as:
Of all the ways to boost retirement incomes, are tax concessions the most effective?
Would policies such as subsidised child care or subsidised elder care which encourage more
women to remain in work for a larger proportion of their working life have a bigger impact on
retirement incomes than tax concessions for superannuation?
This paper argues that the net impact of tax concessions on the Commonwealth budget is
negative both in the short and long run. It provides a range of evidence to support this
1
2
3
4
5
6

Australian Government (2012).
Bradbury, D (2012).
Shorten, B (2012).
Association of Superannuation Funds of Australia (2011).
Association of Superannuation Funds of Australia (2012).
Association of Superannuation Funds of Australia (2012).
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conclusion including estimates by Treasury of the very small impact of increases in
superannuation assets on the proportion of the population who do not receive the age
pension, evidence from Treasury on the concentration of superannuation tax concessions
among households with too much wealth to be eligible for the age pension, and estimates by
the author that suggest that up to 61 per cent of a person’s ‘self-funded retirement’ is actually
attributable to the tax concessions provided by other taxpayers.

How big are the tax concessions for superannuation?
By 2015-16 the annual cost of taxpayer contributions for private superannuation will again
exceed the annual cost of the age pension7. That said, from that point on, taxpayer subsidies
for superannuation are likely to grow significantly faster than the annual cost of providing the
age pension.
Figure 1 shows the projected increase in the annual cost of providing tax concessions to the
segment of the population with superannuation accounts. It is interesting to note that in what
are allegedly ‘tough times’ for the budget the question of where the $15 billion growth in
expenditure on superannuation concessions has not attracted significant political, media or
academic attention. A similar ‘blow out’ in the cost of providing health, education or other
services would be unlikely to attract such little public scrutiny. Indeed, the recent $1.5 billion
‘blow out’ in the cost of providing the National Broadband Network (NBN) attracted significant
media attention.8
Figure 1 – growth in cost of tax expenditure 2007-2015
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Source: 2012-13 Budget Paper No 1.

Figure 2 places the projected size of tax concessions into a broader budgetary context. Not
only will the cost of taxpayer contributions to private superannuation accounts be nearly
7

8

The cost of tax concessions for superannuation exceeded the cost of providing the age pension before the
GFC. The post GFC decline in the value of these tax concessions was due to the lower (often negative) returns
earned on accumulated fund balances, the earnings on which are taxed concessionally at 15 per cent.
Battersby, L and Grubb, B (2012).
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twice the size of the defence budget by 2015-16, it will in fact be twice the size of annual
expenditure on Medicare services.
Figure 2 – 2015-16 super tax concessions compared to other areas of expenditure
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Source: 2012-13 Budget Paper No 1.

Who receives the tax concessions for superannuation?
According to Treasury the top five per cent of income earners receive 37 per cent of all
superannuation tax concessions9. While comprehensive data matching individual’s wealth
and income is not available we do know that the net worth of the highest income quintile (that
is, wealthiest 20 per cent of the population) was $2.2 million per household in 2009-10.10 The
non-housing assets of that top 20 per cent averaged $1.4 million. Given that the assets test
for the age pension currently means that no pension is payable to a single person with
assets of more than $696,250 (excluding the family home) it would appear that a significant
proportion of tax concessions for superannuation are going to individuals who will almost
certainly be ineligible for the age pension.
While we know from Treasury that a disproportionate share of the benefits of tax
concessions for superannuation accrue to the highest income earners we also know from the
ABS that none of the benefits go to Australia’s lowest income earners. Despite Australia’s
superannuation system often being described as ‘universal’ in fact a substantial portion of the
working age population does not make contributions to superannuation and, in turn, receive
none of the $30 billion available to ‘boost retirement incomes’.
Superannuation tax concessions can only ‘boost’ the retirement incomes of those who
contribute, and it ‘boosts’ those incomes proportionate to the level of contribution. Put simply,
superannuation tax concessions are designed in such a way that the more income a person
earns the more taxpayer support they will receive. Those Australian who cannot work receive
nothing. While it is possible that such an inequitable system design maximises the capacity
of the superannuation tax concessions to ‘take pressure’ off the age pension such an
9
10

Treasury (2008). Pp. 22.
These and similar figures are taken from, or based on ABS (2011b).

Affording “self-funded” retirement

8

outcome is highly unlikely, especially as it is low income earners who are the most likely to
rely on the age pension and very high income earners who do not.
Figure 3 shows just how inequitable the 15 per cent tax on superannuation contributions is.
Because contributions to superannuation are taxed at a flat rate of 15 per cent and ordinary
income is taxed progressively, high income earners receive a far larger contribution to their
private retirement savings than low income earners do. For example, person who earns
$190,000 and faces the 45 per cent marginal tax rate receives far more taxpayer support
than a lower income earner both because the absolute value of their contributions is so much
larger and the difference between their marginal tax rate and the 15 per cent contributions
tax is also so much larger).
Figure 3 – Individual benefit of the tax concessions on superannuation contributions –
by income11

Annual value of concessional treatment of
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While the highest income earners receive significant taxpayer support to accumulate their
‘self-funded’ superannuation assets Australians with significant care responsibilities, those
who are studying, those who cannot work due to sickness or disability or those who cannot
find work all miss out on the generous taxpayer support for other people’s retirement. In
addition to those who are not working a large number of those who do work also miss out on
taxpayer contributions to so called ‘universal superannuation’.
According to the ABS only 90 per cent of workers had employer contributions paid into a
superannuation scheme: 95 per cent of full-time workers and 80 per cent for part time
workers. The numbers fell more dramatically down to only 51 per cent for those earning
11

Estimates based on the assumption that individuals only make the 9 per cent compulsory contribution to
superannuation. Higher income earners are in fact more likely to make additional voluntary contributions and, in
turn, receive even higher benefits from tax concessions.
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under $200 per week. Women are overrepresented in the groups missing out on
superannuation. 1213
While the highest income earners who receive the largest share of tax concessions from
superannuation are highly unlikely to pass the means and assets tests to qualify for the age
pension, the lowest income earners, those who do not receive any benefit from tax
concessions on superannuation, almost certainly will be eligible for the age pension. As
discussed below, it is difficult to reconcile these observations with the assertion that the vast
cost of tax concessions for superannuation leads to a significant reduction in age pension
payments or, more importantly, delivers a net saving to the budget.

Do Superannuation tax concessions save the government money in
the long run?
The belief that the tens of billions per year spent on taxpayer contributions to private
retirement accounts ‘takes pressure off’ the commonwealth budget may be widespread but
the source of this belief is not well documented.
The most comprehensive assessments of the Australian tax and transfer system in recent
years was the 2009 Future Tax System Review conducted by the then Secretary of the
Treasury, Dr Ken Henry. Figure 4, which is taken from Retirement Income Consultation
Paper prepared for that review, shows that despite the incredible growth in the amount of
assets expected to be invested in superannuation over the coming decades there is virtually
no change expected in the number of ‘self-funded retirees’.
Figure 4 – Superannuation Assets and Age Pension recipients

Source: Treasury (2008) p. 33
A close examination of the trends in Figure 4 highlights how few people are expected to
retire without further assistance from the Commonwealth government. Of most interest,
however, is the sharp drop in the number of people receiving no age pension after 2007. This
sudden drop was caused by the Howard Government’s decision to make the means and
assets tests for the age pension significantly more generous. As discussed below, such a
12
13

ABS (2011a).
See also Australian Centre for Financial Studies (2012).
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decision is hard to reconcile with the stated concern with the impact of the baby boomer
generation reaching retirement age and placing pressure on the age pension system.
Consider the following:
Treasury’s forecast suggests that there will be a slow but steady rise in the number of
people receiving a part pension and a very small (around 3 per cent) increase in the
number of people receiving no pension. As the following calculations show, it follows
that a very small increase in the number of people who do not receive the age
pension and a small increase in the proportion of the population who receive a part
pension can only save the Commonwealth a relatively small amount of money.

If we assume that the population in 2047 is 32 million and that 24 per cent of that
population is aged over 65 14 then the population of retirees will be 7.6 million. Taking
the Treasury estimate of a three per cent increase in the proportion of retirees
receiving no age pension (230,000 people) and a 15 per cent increase in the
proportion of retirees receiving a part pension (1,152,000 people) it can be estimated
that the reduction in the age pension bill, compared to today, would be equivalent to
10.5 per cent of the retiree population (15/2+ 3) multiplied by the age pension15.

That is, the projected reduction in the age pension bill in 2047 can be estimated as
806,000 people multiplied by the current single age pension rate of $695.30 per
fortnight equates to a saving of around $14 billion per year in 35 years’ time. Given
that this year’s tax concessions cost more than twice that amount, and that the future
benefits need to be discounted to today’s dollars, the Treasury projections included in
the figure above make clear that the impact of the large, and rapidly growing, cost of
tax concessions for superannuation do not provide a net benefit to the
Commonwealth budget.

Another way of determining the impact of tax concessions for superannuation is to consider a
specific example. Consider the following:
Assume someone on the 45 per cent marginal tax rate puts away $10,000 in real
terms every year for 40 years into a fund earning 7.5 per cent nominal or 5.0 per cent
after inflation of 2.5 per cent. With the tax of 15 per cent on contributions and
earnings that person would have a sum of $784,310 at the end of 40 years.
However, if the contributor had to pay the actual applicable marginal tax rate of 45
per cent then the balance at the end of 40 years would fall to $306,496.8. The
difference, $477,813.20 is due to the tax concessions on both the contributions and
the income in the fund. Hence the taxpayer contribution accounts for 61 per cent of
the 'self-funded retirement' in this example.
Unfortunately there is no clear statement from the Treasury in any of the three
intergenerational reports concerning the rate of return to the taxpayers of our ‘investment’ in
superannuation tax concessions. As shown above, however, a wide range of vague
statements implying that the thirty billion spent this year will return even greater savings in
the future are, however, easily found.
14
15

ABS (2008).
Assuming that the average part pensioner receives a payment equivalent to half of the age pension.
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None of the claims by supporters of the existing suite of tax concessions in the Introduction
are based on a comprehensive assessment of the ‘net’ impact of tax concessions for
superannuation on the Commonwealth Budget. Rather, to the extent that they are quantified
at all they relate to the capacity of the tens of billions of dollars spent on tax subsidies for
superannuation to lead to some reduction in the age pension as opposed to improve the net
budgetary position. That is, while it is certainly the case that there is some ‘gross’ reduction
in the cost of providing the age pension as a result of tax concessions for superannuation,
none of the claims above are based on an assessment of the amount of any reductions in
the age pension compared to the money spent on tax concessions to generate those
savings.
The sheer size, and rate of escalation, of the cost of tax concessions for superannuation
combined with the small reduction in the expected number of retirees who do not receive the
age pension make clear that it is unlikely that the current subsidies will deliver long run
savings for the overall budget. That said, a closer look at the detailed design features of the
current superannuation arrangements make clear that the architects of the system had goals
that are quite divergent from minimising the future cost of the age pension. Consider the
following:


If the Howard and Costello Government were worried about the impact of baby
boomers on the cost of providing the age pension why did they substantially loosen
the age pension means and assets tests in 2007?



If the objective of the subsidies for superannuation is to reduce the cost of the age
pension why can people access their super at 55 when they cannot access the age
pension until they are 65?



If the objective of the subsidies for superannuation is to reduce the cost of the age
pension why can people take their super in the form of a lump sum, spend it all, and
still be eligible for the age pension?



If the objective of the subsidies for superannuation is to reduce the cost of the age
pension why can people who already hold more assets than the amount prescribed in
the assets test continue to make concessional contributions?



If the objective of the subsidies for superannuation is to reduce the cost of the age
pension why don’t the poorest third of the population, the third of the population most
likely to rely solely on the age pension, receive any of the $45 billion contributions?



If the cost of providing tax concessions for superannuation are greater than the cost
of providing the cost of providing the age pension how could substituting the former
for the latter save the government money?

Whatever the rationales for the creation of the current system of tax concessions for
superannuation, minimising the future cost of the age pension does not appear to be among
them.

The rising cost of dignity in Australia
While the design of superannuation tax concessions does not appear targeted at reducing
the future cost of providing the age pension it does do an effective job of making the income
tax system less progressive. While this outcome may or may not be an objective of the
Government it does seem clear that this government, and the previous government, have
been pursuing the objective of increasing the standard of living for retirees, particularly for
retirees with private savings. Indeed, Minister Shorten has made clear that it is not ‘realistic’
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for the majority of the next generation of retirees to endure the standard of living deemed
acceptable for the current generation of refugees. As Minister Shorten said:
“The Great Depression and Second World War generations of Australians did it
tough. They were frugal in an era of bitter hardship and war, and widowhood and
suburban sacrifice. But our current generations of Baby Boomers have learned to
expect more and get more. Like Oliver they want more, and we are here to supply it.
The amount of money required to live reasonably is much higher than previous
generations required. Or put another way, we are no longer as good at living frugally.
We are healthier than our great grandparents. We are more active and energetic. We
don't just play bowls and chess and Scrabble, we hike, we bicycle, we travel
overseas. We are keen to change our lifestyles in the years of 55 to 75. This means
we need more money.”
Just why a demographic group that feels they deserve more money should receive such a
‘boost’ is left unstated by the Minister, but there seems to be little doubt that he is proud of
his determination to deliver it. Similarly, it is not clear why such a group should take
precedence over, for example, the need to improve the provision of primary health services
to indigenous populations or the need to fund a National Disability Insurance Scheme
(NDIS). Perhaps they to, like Oliver, just ned to ask for more?
It is often said in Australian debates about retirement that to retire with ‘dignity’ a couple
would need a retirement income of around $50,000 per year. In order to help Australians
achieve such levels of retirement incomes Australian taxpayers now contribute around $30
billion per year in tax concessions to help boost the retirement savings of so called ‘selffunded’ retirees. The desire to deliver on the expectations of the wealthiest Baby Boomers is
not confined to Minister Shorten with the Coalition Government’s Minister for Ageing, Julie
Bishop stating:
“We are moving towards a future where older Australians will have different needs
and expectations. With the advent of the Baby Boomers as the next generation of
older people, old age will be characterised by different values and aspirations, needs,
services, cultures and recreational activity.”
Similarly, according to the Association of Superannuation Funds of Australia (ASFA), the
peak industry body for the superannuation sector:
“The Age Pension is the yardstick for the basic amount people can survive on in
retirement, but most of us want and need more when we finish working.”
One of ASFA’s members, Maritime Super, states that its goal is:
“…helping members and their families and friends achieve financial security and
dignity in retirement.”
The ABC’s economics correspondent,
superannuation systems as follows:

Stephen

Long

recently

summarised

the

“When Paul Keating set up the superannuation system the promise was it would give
workers security and dignity in retirement.”
Even the Commonwealth Government helps to propagate the view that a comfortable
retirement requires an above average income, stating on its ‘Moneysmart’ website:
“According to the Westpac – Association of Superannuation Funds of Australia
(AFSA) Retirement Standard benchmarks, a comfortable lifestyle for a couple,
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including entertainment, a car, clothes, private health insurance and holidays, can
cost about $55,000 a year. A modest lifestyle will still require about $31,000 a year
per couple.”
The widespread acceptance of the idea that to retire with ‘dignity’ costs $50,000 raises some
significant questions for the ability of the non-retiree population, especially in the context that
the minimum wage is around $37,000, an amount from which some people manage to pay
tax, pay for their housing and raise children while the $50,000 required for a ‘dignified’
retirement is based on a couple that has paid off their own home.
This is not to say that individuals on low incomes do not receive any support from the
Commonwealth. Those on the minimum wage with children, for example, are eligible for
Family Tax Benefits. The point being made is that even after such support is received low
income individuals raising a child and paying rent or a mortgage are still expected to live on
an income well below that which is considered necessary to sustain a retired couple who
own their own home with no dependent children, and to carry a higher tax obligation.
It is interesting to note that in compiling the estimated cost of a ‘comfortable’ retirement
ASFA has included, among a wide range of other expenses, the following costs of
retirement:





Weekly expenditure on restaurant meals and coffee $100
Annual expenditure on domestic holidays $3,000
Five yearly cost of overseas holidays $11,000
Weekly cost of wine with dinner $40

While there is no doubt that some Australians spend such amounts on prepared food and
holiday travel, and no doubt that even more people aspire to such levels of expenditure, the
policy question addressed in this paper is simply whether or not such expectations constitute
a policy problem that large amounts of taxpayers’ money should be used to address a
personal preference which individuals should be free to save their own money for if they so
desire.

Conclusion
The retirement income system in Australia is now based on the provision of a minimum floor
of the aged pension which is effectively topped up with tax free superannuation income.
Those who earned the least during their working lives, particularly women who spent a lot of
time caring for others rather than in the paid workforce, will receive the smallest 'top up' while
those who earned the most over the course of their working life will receive the most
generous top up. While the very wealthiest will not receive an age pension nor will they pay
tax in their retirement, even if their income is in the millions of dollars per year. When it
comes to age, it seems, the concepts of horizontal and vertical tax equity have been
abandoned.
Thanks to the generous increase in the thresholds at which the aged pension begins to taper
out all but the wealthiest of Australian's will receive a full or part aged pension. Indeed, a
couple who lived in a home worth $2 million who had $700,000 in superannuation could
comfortably draw a tax free income of $70,000 per year and still receive a part pension.
Superannuation has become a popular vehicle for tax planning and avoidance, especially for
those over 55 who are able to contribute concessionally taxed income to ‘fund their
retirement’ while simultaneously withdrawing the same money.
For policy purposes it would be preferable if super were directed into products that provide a
continuing income rather than products that can be accessed all at once. That would better
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meet the policy objective of providing for retirement incomes while reducing the use of super
concessions as a tax avoidance device.
Similarly, if governments were interested in equitably providing taxpayers funds to help
individuals accumulate funds for their retirement then it is hard to imagine why they would not
make equal cash grants to individuals retirement savings accounts (or means tested
payments) rather than rely on tax concessions which, inevitably, provide the most support to
those with the most income.
As Treasury has noted:
For many individuals with broken work patterns, or no work history, changes to
superannuation policy may have minimal effect on their retirement income.
Policies which support an efficient, robust economy and remove disincentives to work
may have a greater effect on these individuals’ retirement income than
superannuation policies. For example, policies which support child care may
encourage more women to return to the workforce. This may have a greater influence
on their retirement income than increasing superannuation concessions.
The Age Pension is likely to provide the majority of retirement income for individuals
with broken work patterns. Therefore, consideration of the adequacy of the Age
Pension is likely to have the most immediate impact on their retirement
income. (Treasury 2009 p. 16)
Put another way, women who spend their lives caring for others are at the highest risk of
spending their retirement having to care for themselves. Not only do they benefit the least
from the current tax concessions for superannuation but they would benefit the most from
‘unaffordable’ policies such as paid parental leave, subsidised child care, government after
school hours care and the NDIS. Ironically, unlike the additional $15 billion soon to be spent
on tax concessions for superannuation, such policies are typically deemed ‘unaffordable’.
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7KHLPSRUWDQFHRIWKLVLVVXHIRUUHJLRQDOGHYHORSPHQWOLHVLQWKHSROLF\SUHVFULSWLRQVWKDWIORZIURPWKH
QDWXUDOUDWH WKHRU\7KLVSDSHUDUJXHVWKDWDIRFXVRQLQVWLWXWLRQDOUHIRUPVXFKDVXQIDLUGLVPLVVDO
OHJLVODWLRQDQGLQFUHDVHGODERXUPDUNHWIOH[LELOLW\ZLOOEHRIOLWWOHDVVLVWDQFHWRUHJLRQDOHFRQRPLHVZLWK
KLJKXQHPSOR\PHQWUDWHV,WLVDUJXHGWKDWSROLFLHVZKLFKDWWHPSWWRGLUHFWO\FUHDWHHPSOR\PHQWLQ
DUHDVRIKLJKXQHPSOR\PHQWSRWHQWLDOO\WKURXJKD%XIIHU6WRFN(PSOR\PHQWIUDPHZRUNZRXOG\LHOG
EHWWHUHPSOR\PHQWFUHDWLRQUHVXOWV
)XUWKHUPRUHVXFKWDUJHWHGHPSOR\PHQWJURZWKZRXOGFRQWULEXWHWRWKHRQJRLQJHFRQRPLFYLDELOLW\RI
UXUDOFHQWUHVDQGUHGXFHWKHGHPDQGVRQLQIUDVWUXFWXUHUHVXOWLQJIURPUXUDOSRSXODWLRQVFRQWLQXLQJWR
UHORFDWHWRXUEDQFHQWUHV
3DSHUWREHSUHVHQWHGDWWKH&HQWUHRI)XOO(PSOR\PHQWDQG(TXLW\ &RI)(( &RQIHUHQFHLQ1HZFDVWOH
16:'HFHPEHUQGDQGUG
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GR0\RZQYLHZLVWKDWSURYLGHGWKDWLW¶VQRWLOOHJDORULW¶VQRWLPPRUDODOPRVWDQ\MRELVEHWWHUWKDQQRMRE
7RQ\$EERWW0LQLVWHUIRU(PSOR\PHQW6HUYLFHV 0D\



,1752'8&7,21

'XULQJWKHV)HGHUDO*RYHUQPHQWSROLF\WRUHGXFHXQHPSOR\PHQWKDVIRFXVVHGDOPRVWHQWLUHO\RQ
WKHQHHGWRUHIRUPODERXUPDUNHWLQVWLWXWLRQVUDWKHUWKDQRQWKHGHYHORSPHQWRIDQH[SOLFLW
HPSOR\PHQWSROLF\'HPDQGPDQDJHPHQWKDVKDGOLWWOHRUQRUROHWRSOD\ZLWKUHDOLQWHUHVWUDWHV
NHSWKLJKDQGILVFDOSROLF\EHLQJJHDUHGWRWKHDFKLHYHPHQWRIEXGJHWVXUSOXVHV)XUWKHUPRUHGHVSLWH
XQHPSOR\PHQWSDUWLFLSDWLRQDQGMREJURZWKEHLQJLQIHULRULQUXUDODQGUHJLRQDODUHDVDVFRPSDUHGWR
PHWURSROLWDQDUHDV +RZDUGDQG%XXOWMHQVS )HGHUDO*RYHUQPHQWHFRQRPLFSROLF\KDV
SDLGOLWWOHDWWHQWLRQWRWKHVSDWLDOGLPHQVLRQ7KLVSDSHUZLOORXWOLQHWKHLPSOLFDWLRQVRIVXFKDQ
RYHUVLJKWIRUUHGXFLQJQDWLRQDOXQHPSOR\PHQW
$FFRUGLQJWR7UHDVXU\  WKHPDLQIDFWRUVWKDWKDYHLPSHGHGWKHUHGXFWLRQRIWKHXQHPSOR\PHQW
UDWHKDYHEHHQODERXUPDUNHWULJLGLWLHV UHTXLULQJLQVWLWXWLRQDOUHIRUP KLJKUHSODFHPHQWUDWLRV
UHTXLULQJOHVVJHQHURXVZHOIDUHSD\PHQWV DQGVNLOOVPLVPDWFKFDXVHGE\UDSLGVWUXFWXUDOFKDQJH
UHTXLULQJUHWUDLQLQJSURJUDPV +RZHYHULIWKHXQGHUO\LQJLQVWLWXWLRQDOVWUXFWXUHLVWKHPDMRU
FRQVWUDLQWWRDFKLHYLQJORZHUOHYHOVRIXQHPSOR\PHQWZK\LVXQHPSOR\PHQWVRPXFKKLJKHULQQRQ
PHWURSROLWDQDUHDVZKHQDOOUHJLRQVZLWKLQVWDWHVVKDUHLGHQWLFDOLQVWLWXWLRQDOIUDPHZRUNV")RUH[DPSOH
LQ-XQHWKH,QQHU6\GQH\5HJLRQKDGDQXQHPSOR\PHQWUDWHRIZKHUHDVWKH+XQWHU
1RUWK&RDVWKDGDUDWHRI '(:56% 
7KHLPSOLFLWVXSSO\VLGHPRGHOUHOLHGXSRQE\SROLF\PDNHUVDSSHDUVWREHWKDWODERXUVKRXOGEH
SUHSDUHGWRUHORFDWHIURPKLJKXQHPSOR\PHQWDUHDVWRDUHDVZKHUHWKHUHDUHHPSOR\PHQW
RSSRUWXQLWLHV7KLVPRELOLW\RIODERXUZLOOLPSURYHVNLOOPDWFKLQJDQGE\LPSURYLQJWKHHIILFLHQF\RI
WKHODERXUPDUNHWVKRXOGORZHUWKH1$,587KHIDLOXUHRIUHJLRQDOXQHPSOR\PHQWUDWHVWRFRQYHUJH
ZRXOGVHHPWRVXJJHVWWKDWZRUNHUVKDYHLQVXIILFLHQWUDWHVRIPRELOLW\UHIOHFWLQJWKHJUHDWHUSHFXQLDU\
FRVWVRIUHORFDWLRQLQFOXGLQJFDSLWDOORVVIURPSURSHUW\VDOHDVFRPSDUHGWRFLW\ZRUNHUVFKDQJLQJ
LQWUDXUEDQFRPPXWLQJSDWWHUQVLQUHVSRQVHWRMREORVV7KXVWKHLQFHQWLYHVWUXFWXUHIDFLQJZRUNHUV
1

Even the Labor Government’s Working Nation strategy was premised on the need for unemployed workers to be job ready,
thereby reducing the NAIRU.

2

PD\EHVXERSWLPDOHYHQWKRXJKWD[ZHOIDUHSURYLVLRQVDUHODUJHO\WKHVDPHIRUDOOZRUNHUVDFURVV
$XVWUDOLD ZLWKWKHH[FHSWLRQRIUHQWDODVVLVWDQFHSD\PHQWV 
+RZHYHUDQRWKHUH[SODQDWLRQFRXOGEHWKDWSHRSOHGLIIHULQWKHLUUHVSRQVLYHQHVVWRODERXUPDUNHW
FRQGLWLRQVZLWKVRPHZRUNHUV SDUWLFXODUWKRVHLQUHJLRQDODUHDV EHLQJZRUNVK\DQGRUDGDSWLQJOHVV
UDSLGO\WRFKDQJHWKDQWKHLUFLW\FRXQWHUSDUWV7KLVLVVXJJHVWHGE\7RQ\$EERW¶VTXRWDWLRQ
)LQDOO\ORQJUXQVSDWLDOGLIIHUHQWLDOVLQXQHPSOR\PHQWFRXOGEHFDXVHGE\GLIIHUHQFHVLQORFDOGHPDQG
FRQGLWLRQVZKHQLQYHVWPHQWERWKSXEOLFDQGSULYDWHLVQRWHYHQO\GLVWULEXWHGDFURVVWKHFRQWLQHQW$W
SUHVHQWWKH16:JRYHUQPHQWLVVSHQGLQJELOOLRQVRIGROODUVRQFRQVWUXFWLRQLQSUHSDUDWLRQIRUWKH
2O\PSLFVLQ6\GQH\6LPXOWDQHRXVO\WHQVRIWKRXVDQGVRIMREVDUHEHLQJVKHGLQUHJLRQDODUHDVE\
*7(¶VLQYROYHGLQWKHSURYLVLRQRIUDLOHOHFWULFLW\ZDWHUDQGWHOHFRPPXQLFDWLRQVHUYLFHV VHH
3URGXFWLYLW\&RPPLVVLRQ 
7KLVSDSHUGRHVQRWDWWHPSWWRHQJDJHGLUHFWO\LQWKHPDFURHFRQRPLFGHEDWHRYHUWKHXVHRIVXSSO\
VLGHYHUVXVGHPDQGPDQDJHPHQWSROLFLHV5DWKHUZHFRQVLGHUDIHDWXUHRIWKH$XVWUDOLDQODERXU
PDUNHWWKDWLVQRWW\SLFDOO\FRQVLGHUHGLQWKH QDWXUDOUDWH OLWHUDWXUH,ILQVWLWXWLRQDODQGEHKDYLRXUDO
IDFWRUVDUHWKHPDMRUFDXVHRIXQHPSOR\PHQWZK\GRXQHPSOR\PHQWUDWHVGLIIHUVRVXEVWDQWLDOO\
DFURVVLQWUDVWDWHUHJLRQVZLWKLGHQWLFDOLQVWLWXWLRQDODQGOHJDOVWUXFWXUHV"'RHVWKLVLPSO\WKDWZRUNHUV
DUHKHWHURJHQHRXVLQWKHLUSDWWHUQVRIODERXUPRELOLW\LQUHVSRQVHWRDJLYHQVHWRIPDUNHWVLJQDOV",I
VRGRHVWKHVWUXFWXUHRILQFHQWLYHVQHHGWREHDOWHUHGWREULQJDERXWPRUHUHVSRQVLYHSDWWHUQVRI
ODERXUPRELOLW\WRUHGUHVVWKHVSDWLDOXQHPSOR\PHQWLQHTXDOLW\"$OWHUQDWLYHO\GRQRQLQVWLWXWLRQDO
IDFWRUVSOD\DQLPSRUWDQWUROHLQGHWHUPLQLQJWKHGLVWULEXWLRQRIUHJLRQDOHPSOR\PHQW"
:HDUJXHWKDWWKH*RYHUQPHQW¶VXQGHUO\LQJPRGHORIWKHODERXUPDUNHWLVIODZHGGXHWRLWVIDLOXUHWR
FRQVLGHUWKHVSDWLDOGLPHQVLRQRIHPSOR\PHQWFUHDWLRQ7KHHPSLULFDOHYLGHQFHGHPRQVWUDWHVWKDW
ZKLOHWKHG\QDPLFVRILQWHUVWDWHODERXUPRELOLW\DUHGLIIHUHQWIURPWKRVHLQWKH86$WKHUDWHRI
PRELOLW\LVVLPLODU$OVRWKHUROHRIZDJHDGMXVWPHQWLQLQIOXHQFLQJPRELOLW\LVVPDOOVRWKDWWKHUHLVQR
MXVWLILFDWLRQIRUSXUVXLQJLQFUHDVHGZDJHIOH[LELOLW\WKURXJKIXUWKHUODERXUPDUNHWUHIRUP,QGHHGWKH
H[LVWHQFHRIDZDJHFXUYHDFURVVVWDWHV .HQQHG\DQG%RUODQG DQGWKHGHPRQVWUDWLRQLQWKLV
SDSHUWKDWDPRGLILHGZDJHFXUYHRSHUDWHVDFURVV6WDWLVWLFDO5HJLRQVSRLQWVWRWKHSRVVLELOLW\RIWKH
FXPXODWLYHGHFOLQHRIVRPHDUHDVIROORZLQJDQHPSOR\PHQWVKRFN'RZQZDUGSUHVVXUHRQZDJHUDWHV
LQGHFOLQLQJDUHDVWKURXJKIXUWKHUODERXUPDUNHWUHIRUPLVOLNHO\WRSURPRWHG\QDPLFLQHIILFLHQF\7KH
GLVSDULW\EHWZHHQXQHPSOR\PHQWUDWHVLQPHWURSROLWDQDQGQRQPHWURSROLWDQDUHDVLVOLNHO\WRLQFUHDVH
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In addition, firms should relocate to areas where unemployment is high and wages are declining.
Cashin and Strappazon (1998) are critical of Government transfers to maintain activity in declining areas.
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)XUWKHUPRUHWKHSDSHUTXHVWLRQVZKHWKHUDQLQFUHDVHGUDWHRILQWHUVWDWHDQGUHJLRQDOXUEDQPRELOLW\
LVDFWXDOO\GHVLUDEOH7KHOLPLWHGH[WHQWRIILUPUHORFDWLRQWRDUHDVRIKLJKXQHPSOR\PHQWDQGORZ
ZDJHVVXJJHVWVWKDWSRVLWLYHIHHGEDFNLVOLNHO\WRRFFXUPDLQO\WKURXJKGHPDQGVSLOORYHUVRIWKHW\SH
REVHUYHGLQWKH86$6XFKIHHGEDFNLVOLNHO\WRXQGHUPLQHWKHORQJWHUPHFRQRPLFYLDELOLW\RIUHJLRQDO
DUHDVOHDGLQJWRWKHFUHDWLRQRIREVROHWHLQIUDVWUXFWXUHDQGWKHQHHGIRULWVGXSOLFDWLRQLQWKHFLWLHV
,WLVDUJXHGWKDWWDUJHWHGPDFURVWLPXOLWRDUHDVRIKLJKXQHPSOR\PHQWZLWKXQXVHGLQIUDVWUXFWXUH
ZRXOGEHDPRUHHIIHFWLYHZD\WRUHGXFHERWKUHJLRQDOXQHPSOR\PHQWDQGWKH1$,58WKDQVLPSO\
IRFXVVLQJRQLQFUHDVLQJWKHLQFHQWLYHVIRUODERXUWRUHORFDWHWRORZXQHPSOR\PHQWXUEDQDUHDVZKHUH
LQIUDVWUXFWXUHLVDOUHDG\RYHUXWLOLVHG5HJLRQDOHPSOR\PHQWJHQHUDWLRQDGPLQLVWHUHGE\&RXQFLOVZLWKLQ
DEXIIHUVWRFNHPSOR\PHQWIUDPHZRUNWRPHHWORFDOQHHGVZRXOGEHDQDSSURSULDWHDSSURDFK7KH
SDSHUFRQFOXGHVWKDWWKHNH\WRUHGXFHGHFRQRP\ZLGHXQHPSOR\PHQWLVWKHQXPEHUDQGVSDWLDO
GLVWULEXWLRQRIMREVDQGQRWWKHVKDUSHQLQJRILQFHQWLYHVIRUODERXUWRUHORFDWHIURPGHFOLQLQJDUHDV
7KHWKHRUHWLFDOXQGHUSLQQLQJVRIFXUUHQWJRYHUQPHQWSROLF\DUHH[SORUHGLQ6HFWLRQ7KHH[WDQW
HPSLULFDOOLWHUDWXUHRQLQWHUVWDWHODERXUPRELOLW\LVWKHQH[SORUHGDQGDPRGLILHGZDJHFXUYHLV
GHYHORSHGIRU6WDWLVWLFDO5HJLRQV$QDQDO\VLVRIYDULDQFHRIXQHPSOR\PHQWUDWHVIRU6WDWLVWLFDO/RFDO
$UHDVLVDOVRXQGHUWDNHQ&RQWHPSRUDU\&RDOLWLRQJRYHUQPHQWSROLF\LVDVVHVVHGLQ6HFWLRQZLWK
SDUWLFXODUUHIHUHQFHWRUHJLRQDOLQLWLDWLYHV,QWKHILQDOVHFWLRQVRPHSROLF\LQLWLDWLYHVDUHRXWOLQHGDQG
FRQFOXGLQJFRPPHQWVDUHSUHVHQWHG



/DERXU0DUNHW7KHRU\DQG5HJLRQDO8QHPSOR\PHQW

7KH1$,58
7KH&RDOLWLRQ*RYHUQPHQW¶VDSSURDFKWRXQHPSOR\PHQWUHGXFWLRQLVEDVHGRQWKHWKHRUHWLFDOPRGHORI
WKH1RQ$FFHOHUDWLQJ,QIODWLRQDU\5DWHRI8QHPSOR\PHQW 1$,58 ZLWKPRQHWDU\SROLF\EHLQJXVHG
VROHO\WRFRQWUROLQIODWLRQDQGSURGXFWDQGIDFWRUPDUNHWUHIRUPVXVHGWRVWLPXODWHHPSOR\PHQWJURZWK
)LVFDOSROLF\LVGHVLJQHGWRUHGXFHWKHSXEOLFVHFWRU¶VFDOORQQDWLRQDOVDYLQJV VHH7UHDVXU\ 
7KH1$,58GHILQHVDUDWHRI HTXLOLEULXP XQHPSOR\PHQWDWZKLFKWKHFRPSHWLQJFODLPVRILQFRPH
HDUQHUVDUHFRQVLVWHQW &DUOLQDQG6RVNLFHS ,WUHSUHVHQWVWKHPLQLPXPVXVWDLQDEOHUDWHRI
XQHPSOR\PHQW7KHVL]HRIWKH1$,58LVDPDQLIHVWDWLRQRIVXSSO\VLGHLPSHUIHFWLRQVVRWKDWDQ
XQDFFHSWDEO\KLJKHTXLOLEULXPXQHPSOR\PHQWUDWHVLJQDOVWKHQHHGIRUVXSSO\VLGHUHIRUP,QEURDG
WHUPV*RYHUQPHQWKDVHVFKHZHGDFWLYHGHPDQGPDQDJHPHQWDQGSXUVXHGODERXUPDUNHWUHIRUP
FKDQJHVWRWKHGHVLJQRIWKHZHOIDUHV\VWHPDQG1DWLRQDO&RPSHWLWLRQ3ROLF\ 1&3 WRDFKLHYH
HPSOR\PHQWJURZWK7KHVHSROLFLHVDUHRXWOLQHGLQ6HFWLRQ
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/DERXU0RELOLW\
3ROLF\PDNHUVZKRSXUVXHIXUWKHUVXSSO\VLGHUHIRUPLQUHVSRQVHWRWKHKLJKRYHUDOOUDWHRI
XQHPSOR\PHQWLQ$XVWUDOLDIDLOWRH[SODLQZK\XQHPSOR\PHQWUDWHVGLIIHUVXEVWDQWLDOO\EHWZHHQUHJLRQV
LQDVWDWHVXFKDV16:ZLWKLQZKLFKWKHLQVWLWXWLRQDODUUDQJHPHQWVDUHLGHQWLFDO
6SDWLDOLVVXHVWHQGWREHLJQRUHGLQWKHDQDO\VLVRIWKH1$,58DOWKRXJKODERXUPRELOLW\EHWZHHQ
UHJLRQVLQUHVSRQVHWRPDUNHWVLJQDOVLVFRQVLGHUHGWREHDNH\HOHPHQWRIWKHIXQFWLRQLQJRIWKHODERXU
PDUNHW,IORFDOODERXUPDUNHWVKRUWDJHVDUHQRWUDSLGO\ILOOHGWKURXJKODERXUPRELOLW\WKHQLQIODWLRQDU\
SUHVVXUHVFRXOGEXLOGUHJDUGOHVVRIWKH QDWLRQDO XQHPSOR\PHQWUDWH
,QDVWXG\RILQWHUVWDWHPLJUDWLRQ'HEHOOHDQG9LFNHU\ S QRWHWKDWWKHUHDUHIRXUDYHQXHVRI
DGMXVWPHQWWKDWFDQHOLPLQDWHDUHODWLYHXQHPSOR\PHQWGLIIHUHQWLDOIROORZLQJDQDGYHUVHVWDWHVSHFLILF
VKRFNWKDWJHQHUDWHVDULVHLQXQHPSOR\PHQWUHODWLYHWRWKHQDWLRQDODYHUDJH
•

:DJHDGMXVWPHQW7KHZDJHLQWKHVWDWHIDOOVUHODWLYHWRWKHZDJHUDWHLQWKHUHVWRIWKH
FRXQWU\7KLVDGMXVWPHQWFDQEHFODVVLILHGDVDSXUHO\LQWHUQDOODERXUPDUNHWDGMXVWPHQW

•

)LUP RUFDSLWDO PRELOLW\)LUPVUHORFDWHWRWKHVWDWHWRWDNHDGYDQWDJHRIWKHUHODWLYHO\
ODUJHUSRRORIXQHPSOR\HGZRUNHUVEXWWKHH[LVWHQFHRIGHPDQGVSLOORYHUV 'LDPRQG
PHDQVWKDWDUHJLRQKLWE\DGHPDQGVKRFNLVOHVVOLNHO\WRDWWUDFWVD\VHUYLFHVHFWRU
HPSOR\PHQW7KLVZRXOGEHIXUWKHUHQKDQFHGE\WKHQHJDWLYHLQFRPHHIIHFWRIORZHU
HPSOR\PHQWDQGZDJHV7KLVIRUPRIDGMXVWPHQWZRXOGEHIXUWKHUHQKDQFHGE\DIDOOLQWKH
UHODWLYHZDJH

•

/DERXUPRELOLW\:RUNHUVLQWKHVWDWHPLJUDWHWRDVWDWHZKHUHWKHXQHPSOR\PHQWUDWHLV
ORZHU$JDLQDIDOOLQWKHUHODWLYHZDJHZRXOGIXUWKHUHQFRXUDJHRXWPLJUDWLRQDQG

•

:RUNHUVUHPDLQLQWKHVWDWHEXWH[LWIURPWKHODERXUIRUFH

$ORZHUUHDOZDJHKDVDQDPELJXRXVLPSDFWRIODERXUPRELOLW\EHFDXVHZKLOHLWHQFRXUDJHVRXW
PLJUDWLRQLWZLOODOVRWHQGWRLQFUHDVHODERXUGHPDQGDQGILUPLQPLJUDWLRQWKHUHE\UHGXFLQJ
XQHPSOR\PHQWDQGWKHLQGXFHPHQWRIXQHPSOR\HGODERXUWRUHORFDWH,QSULQFLSOHXQGHUSHUIHFW
LQIRUPDWLRQLILQWUDVWDWHODERXUPDUNHWVFRQYH\WKHFRUUHFWPDUNHWVLJQDOVWKHQVXVWDLQHGLQWHUVWDWH
XQHPSOR\PHQWUDWHGLIIHUHQWLDOVZRXOGUHIOHFWWKHPDJQLWXGHRIUHORFDWLRQFRVWV
2QWKHRWKHUKDQG&DVKLQDQG6WUDSSD]RQ  H[DPLQHWKHRULHVRIPRYHPHQWVLQUHJLRQDOSHU
FDSLWDLQFRPHV7KH\HPSKDVLVHWKHLPSRUWDQFHRILQWHUUHJLRQDOZDJHGLIIHUHQWLDOVLQSURPRWLQJODERXU
PRELOLW\DQGWKHUHORFDWLRQRIILUPVZLWKWKHODWWHUHQKDQFHGE\ILQDQFLDOPDUNHWVWKDWHQDEOHFURVV
UHJLRQERUURZLQJDQGOHQGLQJ+RZHYHUFRQVWUDLQWVWRODERXUPRELOLW\XQIDYRXUDEOHEXVLQHVV
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FRQGLWLRQVDQGWUDQVSRUWDWLRQEDUULHUVPLJKWOHDGWRDVSDWLDOPLVPDWFKRIODERXUDQGFDSLWDOWKHUHE\
SUHYHQWLQJWKHFUHDWLRQRIHTXDOODERXUPDUNHWRSSRUWXQLWLHVDFURVVUHJLRQV (OOZRRG 
$GLVWLQFWLRQQHHGVWREHPDGHEHWZHHQODERXUPRELOLW\ZLWKLQORFDO XUEDQ ODERXUPDUNHWVDQG
PRELOLW\WKDWHQWDLOVUHORFDWLRQRIWKHZRUNHUDQGKHUKLVIDPLO\0RVWVWXGLHVRIODERXUPRELOLW\FHQWUH
RQLQWHUVWDWHPRELOLW\\HWLQWUDXUEDQODERXUPDUNHWVDUHFKDUDFWHULVHGE\FRQVLGHUDEOHYDULDWLRQLQ
XQHPSOR\PHQWUDWHVGHVSLWHWKHUHODWLYHHDVHRIFKDQJLQJFRPPXWLQJSDWWHUQVLQUHVSRQVHWRD
FKDQJHLQWKHVSDWLDOGLVWULEXWLRQRIMRERSSRUWXQLWLHV7KLVLVVXHLVIXUWKHUDGGUHVVHGEHORZ
7KHDVVXPSWLRQWKDWDKLJKGHJUHHRIODERXUPRELOLW\FDXVHVWKHFRQYHUJHQFHRIUHJLRQDO
XQHPSOR\PHQWUDWHVXQGHUSLQVWKHJRYHUQPHQW¶VDSSURDFKWRXQHPSOR\PHQW+RZHYHUDUHYLHZRI
WKHUHFHQWHPSLULFDOOLWHUDWXUHLQWKHQH[WVHFWLRQVXJJHVWVWKDWWKHH[SODQDWLRQIRUSHUVLVWHQWLQWHU
VWDWHXQHPSOR\PHQWGLIIHUHQWLDOVLVWKHSUHVHQFHRIVWDWHIL[HGHIIHFWV7KHVHHIIHFWVLQFOXGHWKH
H[LVWHQFHRIDV\PPHWULFPRELOLW\FRVWV VXFKDVDSRVLWLYHGLIIHUHQWLDOEHWZHHQWKHSULFHRIPHWURSROLWDQ
KRXVLQJDQGQRQPHWURSROLWDQKRXVLQJVHH.HQQHG\DQG%RUODQG )XUWKHUODERXUPDUNHW
UHIRUPDQGUHGXFWLRQVLQUHJLRQDOODERXUPDUNHWSURJUDPVDORQJZLWKWLJKWILVFDOSROLF\DQGORZ
LQWHUHVWUDWHVZLOOQRWFRXQWHUWKHVHXQGHUO\LQJVWUXFWXUDOIDFWRUVDQGFRXOGHYHQEHFRXQWHUSURGXFWLYH

(03,5,&$/(9,'(1&(
,QWKLVVHFWLRQZHH[SORUHWKHFRQWHPSRUDU\$XVWUDOLDQOLWHUDWXUHDERXWWKHPRELOLW\SDWWHUQVRIZRUNHUV
DQGWKHLPSDFWRQOHYHOVRIXQHPSOR\PHQW,QSDUWLFXODUZHH[DPLQHZKHWKHUWKHORQJVWDQGLQJ
YDULDQFHRIXQHPSOR\PHQWUDWHVDFURVVUHJLRQVFDQEHDWWULEXWHGWRLQWULQVLFHFRQRPLFFKDUDFWHULVWLFV
RIWKHGLIIHUHQWUHJLRQVGLIIHUHQFHVLQPRELOLW\SDWWHUQVRULQDGHTXDWHUDWHVRIPRELOLW\
&DVKLQDQG6WUDSSD]RQ S DVVHUWWKDWWKHUHDUHWZRUREXVWFRQFOXVLRQVIURPWKHHPSLULFDO
ZRUNRQHFRQRPLFJURZWKDQGWKHFRQYHUJHQFHRISHUFDSLWDLQFRPH)LUVWLQWHUYHQWLRQLVWUHJLRQDO
SROLFLHVDUHLQHIIHFWLYHLQVSHHGLQJXSFRQYHUJHQFHEHFDXVHVLPLODUUDWHVRIFRQYHUJHQFHDUHREVHUYHG
DFURVVFRXQWULHVWKDWDGRSWGLIIHUHQWSROLFLHV7KLVDVVHUWLRQLVSUHPLVHGRQWKHH[SOLFLWDVVXPSWLRQWKDW
UDWHVRIFRQYHUJHQFHZRXOGEHHTXDODFURVVFRXQWULHVLQWKHDEVHQFHRIGLIIHUHQFHVLQSROLF\
6HFRQGZKLOHWKHPLJUDWLRQRISHUVRQVIURPORZLQFRPHWRKLJKLQFRPHDUHDVVKRXOGDVVLVWLQUDLVLQJ
WKHVSHHGRIFRQYHUJHQFHRISHUFDSLWDLQFRPHEHWZHHQSRRUDQGULFKUHJLRQVWHVWVDFURVVDUDQJHRI
FRXQWULHVIDLOWRILQGVXFKDUHVXOW(YHQLQWKH86$DSHUFDSLWDLQFRPHGLIIHUHQWLDOLVRQO\
VXIILFLHQWWRUDLVHQHWPLJUDWLRQWRWKHKLJKLQFRPHDUHDE\DQDPRXQWWKDWUDLVHVSRSXODWLRQJURZWKE\
DERXWRQHTXDUWHURISHU\HDU

4

This suggests that the national NAIRU depends on the spatial distribution of unemployment.

6

&LWLQJWKH,QGXVWU\&RPPLVVLRQVWXG\  &DVKLQDQG6WUDSSD]RQ S DUJXHWKDWLQ
UHVSRQVHWRDUHJLRQDOHPSOR\PHQWVKRFNWKHUHLVDVPDOOGHFOLQHLQZDJHVUHODWLYHWRRWKHUUHJLRQVD
VOLJKWQHDUSHUPDQHQWIDOOLQSDUWLFLSDWLRQUDWHVDQGDZHDNWHPSRUDU\LQFUHDVHLQRXWPLJUDWLRQ
5HJLRQDOZDJHVDQGODERXUPRELOLW\DUHDOOHJHGWREHPXFKOHVVUHVSRQVLYHWRDGYHUVHLGLRV\QFUDWLF
VKRFNVLQ$XVWUDOLDDVFRPSDUHGWRVWDWHVRIWKH86$&DVKLQDQG6WUDSSD]RQFODLPWKDWWKHUHLVOLWWOH
YDULDWLRQRIUHJLRQDOXQHPSOR\PHQWUDWHVLQWKH86$ZKHUHDVLQ$XVWUDOLDUHJLRQDOXQHPSOR\PHQW
UDWHVUHPDLQSHUPDQHQWO\DERYHWKHQDWLRQDODYHUDJHUDWH
,QVKRUWXQGHUDV\VWHPRIFHQWUDOLVHGZDJHIL[DWLRQUHJLRQDOZDJHVDUHQRWDOORZHGWRUHIOHFWUHJLRQDO
SURGXFWLYLW\GLIIHUHQWLDOVVRWKDWUHJLRQDOXQHPSOR\PHQWUDWHVUHPDLQDERYHDYHUDJHLQEHORZDYHUDJH
SURGXFWLYLW\UHJLRQV7KHVORZDGMXVWPHQWRISDUWLFLSDWLRQDQGZDJHUDWHVLQUHVSRQVHWRDGYHUVH
HPSOR\PHQWVKRFNVLQUHJLRQDODUHDVLVDOOHJHGWRVLJQLI\WKHSUHVHQFHRIDUHJLRQDODGMXVWPHQW
SUREOHP &DVKLQDQG6WUDSSD]RQS 7KHDXWKRUVLPSO\WKDWXQGHUDGHUHJXODWHGV\VWHPRI
ZDJHGHWHUPLQDWLRQZDJHDGMXVWPHQWVZRXOGJHQHUDWHDJUHDWHULQFHQWLYHIRUUHORFDWLRQIROORZLQJDQ
DGYHUVHHPSOR\PHQWVKRFN
7KHIDOODF\RIWKLVDUJXPHQWLVWKDWWKURXJKWKHHPSKDVLVRQSHUFDSLWDLQFRPHGLIIHUHQWLDOVZDJH
DGMXVWPHQWLQDUHJLRQVXEMHFWWRDVKRFNLVYLHZHGDVWKHSUHHPLQHQWLQIOXHQFHRQPRELOLW\DV
RSSRVHGWRLQWHUVWDWHGLIIHUHQFHVLQUDWHVRIXQHPSOR\PHQW,QWKHLUVWXG\RILQWHUVWDWHPRELOLW\
'HEHOOHDQG9LFNHU\  GHPRQVWUDWHWKDWZDJHDGMXVWPHQWDSSHDUVWREHDUHODWLYHO\PLQRUIDFWRU
LQLQIOXHQFLQJPRELOLW\5HODWLYHXQHPSOR\PHQWUDWHVSURYLGHWKHPDLQLQFHQWLYHERWKIRULQWHUVWDWH
PRELOLW\RUGHSDUWXUHIURPWKHODERXUPDUNHW
'HEHOOHDQG9LFNHU\ S TXRWH%ODQFKDUGDQG.DW]  ZKRDUJXHWKDWDVWDWHVSHFLILF
LQFUHDVHLQ86XQHPSOR\PHQWOHDGVWRODERXUPLJUDWLRQWKDWSOD\VDUROHLQUHGXFLQJWKHXQHPSOR\PHQW
GLIIHUHQWLDO7KHWUHQGUDWHRIHPSOR\PHQWJURZWKLVUHVWRUHGEXWHPSOR\PHQWLVDWDORZHUOHYHOGXHWR
RXWPLJUDWLRQ'HPDQGVSLOORYHUVRFFXUVRWKDWWKHSHUPDQHQWORVVRIHPSOR\PHQWLVJUHDWHUWKDQWKH
LQLWLDOVKRFN%ODQFKDUGDQG.DW]  DOVRDUJXHWKDWGXULQJWKHDGMXVWPHQWSKDVHWKHUHJLRQDO
QRPLQDOZDJHIDOOVEXWLWPDNHVOLWWOHFRQWULEXWLRQWRWKHDGMXVWPHQWSURFHVV7KXVWKHVWDWHRIWKH
ODERXUPDUNHWLQIOXHQFHVWKHGHFLVLRQWRPLJUDWHUDWKHUWKDQWKHIDOOLQWKHQRPLQDOZDJH
'HEHOOHDQG9LFNHU\ S QRWHWKDWLQ$XVWUDOLDSHRSOHDUHPRUHSUHSDUHGWRPLJUDWHIURPVPDOO
VWDWHVDQGWKRVHZLWKSRRUODERXUPDUNHWVEXWWKHNH\SUREOHPLVOLPLWHGLQIRUPDWLRQDQGLQDGHTXDWH
DFFHVVWRORFDOMREQHWZRUNV7KH\H[SORUHLQWHUVWDWHPLJUDWLRQXVLQJFRLQWHJUDWLRQWHVWVRIWKH
UHODWLRQVKLSEHWZHHQDVWDWHXQHPSOR\PHQWUDWHDQGWKHQDWLRQDOXQHPSOR\PHQWUDWH7KH\FRQFOXGH
5

Cashin and Strappazon (1998) argue that studies of per capita income differences show that state specific shocks are
important, rather than fluctuations in national economy.
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WKDWODERXUPDUNHWDGMXVWPHQWGRHVRSHUDWHWRUHGXFHLQWHUVWDWHXQHPSOR\PHQWGLIIHUHQWLDOVRYHU
WLPH7KHVWDQGDUGGHYLDWLRQRIVWDWHXQHPSOR\PHQWUDWHVKDVJRQHXSLQERWK$XVWUDOLDDQGWKH86$
ZKLFKVXJJHVWVWKDWODERXUPRELOLW\LVVLPLODULQERWKFRXQWULHV7KHGLVWULEXWLRQRIVWDWHVSHFLILFVKRFNV
FRXOGEHJUHDWHULQ86$WKHUHE\FRQWULEXWLQJWRDKLJKHUVWDQGDUGGHYLDWLRQEXWFDSLWDOFLWLHVLQ
$XVWUDOLDDUHIXUWKHUDSDUW
$IWHUH[DPLQLQJWKHUHODWLRQVKLSEHWZHHQQHWPLJUDWLRQDVDVKDUHRISRSXODWLRQDQGWKHUHODWLYHVWDWH
XQHPSOR\PHQWUDWHWKH\FRQFOXGH S WKDW
µ6LQFHVWDWHXQHPSOR\PHQWUDWHVDUHKLJKO\FRUUHODWHGZLWKDJJUHJDWHXQHPSOR\PHQWDQGJLYHQWKDW
ODERXUPLJUDWLRQZRUNVUHDVRQDEO\ZHOOLQPRGHUDWLQJVWDWHODERXUPDUNHWGLIIHUHQWLDOVLWLV
TXHVWLRQDEOHZKHWKHUKLJKHUPRELOLW\ZRXOGJUHDWO\UHGXFHWKHQDWLRQDOXQHPSOR\PHQWUDWH¶
7KLVLVDQLPSRUWDQWFODLPEHFDXVH&DVKLQDQG6WUDSSD]RQ  DQGWKH,QGXVWU\&RPPLVVLRQ 
DSSHDUWRDUJXHWKDWWKHVWUXFWXUHRILQFHQWLYHVFRUUHVSRQGLQJWRDFHQWUDOLVHGZDJHV\VWHP DQG
JHQHURXVXQHPSOR\PHQWEHQHILWV LQKLELWVODERXUPRELOLW\LQUHVSRQVHWRVWDWHVSHFLILFVKRFNV
'HEHOOHDQG9LFNHU\GHYHORSVWUXFWXUDO9$5PRGHOVZLWKDQGZLWKRXWWKHLQFOXVLRQRIWKHUDWLRRIWKH
VWDWHWRQDWLRQDODYHUDJHZHHNO\HDUQLQJV7KHLQFOXVLRQRIWKHZDJHYDULDEOHHQWDLOVDORQJHUSHULRGRI
DGMXVWPHQWDQGDSHUPDQHQWO\ORZHUUHDOZDJHEXW\LHOGVEURDGO\VLPLODUUHVXOWVWRWKHPRGHOZLWKRXW
WKHZDJHYDULDEOH'HEHOOHDQG9LFNHU\DUJXHWKDWDVORZLQLWLDOPLJUDWLRQUHVSRQVHDQGDORQJSHULRGRI
PLJUDWLRQPDNHVVHQVHJLYHQWKHLQHUWLDDVVRFLDWHGZLWKWKHGHFLVLRQWRPRYHLQWHUVWDWHDQGKLJKFRVWV
RIDGMXVWPHQW S 
7KHDXWKRUVILQGWKDWWKHVSHHGRIDGMXVWPHQWLVVLPLODUWRWKDWIRXQGE\%ODQFKDUGDQG.DW]  LQ
WKHLU86VWXG\ S $VQRWHGLQWKH86$WKHG\QDPLFVRIDGMXVWPHQWDSSHDUWREHGLIIHUHQWZLWKDQ
RYHUVKRRWLQJRIHPSOR\PHQWORVVWRGRXEOHLWVLQLWLDOPDJQLWXGHDQGDORQJUXQORVVRIWLPHVWKH
LQLWLDOPDJQLWXGH2QWKHRWKHUKDQGWKHLQLWLDOORVVRIHPSOR\PHQWLQ$XVWUDOLDDSSHDUVWREH
FRXQWHUHGE\LQWHUQDODGMXVWPHQW:DJHDGMXVWPHQWLQ$XVWUDOLDLVXQOLNHO\WRPDNHPXFKRID
FRQWULEXWLRQDVFRPSDUHGWRWKH86$EHFDXVHWKHUHLVOHVVZDJHIOH[LELOLW\LQ$XVWUDOLD'HEHOOHDQG
9LFNHU\YLHZWKHVHFRPSDUDWLYHUHVXOWVDVDSX]]OH
7KXVLQWURGXFWLRQRIWKHZDJHYDULDEOHDSSHDUVWRKDYHOLWWOHLPSDFWRQHPSOR\PHQWDQGPLJUDWLRQ
G\QDPLFVLQHLWKHU$XVWUDOLDRUWKH86$DOWKRXJK'HEHOOHDQG9LFNHU\QRWHWKDWWKHIHGHUDODZDUG
V\VWHPPD\KDYHSOD\HGDUROHLQ$XVWUDOLD7KH\QRWHWKDWWKLVUHVXOWLVFRQVLVWHQWZLWKWKH+DUULV
7RGDURPRGHOLQWKDWULVNDYHUVHZRUNHUVZRXOGEHPRUHFRQFHUQHGZLWKWKHLUUHODWLYHHPSOR\PHQW
RSSRUWXQLWLHVWKDQWKHSUHYDLOLQJZDJHLQDVVHVVLQJWKHLUGHFLVLRQWRPLJUDWH S 

6

In a study of Germany, France and Italy, Puhani (1999) finds that labour mobility is most unlikely to act as a sufficient
adjustment mechanism to counter asymmetric shocks.
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,QWKHLUG\QDPLFVWDWHPRGHOV'HEHOOHDQG9LFNHU\DOORZIRUSHUPDQHQWXQHPSOR\PHQWGLIIHUHQFHV
EHWZHHQWKHVWDWHVWKURXJKVWDWHIL[HGHIIHFWV7KLVPHDQVWKDWG\QDPLFODERXUPDUNHWDGMXVWPHQWV
EHWZHHQVWDWHVLQUHVSRQVHWRDGYHUVHVKRFNVGRQRWOHDGWRDFRQYHUJHQFHRIVWDWHXQHPSOR\PHQW
UDWHV7KHVHHIIHFWVUHIOHFWGLIIHUHQWXQGHUO\LQJHFRQRPLFDQGVRFLDOFRQGLWLRQVDFURVVWKHVWDWHVVXFK
DVSDUWLFLSDWLRQUDWHVHPSOR\PHQWJURZWKUDWHVRUJURZWKUDWHVLQUHODWLYHZDJHVDQGOLIHVW\OH
GLIIHUHQFHV 'HEHOOHDQG9LFNHU\S 7KHVWDWHPRGHOVDUHG\QDPLFDOO\XQVWDEOHLQWKH
DEVHQFHRIWKHVHHIIHFWV7KHHIIHFWVDUHDVVXPHGWREHLQGHSHQGHQWRIVKRFNVWRHPSOR\PHQW
2WKHUZLVHVSHFLILFVKRFNVZRXOGSHUPDQHQWO\LQIOXHQFHVWDWHXQHPSOR\PHQWUDWHV
,QWKHLUFRQFOXVLRQ'HEHOOHDQG9LFNHU\FODLPWKDWPRVWRIWKHYDULDWLRQLQVWDWHXQHPSOR\PHQWUDWHVLV
WKHRXWFRPHRIYDULDWLRQVLQWKHQDWLRQDOXQHPSOR\PHQWUDWHUDWKHUWKDQVWDWHVSHFLILFIDFWRUV7KH
SHUPDQHQWGLIIHUHQFHVEHWZHHQVWDWHVFRXOGUHIOHFWOLIHVW\OHGLIIHUHQFHVDVHTXHQFHRIDGYHUVHVKRFNV
RUWKHLQDELOLW\RILQWHUQDOPLJUDWLRQWRHTXDOLVHODERXUPDUNHWRSSRUWXQLWLHV 'HEHOOHDQG9LFNHU\S 
7KH\QRWHWZRLPSRUWDQWSRWHQWLDOEDUULHUVWRPRELOLW\QDPHO\DGMXVWPHQWFRVWVDVVRFLDWHGZLWK
KRXVLQJDQGLPSHUIHFWLQIRUPDWLRQDERXWLQWHUVWDWHMRERSSRUWXQLWLHV
7KHLUUHVXOWVLPSO\WKDWVXSSO\VLGHSROLFLHVWKDWDUHGHVLJQHGWRLQFUHDVHWKHLQFHQWLYHVXQGHUSLQQLQJ
ODERXUPDUNHWPRELOLW\PD\VSHHGXSWKHDGMXVWPHQWSURFHVVEXWZRXOGEHXQOLNHO\WRUHGXFHWKHORQJ
VWDQGLQJXQHPSOR\PHQWGLVSDULWLHVEHWZHHQVWDWHV
7KH:DJH&XUYH
,QDQLQIOXHQWLDOSLHFHRIUHVHDUFK%ODQFKIORZHUDQG2VZDOG  GRFXPHQWWKHH[LVWHQFHRID
QHJDWLYHUHODWLRQVKLSEHWZHHQORFDOXQHPSOR\PHQWDQGZDJHVDFURVVDQXPEHURIFRXQWULHVLQFOXGLQJ
$XVWUDOLDXVLQJPLFURHFRQRPLFGDWD7KXVORFDOODERXUPDUNHWVGRQRWDSSHDUWRRSHUDWHLQWKHFODVVLF
WH[WERRNPDQQHU$QXPEHURIH[SODQDWLRQVDUHH[SORUHGLQFOXGLQJFRQWUDFWWKHRU\HIILFLHQF\ZDJH
PRGHOVDQGEDUJDLQLQJPRGHOV
.HQQHG\DQG%RUODQG  FRQILUP%ODQFKIORZHUDQG2VZDOG¶VFODLPWKDWWKHUHH[LVWVDQLQWHUVWDWH
ZDJHFXUYHLQ$XVWUDOLD7KHVWDQGDUGIRUPXODWLRQHQWDLOVWKHUHJUHVVLRQRIWKHORJZHHNO\HDUQLQJVRI
LQGLYLGXDOLRQKHUKLVPHDVXUHGFKDUDFWHULVWLFVDQGWKHXQHPSOR\PHQWUDWHE\JHQGHUVWDWHJURXSM
7KHDXWKRUVDGRSWDQXPEHURIVSHFLILFDWLRQVLQDQDQDO\VLVRI$XVWUDOLDQSRROHGWLPHVHULHVGDWDDQG
FODLPWKDWWKHLUUHVXOWVDUHUREXVWDQGFRQILUPWKHSUHVHQFHRIDZDJHFXUYHZLWKDFRHIILFLHQWRQWKH
XQHPSOR\PHQWUDWHWKDWLVQRWVLJQLILFDQWO\GLIIHUHQWIURPPLQXVXQLW\7KLVRUGHURIPDJQLWXGH
FRLQFLGHVZLWKWKDWRIRWKHUFRXQWULHVLQFOXGLQJWKH86$.HQQHG\DQG%RUODQG S FRQFOXGH
WKDWWKHVLPLODULW\RIZDJHFXUYHVLPSOLHVWKDWGLIIHUHQFHVLQZDJHIL[LQJLQVWLWXWLRQVKDYHQRWEHHQ
LQIOXHQWLDOLQGLIIHUHQFHVLQUHJLRQDOOHYHOZDJHG\QDPLFV
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7KH\HPSKDVLVHWKDWVWDWHOHYHOIL[HGHIIHFWVPXVWDSSHDULQWKHVSHFLILFDWLRQWRDYRLGWKHSUREOHPRI
RPLWWHGYDULDEOHELDV,QFOXVLRQRIWKHVHIL[HGHIIHFWVUHGXFHGWKHDEVROXWHVL]HRIWKHFRHIILFLHQWRQWKH
XQHPSOR\PHQWUDWH .HQQHG\DQG%RUODQGS 
7KHH[LVWHQFHRIWKHZDJHFXUYHIRU$XVWUDOLDQVWDWHVVXJJHVWVWKDWLQYHVWPHQWDQGGHPDQGLQJHQHUDO
DUHQRWHYHQO\GLVWULEXWHGVSDWLDOO\7KLVFRXOGUHIOHFWWKHVSDWLDOGLVWULEXWLRQRIWUDQVSRUWFRVWVKXPDQ
FDSLWDODQGLQIUDVWUXFWXUHLQYHVWPHQWZKLFKLQSDUWUHIOHFWSDVWSROLFLHVDVZHOODVQDWXUDODGYDQWDJHV
7KHVHGLIIHUHQWXQGHUO\LQJFRQGLWLRQVEHWZHHQVWDWHVJHQHUDWHGLIIHUHQWZDJHDQGHPSOR\PHQW
RXWFRPHVZLWKVRPHVWDWHVFKDUDFWHULVHGE\KLJKZDJHVDQGORZXQHPSOR\PHQWDQGYLFHYHUVD+LJKHU
UDWHVRIPRELOLW\PD\QRWGHSUHVVZDJHGLIIHUHQWLDOVGXHWRODERXUPDUNHWVHJPHQWDWLRQWKH
KHWHURJHQHLW\RIODERXUDQGWKHGLIILFXOW\RIFRPPXQLFDWLQJH[FHVVVXSSO\
7KHDXWKRUVQRWHWKDWWKHPDFUROHYHOHYLGHQFH %ODQFKDUGDQG.DW] VXJJHVWVWKDWWKHUHJLRQDO
OHYHODGMXVWPHQWRIZDJHVWRGHPDQGVKRFNVLVJUHDWHULQWKH86$WKDQHLWKHU%ULWDLQRU$XVWUDOLD7KLV
UHVXOWDSSHDUVLQFRQVLVWHQWZLWKWKHZDJHFXUYHDQDO\VLV.HQQHG\DQG%RUODQG  DOVRQRWHWKDW
UHJLRQDOOHYHOVRIXQHPSOR\PHQWDSSHDUWRH[KLELWDJUHDWHUGHJUHHRISHUVLVWHQFHLQWKHODWWHU
FRXQWULHV7KHVHUHVXOWVDSSHDUWRGHPRQVWUDWHWKDWOHVVZDJHIOH[LELOLW\LQ%ULWDLQDQG$XVWUDOLD
FRQWULEXWHVWRXQHPSOR\PHQWSHUVLVWHQFHLQWKRVHFRXQWULHVDVFRPSDUHGWRWKH86$+RZHYHUWKH
,QGXVWU\&RPPLVVLRQ  VKRZVWKDWWKHH[WHQWRILQWHUUHJLRQDOPLJUDWLRQLVWKHFULWLFDOIDFWRUDQG
QRWGLIIHUHQFHVLQWKHH[WHQWRILQWHUUHJLRQDOZDJHDGMXVWPHQW.HQQHG\DQG%RUODQG  VSHFXODWH
WKDWWKHODUJHGLVWDQFHVEHWZHHQFDSLWDOFLWLHVUHJXODWLRQVRQWKHSRUWDELOLW\RIXQHPSOR\PHQWEHQHILWV
HQWLWOHPHQWVWRSXEOLFKRXVLQJDQGKLJKOHYHOVRIKRPHRZQHUVKLSDUHSRVVLEOHIDFWRUVDVWRZK\UDWHV
RIRXWPLJUDWLRQDUHORZHULQUHVSRQVHWRVKRFNVLQ$XVWUDOLDWKDQLQWKH86$
&RQFOXVLRQ
$QXPEHURIFRQFOXVLRQVFDQEHGUDZQDERXWWKHHPSLULFDOZRUNRQLQWHUVWDWHPRELOLW\DQG
XQHPSOR\PHQWUDWHGLIIHUHQWLDOV)LUVWLQWHUVWDWHODERXUPRELOLW\LQ$XVWUDOLDLVQRWVLJQLILFDQWO\OHVV
UHVSRQVLYHWRXQHPSOR\PHQWUDWHGLIIHUHQWLDOVWKDQZRUNHUVLQWKH86$6HFRQGIOH[LEOHZDJHVDSSHDU
WRSOD\DVPDOOUROHLQWKHSURFHVVRIDGMXVWPHQWLQERWKFRXQWULHV)LQDOO\HYHQLILQFHQWLYHVDUH
VKDUSHQHGXQHPSOR\PHQWGLIIHUHQWLDOVZLOOSHUVLVWDFURVVVWDWHVGXHWRWKHSUHVHQFHRIVWDWHIL[HG
HIIHFWV7KHVHHIIHFWVLQGLFDWHWKHSUHVHQFHRIVWDWHVSHFLILFIDFWRUVWKDWFRXOGLQFOXGHXQHTXDOVWRFNV
RIVNLOOVDQGLQIUDVWUXFWXUHDVZHOODVOLIHVW\OHGLIIHUHQFHVWKDWSUHGLVSRVHVWDWHVWRH[SHULHQFHXQHTXDO
XQHPSOR\PHQWUDWHVHYHQLQWKHORQJWHUP)XUWKHUHFRQRPHWULFZRUNLVUHTXLUHGWRLGHQWLI\WKHVH
HIIHFWVPRUHSUHFLVHO\
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,QWUD6WDWH(PSOR\PHQWDQG(DUQLQJV

,QFRPH,QHTXDOLW\
7KHSDSHUVWKDWDQDO\VHLQWHUVWDWHPRELOLW\DUHEDVHGRQWKHDVVXPSWLRQWKDWLQWUDVWDWHPRELOLW\
IXQFWLRQVUHODWLYHO\ZHOOEXW'HEHOOHDQG9LFNHU\DFNQRZOHGJHWKHZRUNRI*UHJRU\DQG+XQWHU 
ZKRH[SORUHXUEDQSRYHUW\8VLQJ&HQVXVGDWD*UHJRU\DQG+XQWHUH[DPLQHWKHVLJQLILFDQWLQFUHDVHLQ
LQFRPHLQHTXDOLW\DFURVVVPDOOHUJHRJUDSKLFDODUHDV &ROOHFWRUV'LVWULFWV ZLWKLQXUEDQFHQWUHVRYHUWKH
SHULRG*UHJRU\  VKRZVWKDWLQHPSOR\PHQWSRSXODWLRQUDWLRVOD\EHWZHHQ
DQGDFURVVDUHDVRIGLIIHUHQWVRFLRHFRQRPLFVWDWXV7KHFROODSVHRIHPSOR\PHQWRSSRUWXQLWLHV
RYHUWKLVSHULRGLQQHLJKERXUKRRGVRIORZVRFLRHFRQRPLFVWDWXVDORQJZLWKGHFOLQLQJLQFRPHVKDV
EHHQDFFRPSDQLHGE\LQFUHDVLQJHPSOR\PHQWWRSRSXODWLRQUDWLRVDQGULVLQJLQFRPHVLQWKHKLJK6(6
QHLJKERXUKRRGV1RZWKHUHODWLRQVKLSEHWZHHQVRFLRHFRQRPLFVWDWXVDQGHPSOR\PHQWSRSXODWLRQ
UDWLRLVVWURQJO\SRVLWLYHZLWKWKHODWWHUO\LQJEHWZHHQMXVWXQGHUDQG7KHVHRXWFRPHVDUH
JLYLQJULVHWRDKLJKHULQFLGHQFHRISRYHUW\LQWKHORZ6(6QHLJKERXUKRRGVDQGPRUHLQHTXDOLW\GXHWR
EDGQHLJKERXUKRRGSDWKRORJLHV VHHDOVR6KHHKDQDQG*UHJRU\ *UHJRU\ S TXRWHG
LQ/DWKDP SS FRQFOXGHVWKDW
µ,Q LI\RXZDONHGDFURVV$XVWUDOLDFURVVLQJIURP KLJKVRFLRHFRQRPLFVWDWXVDUHDVWRORZVRFLR
HFRQRPLFVWDWXV\RXZRXOGQRWLFHWKDWDFFHVVWRHPSOR\PHQWGLGQRWFKDQJHYHU\PXFK7KHLQFRPH
GLIIHUHQFHV SURGXFHG DFURVV DUHDV ZHUH GHULYHG IURP GLIIHUHQW ZDJHV QRW IURP GLIIHUHQW OHYHOV RI
HPSOR\PHQW ,I \RX ZDONHG DFURVV $XVWUDOLD DORQJ WKH VDPH SDWK LQ  \RX ZRXOG QRWLFH WKDW WKH
LQFRPHGLIIHUHQFHVDPRQJVRPHDUHDVKDYHEHFRPHH[DJJHUDWHG7KHSULQFLSDOUHDVRQLVWKHFKDQJH
LQHPSOR\PHQWRSSRUWXQLWLHV7KHLQFRPHRIWKHSRRUDUHDVLVIDOOLQJEHFDXVHRIODFNRIMREV¶
:DJH&XUYH
7KH$%6SURGXFHVXQSXEOLVKHGGDWDRQHPSOR\PHQWSDUWWLPHDQGIXOOWLPHVWDWXVSDUWLFLSDWLRQDQG
DYHUDJHZHHNO\HDUQLQJVDQGKRXUVLQWKHPDLQMREDQGDOOMREVDFURVV6WDWLVWLFDO5HJLRQVE\
JHQGHU :HGHYHORSDPRGLILHGZDJHFXUYHIRUWKHVH6WDWLVWLFDO5HJLRQV7KHVFDWWHUGLDJUDPRI
DYHUDJHZHHNO\HDUQLQJVRISHUVRQVLQWKHLUPDLQMREDQGWKHXQHPSOR\PHQWUDWHVXJJHVWDQLQYHUVH
UHODWLRQVKLS VHH)LJXUH EXWVXFKDVLPSOHVSHFLILFDWLRQLVEHVHWZLWKSUREOHPVRIKHWHURVNHGDVWLFLW\
DQGIXQFWLRQDOIRUP
,QWKHLUH[DPLQDWLRQRIDQLQWHUVWDWHZDJHFXUYH.HQQHG\DQG%RUODQG SS WHVWZKHWKHU
WKHUHODWLRQVKLSLVDGLVJXLVHGODERXUVXSSO\FXUYHE\WKHLQFOXVLRQRIWKHUDWHRIODERXUIRUFH
SDUWLFLSDWLRQUDWH/)3DVDQLQGHSHQGHQWYDULDEOH$VWKHVROHUHJUHVVRUWKHSDUWLFLSDWLRQUDWHLV
VLJQLILFDQWLQWKHZHHNO\HDUQLQJVUHJUHVVLRQHTXDWLRQ QRWVKRZQLQ7DEOH EXWLWKDVSRRU
H[SODQDWRU\SRZHUDQGWKHVSHFLILFDWLRQKDVGLDJQRVWLFSUREOHPV:LWKWKHLQFOXVLRQRIWKH

11

XQHPSOR\PHQWUDWHWKHSDUWLFLSDWLRQUDWHEHFRPHVLQVLJQLILFDQWZLWKOLWWOHFKDQJHLQWKHFRHIILFLHQWRQ
WKHXQHPSOR\PHQW,QDGGLWLRQWKHGLDJQRVWLFSHUIRUPDQFHRIWKHVSHFLILFDWLRQVLJQLILFDQWO\LPSURYHV
ZLWKRQO\WKHILUVW)WHVWIRUKHWHURVNHGDVWLFLW\EHLQJVLJQLILFDQW
Figure 1 Scatter of AWE in Main Job against the Unemployment Rate
for Statistical Regions, August 1998
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7KH$XVWUDOLDQHYLGHQFH HJ*UHJRU\ UHYHDOVWKDWODERXUIRUFHSDUWLFLSDWLRQLVVXEMHFWWRWKH
GLVFRXUDJHGZRUNHUHIIHFW7KXVWKHXQHPSOR\PHQWUDWHLVDQLQDGHTXDWHPHDVXUHRIWKHYROXPHRI
XQHPSOR\HGODERXUUHVRXUFHV8VLQJWKHHPSOR\PHQWWRZRUNLQJDJHSRSXODWLRQUDWLRDVDSUR[\IRU
HPSOR\HGODERXUUHVRXUFHV\LHOGVDVLJQLILFDQWSRVLWLYHUHODWLRQVKLSEXWZLWKOHVVH[SODQDWRU\SRZHU
7KHLQFOXVLRQRIWKHSDUWLFLSDWLRQUDWHYDULDEOHDSSHDUVWRFDXVHPLVVSHFLILFDWLRQLQERWKHDUQLQJV
HTXDWLRQVZLWKWKHFRHIILFLHQWRQWKHHPSOR\PHQWWRSRSXODWLRQUDWLRH[KLELWLQJPRUHWKDQDWKUHHIROG
LQFUHDVHDQGWKHSDUWLFLSDWLRQYDULDEOHDSSHDULQJZLWKDQHJDWLYHFRHIILFLHQW
7KHXVHRIDYHUDJHZHHNO\HDUQLQJVLQWURGXFHVVRPHVSXULRXVFRUUHODWLRQEHFDXVHLWFDQEHH[SHFWHG
WKDWDYHUDJHZHHNO\KRXUVZRUNHGDQGWKHXQHPSOR\PHQWUDWHDUHLQYHUVHO\UHODWHG$VLPLODUSDWWHUQ
RIUHVXOWVZDVJHQHUDWHGXVLQJDYHUDJHKRXUO\HDUQLQJVDVWKHGHSHQGHQWYDULDEOHZLWKWKHUDWHRI
ODERXUIRUFHSDUWLFLSDWLRQDQGWKHXQHPSOR\PHQWUDWHRUWKHHPSOR\PHQWWRSRSXODWLRQUDWLRDVWKH
LQGHSHQGHQWYDULDEOHV7KHHTXDWLRQVH[KLELWHGOHVVH[SODQDWRU\SRZHUEXWWKHGLDJQRVWLFWHVWVDUH

7

Tasmania was treated as a single observation in the absence of wage and hours data for the Balance of Tasmania. Northern
Territory and ACT are also treated as single observations with the South Eastern SR, that is not reported separately, being
combined with the Illawarra, rather than the ACT.
8
Using these data, the regional cross sectional regression of the participation rate against the employment to population ratio
also suggests the presence of the discouraged worker effect.

12

VDWLVILHGH[FHSWIRUKHWHURVNHGDVWLFLW\$JDLQWKHLQFOXVLRQRIWKHSDUWLFLSDWLRQUDWHZLWKWKH
HPSOR\PHQWWRSRSXODWLRQUDWLROHDGVWRVLJQLILFDQWFKDQJHLQWKHFRHIILFLHQWRQWKHODWWHU
7KHVHVSHFLILFDWLRQVFDQQRWEHFRQVWUXHGWRUHSUHVHQWGLIIHUHQWYHUVLRQVRIDZDJHFXUYHEHFDXVHWKH
GDWDFRQVLVWRIUHJLRQDODJJUHJDWHVUDWKHUWKDQLQGLYLGXDOV¶ZDJHVODERXUPDUNHWVWDWXVDQGSHUVRQDO
FKDUDFWHULVWLFV+RZHYHUWKHUHVXOWVGRFDVWVRPHOLJKWRQWKHVLJQDOVIDFLQJMREVHHNHUVZKRDUH
FRQVLGHULQJPLJUDWLRQWRDQRWKHU6WDWLVWLFDO5HJLRQ$FFRUGLQJWRWKH+DUULV7RGDURPRGHOZDJHV
VKRXOGEHKLJKLQKLJKXQHPSOR\PHQWDUHDVWRFRPSHQVDWHPLJUDQWVIRUWKHUHGXFHGSUREDELOLW\RI
HPSOR\PHQW\HWWKHUHVXOWVGHPRQVWUDWHWKDWZHHNO\HDUQLQJVDQGWKHXQHPSOR\PHQWUDWHDUH
LQYHUVHO\UHODWHG,WFDQEHDOVRDUJXHGWKDWDVQDSVKRWDWDSRLQWLQWLPHSURYLGHVQRJXLGDQFHDVWR
G\QDPLFVRIODERXUPRELOLW\DQGILUPUHORFDWLRQRYHUWLPH<HWWKHIDLOXUHRIZDJHVDQGXQHPSOR\PHQW
RXWFRPHVWRFRQYHUJHDIWHUDSHULRGRIVXVWDLQHGDOEHLWPRGHVWUHFRYHU\VLQFHWKHUHFHVVLRQRIWKH
ODWHVDQGHDUO\VUDLVHVWKHTXHVWLRQDVWRZKHWKHUWKHVHPHFKDQLVPVDUHVXIILFLHQW)XUWKHU
DQDO\VLVRIWKHZDJHFXUYHUHODWLRQVKLSLVUHTXLUHG
,IWKHDQDO\VLVLVXQGHUSLQQHGE\WKHLGHDOLVHGVWDWHRIHTXDOLVHGHPSOR\PHQWRSSRUWXQLWLHVDFURVV
UHJLRQVWKHQWKHHVWLPDWHGUHODWLRQVKLSLVLQFRQVLVWHQWZLWKDFRPPRQSURGXFWLRQIXQFWLRQDQGD
PLVDOORFDWLRQRIODERXUXQGHUSHUIHFWFRPSHWLWLRQEHFDXVHWKHUHVKRXOGEHDQLQYHUVHUHODWLRQVKLS
EHWZHHQZDJHVDQGHPSOR\PHQW+LJKZDJHUHJLRQVPD\KDYHH[SHULHQFHGKLJKUDWHVRIFDSLWDO
DFFXPXODWLRQLQWKHSDVW7KHFODLPWKDWXQGHUO\LQJHFRQRPLFFRQGLWLRQVGLIIHUDFURVVUHJLRQVLV
FRQVLVWHQWZLWKWKHSUHVHQFHRIIL[HGHIIHFWVWKDWZHUHIRXQGLQWKHPRGHOVRILQWHUVWDWHPRELOLW\
7KHVHIL[HGHIIHFWVZRXOGHQVXUHWKDWXQHPSOR\PHQWUDWHVGRQRWFRQYHUJHDQGFRXOGUHIOHFWQDWXUDO
HFRQRPLFDGYDQWDJHVLQUHJLRQVVXFKDVVXSHULRULQIUDVWUXFWXUH HJWUDQVSRUWDWLRQ SDVWJRYHUQPHQW
SROLF\DQGDKLJKO\HGXFDWHGZRUNIRUFHDVZHOODVRWKHUIDFWRUVVXFKDVKRXVLQJSULFHVOLIHVW\OHHWF
7KHLQYHUVHUHODWLRQVKLSEHWZHHQDYHUDJHHDUQLQJVDQGWKHXQHPSOR\PHQWUDWHUHYHDOVDVWURQJVHWRI
VLJQDOVIRUWKHXQHPSOR\HGLQKLJKXQHPSOR\PHQWDUHDVWRPLJUDWH)XUWKHULIWKHDYDLODELOLW\RIFKHDS
ODERXUZDVWKHPDLQIDFWRUGULYLQJILUPV¶ORFDWLRQGHFLVLRQVWKHQWKH\ZRXOGKDYHWKHLQFHQWLYHWR
UHORFDWHWRWKHKLJKXQHPSOR\PHQWDUHDV7KHUHVXOWVEDVHGRQWKLVPRGLILHGZDJHFXUYHFDQDOVREH
LQWHUSUHWHGDVVLJQLI\LQJWKHSUHVHQFHRISRVLWLYHIHHGEDFNZLWKGHFOLQLQJUHJLRQVVXIIHULQJERWKZDJH
DQGHPSOR\PHQWFXWVWKDWZRXOGWKUHDWHQWKHLUORQJWHUPFDSDFLW\WRDFKLHYHKLJKHPSOR\PHQWOHYHOV

9

The possible existence of multicollinearity between labour force participation and the labour market has not been
investigated.
10
Stone (1997) notes that the apparent inconsistency of the wage curve with the Harris-Todaro model can be overcome,
because in the presence of state specific effects movements of wages and unemployment around the mean can be negatively
related while the permanent relationship between these variables is positive. Region specific effects have not been
incorporated so this argument does not hold.
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7DEOH0RGLILHG:DJH&XUYHVIRU$XVWUDOLDQ6WDWLVWLFDO5HJLRQV$XJXVW
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 GHQRWHV VLJQLILFDQFH DW WKH  DQG  OHYHO UHVSHFWLYHO\
(FRQRPHWULF HVWLPDWLRQ WKURXJK XVH RI 3&*,9(
7KH2(&'VXJJHVWVWKDWWKHDGYHUVHHPSOR\PHQWHIIHFWVRIDOHJDOPLQLPXPZDJHFDQEHPLQLPLVHG
E\ LQGH[LQJ PLQLPXP ZDJHV WR SULFHV DQG GLIIHUHQWLDWLQJ WKHP E\ DJH DQG UHJLRQ WR SUHYHQW WKH
PLQLPXP ZDJH IURP KDUPLQJ HPSOR\PHQW SURVSHFWV IRU \RXQJ SHRSOH RU ORZSURGXFWLYLW\ UHJLRQV
2(&'S 5HJLRQVSHFLILFPLQLPXPZDJHVDQGDQ\RWKHUODERXUPDUNHWUHIRUPVWKDWIXUWKHU
VKLIWWKHEDODQFHRISRZHUZLWKUHVSHFWWRZDJHEDUJDLQLQJIURPZRUNHUVWRHPSOR\HHVFRXOGUHLQIRUFH
WKH SRVLWLYH IHHGEDFN /LNH WKH LQWHUVWDWH DQDO\VLV DERYH WKLV DQDO\VLV LV SUHGLFDWHG RQ WKH ODERXU
PDUNHW IXQFWLRQLQJ ZHOO ZLWKLQ VWDWLVWLFDO UHJLRQV $FFRUGLQJO\ ZH QRZ WXUQ WR D EULHI H[DPLQDWLRQ RI
VWDWLVWLFDOORFDODUHDV

14

6WDWLVWLFDO/RFDO$UHDV
7KH'HSDUWPHQWRI(PSOR\PHQW:RUNSODFH5HODWLRQVDQG6PDOO%XVLQHVVSXEOLVKHVWKH6PDOO$UHD
/DERXU0DUNHWTXDUWHUO\,WFRQWDLQVGDWDRQUHJLRQDOODERXUIRUFHVXQHPSOR\PHQWOHYHOVDQGUDWHVDW
YDU\LQJGHJUHHVRIGLVDJJUHJDWLRQ7KHUHLVDFRQVLVWHQWDQQXDOGDWDVHWFRQVLVWLQJRI6WDWLVWLFDO
/RFDO$UHDV 6/$V IRU -XQH 6/$VLQ$XVWUDOLDDUHQRUPDOO\HTXLYDOHQWWR/RFDO*RYHUQPHQW
DUHDV
7KHVSHHGRIFRQYHUJHQFHRIWKHVH6/$VZDVHVWLPDWHGE\UHJUHVVLQJWKHGHYLDWLRQRIWKH6/$
XQHPSOR\PHQWUDWHIURPWKHRYHUDOOUDWHDJDLQVWODJJHGYDOXHVRIWKHGHYLDWLRQVIRU6/$VIRU
DQQXDOREVHUYDWLRQVEHWZHHQ-XQHDQG-XQH7KHFRHIILFLHQWRQWKHODJJHGGHYLDWLRQZDV
DOZD\VLQH[FHVVRIRULIDVHFRQGODJZDVHPSOR\HGWKHVXPRIWKHFRHIILFLHQWVH[FHHGHG
7KLVLPSOLHVYHU\VORZFRQYHUJHQFH,QDGGLWLRQVRPHRIWKHVSHFLILFDWLRQVUHYHDOHGSUREOHPVRI
IXQFWLRQDOIRUPWKDWFRXOGVLJQLI\WKHSUHVHQFHRI6/$VSHFLILFHIIHFWVWKDWSUHYHQWWKHFRQYHUJHQFHRI
XQHPSOR\PHQWUDWHV7KHLQFOXVLRQRIVWDWHVSHFLILFHIIHFWVLQWKHIRUPRIGXPP\YDULDEOHVIRU16:
LQFOXGLQJWKH$&7 4XHHQVODQG9LFWRULD6RXWK$XVWUDOLD:HVWHUQ$XVWUDOLDDQG7DVPDQLDZLWKWKH
1RUWKHUQ7HUULWRU\DVWKHGHIDXOWGLGQRWLPSURYHWKHUHVXOWVRIWKHGLDJQRVWLFWHVWV7KH4XHHQVODQG
DQG7DVPDQLDGXPP\YDULDEOHVZHUHFRQVLVWHQWO\VLJQLILFDQWDQGSRVLWLYH7KXVIRU4XHHQVODQGDQG
7DVPDQLDWKHVWHDG\VWDWHXQHPSOR\PHQWUDWHVDSSHDUWREHKLJKHUWKDQIRUWKHRWKHUVWDWHV
,QDQHDUOLHUVWXG\E\WKH'HSDUWPHQWRI+HDOWK+RXVLQJ/RFDO*RYHUQPHQWDQG&RPPXQLW\6HUYLFHV
 IRUWKHSHULRGDVLPLODUHTXDWLRQZDVHVWLPDWHGDQGDJDLQWKHHVWLPDWHGFRHIILFLHQWRQ
WKHODJJHGXQHPSOR\PHQWUDWHGHYLDWLRQZDVIRXQGWREHKLJKLQGLFDWLQJVORZFRQYHUJHQFH1R
GLDJQRVWLFWHVWVDUHUHSRUWHGVRLWLVSRVVLEOHWKDWWKHHTXDWLRQLVPLVVSHFLIHGDQGVKRXOGLQFOXGHVWDWH
RUUHJLRQIL[HGHIIHFWV
)LQDOO\DQDQDO\VLVRIYDULDQFHZDVXQGHUWDNHQDFURVVWKH6/$VEDVHGRQWKHLUFODVVLILFDWLRQE\
VWDWHIRUWKH\HDUV7KHUHVXOWVGHPRQVWUDWHWKDWWKHFODVVLILFDWLRQRI6/$VE\VWDWHLV
VWDWLVWLFDOO\VLJQLILFDQWDWWKHOHYHOVRWKDWWKHUHLVVRPHFRQYHUJHQFHRIXQHPSOR\PHQWUDWHV
ZLWKLQVWDWHV

11

It was originally published by the Department of Employment, Education and Training.
This implies that it takes 7 years for half an unemployment deviation to disappear through mobility.
13
The estimated equation takes the form Udev = a + cUdev-1, where Udev denotes the deviation of the SLA rate of
unemployment from the national rate, and c<1. The steady state unemployment deviation can be written as a/(1-c) which is
an increasing function of a, for a given value of c.
12

15



$1$66(660(172)*29(510(1732/,&<

,QWURGXFWLRQ
7KH)HGHUDO*RYHUQPHQWKDVQRWDGGUHVVHGWKHSHUVLVWHQWGLVSHUVLRQRILQWHUVWDWHDQGLQWUDVWDWH
XQHPSOR\PHQWUDWHVWKURXJKWKHGHYHORSPHQWRIDQDUUD\RISROLFLHVWDUJHWHGDWUHJLRQV,QVWHDG
QDWLRQDOHFRQRPLFJURZWKDQGLQWXUQQDWLRQDOGHFOLQHVLQWKHUDWHRIXQHPSOR\PHQWDUHFRQVLGHUHG
WRRIIHUWKHEHVWSRVVLEOHVROXWLRQIRUUHJLRQDOLPEDODQFHV7KH&RDOLWLRQKDVHVFKHZHGWKHXVHRI
DFWLYHGHPDQGPDQDJHPHQWSROLFLHVWRVWLPXODWHHPSOR\PHQWJURZWKKRZHYHUDOWKRXJKVHYHUDO
UHFHQW*RYHUQPHQWUHSRUWVKDYHFKDOOHQJHGWKLVULVLQJWLGHWKHRU\RIHFRQRPLFJURZWK VHH3URGXFWLYLW\
&RPPLVVLRQDQG7UHDVXU\ 
7KH0LQLVWHUIRU7UDQVSRUWDQG5HJLRQDO'HYHORSPHQWQRZ'HSXW\3ULPH0LQLVWHULVTXLWHFOHDU
WKH)HGHUDO*RYHUQPHQW¶VSULPDU\IRFXVLQDVVLVWLQJ$XVWUDOLD¶VUHJLRQVWRUHDOLVHWKHLU
HQRUPRXVSRWHQWLDOKDVEHHQWRGHOLYHUVRXQGPDFURDQGPLFURHFRQRPLFPDQDJHPHQW
$QGHUVRQ 
,WLVQRWHGLQWKHEXGJHWSDSHUVKRZHYHUWKDWVRXQGHFRQRPLFPDQDJHPHQWPXVWEHDFFRPSDQLHGE\
LQGXVWULDOUHODWLRQVZHOIDUHDQGWD[UHIRUP
µ5HGXFLQJXQHPSOR\PHQWLQDVXVWDLQHGZD\ZLOOUHTXLUHDFRQWLQXLQJIRFXVRQLQWHJUDWLQJ
VRXQGPDFURHFRQRPLFSROLFLHVDQGZRUNSODFHUHODWLRQVUHIRUPZLWKSROLFLHVWRHQVXUHWKDWWKH
ZHOIDUHV\VWHPDQGLWVLQWHUDFWLRQZLWKWKHWD[V\VWHPGRHVQRWGLVFRXUDJHSHRSOHIURP
VHHNLQJMREV¶ 7UHDVXU\ 
7KH&RDOLWLRQ*RYHUQPHQWKDVDOVRVXSSRUWHGWKHRQJRLQJLPSOHPHQWDWLRQRI1DWLRQDO&RPSHWLWLRQ
3ROLF\DQGDPLQRUUROHIRUUHJLRQDOSROLF\
,QGXVWULDO5HODWLRQV5HIRUP
7KHUHIRUPRIWKHLQGXVWULDOUHODWLRQVV\VWHPDVUHSUHVHQWHGE\WKH:RUNSODFH5HODWLRQV$FWLV
RVWHQVLEO\WRLQFUHDVHµIOH[LELOLW\¶LQWKHGHSOR\PHQWRIODERXUDQGWRUHGHILQHWKHUROHRIXQLRQVLQWKH
EDUJDLQLQJSURFHVV7KH'HSDUWPHQWRI,QGXVWULDO5HODWLRQV  VXSSRUWHGWKH:5$EHFDXVHLWZDV
DOOHJHGWROHDGWRDPRUHGLUHFWDQGEDODQFHGUHODWLRQVKLSEHWZHHQHPSOR\HUVDQGHPSOR\HHVZLWKD
UHGXFHGUROHIRUWKLUGSDUW\LQWHUYHQWLRQ
)XUWKHUUHIRUPVWRWKHLQGXVWULDOUHODWLRQVV\VWHPDUHGHVLJQHGWRFRQVROLGDWHWKRVHWKDWKDYHDOUHDG\
EHHQLPSOHPHQWHG VHH'(:56% $PHQGPHQWVWRWKHFXUUHQWXQIDLUGLVPLVVDOODZVDQGWKH
SUHVHUYDWLRQDQGH[WHQVLRQRIDJHEDVHGMXQLRUZDJHUDWHVDUHGHVLJQHGWRRYHUFRPHSHUFHLYHG
UHVWULFWLRQVRQHPSOR\PHQWJURZWK2WKHULQLWLDWLYHVEHLQJSXUVXHGWRHQKDQFHSURGXFWLYLW\DQGWR
VWUHDPOLQHHQWHUSULVHEDUJDLQLQJLQFOXGHWKHIXUWKHUVLPSOLILFDWLRQRIDZDUGVWKHUHGXFWLRQLQWKHUROH
RIWKLUGSDUWLHVLQPDNLQJDJUHHPHQWVDQGYROXQWDU\XQLRQPHPEHUVKLS 7UHDVXU\ 

14

For example, a ‘fiscal consolidation’ program was implemented in 1996 when unemployment was still over 9%.
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(YHQLIWKHVHSROLFLHVDUHVXFFHVVIXOLQUHGXFLQJWKHQDWLRQDOUDWHRIXQHPSOR\PHQWDQGWKHYDULDQFHRI
UHJLRQDOXQHPSOR\PHQWUDWHVVLQFHXQHPSOR\PHQWUDWHVDUHERXQGHGLWLVXQOLNHO\WRUHGXFHWKH
FRHIILFLHQWRIYDULDWLRQRIXQHPSOR\PHQWUDWHV7KHZDJHFXUYHHVWLPDWHVGRQRWVXSSRUWWKHYLHZWKDW
IXUWKHUGRZQZDUGSUHVVXUHRQWKHOHYHORIZDJHVZLOOHQKDQFHWKHJHQHUDWLRQRIHPSOR\PHQW
RSSRUWXQLWLHV)XUWKHUDQLQGXVWULDOUHODWLRQVV\VWHPWKDWVDQFWLRQVWKHSD\PHQWRIORZZDJHVLVOLNHO\
WRSURPRWHG\QDPLFLQHIILFLHQF\ 6WHJPDQ:DWWV )LUPVZLOOWHQGWRFRPSHWHRQWKHEDVLV
RIFRVWFXWWLQJYLDZDJHFXWVUHODWLYHWRODERXUSURGXFWLYLW\UDWKHUWKDQE\HQKDQFLQJSURGXFWLYLW\
WKURXJKQHZLQYHVWPHQW
:HOIDUH5HIRUP
7KURXJKWKHLQWURGXFWLRQRIWKHSULQFLSOHRIPXWXDOREOLJDWLRQWKH&RDOLWLRQ*RYHUQPHQW¶VUHIRUPRIWKH
ZHOIDUHV\VWHPLQ-XO\LVGHVLJQHGWRSURYLGHMREVHHNHUVZLWKLQFHQWLYHVWRILQGZRUNDQG
GLVLQFHQWLYHVWRUHPDLQGHSHQGHQWRQZHOIDUHSD\PHQWV<RXQJZRUNHUVZKRDUHXQHPSOR\HGIRUPRUH
WKDQPRQWKVFDQVDWLVI\WKHLUPXWXDOREOLJDWLRQLQYDULRXVZD\VLQFOXGLQJSDUWLFLSDWLRQLQDWUDLQLQJ
SURJUDPDQG:RUNIRUWKH'ROH VHH%XUJHVVHWDO 
7UDLQLQJSURJUDPVLQDUHDVRIKLJKXQHPSOR\PHQWDUHOLNHO\WREHLQHIILFLHQWXQOHVVILUPVDJUHHWR
UHORFDWHWRVXFKDUHDV7KHFXUUHQW)HGHUDOJRYHUQPHQWKDVVKRZQQRLQFOLQDWLRQWREURNHUVXFK
DUUDQJHPHQWVXQGHULWVUHJLRQDOSROLFLHV VHHEHORZ 7KHDVVXPSWLRQVXQGHUO\LQJWKHUHIRUPVRIWKH
ODERXUPDUNHWDUHWKDWODERXULVKLJKO\PRELOHDQGRUILUPVZLOOUHORFDWHWRDUHDVRIKLJK
XQHPSOR\PHQW
1DWLRQDO&RPSHWLWLRQ3ROLF\
7KHDGRSWLRQRI1DWLRQDO&RPSHWLWLRQ3ROLF\LVGHVLJQHGWRERRVWHPSOR\PHQWWKURXJKLPSURYHG
SURGXFWLYLW\EXWWKH&RDOLWLRQ*RYHUQPHQWKDVLJQRUHGWKHVSDWLDOGLVWULEXWLRQRIFRVWVDQGEHQHILWV
'HQQLVV'HQQLVVDQG7RQHU 7KH1&3KDVKDGDODUJHDGYHUVHHIIHFWRQPDQ\QRQ
PHWURSROLWDQUHJLRQV 7UHDVXU\DQG3URGXFWLYLW\&RPPLVVLRQ 7KLVLVGHVSLWHOHJLVODWLRQ
VXFKDVWKH16:6WDWH2ZQHG&RUSRUDWLRQV$FWWKDWVSHFLILHVWKHµSULQFLSDOREMHFWLYHV¶RI62&V
DVRSHUDWLQJµDVHIILFLHQWO\DVDQ\FRPSDUDEOHEXVLQHVVDQGWRPD[LPLVHWKHQHWZRUWKRIWKH6WDWH¶V
LQYHVWPHQW¶7KHSULQFLSDOREMHFWLYHVDUHKRZHYHUEURDGHUWKDQWKLVDQGUHTXLUHDQ62&µWRH[KLELWD
VHQVHRIVRFLDOUHVSRQVLELOLW\WRWKHLQWHUHVWVRIWKHFRPPXQLW\LQZKLFKLWRSHUDWHV¶DQGKDYHUHJDUGWR
µHFRORJLFDOO\VXVWDLQDEOHGHYHORSPHQW¶DQGµUHJLRQDOGHYHORSPHQWDQGGHFHQWUDOLVDWLRQ¶$OOREMHFWLYHV
DUHGHHPHGE\WKH$FWWREHµRIHTXDOLPSRUWDQFH¶ &O(  ,QSUDFWLFHKRZHYHUWKHREMHFWLYHRI

15

Mitchell (1996) has pointed to the key role of investment in the achievement of a low rate of unemployment.
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HFRQRPLFHIILFLHQF\QDUURZO\GHILQHGDQGWKHPD[LPLVDWLRQRIGLYLGHQGVWRWKH6WDWH*RYHUQPHQW
DSSHDUWRWDNHSUHFHGHQFH VHH'HQQLVVDQG7RQHU 
7KHGHVLJQRI1&3LVSUHGLFDWHGRQWKHEHOLHIWKDWLQFUHDVHVLQPLFURHFRQRPLFHIILFLHQF\ZLOOOHDGWRDQ
LPSURYHPHQWLQPDFURHFRQRPLFSHUIRUPDQFHWKURXJKSURGXFWLYLW\LQFUHDVHVDQGLQFUHDVHG
LQWHUQDWLRQDOFRPSHWLWLYHQHVV,WKDVDOZD\VEHHQFRQFHGHGWKDWWKHUHZLOOEHZLQQHUVDQGORVHUVIURP
VXFKDSURFHVV VHH,QGXVWU\&RPPLVVLRQ3URGXFWLYLW\&RPPLVVLRQDQG7UHDVXU\ 
$VORQJDVWKHORQJWHUPJDLQVLQRXWSXWDQGHPSOR\PHQWZHUHFRQVLGHUHGWREHPXFKJUHDWHUWKDQ
WKHVKRUWWHUPORVVHVLQHPSOR\PHQWWKHQWKHDGRSWLRQRI1&3ZDVFRQVLGHUHGGHVLUDEOH
,QWKHGHVLJQRIFRPSHWLWLRQSROLF\WKHLQWHUWHPSRUDOWUDGHRIIEHWZHHQFRVWVDQGEHQHILWVZDV
FRQVLGHUHGEXWQRHTXLYDOHQWVSDWLDOFDOFXODWLRQVZHUHXQGHUWDNHQ)ROORZLQJDQDGYHUVHVKRFNVXFK
DVODUJHVFDOHUHGXQGDQFLHVLQD*%(ODERXULVLPSOLFLWO\DVVXPHGWROHDYHWKHUHJLRQDQGEHHPSOR\HG
LQQHZMREVWKDWDUHFUHDWHGHOVHZKHUHLQWKHHFRQRP\DVDUHVXOWRIWKHORZHULQSXWSULFHVUHVXOWLQJ
IURPWKHLUUHGXQGDQF\$OVRILUPVUHORFDWHWRWKHUHJLRQLQWKHOLJKWRIORZZDJHVDQGKLJK
XQHPSOR\PHQW+RZHYHUWKHHYLGHQFHRXWOLQHGDERYHSRLQWVWRPRGHVWUDWHVRIPLJUDWLRQDQGWKH
SUHVHQFHRIIL[HGHIIHFWV,WLVWKHUHIRUHXQOLNHO\WKDWIROORZLQJDUHJLRQDOVKRFNXQHPSOR\PHQWUDWHV
ZLOOFRQYHUJH
)XUWKHUPRUHLIIROORZLQJDIXUWKHUUHVWUXFWXULQJRILQFHQWLYHVZRUNHUVH[KLELWJUHDWHUUHJLRQDOPRELOLW\
WKHQWKHLUGHSDUWXUHZLWKWKHLUIDPLOLHVDQGWKHLUZHOIDUHSD\PHQWVZRXOGFUHDWHIXUWKHUUHGXFWLRQVLQ
UHJLRQDOGHPDQGDQGHPSOR\PHQW:KHQSRSXODWLRQVIHOOEHORZ KXUGOH OHYHOVIRUVHUYLFHVVXFKDV
KLJKVFKRROVRUSXEOLFWUDQVSRUWGLVFRQWLQXRXVGHFOLQHVLQHPSOR\PHQWZRXOGRFFXU7KXVWKHUHPRYDO
RIODUJHQXPEHUVRIMREVIURPDUHJLRQLQWKHVKRUWWHUPPD\FUHDWHDGHPDQGVSLOORYHURU VSLUDORI
GHFOLQH VLJQLI\LQJWKHSUHVHQFHRISRVLWLYHUDWKHUWKDQQHJDWLYHIHHGEDFNHIIHFWV7KHSUHVHQFHRID
ZDJHFXUYHDFURVV6WDWLVWLFDO5HJLRQVSRLQWVWRWKHGLVLQFOLQDWLRQRIILUPVWRUHORFDWHWRUHJLRQVZLWKORZ
ZDJHV
(YHQLQWKHSUHVHQFHRISHUIHFWLQIRUPDWLRQDERXWWKHDYDLODELOLW\RIDQGUHWXUQVIURPHPSOR\PHQW
RSSRUWXQLWLHVHOVHZKHUHUHORFDWLRQFRVWVLPSRVHDZHGJHEHWZHHQORQJUXQXQHPSOR\PHQWUDWHV
DFURVVUHJLRQVLQWKHDEVHQFHRIDSDWWHUQRIHPSOR\PHQWJURZWKDFURVVUHJLRQVWKDWPDWFKHVUHJLRQDO
ODERXUIRUFHJURZWK8QFHUWDLQW\DERXWWKHQDWXUHRIWKHQRQHFRQRPLFFRVWVDQGEHQHILWVRIUHORFDWLRQ
LVDOVROLNHO\WRUHGXFHPRELOLW\
:KLOVWWKHJRYHUQPHQWWKURXJKWKHFRQWUDFWLQJRXWRIODERXUPDUNHWVHUYLFHVKDVVRXJKWWRLPSURYH
WKHIORZRILQIRUPDWLRQFRQFHUQLQJMREVDQGMREDSSOLFDQWVWKHEUHDNXSRIWKHFHQWUDOLVHG&(6LQWR
VPDOOHUFRPSHWLQJRUJDQLVDWLRQVKDVOHGWROHVVLQIRUPDWLRQEHLQJVKDUHG$OVRSURILWVHHNLQJ
HPSOR\PHQWDJHQFLHVZLOOQRWVHWXSLQDUHDVWKDWDUHQRWYLDEOHGXHWRWKHVPDOOOLNHOLKRRGRIPDWFKLQJ
18

DSSOLFDQWVWRMREV$QDJHQF\WKDWLVQRWGULYHQE\WKHSURILWPRWLYHZRXOGIDFLOLWDWHWKHPRUHHIILFLHQW
GLVVHPLQDWLRQRIODERXUPDUNHWLQIRUPDWLRQ
,QFRQFOXVLRQWKHXQHYHQGLVWULEXWLRQRIHPSOR\PHQWDQGLQYHVWPHQWRSSRUWXQLWLHVWKDWKDYHUHVXOWHG
IURPWKHLPSOHPHQWDWLRQRIWKH1&3LVOLNHO\WRUDLVHWKH1$,58:KLOVWWKHUHFRXOGEHORQJWHUP
JURZWKLQHPSOR\PHQWWKHUHLVOLWWOHFKDQFHWKDWLWZLOOFRPSHQVDWHIRUHDUOLHUORVVHVRIUHJLRQDO
HPSOR\PHQW&RVWEHQHILWDQDO\VLVPD\VKRZDQHWJDLQWRVRFLHW\RIVXFKDQDSSURDFKEXWLWZLOO
FRQFHDODVXEVWDQWLDOUHGLVWULEXWLRQRIHPSOR\PHQWRSSRUWXQLWLHV,IWKLVUHGLVWULEXWLRQLVWREHDYRLGHG
WKHQDFRPSUHKHQVLYHVHWRIUHJLRQDOSROLFLHVPXVWEHLPSOHPHQWHG
5HJLRQDO3ROLF\
7KH)HGHUDO*RYHUQPHQW¶VUHJLRQDOVWUDWHJ\WKDWZDVODXQFKHGLQLGHQWLILHGLWVNH\SULRULWLHVDV
S

LPSURYLQJUHJLRQDOVHUYLFHV

S

IRVWHULQJHPSOR\PHQWDQGEXVLQHVVLQLWLDWLYHV

S

HQKDQFLQJUHJLRQDOLQIUDVWUXFWXUHSDUWLFXODUO\WHOHFRPPXQLFDWLRQVLQIUDVWUXFWXUH

S

LPSURYLQJIDPLO\DQGFRPPXQLW\OLIHVW\OHVDQG

S

DFKLHYLQJHQYLURQPHQWDOVXVWDLQDELOLW\ $QGHUVRQ 

:KLOVWWKHSURYLVLRQRIVHUYLFHVVXFKDV+HDOWKDQG(GXFDWLRQWRSHRSOHLQUHJLRQDOFRPPXQLWLHVKHOSV
WRFUHDWHHPSOR\PHQWLQWKRVHDUHDVWKLVLVWUXHIRUWKHSURYLVLRQRIWKHVHVHUYLFHVHYHU\ZKHUHDQGVR
GRHVQRWFRQWULEXWHGLUHFWO\WRLQWHUUHJLRQDOXQHPSOR\PHQWGLIIHUHQWLDOV*LYHQWKHORQJVWDQGLQJ
XQHPSOR\PHQWDQGSHUFDSLWDLQFRPHGLIIHUHQFHVDFURVVUHJLRQVWKHDQDO\VLVZLOOIRFXVRQSROLFLHVWKDW
DUHGHVLJQHGHLWKHUWRVKLIWJRYHUQPHQWUHVRXUFHVWRZDUGVUHJLRQDODUHDVRUWRSURYLGHLQFHQWLYHVIRU
WKHSULYDWHVHFWRUWRGLUHFWWKHLUUHVRXUFHVWRUHJLRQDODUHDV
7KHPDLQSODQNRIWKHJRYHUQPHQW¶VUHJLRQDOSROLF\LVWKH5HJLRQDO$VVLVWDQFH3URJUDPPH 5$3 DQG
WKHGHYHORSPHQWRI$UHD&RQVXOWDWLYH&RPPLWWHHV $&&V ,QWKH%XGJHWPLOOLRQZDV
SURYLGHGIRUWKHGHYHORSPHQWRI$&&RSHUDWLRQVDQG5$37KHVHIXQGVKRZHYHUDUHDOVRWREHXVHG
IRUIXQGLQJQDWLRQDOHPHUJHQFLHVDIIHFWLQJUHJLRQDO$XVWUDOLD
7KHSURMHFWVWREHIXQGHGXQGHU5$3DOVRLQFOXGHWKRVHWR
S

H[SDQGMREDQGWUDLQLQJRSSRUWXQLWLHVIRUORFDOSHRSOH

S

LPSURYHWKHFRPPXQLW\¶VXQGHUVWDQGLQJRIWKHUHJLRQDOHFRQRP\ZRUNSODFHUHODWLRQVDQG
ODERXUPDUNHWVWUXFWXUDOFKDQJH

S

HQDEOHFRPPXQLWLHVWRDFFHVV*RYHUQPHQWLQLWLDWLYHVVXFKDVVPDOOEXVLQHVVGHYHORSPHQW

16

Macro models of the economy such as TRYM, implicitly assume that labour will flow smoothly from regions of high
unemployment towards regions of high employment growth (see Treasury 1996). The same assumption is implicit in claims
about the benefits of the NCP.

19

S

GHYHORSUHJLRQDOVNLOOVVXUYH\VDQGLQGXVWU\SURILOHVWRDVVLVWLQLPSURYLQJWKHVNLOOVEDVHWR
EHWWHUPHHWHPHUJLQJVNLOOVQHHGVDQG

S

UHVSRQGWRVWUXFWXUDODGMXVWPHQWVHFRQRPLFRUEXVLQHVVGRZQWXUQVDQGQDWXUDOGLVDVWHUV
$QGHUVRQ 

,QDGGLWLRQSROLFLHVWRHQFRXUDJHWKHHPSOR\PHQWRIDSSUHQWLFHVLQUXUDODUHDV PLOOLRQRYHU
\HDUV DQGWRHQFRXUDJHWRXULVPLQUHJLRQDODUHDV PLOOLRQ ZHUHDOVRDQQRXQFHG'HVSLWHWKHODFN
RIGLUHFWMREFUHDWLRQWKHVHSURMHFWVDUHOLNHO\WRKDYHSRVLWLYHUHVXOWVIRUUHJLRQDOHFRQRPLHVEXWWKH
SURMHFWVDPRXQWWRDQH[SHQGLWXUHRIOHVVWKDQPLOOLRQSHUDQQXP,Q0DUFKWKHUHZHUH
WKRXVDQGXQHPSOR\HGSHUVRQVOLYLQJLQUHJLRQDODUHDVRXWVLGHFDSLWDOFLWLHVDQGWKH$&7WKDW
UHSUHVHQWVRIWRWDOXQHPSOR\PHQW7RWDOJRYHUQPHQWH[SHQGLWXUHLVELOOLRQ7KXVWKH
JRYHUQPHQW¶VUHJLRQDOSROLFLHVDUHWRNHQLVWLFSDUWLFXODUO\ZKHQWKHVHLQLWLDWLYHVKDYHEHHQDFFRPSDQLHG
E\H[SHQGLWXUHFXWVLQVRPHUHJLRQDODUHDV

32/,&<35(6&5,37,21 &21&/8',1*&200(176
'UDZLQJRQUHFHQWHPSLULFDOVWXGLHVDQGVRPHSUHOLPLQDU\ZRUNRQLQWUDVWDWHPRELOLW\WKHSDSHUKDV
VKRZQWKDWUHJLRQDOXQHPSOR\PHQWUDWHVGRQRWFRQYHUJHWRDXQLIRUPOHYHOLQ$XVWUDOLDGHVSLWHUDWHV
RIODERXUPRELOLW\LQUHVSRQVHWRXQHPSOR\PHQWGLIIHUHQWLDOVWKDWDUHVLPLODUWRWKRVHLQWKH86$
)XUWKHUGXHWRWKHSUHVHQFHRIWKHVH VWDWH VSHFLILFHIIHFWVSROLFLHVGLUHFWHGWRZDUGVLQFUHDVLQJ
ODERXUPRELOLW\WKURXJKLQWHQVLI\LQJWKHVWUXFWXUHRILQFHQWLYHVLVXQOLNHO\WREHVXFFHVVIXO 'HEHOOHDQG
9LFNHU\ 7KHRUWKRGR[PRGHORIPRELOLW\LVIRXQGHGRQWKHGRPLQDQFHRIQHJDWLYHIHHGEDFNEXW
WKHUHLVJRRGUHDVRQWREHOLHYHWKDWIROORZLQJQHJDWLYHUHJLRQVSHFLILFVKRFNVGHPDQGVSLOORYHUVPD\
RFFXUWKDWPD\WKUHDWHQWKHORQJWHUPYLDELOLW\RIWKHVHORFDOHFRQRPLHV
.HQQHG\DQG%RUODQG  VKRZWKDWVWDWHVSHFLILFHIIHFWVDUHUHODWHGWRKRXVLQJFRVWVWKDWDUH
FRUUHODWHGZLWKLQWHUVWDWHUDWHVRIXQHPSOR\PHQW7KHVHIL[HGHIIHFWVFRXOGDOVRUHIOHFWDODFNRI
ZLOOLQJQHVVWRVHDUFKIRUDQGDFFHSWUHDVRQDEOHRIIHUVRIZRUNWKDWFRXOGUHIOHFWOLIHVW\OHFRQVLGHUDWLRQV
,QWKHWHUPLQRORJ\RIWKH(PSOR\PHQW0LQLVWHU7RQ\$EERWLWFRXOGEHDUJXHGWKDWFRXQWU\SHRSOHDUH
PRUH ZRUNVK\ DQGDUHPRUHOLNHO\WREH MREVQREV +RZHYHUPRELOLW\IRUZRUNHUVLQUHJLRQDODUHDV
W\SLFDOO\UHTXLUHVUHORFDWLRQZKHUHDVIRUZRUNHUVLQPHWURSROLWDQDUHDVDGLIIHUHQWSDWWHUQRI
FRPPXWLQJLVRIWHQUHTXLUHG<HWGHVSLWHWKHUHODWLYHHDVHRILQWUDXUEDQPRELOLW\WKHGLVSHUVLRQRI
LQWUDXUEDQXQHPSOR\PHQWUDWHVUHPDLQVKLJK VHHEHORZ $OVRLILQFUHDVHGODERXUPDUNHW IOH[LELOLW\
KDVUHGXFHGMREVHFXULW\WKURXJKWKHJURZWKRIQRQVWDQGDUGHPSOR\PHQWDQGWKHGLOXWLRQRIXQIDLU
17

For example, annual public funding of Newcastle University the second biggest employer in the Hunter Region has fallen
$22.4m over the period 1997-2000 with 293 positions being lost so far.
18
It is unclear how the model of labour mobility is supposed to operate within metropolitan areas. How is excess supply
emanating from a high unemployment area conveyed to an adjacent area enjoying high wages and low unemployment?
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GLVPLVVDOOHJLVODWLRQWKHQWKHH[SHFWHGEHQHILWVRIUHORFDWLRQZLOOEHUHGXFHGDQGPRELOLW\ZLOOEH
UHGXFHG7KHUHGXFWLRQLQWKHIORZRILQIRUPDWLRQEHWZHHQUHJLRQVUHVXOWLQJIURPFKDQJHVLQWKH
RSHUDWLRQRIWKHHPSOR\PHQWVHUYLFHV PDUNHW ZLOODOVRWHQGWRUHGXFHLQWHUUHJLRQODERXUIORZV
&HUWDLQO\IXUWKHUUHVHDUFKLVUHTXLUHGWRLGHQWLI\WKHGHWHUPLQDQWVRIWKH VWDWH IL[HGHIIHFWVEHFDXVH
WKHLULGHQWLILFDWLRQZLOODVVLVWZLWKWKHGHYHORSPHQWRISROLF\
7KHXQHYHQGLVWULEXWLRQRIHPSOR\PHQWRSSRUWXQLWLHVSOXVWKHLQWULQVLFHFRQRPLFDQGVRFLDO
FKDUDFWHULVWLFVRIGLIIHUHQWDUHDVSURYLGHDPRUHFRQVLVWHQWH[SODQDWLRQRIUHJLRQDOXQHPSOR\PHQW
GLVSDULWLHVWKDQWKHVLPSOH1$,58IUDPHZRUNDORQJZLWKWKHFODLPWKDWODERXUPRELOLW\LVWRRORZ
6\GQH\DQGQRQPHWURSROLWDQ16:KDYHLGHQWLFDOLQVWLWXWLRQDOIUDPHZRUNVEXWLWLVGLIILFXOWWRVHHKRZ
IXUWKHUODERXUPDUNHWUHIRUPVVXFKDVUHPRYLQJXQIDLUGLVPLVVDOVOHJLVODWLRQRUUHGXFLQJSD\UROOWD[
ZLOOEHHIIHFWLYHLQUHGXFLQJWKHGLIIHUHQWLDOVLQXQHPSOR\PHQWUDWHVHYHQLIWKHUHLVDQLPSURYHPHQWLQ
RYHUDOOXQHPSOR\PHQW1DWLRQDOFRPSHWLWLRQSROLF\KDVVWULSSHGMREVRXWRIUHJLRQDODUHDVDQGSDVVHG
RQVDYLQJVWRPHWURSROLWDQDUHDV7KHUHLVQRDWWHPSWWRUHGLUHFWWKHEHQHILWVRI1&3EDFNWRWKH
UHJLRQVWKDWJHQHUDWHGWKHP
3RSXODWLRQDQGHPSOR\PHQWLQFUHDVHVLQODUJHFLWLHVWHQGWRJHQHUDWHQHJDWLYHH[WHUQDOLWLHVVXFKDV
FRQJHVWLRQDQGWKHQHHGWRGXSOLFDWHLQIUDVWUXFWXUHWKDWLVXQGHUXWLOLVHGLQQRQPHWURSROLWDQDUHDV
:RROODKUD6/$IRUH[DPSOHKDGORZLQIODWLRQDQGUDWHRIXQHPSOR\PHQWRILQ-XQH
'(:56% )XUWKHUMREFUHDWLRQLVFXUUHQWO\XQQHFHVVDU\LQ:RROODKUDEXW$XVWUDOLD¶V
XQHPSOR\PHQWUDWHZDVDQG)DLUILHOGLQVXEXUEDQ6\GQH\KDGDQXQHPSOR\PHQWUDWHRI
7KXVWKHFXUUHQWVSDWLDOGLVWULEXWLRQRIHPSOR\PHQWRSSRUWXQLWLHVLVVXERSWLPDODQGOHDGVWRDKLJKHU
1$,58WKH VXVWDLQDEOH UDWHRIXQHPSOR\PHQW7KHPRVWOLNHO\RXWFRPHRIFXUUHQWJRYHUQPHQWSROLF\
WKDWIRFXVHVRQVSDWLDOO\LUUHOHYDQWGHUHJXODWLRQSROLFLHVLVWKHSHUSHWXDWLRQRIDQGSRVVLEOHLQFUHDVHLQ
UHJLRQDOHPSOR\PHQWDQGLQFRPHGLVSDULWLHV
&RQVHTXHQWO\E\WDUJHWLQJHFRQRPLFJURZWKLQUHJLRQVZLWKH[FHVVODERXUDQGLQIUDVWUXFWXUHVXFKDV
QRQPHWURSROLWDQ$XVWUDOLDRXWSXWDQGHPSOR\PHQWFRXOGLQFUHDVHPRUHUDSLGO\ZLWKRXWLQFUHDVLQJ
LQIODWLRQDU\SUHVVXUHV/RFDOFRXQFLOVKDYHWKHNQRZOHGJHDQGH[SHUWLVHWRLGHQWLI\SUHVVLQJVRFLDO
QHHGVDQGHPSOR\PHQWDJHQFLHVFDQUHDGLO\HVWDEOLVKWKHH[WHQWRILGOHODERXU7KHFUHDWLRQRI
HPSOR\PHQWRSSRUWXQLWLHVVKRXOGIROORZWKHSULQFLSOHVRIWKH%XIIHU6WRFN(PSOR\PHQWPRGHOLQZKLFK
WKH*RYHUQPHQWDFWVDVDQHPSOR\HURIODVWUHVRUW VHHIRUH[DPSOH0LWFKHOO  6XFKDSURJUDP
ZLOOJHQHUDWHDKLJKUDWHRIVRFLDOUHWXUQRQSXEOLFH[SHQGLWXUH
19

The Department of Health, Housing, Local Government and Community Services (1993, p.8) emphasise the importance of
population and locality characteristics in influencing regional unemployment rates and hence the need for general
employment, education and training programs targeted at individual disadvantage.
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7KHSK\VLFDOLQIUDVWUXFWXUHLVXQGHUXWLOLVHGLQUHJLRQDODUHDVVXIIHULQJSRSXODWLRQGHFOLQH7KHFRQWLQXHG
UHORFDWLRQRIZRUNHUVDQGWKHLUIDPLOLHVWRODUJHXUEDQFHQWUHVZLOOLPSRVHDODUJHH[WHUQDOFRVWLQWKH
IRUPRIGXSOLFDWHKRXVLQJWUDQVSRUWVRFLDODQGXWLOLW\LQIUDVWUXFWXUH VHH'HQQLVVDQG7RQHU 7KH
EHWWHUXVHRIH[LVWLQJLQIUDVWUXFWXUHZLOOKHOSWRSUHYHQWWKHIRUPDWLRQRISURGXFWLRQERWWOHQHFNVDQGLQ
WXUQLQFUHDVHWKHUDWHRIJURZWKWKDWFDQEHDFKLHYHGZLWKRXWDFFHOHUDWLQJLQIODWLRQ
)LQDOO\SROLF\DQDO\VWVQHHGWRGHYHORSDPXFKPRUHVRSKLVWLFDWHGYLHZRIWKHRSHUDWLRQRIWKH
$XVWUDOLDQODERXUPDUNHW7KHXQGHUO\LQJVRFLDODQGHFRQRPLFFRQGLWLRQVLQUHJLRQDODUHDVZLOOLQIOXHQFH
WKHORFDWLRQRIMRERSSRUWXQLWLHV7KHKHDY\UHOLDQFHRQ1&3DVWKHHQJLQHRIHPSOR\PHQWFUHDWLRQLV
OLNHO\WRKDYHGLUHFRQVHTXHQFHVIRUUHJLRQDO$XVWUDOLDEHFDXVHGHSHQGHQFHRQQHJDWLYHIHHGEDFNYLD
ZDJHDGMXVWPHQWWRUHGUHVVWKHUHSHUFXVVLRQVRIWKHVXERSWLPDOVSDWLDOGLVWULEXWLRQRIMREVLV
PLVJXLGHG$XVWUDOLD¶VXQHPSOR\PHQWSUREOHPLVSUHGRPLQDQWO\DUHJLRQDOXQHPSOR\PHQWSUREOHP
:KLOVWQDWLRQDOHFRQRPLFJURZWKLVQHHGHGWRFUHDWHPRUHMREVWKHVSDWLDOGLVWULEXWLRQRIWKRVHMREV
PXVWQRWEHLJQRUHG&RQVHTXHQWO\WKHIDLOXUHRIWKHSULYDWHVHFWRUWRSURYLGHVXIILFLHQWMREVWRVROYH
WKHQDWLRQDOXQHPSOR\PHQWSUREOHPVLJQLILHVWKHQHHGIRUDQLQFUHDVHGUROHLQHPSOR\PHQWFUHDWLRQE\
DOOOHYHOVRI*RYHUQPHQW
%LEOLRJUDSK\
$QGHUVRQ-  5HJLRQDO$XVWUDOLD0HHWLQJ7KH&KDOOHQJHV6WDWHPHQWE\WKH+RQRXUDEOH-RKQ
$QGHUVRQ030LQLVWHUIRU7UDQVSRUWDQG5HJLRQDO6HUYLFHV0D\
%ODQFKDUG2DQG.DW]/  µ5HJLRQDO(YROXWLRQV¶%URRNLQJV3DSHUVRQ(FRQRPLF$FWLYLW\

%ODQFKIORZHU'DQG2VZDOG$  7KH:DJH&XUYH0,73UHVV&DPEULGJH0DVVDFKXVHWWV
&DUOLQ:DQG6RVNLFH'  0DFURHFRQRPLFVDQGWKH:DJH%DUJDLQ2[IRUG2[IRUG8QLYHUVLW\
3UHVV
%XUJHVV-0LWFKHOO:)2¶%ULHQ'DQG:DWWV0-µ:RUNIDUHLQ$XVWUDOLDDQG1HZ=HDODQG$
&ULWLFDO$VVHVVPHQW¶3DSHUSUHVHQWHGDWWKHWK1DWLRQDO&RQIHUHQFHRQ8QHPSOR\PHQW50,7
0HOERXUQH2FWREHU
&DVKLQ3DQG6WUDSSD]]RQ/  µ'LVSDULWLHVLQ$XVWUDOLDQ5HJLRQDO,QFRPHV$UH7KH\:LGHQLQJ
RU1DUURZLQJ"¶7KH$XVWUDOLDQ(FRQRPLF5HYLHZ  
'HEHOOH*DQG9LFNHU\-  µ/DERXU0DUNHW$GMXVWPHQW(YLGHQFHRQ,QWHUVWDWH/DERXU0RELOLW\¶
5HVHDUFK'LVFXVVLRQ3DSHU5HVHUYH%DQNRI$XVWUDOLD
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'HQQLVV5  µ&RQWUDFWLQJ2XW(PSOR\PHQW*URZWK"$Q$QDO\VLVRIWKH5ROHDQGHIIHFWLYHQHVVRI
1DWLRQDO&RPSHWLWLRQ3ROLF\LQ6WLPXODWLQJ(PSOR\PHQW*URZWKLQ$XVWUDOLD¶3DSHUSUHVHQWHGDWWK
1DWLRQDO&RQIHUHQFHRQ8QHPSOR\PHQW1HZFDVWOH6HSWHPEHU
'HQQLVV5DQG7RQHU3  µ2QWKH:URQJ7UDFN"$Q$QDO\VLVRIWKH6XLWDELOLW\RI&RQWUDFWLQJ2XW
LQWKH5DLO,QGXVWU\¶(FRQRPLF$QDO\VLVDQG3ROLF\6HSWHPEHU
'HSDUWPHQWRI+HDOWK+RXVLQJ/RFDO*RYHUQPHQWDQG&RPPXQLW\6HUYLFHV  5HJLRQDO/DERXU
0DUNHW'LVDGYDQWDJH5HSRUW6RFLDO-XVWLFH5HVHDUFK3URJUDPLQWR/RFDWLRQDO'LVDGYDQWDJH$*36
&DQEHUUD
'HSDUWPHQWRI,QGXVWULDO5HODWLRQV ',5   (QWHUSULVH%DUJDLQLQJLQ$XVWUDOLD$QQXDO
5HSRUW$*36&DQEHUUD
'(:56%6PDOO$UHD/DERXU0DUNHWV$XVWUDOLD(FRQRPLFDQG/DERXU0DUNHW$QDO\VLV%UDQFK/DERXU
0DUNHW3ROLF\JURXS&RPPRQZHDOWKRI$XVWUDOLD&DQEHUUD YDULRXVLVVXHV 
'(:56%  %HWWHU3D\IRU%HWWHU:RUNKWWSZZZGHZUVEJRYDXJURXSBZUDRWKHUEWUSD\KWP
'LDPRQG3  µ$JJUHJDWH'HPDQG0DQDJHPHQWLQ6HDUFK(TXLOLEULXP¶-RXUQDORI3ROLWLFDO
(FRQRP\  
(OZRRG'7  µ7KH6SDWLDO0LVPDWFK+\SRWKHVLV$UH7HHQ-REV0LVVLQJLQWKH*KHWWR¶LQ7KH
%ODFN<RXWK(PSOR\PHQW&ULVLVLQ5%)UHHPDQDQG+-+RO]HU8QLYHUVLW\RI&KLFDJR3UHVV&KLFDJR
*UHJRU\5*   -REVDQG*HQGHU$/HJR$SSURDFKWRWKH$XVWUDOLDQ/DERXU0DUNHW LQ&OHPHQWV
.*UHJRU\5*DQG7DND\DPD7 HGV ,QWHUQDWLRQDO(FRQRPLFV5HVHDUFK9ROXPH(FRQRPLF5HFRUG
6XSSOHPHQW
*UHJRU\5*  µ8QHPSOR\PHQW:KDWWR'R¶7KH6\GQH\3DSHUV7KH6\GQH\,QVWLWXWH6SULQJ
*UHJRU\5DQG+XQWHU%   7KH0DFUR(FRQRP\DQGWKH*URZWKRI*KHWWRVDQG8UEDQ3RYHUW\
LQ$XVWUDOLD $XVWUDOLDQ1DWLRQDO8QLYHUVLW\&HQWUHIRU(FRQRPLF3ROLF\5HVHDUFK'3
+DUULV-DQG7RGDUR0  µ0LJUDWLRQ8QHPSOR\PHQWDQG'HYHORSPHQW$WZR6HFWRU$QDO\VLV¶
$PHULFDQ(FRQRPLF5HYLHZ
+RZDUG'DQG%XXOWMHQV-  µ/DERXU0DUNHWSHUIRUPDQFHRI$XVWUDOLD¶V1RQ0HWURSROLWDQ
5HJLRQV¶$XVWUDOLDQ%XOOHWLQRI/DERXU  
,QGXVWU\&RPPLVVLRQ  µ$Q(PSLULFDO$VVHVVPHQWRI,QWHUVWDWH0RELOLW\DQG:DJH)OH[LELOLW\¶
$SSHQGL['LQ,PSHGLPHQWVWR5HJLRQDO$GMXVWPHQW$*36&DQEHUUD
.HQQHG\6DQG%RUODQG-  µ$:DJH&XUYHIRU$XVWUDOLD"¶$XVWUDOLDQ1DWLRQDO8QLYHUVLW\
PLPHRIRUWKFRPLQJLQWKH2[IRUG(FRQRPLF3DSHUV
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/DWKDP0  &LYLOLVLQJ*OREDO&DSLWDO1HZ7KLQNLQJIRU$XVWUDOLDQ/DERU$OOHQDQG8QZLQ6W
/HRQDUGV16:
0LWFKHOO:)  µ8QHPSOR\PHQWDQG,QIODWLRQ$'HPDQG6WRU\¶3DSHUSUHVHQWHGWRWKH(XURSHDQ
8QHPSOR\PHQW&RQIHUHQFH(XURSHDQ8QLYHUVLW\,QVWLWXWH)ORUHQFH,WDO\1RYHPEHU
0LWFKHOO:)  µ7KH%XIIHU6WRFN(PSOR\PHQW0RGHODQGWKH1$,587KH3DWKWR)XOO
(PSOR\PHQW¶-RXUQDORI(FRQRPLF,VVXHV  
2(&'  7KH-REV6WXG\2(&'3XEOLFDWLRQV3DULV
3URGXFWLYLW\&RPPLVVLRQ  ,QTXLU\LQWRWKH,PSDFWRI&RPSHWLWLRQ3ROLF\5HIRUPVRQ5XUDODQG
5HJLRQDO$XVWUDOLD'UDIW5HSRUW$*36&DQEHUUD
3XKDQL3$  µ/DERXU0RELOLW\±$Q$GMXVWPHQW0HFKDQLVPLQ(XURODQG"¶L=$'LVFXVVLRQ3DSHU
QR32%R['%RQQ*HUPDQ\
6KHHKDQ3DQG*UHJRU\5*  µ3RYHUW\DQGWKH&ROODSVHRI)XOO(PSOR\PHQW¶LQ)LQFKHU5DQG
1LHXZHQKX\VHQ- HGV 3RYHUW\7KHQDQG1RZ9LFWRULD8QLYHUVLW\3UHVV0HOERXUQH
6WHJPDQ7  µ,PSOLFDWLRQVIRU:DJHV3ROLF\LQ$XVWUDOLDRIWKH/LYLQJ:DJH&DVH¶(FRQRPLFDQG
/DERXU5HODWLRQV5HYLHZ  
6WRQH-  µ7KH:DJH&XUYH¶ ERRNUHYLHZ ,QGXVWULDODQG/DERU5HODWLRQV5HYLHZ  

7UHDVXU\  0DFURHFRQRPLFVRIWKH75<00RGHORIWKH$XVWUDOLDQ(FRQRP\$*36&DQEHUUD
7UHDVXU\  7KH6RFLR(FRQRPLF&RQVHTXHQFHVRIWKH1DWLRQDO&RPSHWLWLRQ3ROLF\$*36&DQEHUUD
7UHDVXU\  %XGJHW3DSHU1R%XGJHW6WUDWHJ\DQG2XWORRN$*36&DQEHUUD
:DWWV0-  µ)ODZVLQWKH2(&'/DERXU0DUNHW5HIRUP$JHQGD7UDLQLQJ:DJHVDQG-REVLQWKH
%XIIHU6WRFN0RGHO¶3DSHUSUHVHQWHGWRWKH,66,QWHUQDWLRQDO&RQIHUHQFH7DHJX.RUHD2FWREHU
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