ON- THE DRY SIDE

An evaluation of OECD

cures for economic ills

IF soundings in my clec-
torate are a fair sample of
public opinion, unemploy-
ment is overtaking interest
rates and taxation to be-
come the foremost  issuc
~of - political concern. Tt
cannot be doubted that un-
employment is a very ser-
%ﬁus economic and social
il

A great deal s said about
18 consequiences  but  much
less about its root causes. It is

indecd remarkable that there-

should be so littie public de-
bate (as opposed to mere
breast-beating) about sa ob-
vious and so serious a pro-
blem which, one way ot
another, affects many
famities.

While nearly all of the 24
"OFECD  nations  have
perienced slow growth and ris-
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ing unemployment, they have

adopted  differing
strategics. Comparison might
therefore throw -light on the
problem even if only to show
us what not to do. One QECD
nation, Switzeriand,” has an
unemployment rale of only
0.4 per cent of the working
population.

Switzerland’s  performance
i3 particularly remarkable in
the light of constant insistence
by some that Australian, Brit-
ish and US unemployment i3
caused by monetarist policies,
because Swilzerland is one of
the few places that ] can think
of that have actually practised
anything close to Friedmanite
monetarism for 10 consecutive
years or more.

_Several nations have prac-
tised . monctarist  policies for
short periods and some, in-
sluding Australia, have talked
as if 'they were, but almost
no-one has stuck to it,

v Switzerland has, it is true,
been able to export unemploy-
ment by sending guest work-
ers home. On the other hand,
Hong Kong, which has been
miore monetarist than most,
bas, during the same time,
absorbed a vast and contin-
uing flow of refugees - its
population has  doubled in
about 26 years. Despite that
and despite renl uncertaindies
about its future, its uncmplpyﬂ
ment rate is still between 3.5
and 4 per cent.

It is a fallacy to say that
Governments  can  decrease
aggregate unemployment by in-
creasing aggregate demand, Un-

employment tends to have
risen particolarly ra pidly in
some . places which  have

attempted, in recent years, fo
stimulate their economies by
increasing public sector expend
iture or by adopting expansion-
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ary money supplies —— npote
France and Canada, But it has
also climbed rapidly in the UK
which some say has adopled
monetarist policies,

There is certainly no clear
correlation  befween . unem-
ployment  and monetary and
tiscal policy adopted over the
preceding two to three years,
There may well be a high
positive  correlation  between
tight monetary policy and low
unemployment over the long
run but the sample is small
The point to be made is that,
il there is a correlation, it is
opposite to that often claimed
by those who seek political
milage out of accusing the
Fraser Government of being

munaelarist (which it is not).

fconomic  theory  suggests
that wnemployment wifl  be
associated, with a rigid Iabeur
market, particularly where the
price of employment (wages)
is kept artificially higher than
that .at which each potential
employee can find an employ-
er who can sell the fruils of
the employee's Tabour.,

Artificially high prices re-
sulting in market faiture are
most often brought about by
fnonopolies. Trade-unions are
monopolies which control the
supply of labour dedicated to
raising cost.. We would there-
fore expect unemployment to
be-associated with a powerful
unicn movement.

I know of no measure of
union strength;  nevertbeless,
the OECD nations again pro-
vide us with a helpful insight.

Japan  twice suffered wha
became known as an- “oil
shock” —- the first in 1973,
the second in 1979, The prices
of imported energy  rose
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sharply at a time when the
prices of Japan's exporis did
not, serionsly  prejudicing
Japan's terms of trade,

After the first ¢il shock,
real wage -growth remained
high aad output was squeezed.
In the sccond oil shock there
was a dramatic drop in real
wage  growth  for  1979/80
whicli, this time, made room

for  Fapar’s  terms-of-trade
loss, and this time ouiput
growth hardly dipped. On the
second  occasion  the whole
natien's  lost  earnings  were
shared  reasunably  evenly
rather than being concen-

trated in unemployved workers
and, since the productive pro-
cess was not distupted, losses
were quickly made vp. Japan-
ese unions had -lenmed from
the past episode,

Sweden and. Finland pro-
vide us with ancther exaniple,
To bridge the 1974/76 reces-
sion, Sweden emploved ex-
pansionary  policies  which
engbled real wapges {o go on
expanding. Finland did not.
At first the Sweédes looked
better but the advantage last-
ed little time at all so that
since 1977, Finland bas done
far better,

The coincidence of general
economic malaise, poor werld
commodity markets and the
drought this year, have caused
Australia to suffer a shock
more serious than fapan’s oil
shocks. If real .wages do not
fall sufficientiy to accom-
‘modate  that  shock,  then
circumsiances will be hard en

the many additional unaem-
ployed.
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