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[, INTRODICTION

Fhigh and persistent wnemployment bas pervaded almost every CBECE country
sonce e mid- 1970, The penod of rising unemployment began with the rapid
infRatic of the mid-19705. The inflation left an indelible impression en policy
trkers who hecame captives of the resecgent new labor cconomics and 118
IECraeconomic connterpsrt, monetacism. The goal of low mllaton led w
excessively reswictive fiscal and monetary policy stances by OECL govemn-
mernits deiven by a false anslogy between the houschold budgeiary consteaints
and govermment  budgetury constraings (Mitchell, 19%a, 1998). This has
vesulted in nsing labor productivity combined with GDP geowth in OECD
coundnes thut is gencrally below that necessary o absort the growth in the
labsor force.!

Litimarely, mass unemployment avises becouse the government budget
deticit, relative o e desines of the prvate sector o meet its @y ohliga-
tions, 15 oo small w o seve and o hold money for ansactons purposes. [
15 thus a macrosconomie phenomenon and can never be o “real wage' prob-
lem as Keynes noted many years ago, The solution o this problem is for
2t introduce a Joh Guarantee policy

aovernment 10 use delicit spendi
ihat can - simullaneously achieve tull employment and price stability
iMitchell 1996, 1998).2 The Jab G e approsch to full employment
opposes the cement policy directions of governments in the OECEY
coanmmies that emphasiee fiscul consolidation and supply-side reforms
like devegulaton snd privatization.

[ [ullacious analogics that government spending, taxation snd debt issue
15 cyurvalent o the spending and Dnuncing decisions of the household and tha
guvernments, like howseholds, should seek Dnancing prior o spending has led
b the pursuit of budget surpluses norder w avoid the higher tax and interest
rates ihat would allegedly wrise. Reemerging frec-market ideology  has

278

Faldl ewprdonvenent and perice stability faoa smadl open ecoromy 279

canvineed us wroogly that gevernment invelvement in the cconomy imposes
corsls, wnd we have thus supported govermments that have sigmificantly veduced
Lherr fiscal involvement in economic aclivity.

Economies that aveided the plunge imo high wnemployment over this
period muintamad a ‘sector of the econmny which effectively functions as an
employer of the last resomn, which shsorbs the shocks which ocour from times
to tme L (Oomensd, 1994 2033 The Job Guaranice policy Fulfills this
absorpuon Tupction. In this chapler seme features of e Job Guarantiee
approsch i full employment and price stubility see developed (see Michell,
199G, 1908, 1990, 19940, 2000a). Under the Job Guarantee approach, the
governmen! centinuously absorbs workers displaced from private  scclor
employment. The Job Guacantee workers serve as a “bulbter stock” of lubo
being pakd the mimmum wage thal sels a wage floee for the economy, thas
preventing the occurtence of seriows deflation and definmg the privale sector
wage strueture, Ciovernment employment and spending  automatically
nereases {decreases), as jobs ave lost (gaincd) in the privaie sceior, We will
demonstate that this policy approach generates full cmployment and price
stability. Specilically we contrust the inflatn control mechanisms of the Jak
Cinarantee model with thase in an economy subject 1o g MAIRU The concept
of the Non-Accelerating loflation Bafter Employment Ratio |NAIBER} first
developed in Mitchell (1998) is explained funber,

There are two broad ways mowhich government can maintain price stabil-
iy: liest, it can adopt the NATEL approach by suppressing the budget deficit
wnd generating unemployment; second, it can conduct u Job Guarantee pelicy
wherehy the public secior, setting and mainfaining a base level wage, absorbs
all the current idle workers into paid employmsent, The velevam price stalility
concepi is the MAIBER * The change in the buffer employment ratio (BER
disciplines the wage—price pressures in the private sector by asserting the
bufter stock wage as the numersive.® Mo rutionel government with an under-
standing of the woarkings of its own currency works and the rale of the budget
delicit would chiose the NAIRU approach with its enommous costs of lost
vutput and social alienution.

This chapter also considers the financial implications of the Job Guaraniee
model in the contest of a small open economy, Tn addition woilie noomal angu
ments et monetansts and olhers use 1o jusiily their case against scal
activism lerowding o, metficient resource usagel, 1 s olten argued that
increused globalization imposes further cestrictions on the ability of govern

ments o pursee independent fscal and monetary policy. In the case of
Austalia, 1ois ableged thal budget deficits only result In growing current
wcont deficits and rising debt levels. Beacting o this, #is asserted that exter-
nal tunds managers can cnlorce higher intevest rates leading o even lower
growth and higher uncmplayment in the domestic economy, 10 is shown da
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all the orthodos acguments against the use of budges deficils ure spurivus and
ot founided vn any firm enpirical evidence

[hie ouiline af ihe chiapter is as follows: Section 2 brietly explains the moti-
valimn that led e the development of the Job Guaranice approach o full
employment and prive stability: Section 3 compares and contrusts the inflution
contrul mechanisms ol the NATRU and the Job Guaranies approaches; Section
4 comsiders the lnancial considerations. Concluding remarks follow.

2. THE DEVELOCPMENT OF THE JIOB GUARANTER
APPROACH

I Australi, despite the paradigm shift in macroeconomics from Keynesian
demand management e the monetarist supply-side approach, empirical
evidence sl supported the use of expansionary fscal and mooetary policy
aml public sector job creation (for example, Mitchell, 19874, 1987h, 1994,
1996; Mitchell et al., 1993). The solutions proposed, bowever, relied heavily
vi meome policy puidelines and were not, in retrospect, comprehensive
enough. Furilier, the stimulus that would be forthooming wis nol conceived to
b sidequately focused o suppart environmental sustainability, o goal usually
ignored an orthodox, macroeconomics. In this contexl, the Job Guaranies
vellects work that was conceived when this author was o fourth-year student at
the University of Melbowrme in the laie 19705

The logic of the policy was suggested by a series of lectures on the Wool Floor
Price Scheae iursduced by the Commonwealth Government of Austalia in
Bovember 1970, The relaively simple scheme worked through government hear-
ing subimissions from the Wool Council of Ausiralia and the Austrulian Wool
Corporation { AW 10 establish o Hoor price for wool. The governmwnt then
guarunteed that the price would not Fall below the level established, There was &
lot oof lobbying L get the floor price above the implied maket price. The price
was mantaimned by the AWCs purchase of stocks of wool inthe auction markets.
M purchisses were fnanced lrom a Market Suppon Fund (MSF) aceumulated
Uarough small contiibuiions from growers based on the value of s <lip, Fund
shortuges were made up with povermment- guaranteed loans. For coomomists, the
ITHLROE CORMNOVETsY wiks an issue as 1o whether the “tink cring with e prce mech-
anism’ was price stabilization or price maintenance (Throsby, 1972 162). This
Wil 0L UNpOmant in a time when prices were in sectorl decline and 2 mini-
mim guaraniced floos price implied ever-inerzasing AWC siocks, Other prob-
lems nchuded the pressure of substitwability from symihetic fbers and the
maintenanee of production levels, which by fhemselves would continue to
depress prices. The delsite over the scheme (adequately summurized by Parish,
[906 and Lioyd, 19630 focused on the price intervention.
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By applying reverse logic, one could milize the concept without encoun-
tering the problems of price tinkering. In effect, the Wool Floor Price Scheme
generated “full employment’ for wool production. Clearly, in the wool sin
tiom, there was an issue a5 (0 what constimited a reasonable level of oulpul in
a time of declining demand. But the same argument i= not relevant when
applied 1o avalable labor. We define full employment o be the state of no
involuntary uncmployment ensured by a sufficient number of available jobs in
¢ rutes. This amounts to o
rejection of the noton that all unemployment 15 voluntary. It also comradicss
the idea that full employment can be defined by market relations, the e
section of te labor demand amd supply curves at same “equiliboism poce’ (for
exmmnple, Phelps, 1967, Fricdman, 19685 Accordingly wass unemployiment 1=
construed a5 a macroeconomic prablem related 10 delicient demand, which i
turn reflects o deficient budgel delici.

Fhe reverse logic med above implies that we should impose a price g
antee below the “prevailing market price” and generate 4 buffer stock of work-
ing hours o absorh the excess of working hours at the current market price.
Ihis will generite full employment without the problems of price tinkering
Thwat sden wis the seed of the Job Guarantee model.®

The work of Benjamin Graham { 1937 is alse instructive, He discusses the

rebation o the labor supply al current money ws

idea of stubilizing prices and standards of living by surplus stomge. He docu-
ments the ways the government might deal with swplus production in the
ecomonny. Giraham  1937: 187 says, “The State may deal with sctual or threat-
encd surplus in one of four ways: (a) by prevent (b} by destroying i (c)
by “dumping” itz or (d) by conserving it.” In the context of an excess supply of
labor, governments had sdopred o dumping’ srategy via de NAIRLU. Tt made
much better sense w0 use the conservation approach. Gradam (1937 34) notes:

Fhe diest conclusion s dhat wherever surplus has been conserved primarily Lor
Ttire: drse the plan has been sensible and successful, unless marred by glanng erors
of udminiziration. The second conclusson 15 tiat when the surplus bis been acquined
and held primarily for future sele the plan has been vulnerable o adverse develop-
mients

The distinction is imporant n the development of the Job Guarinlee model.
The Woal Floor Price Scheme was an example of stomge for future sale and
was maotivated aon i help the consumer of wool, but the producer, The Job
Giuarantes policy 15 an example of storage for use where the ‘reserve is estab-
lished 1w meet a futore need which experience has laught us is likely 1o
develop’ (Ciraham, 1937 35). Graham also anslysed amd proposed a soluion
o thee problem of interfering with the relative price stucture when the govem-
ment buill up the surplus. In the coniext of the Job Guarantes policy, this
s setting o butfer stock wage below the privile market wage structure,
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unless stralegic policy, in addition to the meager elimination of the surplus,
wits being pursued. For example, the government may wish o combine the
Job Guarantee policy with an industry policy designed o rise productivity. In
such a case it may buy surplus labor st a wage above the current private market
minimam. In the first instance, the busic Job Guarntes meodel with a wage
floor below the private wage structure shows how full employment and price
stability cun be sttained. While this is an eminenily better outcome in terns of
resource use wnd sociul equity, it s just the begimning of the matter.

Giraham (1937; 42) considered that the surplus should "ot be pressed for
sitle wnil an effective demand develops for it” I the conteat of the lob
Guaraniee policy, this ranslites o the provision of a govennment job for all
Labor, which is surplus 1o privite demand uniil such fme as privade demand
INCreases,

3. THE JOB GUARANTEE ANDY INFLATION

In dhis section we focws on inflation control and show that the Jab Goarantee,
able w simulineously generate full cmployment and price stubility, is supe-
rior Lo the current NAIRU approsch, which uses uncmployment o maintiin
intlution control. Browdly, there are three options available to an cconomy that
desires price stubility. First, as in the MAIRU approach, il can use unemploy
ment 45 @ ool W0 suppress proce pressures, Second, 11 can introduce w lab
Guaraniee and vse movements i the Buffer Employment Ratio (BER)
conirol inflation. Third, it can introduce the Job Guarantes policy and augment
i with wn incomes policy, We do not consider this thind opticn

31 The Bole of Uncmployment in Dnllation Cont

e OECD expericnce of the 19905 shows that high and prolonged unem-
ployment evemually esults o low inflation (Mitchell, 19%6). There are
several  observationally
inflation-uin

eyuivalent  theoretical
nployment trade-olf. The onbodes explanstions center on the
wle of the MAIRL and the requivement that W lower unemployment the
government must mn agent expectations ahead of the sctual dids, Each time

the agenis ure tricked into mistuking a nominal price change for a relative price

explanations  Tor  (he

change, the inflation rate mses Ultmately the only sustainable non-inflaticon-
ary unemployment rate occurs when expectations are nealized, a condition
mmteble o aggregate policy manipulation

Alternutively, Post-Keynesians and oilers locate (the trade-off on o model
of conflicting claims among capilulists and workers o real income. Sawyer

(1985 17 argues that unemployment acts as a “control mechanism, albeil a

|
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socially and economically metficient one.” By disciplining the aspiations of
Jabor 10 be compatible with e profitability requirements of capital, unem
ployment cun lemporarily balance the contlicting demands of lubor and capi-
tal (Kalecki, 1971). Similarly low product market demand, the analogue of
Bigh unemployment, suppresses the ability of firms W pass on prices o prolec
reil margms. The lull in e wage-price spiral, in the sense that inflation is
stable, could be termed o macrocquilibeivm state. The implied unemployment
riate under this concept of inflation is ermed the macroequilibowm aoemploy
ment vl (MEUY by Mitchell (19874) and has oo connotations of the volun
Lary onaximizing individoal bebavior underping the MAIRL concept
Mitchell (1987a) develops this concepl into an explanation of hysteresis.”

The fact thit wt some stable inflation viate there is an associated unemplioy
menl rute, wnd tal increases in the batter ensure the former, does nol provide
o theoretical reason [or income distvibution conflicts between powerlul groups
in the ceonomy. We might also call this unemployment rate the NAIRL, but in
doing 50 wie add nothing w the understunding of the inflation process, Clearly
different theoretical underpinnings support this obs ion, each theoretical
structure bringing with it an entirely different comprehension of the role of the
NAIRL and its unplications for activist government agendas designed o
provide full employmeni.

3.2 Imflation Contrel — the NATB

Tor demonstrate how the Job Guarantee generates full employment with price
stabality, et us consider two situations: (@) imroducing the Job Guaraniee into
o MAIRL economy with high unemployment; (b) maintaining the Job
Ciuaruntee in the fully employed economy subject 1w inflationary biases in the
private sector, Initially we outline the relationship between fulling unemploy-
et anal inflaticnary pressures in a NAIRL coonsmy.

We consider u stylized economy with a dual labor market where the secior
are differentiated by therr wage-setling mechanisins. Prices are set acconding
1o markups on unit costs in both seclors. Wage-seiting in Sector A is conlrc
il and responds in an ioverse and lagged fushion 1o relative wage prowih
(A and 1o the wail wnemployment level (displaced workers who think they
will be re-employed soon in Sector A). Wages are relatively flexible upwards
in Sector B and respond immediately, A government stimulus 1 this economy

inerewses oulpat amd empleymsent in both sectors mmedintely. The compres-
ston of the AYB relutive wage stimulates wage growth in Sector A atter a time
Wait ungmployment Falls due (o the nsing employment in A but also nses due
Lo i increased probability of getting o job in A, The met elfect 15 unclear. The
teditl umemployoeent rate falls after participation effects are absorbed.

The wage growih in both sectors may force finns W0 increase prices,
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although this will be atenuated somewhat by nsing productivity as ulilization
TTRV=H

eh. A comnbination el wige—wi
procduct markel cin then drive inflation

and wage-price mechanizms in a soft
This is i Phillips Curve world. To stop
inflaion, the government has to repress demand. Higher unemployment hrings

Lhe real nceme expectutions of workers and fioms inio line with the available
real income, and inflation stabilizes, This describes the lundumental mecha-
nisms in a NAIRL ecommny,

Wit would happen i the Job Guarantee wene infroduced o selve the prob-
lem of waemployment in this economy? For simplicity of araement, we
assume the Job Guarantee wage is sef at the bitlom of the private secior wage
strctine although not low enough o enforce poverty on full-time workers. It
there were poverly level wages being puid in Sector B, then there would be
pressure on Sector B ciployers o restractue iheic jobs in order o maintain a
warkfoave. The Job Guarantes wage sels a (our in the cconamy’s cost stiie-
e for given productivity levels. The dynamics of the economy change
significantly, The elimination of all but wait wnesployment 10 Sector A and
lrictiomal wnemployment does not distorn the relative wage siructure so that the
Walge wage pressuies thal were prominent in the upturn in the MAIRL econ-
anty are now redoced, But the nsing demand softens the produet market, and
demand for labor nses m Sector A, The Job Guaraniee intnduces no new
prablems ficed by employers who wish @ hire labor 1w meet higher sales
levels. They must pay the going rate, which is still preferable to appropriately
shilled workers than the fob Guariniee wage level. The rising demand per se
s ol invoke inflationary pressures as limms increase capacily wilization o

meel higher sales volumes

Whaut absun the behuvior of workers in Sector A7 Wendell Gordon {1997
BA8) said, “IF ifere 15 o Job Guarsnice program, the employees can simply guit
an obooxions employer with azsurmnee thal they cun Find aliernative employ-
ment.” With the lob Guarantee policy, wage bargaining is freed from the
geteral threut of unemployment. However it s unc
will lead 1o higher wage demands

ar whether this freedom
han ctherwise. n professional cccupational
markets, it is likely that some wait unemployment will remain. Skilled work-
ers whi ave laid off are likely o receive puyouls that forestall their need o get
el work., They have a disiocentive o immediately @ke a Job
Guaruntee joby, which is a low-wige and possibly stigmatized option, Wait
unemployment disciplines woge demands in Secior A, The demand pressures,
however, may eventually exhaust this stock, and wage-price pressurcs may
develop,

A first hlush i might appear that the BER would have w be greater (han
the NATRLU for an equavalent amount of inflation conteol. This 15 because the
Job Guaraniee workers will have higher incomes and so a switch te this policy
wouhd see demand levels bigher than in o MAIRU world. But the Job
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Guaraniee provides belter inflation proofing than does a NAIRL approach
because the Job Guaruntee workers represent a more eredible threal o the
carmen prvile sector employees. In other words, the lob Guariniee pool is a
mioe eflective excess supply of lubor,

The Job Guaraniee employees are more altractive than when they were
unemployed, n the least because they will have basic work skills, such as
punciuslity, i place. This reduces hiring costs for finns in tight labor
minrkets who would have lowered hiving standands and provided on-the-job
training. They can now pay higher wages W stiract workers of accept lower
costs that would ease the wage—price pressures, The Job Guarantee policy
thus reduces the ‘hysterctic nertia’ embodied in the long-term unemployed
and, with growth Battlenceks reduced, allows for o smoothes prvile secior
CEPAISIOI.

A further source of cosl pressure comes via the exchange rate tfor small
aching cconomies like Australia. Lnder a fixed exchange rate regime, unless
there is i conrdinated fiscal policy among countries, it wonld be difficult for a
simall open economy o pacsie its own full employment steategy. With higher
speniling on imports arising from domestic expansion, the stimulus would
spread throughout the lixed exchange rate bloc and the small county would
Face a biwrowing crisis negating its full employment ambitions, 11 is sy o
see that a lob Guarantee model, 10 be effective, requires o flexible exchange
rate. We can identify two external effects. F given the higher disposable
incomes of Job Guaraniee workers compared 1o wages of the unempliyed,
imports would likely rise. With u flexible exchange rute, the increase in
inmprts woukd promaote depreciation in the exchinge rute. The curent aceount
could be cxpected w improve, net exports increasing their contribution 1o locul
empoyment. Finul outeomes would depend on estimates of export and impart
price elasticities. Recent work by Dwryer and Kent (1993 finds thai i
elusticities are small (aroumd 030, Thus, fellowing depre
spending will sctually rise becanse we are paying

iation, nnport
lisproportionitely muore for
fewer imported goods and services. Improvement in the current account thus
depends oo the estimate of the export elasticity. Srve of Play 8 (Indecs, 19935:
1237 says, ‘Formunately, this seems to be the case. . .. [The supply responses
W higher prices are thought to be strong in bl agricolivee and miniog, and
the numihers for manufaciures are |, embamassinaly high. . . . There s lide
abjective reason W be worvied by elasticity pessimism” (see also Bullock et al.,
1993). Vickrey {1996 said, “The danger of world speculative gyrations umder
freely Hloating conditions would be greaily dintinished under a well-estuh-
lished full-ewployment policy, especially if combined with a third dimension
of direct control over the overall domestic price level.

Lvirect control o allow the depreciation 0 be insulated from the wage—price
system could e an income policy. IF the increased spending led o depreciation
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thrcugh rising impors, 8 compreliensive meomes policy would be requived o
reduce inflationary pressurcs. Workers and firms would have o agree o allow
real depreciation to stick, as part of the retucn w the collective will. For every-
gk 10 hove jobs, those who are currently employed would have o sacrifice
seme real income e permit others e increase their claim on it
itsell would noe Foree Lo costs

Ihe scheme

The Job Guaraniee wage provides o floor thar prevents serious deflation
fromn occwrring and defines the private sector wige struciore. However, if the
private libor market is ght, the non-baifer stock wage will rise relaive W the
luly Guarantee wage, daining the bufler stock poul. The smaller this peal, the
less influence the Job Guaranlee wage has on wage patieming, Unless the
government stifles demand, the sconomy will then enter an influtionacy
cpisiale, depending om the behavier of Laber and capital in the bargaining envi-
ronient.

In the face of wage-price pressures, the Job Guarantee approgch maintains
inflation control by choking aggregate demaml and imducing slack in the non-
buller stock secton. As the slack does not reveal itself as unemployment, the
Job Guaranice may e relerred o oas o loose” full employment, This leads o
e definition of o new coneept, the NAIBER, which, in the bufler stock econ
oy, teplaces the NAIRUMERL as an inflation control mechanism. The BER
is the eitio of buffer stock employment o wial employment.

As the BER rises, due 1o an increase momterest rutes andior a fiscal tght-
ening, resources are iransferred from the inllatng non-butfer stock sector inlo
the bufter stock sector i the lixed buffer stock wage. This is the vehicle for
inflution discipline. A migor advantage of the Job Guarantee approach is thal
the disciplinary rode of the MATRL, which forces the inflation adjustment onlo
e upemployed, s replaced by the compositional shill in sectoral employ-
mend, the mupor costs of unemployment thus being avoided. The only requine-
ment is that e buffer stock wige be u toor and that the rae of growth in
butfer atock wages be equal o or kess than the priv

ate sector wiges growith,
S fir we hivve analysed the effects likely (o accompany the introduction of
the lob Guaraniee and compared (he olcomes 0 a NAIRD cconomy.
However, there ane further issues that arise when we consider the mabitenance
ol tull employment using ihe Job Guarantee policy. While onhodox ccono-
mists ypically attck the Job Guanntee policy for fiscal reasons, economists
an the feft alse challenge its validity and effectiveness. Mitchell {20008,
amlyses the arguments presented by Michal Kalecki in his *Political aspects
of full employment,” published i 1943 in e Poditical Guarieedy, which Laid
out the bleeprint Tor socialist opposition o Keynesian-style emplovment

policy, A summary of Mitchell's conclusions are uselul alibough more
complete detal can be abaained from e sbove-mentioned publication
Ralecks (1971: 1359 lists theee veasons why indusimal leaders waounld be
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opposed i full employment “achieved by Government spemding”: [irst, that
the private seclor opposes government employment per se; second, that the
prvale scctor does not like public sector infrastructure development or any
subsidy of conswomption, aod thicd, a more general claim involving a dislike by
the private sector “of the social and politicul changes resulling from the peain-
fenance of full eanployment” {emphasis in original ).

Firstly, Kalecki's argument that business leaders fear public spemding than
might be m competition with their own mvestmend 1s erroneous, because the
Job Guerantee pobs are most needed inoareas thist have been peglecied or
harmeed by capitalist growth, The chance of overlap amd thercfoe substitution
is minimal, Secondly, Kabecki (197 1 1403y wormies that uoder a e
permanent full employment, “the sack” would cease o play 11s roke
plinary mewsure. However the Job Guarantee creates loose full coployment
rather than tight full employment becanse the buffer stock wage is fised
(prowing wilh maticoal productiviy . The issue comes down o wheller the
Job Guarantes pool 1= a greater or lesser threat o the employed or uncmployed
when wage bargaining is under way. This s particularly relevant in relation 1o
the significance of the long-term wnemployed in todal unemployment. It can be
argued that the long-term unemployed, because they are nol o credible subst-
Lute, exert very lite downward pressure on wages growih. The Job Guaranlee
workers, however, do comprize o credible threat o curment privide sectar
employees for reasans noted above, The Job Guarantee pocl provides business
with a fixed-price stock of skilled labor from which o recruit, Tnoan inflation
ary episade, business, because it can achieve cost contrel, is more likely 1o
tesist wige demands frome s existing workforee, In this way longer-term
planning with cost control 15 achievable, In this sense, mblation restraint
exerted via the MAIBER is likely to be more cffective than using a NAIR

L wl

1 disci-

4, THE JOB GUARANTEE AND THE BUDGET DEFICIT
The Intermstional Labour Cffice (1999 araues:

| A fay sarale

v Lor Dull employment st be based on o sosed macrogconsmic
T ichieve this, unsustainable curment secoumt imbalances, or focign
debt aecumulation, must be reduced wid low rates of inflation achicved. This
reafuines the continuous adjustment of policies, a realistic exchange rote. fscal disci-
pline amd wage moderation (wage increases in line with labor productiviiy b, Bay in
times of glofal deflation this s oop necessaily sufficient as a guade v policy, and a
bewnst do demand oy be needed. pechaps goin
ol inflation, in addition w the aceeped policy of balancing budgets over the busi
mess eycle as o whols (nternational Labour Office, 108,

%0 far as 0 generale oxpecliimn
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Critics of the Job Guurantee allege that it velies on sustained budger deficits
that wre unienable, I is true that e povernment must allow te budgel deficit
the necessary i reases amd decrenses o maintain full employment for the Jok
Cisarintee Lo be viable, In this section, we demonsirte that orthadox Argu-
menls wlvising against sustained budgen deficits are unfounded. Chie of ile
must damaging analogies in econoimivs 13 the supposed equivalence belween
the household budget and the government budget. For cxample, Barm (1995
367} hos written, "W e can think of the government's s

dimg el dissaving

just a5 we theught of howseholds' saving and dissaving.'

This analogy is flawed because it ignores the fundamental difference
between the household and government. The househald cannot spend before
1L has sowrees of finance available tincome, savings, bomrowing), bul must
apend 0 survive. The government, however, can spend without prior Bnenc-
ing. Government spending is desired by the private sector becanse it brings
with i the resomrces (it money ) fhat the peivate sector requires w fulfill is
legal tasation obligations, The bousehold cannot impose any suech cbligalions,
The government has o spend o provide money W the private secior o pay 1s
Lawes, W allow the privile seclor Lo save amnd 0 maintain rransaction balances.

Taxation is thus more correctly scen as a vehicle by which 1the govermment
transfers real resources from e privade 1o the public sector cather than a
starce aof financing for government spending. I people wanl Lo save amd sl
b able 1o pay therr waaton obligations in the fint cumency, then theee should
always be a budget deficit.

The logic, according o those whao draw the houseluld analogy, states that
o finance the deficn debt woukd have o be issoed. Accordingly bond sales,
which will accumulbate as debt, finance government. As with a househabd,
rising debd cannct be sustained indefionely and so spending must be curbed
and broasght i line with linancial ceality. In the meantime, demands that debg
(Maces onavilable savings pushes inlerest rates up and crowds out “neose etfi-
cient’ soupces of private spending. These "houschald” logicians divide into two
camps. In ene camp there are the onbodox mooetansts who eschew goven-
ment debt and advocate balanced budgers, Their weong-minded logic has
imposed extremely high macroeconomic costs merms of lost growth and
high wnemployment in the western economies since the mid- 19705, The other
i, which includes some Post-Keynesians, while comforable with wsing
delicn spending o increase ceonomic activity, couches its recommendations
e conservative logic biunded by appropeiate movements in the debi o GDP
ristie, As long as the valio s stable thee i no problem. Por example, the Bunk
of Intermational Settlements { 1994) concluded that a deficit is sustainable a5
long s the government debd w GDF ratio (hercafter the deba o) does no
increase permancntly. A framework for analyzing the relation between delicils
amed thee ddebd raio is provided by Bizpham { 1988) and Glyn 1997 ),

Fall evngeloyneent ond pedce sralidling in o simall apen ecoroig 28D

But when pushed, there is litthe difference between the two camps. Glyn
(19T 2260, an advocate of expansionary fiscal policy to reduce wnemploy-
ment, however, seems 0 abandon that logic when he argues, “financial
markets, the ultimate arbiters of such matters, may look simply at the size of
the deficin,” The BIS {1995 48 concur, "I ditficult o persoade meckels tia
lowe inflaticn is sustainable i the presence of large budget deficits.” Glyn
(1997 227 concludes, “Given the expenence of the past 20 years it would be
difficult te convines that increased deficits al the beginning of the expansioa-
ary program would be capidly scaled down as the priivate scctor took up the
main thrust of expansion. There seems litke altemative o financing thraugh
taxation most of an expansionary programime.” Funher, Glyn (1997 224) says
e is misleading o e
likely that beyond a cerain level, a higher deticin will lead financial markets
o exuect i hgher real-interest rale,”

The twa camps however fuil w understand the relationship between fial
corrency, public debt and @xation in a monetary capitalist economy, a Lepic
exammined by Mosler (199792} and Wray (1998). They show the priocity of
spending and argue thal deld issue is ool essential for governments o spend
beyond tus revenue. Maosler (1997-95) shows that boad 1550es are essential
only o support the cash rites set by the central bank. Deficit spending with-
ol Treasury bond sales would generate excess rescrves in the banking
system, 5o thel government deld helps 1o maintaio a positive avermight inter
esl rate for private banks, Delicits wdd w the net disposable income of house
holds that provide markets for povale production. An endopenoas cnedit
cconomy, then, serves o provide the deposils necessary to make paymwents,
which Facilitaie production. Higher demand somulutes imvestment that creates
capacily as a legacy 1o the tuture. The higher current demand, the bigher
future productive capacily, Thus spending bongs forth s own saviogs
Savings wre nol reguired as a peior pool Tor spending e occur, The point is
clear: When fiat money 15 used, government spending increases res
the banking systeny. Taxation and borrowing drain the reserves. Thes gives the
clue do the function of borrowing, A deficit generates a net build-up in
reserves in the banking sysienmt. Spending occurs and privine firms and indi
viduals deposit procesds from selling goods and services 1o the government
in commercial banks, which bald up reserves, Unless those reserves are
deained from the system, they will carn the official discount rate, The rale af

them {interest rates) as entirely exogenous. [1 is

Weh 1T

the govermment bond issues 15 o give (hese remens a way 10 e i relirn in
excess of the discount rate.

William Yickrey (19960 10} argued, “The “deficit™ is wd an ecominic sin
bat an cconomic pecessity. 1is most impoctant fenction i o be the means
whereby purchasing power nol spenl on consumplion, nor recycled mio
e by the private creation of wel capitald, 15 recycled into purchasing power
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by government borrowing and speading. Purchaszing power mod so recycled
becomes non-purchase, non-sales, non-production ad vnemployment.” In an
endogenous money world, there o
anthonity stops lending.

1 be o crowding ool unless the monetary

The recent Asian fnancial troubles and IMF intervention have once agaim
given credence o the view thal mereasing levels of debt will eventually lead
1o lenders refusing to take up furber public bormowing. Usually this is cast in
erms of countvies with low levels of capital that have major private debt
denomumated moa foreign currency used o finance inpons, Crises occur when
the export revenue, which services the debt, fulls for one reason or another.

But mone of these countries would have any trouble issuing debd in s own
1

TR

Fo fie-tume Uis point, govemument spemding would still have occurred il
there were no bond 1ssues. The sxoess reserves would be held somewhere in
the banking system éarning zere return. I the Treasury olfers o Tew o 100
sy bonds relative 1o the holders of reserve balances af the Central Bank, the
Central Bank “offsels” those operaticns o balance the system, In any case, the
“mcney” 15 i one decount of ancther at the central bank. We then ask the quees-
fion — “Why should government ¢are if the holders of the excess balances
chovse the one that does nal pay interest as opposed e the ones that do
{baying bondsi?” — the answer 15 sunple: “They would be indifferent.”

The Job Guarantee palicy also requires thut the government hive the abil-
ity 1o implement a largely independent monetary and fiscal policy. In this
section, we examine the effects of budger deficits on interesl rates aml

curvenl aceount perfermance and alzo seek to establish causalivy within Lhe
term sirocture of inferest raes, As noted above, Glyn (1997: 226-27), un
wlvocate of Nscal activism, believes tha taxation should be used 1o " finance’
necessary  spending. He accepts the notion that international finaocial
markets will resct to higher budget deficits and “exact o hgher real-ineresi
rate’ {Gilyn, 1997 224,

Mitchell {2000k structuved this contention into a set of cmpirically testuble
Iy potlhieses:

I s there evidence of a relationshp between budget deliciis and shon-ierm
and long-term nlerest rides?

If there 15 no discernible statstical celation
ship Fownd, i is difficull o argee against fiscal activiam based on linan-
cial crowding ool arguiments

Is there evidence of a relationship between long-lerm inleresl rmies across
countries i globalized financial markets? If there is no relatonship
detected, then the view that financial traders in the large markets like
g i thve Ulnined States can render domestic monetary policy inetiee-
Liver 15 problemilic,

Pl engployment e price sialiline n a small oper economy ol

3. Is there any evidence that the relationship between domestic long- and
shorl-termt intevest rates is unstable? Stubality mplies that the cash rae,
which is set as o policy instrument, and the longer-term interest s,
which are influenced by makel considerations, move logether m a
presporiional manner over the long cui,

4. s there any evi
cansality from the fiscal deficit changes to chunges in the curnenl accounl

cit? A lack of such a direct relationship also provides further suppor

for the use of budger deficits under the Tob Guarantes policy,

ence (o support the twin-deficits hy pothesis that imposcs

e

Using a range of scononeeiric lestng methodologi

5, Mitchell (20000 foumd
na evidence (o support any of these comentions, First, it appears that the long-
ternn inferest mies in the large markets do m “casse” enduring movements in
the long-term rutes in Austmlia, The evidence appears to suppoct ifie ides that,

after the move o freely detenmined exchange rates, globalization has led w
more independence of long-term rates between Australia and the rest of the
warld, Secomd, the yield gap appears w be stationary over a range of time peri-
ads. In other words, the difference berween domestic leng-term aod shom-term
interest ries is stable over ume, This is contrary 1o the view, often alleged by
antagonists of the use of activist deficit-based government policy, that
Australion mone iy authorities are at the behest of global funds managers and
are thus unable o pursue their policy objectives. Thind, the paired relation
ships between the cush rate and the medium- and long-lerm rates in Auvsiralia
are cointegrated, indicating that, over @ long perind, there are no syslemitic
depariures aver a long period betwesn the mies of interest. Fourth, the tests fuil
to support any nolion of causality between changes in the Correnl Account
defci and changes in the Budget Deficit. Neither direction of cansality was
detected. Finally, no relationship berween chunges in the deficidGOF catio and
changes in the real interest rates could be detected at shon or long lugs. The
evolution of real intcrest rates appears (o be independent of changes in the
refative size of the deficit, These resulls are consistent with those found in e
literature for ciher economics (see Kasman and Bodrigues, 1991 Christiansen
and Pigou, 1997,

5. OTHER JOB GUARANTEE CONSIDERATIONS

Issues not dealt with in ths chapter but central o the development of the Job
Guarantee model and addressed elsewhere melude:

I3oes the Job Guarantes merely convert the unemployed poor mto work-
ing poor! (Mitchell, 20}




Flaeeii ratiecet anied finll eangployvenent

* s the Job Guarantes just a workface scheme? (Michell amd Burgess,
199%u; Burgess i al., 19496).

+ Do the Job Guavantee workers do anything vseful? How does the lob
Guarunies model counter the criticisms that the jobs are make-work and
a wasie of resources? (Mitchell, [UE]

+  Should the Job Guaramee policy replace all safety net wellare payments
for the unemployed ! Should people be emitled w welfiare support m (e

1se o take a buller stock job? (Milchell, Watts and

eveni that they re
Burgess, 20400}

o s the Job Guuaraniee policy essential 1o preserve human rights given that
the curnent system deliberately denies @ lacge number of is working-age
population caployment? (Machell snd Burgess, |SH8h, [9%Ec)

6. CONCLUSION

W conclude that unemplayment is an entirely social construct enginecred by
huwmans, There s nothing patasal about it ar all. The renowned ex-Dominican
pricst, Maithew Fox, hes stated that humans are the only species nol o have
full employment. Instead of being primarily concemed with how moch
cmployment we can derive from using row materials and encegy sources, the

doaminanl concern of capitalism s m mwomazing the monelary retum o
privately owned capital, It scems that this focus results in large oumbers of
human resources being lef idle. As Paul Hawken (19973 says, “We fire people,
perfecily cupuble people, W wring sul ong mone wave of profits. Some of the
pestructuring is necessary and overdue, But, as physicists Amory Lovins and
Ernst von Weizsacker have repeaiedly advised, what we should do is fie the
unproductive kilowatls, bavrels of oil, wons of muterial, and pulp fom old-
owlh foresis — and hive moee peaple 10 do so.” The restrociuring hias been
crucertuted by the sbandonment of the goal of full employment by govem-
ments sinee the mid-1970s.'1

Unnemployment arises because the budget deficit is wo low, 1t s always 3
mcrneconemic prollem, The lob Guarsntee policy is the only logical way of
prosviding anteed price stability. Whetber it is
maiter of refinement ruther han

jobs for everyomne with g

accompanisd by an incomes policy

substance.

Lo Blatchedl 4 198000 provides exlensayve analysas and dacs wsuppon ks Sostengion
3 Mlichkedl (196, 199E, 195, Mckell aml Wads (19075, Michell ond Burgess | 19%3,
Tt s Mkl Watts sl Bargess (3000 oueling & case For dhe iniroduction of a fall
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developed by Mits
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e

MNAIRL refers ta the pon-accelerating inflaton e of unemployment and is used in this
pists, whereby

chapuer o terize the approach o nllation cont
4 sback of nremployment is required o disciplios e
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latclsell and Wiss ¢ 1997 indicate that the daily losses from ussmploymend in Awiiralia are
arousd F156 miklion ar $5 100 per capita pec awnuar This 5 meee chin iwice b albeged
AN iciencies estimaled in the 19EH-92 Annual Repoat af the Aosiclian
Induastry Cammission

AL the dime, 1 also consicersd thal the scheme coukd be financal by o levy oo caisling
which was anubogous b e MSF. As o result of othes wark, 1 oo kg consides
tlist there is u financing problem (Mitclell, 1996; Masler, 199708 Wiay, 5]

Blitchell [ 1957 rgues thal the MK js eyelically sensitive amd rises with he sctual v of
umerrplayment as o vesalt of cyclical o s in behavior af the kabes maskar He conelindes
thit aggregile demas] changes nflence the kg -rum sieady -siule dssnploy
10 thers beling & minimum irmeducible upemploymenst rak:, Woge demaicls in the
PR Sl wersely relsted w the actual sambee of aloyed wha ane suhstitubos
for those ¢ emploved. Whan (b cconcmy slow v witkers lose iheic skills
wl mew enimanls s d I relevam skills. 5o the wadge between
wee aml actual excess supply riscs 0o iy
threat compaceent of unemploymens, To some degree, this insulabes the w
the oyl Tl snns rapiad the cyclical wljnstment, the ligher is b omamgployoe
winnbed with prisoe stabaliy, St i joh: il dlecremses Ui wedpe Bevaise the
ploved dewslop oew i vamt wiek skills, These upgrsding effects provide
cporiunity Fer el growih o ocour as the MEL decliis

Wickroy {1906, 110 saye, "l the case at band the debt s oteided wosupply 2 domesne
dhensannd For assets desmimiied in the demestic currency, and i he abee of o narm asch
n be no question of e ability of e govarnment 1o make payments
eit possibly inoa cunency devalued by inflagion, Mo can there be any question

tlatinn
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exminds).
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