


A path to full employment: options for policy 
makers in CAREC countries

Professor L Randall Wray
CFEPS

University of Missouri-Kansas City
Levy Economics Institute

Professor William Mitchell
Centre of Full Employment and Equity

University of Newcastle
Australia



http://e1.newcastle.edu.au/coffeeCentre of Full Employment and Equity

Overview of the Presentation

Causes of Unemployment
Goals of a Sovereign Government
Costs of Unemployment
The Job Guarantee-In Theory
The Job Guarantee-In Practice
Full Employment and Development
Full Employment and Growth
Full Employment versus Nonsense



http://e1.newcastle.edu.au/coffeeCentre of Full Employment and Equity

Causes of unemployment

Short Run: Global Financial Crisis and Economic 
Downturn

Long Run: Demand Gaps, Structural Unemployment, 
Jobless Growth
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The global context … IMF G-20 outlook
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IMF near-term outlook …

“… central banks should … keep … rates low until a 
recovery firmly takes hold.”

“With constraints on the effectiveness of monetary 
policy, fiscal policy must play a central role in 
supporting demand …”

Even with “green shoots”, domestic employment will 
need boost from government
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Long run: demand gaps and structural 
unemployment

Unemployment as policy tool
- Unemployment buffer stocks (NAIRU approach)

Structural Unemployment
- ILO: “young people have more difficulties in labour markets 

than adults; women do not get the same opportunities as men, 
the lack of decent work is still high; and the potential a 
population has to offer is not always used because of a lack of 
human capital development or a mismatch between the supply 
and the demand side in labour markets.”
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Long run: jobless growth

ILO 2007: 200 Million unemployed in spite of strong 
growth. “Every region has to face major labour market 
challenges”
Growth fuels productivity growth (up 26% in past 
decade) but doesn’t create many new jobs (up only 
16.6%). 
David Ricardo’s “machine problem”
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Goals of sovereign government 

A sovereign government has the fiscal capacity to 
ensure continuous full use of domestic resources.
Economic growth per se is not enough.
Full employment and price stability should be the 
primary policy goals.
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Costs of Unemployment

Labour underutilisation (unemployment + 
underemployment) creates huge net income losses.
The social costs are even larger:
- poverty, social isolation, crime
- regional deterioration 
- health issues, family breakdown, school dropouts 
- social, political and economic instability
- promotes violence, ethnic hostility, even terrorism
- loss of human capital
- terrorist responses
- hysteresis: long term unemployed become unemployable
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Benefits of full employment 

Full employment provides
- Production of goods and services
- On-the-job training and skill development
- poverty alleviation
- community building, social networking
- intergenerational stability
- Social, political, and economic stability
- Multipliers: Positive feedbacks and reinforcing dynamics 

create a virtuous cycle of socioeconomic benefits. The total 
impact exceeds the sum of the individual benefits. 
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Job Guarantee in theory

There is an alternative to NAIRU unemployment buffer 
stock to maintain price stability: an employment buffer 
stock program.
This is called the Job Guarantee.
It is an unconditional offer of a public job at the 
minimum wage to anyone who wants to work.
Maintains continuous full employment—resolves both 
short term and long term unemployment problems
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JG and macro stability 

The fixed JG wage provides an in-built inflation control 
mechanism.
Full employment and price stability promotes currency 
stability
Spending in the JG program is countercyclical—an 
automatic stabilizer.
It is a high quality anchor – maintains an effective 
labour supply at minimum wage.
Fluctuation of wage income and thus consumption is 
reduced.
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Additional benefits of JG 

It provides a framework to reduce hiring costs for 
private business.
It provides on-the-job training.
It is not the panacea for all labour market problems.
But it is better than the unemployment buffer stock 
option.
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The JG in practice: Jefes

Argentina created Jefes to quell crisis
Created 2 million jobs, employed 14% of labour force
Stabilized output, prices, and currency
Reduced unemployment and poverty and moved 
workers to formal sector
Community-based projects
Enhanced social, political and economic stability
Produced useful output, some marketed, some freely 
distributed to participants and neighbors
As economy recovered, firms hired from pool
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Examples of projects
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Full employment and development

Is the Job Guarantee applicable to developing countries?
- Yes, where the developing country has a sovereign currency 

the JG approach is available.

JG as development strategy: 
- Puts labour resources to work
- Enhances skills and experience
- Can be used to improve infrastructure
- Inclusive development through community projects
- Can be coordinated across borders
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Full employment and growth

Growth by itself is not an appropriate goal
- It does not create enough jobs
- It can promote rising inequality
- It can harm environment

Full Employment through JG promotes:
- Shared prosperity
- Environmentally sustainable development path
- Growth with price and currency stability 



http://e1.newcastle.edu.au/coffeeCentre of Full Employment and Equity

Full employment versus Nonsense!

“The Conservative belief that there 
is some law of nature which 
prevents men from being 
employed, that it is 'rash' to employ 
men, and that it is financially 
'sound' to maintain a tenth of the 
population in idleness is crazily 
improbable--the sort of thing which 
no man could believe who had not 
had his head fuddled with nonsense 
for years and years….” (J. M. 
Keynes)



End of Talk
Thank you
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