February

._T_hose predicting a
labour drought and wage

~explosion should study

the right statistics.

March. Some say we can

[ HE markets have locked
G I in an interest rate rise in

lock in another in May.

".But higher interest-bills are only
' part of what is about to hit us.

The Reserve Bank's state-
thent on ‘monetary policy last

. week was a declaration of war

. on inflaticn: a war it plans'to

. fight by forcing a sharp slowing
" in activity that will slash growth
+and hike unemployment.

* The Reserve forecasts that,

* even without more rate rises,
; the global slowdown and the

. braking force of past rate rises

* would slow growth in' non-farm
“GDP to 2. 75% by June, and hiold

. jt there for a year before it

© Slowly edges up. The unemploy-

ment rate would rise
“modestly”. Yet inflation would
remain unacceptably high, -

1 20 Netherlands -~ '
: 21 Luxemhourg f*

: SOURCES. 0. EMPI.DWE!\I‘I OUjLﬂDi(!IJOI (AN
FOR 20061 cgg}_vmam FULLTME EQUM\L&FES

18,

rontier of full e

f Tne Age,

2008

TIM
| C0 LEBATCH

above 3%, with. the rtsk that .

.higher inflation expectatrons ‘

become ¢éntrenched.

So the Reserve told us,
bluntly that it plans to raise
rates. And that will push growth
even lower, and raise unem—
ployment less modesﬂy "

The statement is full of

- reasons.why and, given, jts'man-.

date to keep inflation between -
2% and 3%, the Réserve needs

to be on guard. The world econ-

orny might slow.enough to do.
its job, for it — but it 'might not.

' The Rederve kept interest rates

too low for too long bétween
2002 and 2004 because people
kept seeing a global slump
around the corner. Tt-didn’t

" happen then, and rmght not . .'
happen now: ‘

But one part of the Reserve s
case fails the reality test. It is
the view that, as Macquarie
Bank econcmist Rory Robertson
put it, “the RBA pretty well -
declared the experiment of Tun-
ning the economy with ",
unemployment in the 4% to 5%
range to be a failure”,

He’s not wrong. The Reserve
still tends to see the unemploy-
ment rate as.the Key indicator of
the labour market, to assume it
measures the resetve army of :

.- workers, to conclude that they

are Tunnirg out, and to assume
this will unleash: a wage
explosion.

Those assumptlons are
wrong.

In the past four years, Aus-
tralia has-added more than a

. million’jobs. Yet uhemployment
© has fallen by just'94,000. More

than 90% of our net jobs growth
has come from immigration,

- demographic factors and {(most

nnportantly) rising workforce

* partici 1p ation.

The point is subtle, but cru-
clal. The unemployment rate
has fallen from 5.6% to 4.1%,
not because unemployment has
faller. but because employment
has risen — among people who
previously were not officially
part of the labour force.

Some were mothers with
young children, some were stu-
dents, some were “discouraged -
workers’', some were overseas.
Beoms do that.

Is our reserve army of work—

" ers running out? Far from it. At- -
last count, in September 2006, .
‘we had more than 1 million
‘people the Australian Bureau of :

Statistics classed as “wanting to

work but not actively looking".

We had another 576,000
“underemployed”, mostly

people in part-time jobs who = ,

want full-time work. And, of
course, we had half a million
unemployed.

Ignore these groups, and you

do not understand the labour
market. They are the reserve
army from which our new
workers come.

‘International comparisons

undetline this. The panel along--
side shows two measures: the = -

mployment

per 100 people of working’ ag'e)i
and unemployment. Amgng the
25 rich members of the. OECD
those with incomes per head -

s twice the world average’ {in real .
buying power), Australiais .
roughly in the middle on both. *

+There are big differences’in :

.part-time employment between
" countries so, to’ comparegrpples .
‘with apples, we have cofiferted

the OECD employment data
into full-time equivalent jobs
(very roughly: two pa.rt-tlme
jobs equal one full-tdmeTob).
And in 2006, Australia’s employ-

"+, ment rate ranked just 14th out

of the 25,
We had the equivalent. of

62.4 full-time jobs per-100

well helow:th (67.5) and
. New Zeal ‘dr(;ﬁ 2}, let alone
= Sweden’ enmark (69.9)
“and Iceland\ .Thereisa -

On un ient too, we'
are roughly middle: equal
9th out o December, with
an ‘unemployment rate of 4.3%.
There was a gap between

us-and thie top eight, such as
New Zealand (3.4), the Nether-
-eland (2.3) and
Yes, central banks
thére also worry about inflation;
twp have interest rates higher

) than OWIS. But the facts are

cledr: we are : far from full
employment

What about wages? The
Reserve admits that the bést
measure, the bureau’s Iabour

_ price index, has been stable for

years at around 4%. That's not
surprising, Most workers have
little bargaining power; there
are exceptmns, but they are..
exceptions. The Howard govern-
menit stripped unions of their
weapons, and their role. The
Rudd Government plans to give
thern back their role, but not

- their weapons.

‘The Reserve highlights a
measure it knows is less
reliable: the national accounts
estimate of wage growth per
ernployee, which shot up 5.9%
in the year to September. That
is unrealistic; the Reserve has

‘rmsta.ken stanstlcal noise for !
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that year, on offlcral frguree,
83% of new jobs were full-time

(inflating average wages). Two-
“thirds of new jobs were for

" managers, professionals or
- associate professionals (inflating

average wages). And the June
quarter saw 4 flood of employer
payments into superannuation
(inflating average wages).

On Wednesday the bureau
publishes the real music: its
December quarter labour price
index. That will show us if wage
growth remains consistent with

~ the Reserve’s inflation target. So
. far, it has. The labour market is

not the problem
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