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*  One reason working-age welfare dependency remains high is that the demand for unskilled
labour is in decline. Part 1 of this CIS Issue Analysis showed that more education and training
will be of limited help to jobless people who do not have the ability to perform highly skilled
tasks. What they need is an expansion in the number of lower-skilled jobs for them to do.

*  No single policy can expand low-skilled employment. Simultaneous action is needed on four
fronts: (1) reducing the cost of unskilled labour to employers, (2) making employment more
attractive than welfare, (3) boosting new personal service employment, and (4) improving
people’s social skills and competences.

*  Cutting minimum wages best reduces the cost of unskilled labour. Australia has the second-highest
minimum wage in the OECD, yet our tax and benefits systems mean our lowest-paid workers
take home less than in some countries with a lower minimum wage. A 20% reduction in our
minimum wage could generate another 100,000 jobs but would still leave our minimum wage
comparable with that of countries such as New Zealand and the UK, and tax changes could
compensate workers for the cut. No household should pay tax until its earnings exceed the
welfare minimum.

o Further reforms to welfare benefits are needed to discourage dependency. While some welfare
groups want to weaken or abandon work requirements for disadvantaged jobseekers, the opposite
is necessary: work requirements should be extended to more categories of welfare recipients.
This entails changing Parenting Payment eligibility rules, applying new capacity criteria to
existing DSP claimants, ending unemployment benefits for school leavers, and replacing the
first six months of unemployment benefits with drawings from personal savings accounts.

*  The main area of potential employment growth for low-skilled workers is in personal services, for
these jobs are not easily automated or exported. If minimum wages fell, service employment
would expand. The paper explores the potential for increased employment in home-based
services for the elderly, child care for working parents, mentoring for children in poorer
neighbourhoods, and other community-based services.

*  DPersonal services employment requires ‘social skills’ such as reliability, honesty, politeness, and a
smart appearance. Lack of these qualities (rather than any lack of technical or vocational skills)
may prove the biggest obstacle to people on welfare finding employment, particularly young
males. Schools have a key role in raising social skills, and conditional welfare is important to
reinforce shared norms. School leavers who cannot find work or training should be offered a
place in the military or in a new Peace Corps that could also help inculcate a stronger sense
of social responsibility.

Professor Peter Saunders is the Social Research Director of The Centre for Independent Studies, and
the author of Australia’s Welfare Habit, and How to Kick It.
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What Are Low Ability Workers To Do When Unskilled Jobs Disappear?
Part 2: Expanding Low-skilled Employment

Reprise of part 1, and introduction to part 2

This is the second part of a two-part CIS Issue Analysis discussing a core problem in present
social policy: what is to be done for low-skilled, poorly-qualified Australians who, even in
today’s booming economy, seem unable or unwilling to find jobs?

Part 1 showed there are up to a million working-age Australians living on welfare
when they could be working. At just 4.4%, our official unemployment rate is the lowest
in thirty years, but in addition to the almost half a million people still on unemployment
benefits (of whom 70,000 are long-term unemployed),' there is a high level of ‘hidden
unemployment’ among the 1.3 million recipients of Parenting Payment and the Disability
Support Pension (DSP).

Update on ‘hidden unemployment’

Part 1 of this paper suggested that our low official unemployment figures are
misleading because many jobless people now claim parenting payments or
disability benefits instead. This has since been confirmed by a new report on
Australia from the Organisation for Economic Co-operation and Development
(OECD), which finds ‘The number of people having difficulties in the labour
market has not declined ... today more of those difficulties are associated with or
labelled as health problems.” In other words, jobless people tend nowadays to be
classified as ‘unable to work’ (on disability support pension) rather than ‘looking
for work” (on unemployment benefits). As the report goes on to recognise, this
makes it more difficult than it used to be to shift people from welfare to work, for
unemployment has effectively been ‘medicalised,” and ‘Reducing non-employment
is therefore very difficult."

A key explanation for the persistence of high rates of joblessness despite strong economic
growth is that demand for unskilled labour has weakened. According to the Australian
Council of Social Service (ACOSS), 64% of people who have been on Newstart Allowance
for more than two years, 62% of DSP claimants, and 72% of single parents living on
Parenting Payment, have only a year 10 level education or less.? This indicates that most of
the long-term unemployed and the people claiming DSP or Parenting Payment have been
disadvantaged by the weakening demand for low-skilled or unskilled labour. Any attempt
to help them re-engage in paid work must clearly address the growing mismatch between
the supply of and demand for low-skilled workers. This requires either that unskilled people
become skilled, or that the demand for low-skilled labour increases.

Part 1 showed that politicians prefer the first of these strategies, and are pumping
increasing sums of money into education and training with a view to increasing the skill
level of unqualified workers. Business, welfare, and education pressure groups all support
this, and they all claim it will equip low-skilled people to compete for higher-skilled
job vacancies. However, this entire strategy ignores the awkward question of whether
low-skilled people have the ability to gain meaningful qualifications that will give them
access to high-skilled jobs.

We saw in part 1 that not everyone is capable of becoming a nurse, a web designer,
or a mining engineer. Many of the people who are marginal to today’s job market are in
the lowest quartile of the IQ range, which means their capacity for benefiting from more
education or skills training is limited. International evidence gathered by the OECD
indicates that government training schemes for unskilled adults rarely produce strong
employment outcomes. Research by the Australian Council for Educational Research
(ACER) shows that low-ability students in Australia who stay at school longer, or who
enrol in vocational training courses, tend on average to worsen their future income and
employment chances as compared with those who leave directly after year 10.
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Update on the effect of additional schooling on income

and employability

Three quarters of school students currently stay to year 12, and most of them
benefit from higher earnings and better job prospects as a result. Policymakers
often assume that the remaining quarter would enjoy these same outcomes if they
also stayed on at school longer, but part 1 of this paper argued this reasoning is
fallacious, for the more we extend schooling, the deeper we delve into the ability
pool. ACER research shows that low-ability students on average increase their
unemployment risk by three percentage points, and reduce their earnings by 5%,
by staying at school for two additional years. They are better off leaving after year
10 and getting a job or an apprenticeship.*

Since the publication of part 1, Andrew Leigh of the Australian National
University has challenged this argument, telling The Australian that ‘Forcing students
to remain at school increases their income over their lifetime.”

Leigh bases this claim partly on a US study that found students in American
states with higher minimum school leaving ages go on to earn higher average
incomes.® But this study cannot demonstrate that low-ability students benefit
from being force-fed additional education, for it does not break the results down
by ability as the ACER studies do. Indeed, the author explicitly cautions that the
average outcomes he documents do not apply to all students (it is mainly Hispanic
students who benefit), and that some students will be disadvantaged by being
forced to remain in school.

While Leigh emphasises this one American study, two UK reports that support
my argument have been published since part 1 of my paper appeared. They
show that forcing students to stay in education to collect a few low-level formal
qualifications is a waste of time and money, and they warn that British proposals
to raise the leaving age to eighteen threaten to destroy the youth labour market
and waste huge amounts of public money while achieving nothing for the young
people themselves.” There has also been a new Australian report from the National
Centre for Vocational Education Research, which finds that only 10% of unqualified
school leavers who go on to do vocational training courses ever finish them. The
report attributes this huge dropout rate to low levels of motivation, but ability is
almost certainly also a factor, for it is difficult to remain motivated when you find
the work too difficult.®

Leigh's critique of my argument does not rest solely on the American study. He
also refers to his own work with Chris Ryan, which shows that Australian students
who start school at an earlier age (those who turn five in their first year) do better
in terms of subsequent incomes than those who start later (after they have turned
five).? He thinks this supports his argument for raising the school leaving age, but it
does no such thing. His findings might strengthen the case for lowering the starting
age for school, but they are irrelevant to arguments about increasing the leaving
age. It is no surprise to learn that extra education pays off for four-year-olds, but
this is not the same as showing that it also pays off for sixteen-year-olds.

Finally, Leigh echoes the US study he cites by claiming that students in Australian
states that have raised the leaving age have similarly benefited from higher incomes.
However, like the American study (and unlike the ACER research), this analysis
contains no direct measure of student ability levels. The ACER studies look at
students’ literacy and numeracy scores, and clearly show that low-ability students
who stay on at school significantly reduce their average subsequent earnings and
employment prospects compared with those who do not. The work by Leigh and
Ryan has no such measure of ability and therefore has no way of establishing
whether the positive average income effects they identify apply equally to low- and
high-ability students.” Nobody denies that on average more schooling enhances
later income. The key question is whether this holds at all levels of ability. There is
nothing in Leigh’s research to demonstrate that it does.




Part 1 concluded that what is needed to reconnect low-ability jobless people with
the labour market is not more schooling or government training schemes, but more
opportunities for them to perform useful but lower-skilled work. Here, in part 2 of this
paper, I go on to consider how this might be achieved. I advance three key propositions.

First, minimum wages for low-skilled work must be allowed to fall, to encourage
employers to take on more people to perform these tasks. Although they argue about how
big the effect would be, serious economists do not doubt that if minimum wages were
lower, more jobs would open up for those with few skills, particularly in the personal
services sector. And this does not have to mean that the living standards of low-skilled,
low-paid workers must fall, for a lower minimum wage can to some extent be compensated
for by reducing tax on low wage earners to boost their take-home pay.

Second, the overriding priority of the welfare system when dealing with jobless people
must be to get them back into paid work wherever appropriate. Pressure is building to
weaken work requirements by emphasising ‘training’ rather than employment, and by
eroding sanctions on those who refuse to recognise their work obligations. These attempts
to weaken the ‘work priority’ principle must be resisted. Indeed, more needs to be done
to encourage and require people on benefits to find paid employment.

Third, the personal service jobs that offer the best hope of employment for people
of lower ability often require social skills and attributes like politeness, reliability, and
honesty. The final part of the paper asks whether jobless unskilled people have these
personal qualities and attributes, and what might be done for those who lack them.

Between a rock and a hard place: European-style unemployment or
American-style low wages?

As demand for unskilled workers has weakened throughout the developed world over the
last thirty years, different countries have responded in different ways.

In America, real wages for unskilled work have fallen as demand for unskilled labour
has fallen. The result is that unskilled Americans can still find work, but many of
them are employed in very low-paid jobs. Between 1979 and 1995, the real wage for a
typical low-wage job in the US fell by 17%."" This helped keep employment levels up,
although many of the low-wage, unskilled jobs are in the service sector of the economy
(the so-called ‘burger-flipping’ jobs that critics say are demeaning and unfulfilling). As
Gary Burtless notes, “The education and skill deficiencies of economically and socially
disadvantaged workers restrict their access to well-paying occupations, but they do not
preclude employment altogether.’'

In Europe, by contrast, wage levels have been kept artificially high by stricter labour
laws. This has resulted in lower rates of ‘working poverty’ than in the US, but also in much
higher unemployment, because unskilled workers have been unable to find jobs and have
ended up on welfare instead of in work."? European countries like Germany, France, and
Italy have propped up the wages of unskilled workers, but this has led employers to lay
off workers whose productivity has become increasingly marginal.'* Because Europe also
offers much more generous welfare support, unemployed workers there also take longer
to find new employment, and are much less willing than American workers to accept a
pay cut (laid-off American workers accept an average pay cut of 13% when re-entering
employment).” While high minimum wages have destroyed jobs, generous welfare systems
have reduced the motivation to find alternative employment.

Australia’s employment—population ratio for people aged fifteen to sixty-four is much
better than that of France, Germany, and Italy, and is comparable to that of the US. Our
unemployment rate is also broadly similar to that of the US.'® However, as we shall see, we
have maintained a minimum wage at or above the level of the Europeans. This seeming
feat of economic magic can be partly explained by comparing the size of the informal
economies in Australia and the US.

There are many illegal immigrants in the US (an estimated ten million, growing at
half a million per year) and three quarters of them are thought to be working ‘informally,’
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generally at low wages and mainly in low-skilled jobs in farming, construction, retail, and
private household services.'” These workers never show up in the official employment
statistics, but they account for 4% of the US labour force, and for a much higher
proportion of the unskilled workforce (for example, half of all farm workers in America
are thought to be ‘illegals’). Taking these numbers into account, it is likely that the actual
employment level of unskilled workers in America is significantly higher than it is in
Australia, even though this does not show up in the official figures. Burtless confirms this
when he notes that there are more Americans than Australians doing temporary agency
jobs or employed in low-skilled work in areas like retailing, cleaning, landscaping, and
informal child care.'®

Why wages for unskilled work need to fall

The main reason why unskilled workers in Europe have found it difficult to retain their
jobs in the face of new technology and competition from low-wage countries abroad is
that the value of the goods and services they can produce has fallen below the value of
the wage the law requires them to be paid. At compulsory minimum wage levels, fewer of
them are productive, which means employers are less willing to employ them."” A recent
OECD report confirms that ‘If set too high, minimum wages will stop employers from
hiring lower skilled workers, and may end up protecting the “insiders” with the jobs.”

Obviously, as the American experience demonstrates, the cheaper it is to employ
unskilled workers, the more of them will be able to get or retain jobs. But in many other
Western countries, including Australia, these workers are not allowed to offer their services
to employers for less money, because the minimum wage system makes it illegal. This
means they either have to work in the informal economy, or they have to claim welfare
(in a large but unknown number of cases, they do both).

The simplest way to solve this problem would be to relax the minimum wage laws.
In Australia, there is considerable scope for doing this, for our federal minimum wage is
very high by international standards. Expressed as a proportion of the median wage, our
minimum wage is the highest in the OECD after France. Measured by real hourly rates
in $US purchasing power parity, it is exceeded only by Luxembourg.

Table 1: Australia’s minimum wage compared with selected other
OECD countries

Country Real hourly minimum wage Minimum-median
($US PPP 2005) ratio (2003)

Australia 7.58 0.57
France 7.20 0.61*

UK 6.34** 0.44

New Zealand 5.51 0.46
Canada 5.14 0.41

USA 4.57 0.32

* 2002 data ** 2004 data
Source: OECD?'

Economists vary in their estimates of how many new jobs reducing the minimum
wage might create in Australia.” Five leading economists estimated a few years ago that a
minimum wage freeze leading to a 3% fall in the real wages of those subject to safety-net
adjustments would increase employment by 3% and cut unemployment by 1.25%.%
Philip Lewis thinks a wage cut of just 1% would be enough to increase employment by
about 0.8% (which would mean that the elasticity of demand for labour is -0.8), and he
suggests that elasticity is higher than this for low-skilled labour.?* Paul Frijters and Robert



Gregory are more cautious. They propose a best-case elasticity of -0.5, which means that a
20% cut in our minimum wage could be expected to generate another 100,000 jobs.”

Suppose Fritjers and Gregory are right. A 20% reduction in the value of the minimum
wage sounds draconian, but looking at table 1, we see that it would still leave our minimum
wage higher in terms of purchasing power than the minimum wages in New Zealand,
Canada, and the US, and only slightly below Britain’s. If this could buy us another 100,000
jobs, mainly for unskilled people, it may not be a bad trade-off.

However, Fritjers and Gregory add a rider. They warn that generating more demand
for unskilled labour will not necessarily result in more unskilled people being employed
unless welfare payments also change. This is because, if benefits stay as high as they are,
lower wages will reduce the margin between the incomes available from employment and
welfare, increasing the temptation to opt for welfare rather than work.?

There is, however, a way of resolving this problem: tightening the welfare eligibility
rules. Generous welfare payments only discourage people from seeking jobs if they
are allowed to stay on welfare when there is work available for them to do. In recent
years, Australia has tightened the rules governing receipt of unemployment benefits,
and this has helped drive down unemployment levels. Yet until recently there were
no comparable moves to require people claiming disability and parenting payments
to undertake work. The result is that the numbers of these claimants have been rising
alarmingly. Since 2005, these loopholes in welfare eligibility rules have begun to be
closed, and later in this paper I shall outline some additional measures that could be
introduced. Combined with a reduction in the minimum wage, these changes should
raise the participation levels of unskilled people quite significantly without needing to
reduce benefit payments.

Is this a solution we want to adopt? Changes to welfare eligibility rules will not
necessarily be unpopular,”” but there would certainly be huge political resistance to any
attempt to reduce minimum wages. When the Fair Pay Commission held the minimum
wage rise to the rate of inflation in July 2007, there was widespread criticism from trade
unions and welfare groups that this was a recipe for ‘poverty wages.””® The reaction if
the real value of the minimum wage were allowed to fz// would be even stronger, and
this would make life extremely uncomfortable for any government that dared try it. A
reduction of 20% therefore seems politically out of the question unless some compensation
is made.

Compensating for cutting the minimum wage

A high minimum wage is actually a very blunt tool for keeping workers out of poverty.
Many workers employed on minimum wages in Australia are second or additional
earners living in relatively prosperous households. Boosting their incomes does nothing
to alleviate ‘poverty,” for they are not poor. Increases in the minimum wage do not even
achieve much for those workers who live in low-income households, for our system of
income tax and welfare payments ensures that the great bulk of any increase disappears
before they see any of it.”

Although we have almost the highest minimum wage in the world, the net value of
this wage after taxes and benefits are taken into account is actually lower than in some
countries whose gross minimum wages are less than ours. Figure 1 shows that Ireland
(minimum wage US$6.06), Belgium (US$6.57), and the Netherlands (US$6.76), all
guarantee much lower gross minimum wage levels than Australia does (US$7.58), yet
their zer minimum wages (after tax and benefits) are higher than ours. This is because
these countries have focused on reducing net taxation on low-income workers rather than
on raising the headline rate of minimum wages. The result is that low-skilled workers in
these countries have more money in their pockets than ours do, but their employers are
not burdened with uneconomic wage rates as they would be in Australia.
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Figure 1: How countries with a lower gross minimum wage than Australia’s
deliver a higher net income after tax

After-tax value of hourly minimum wage for full-time workers,
% of the net average wage 2000 and 2006

% 4 2000 [ 2006
60
50 = e *
*
40 = * -
(@]
30 | *

20

10

0 !
& B Sl » $ ¢ & F B» Qt) @ -
) ) W ;
& & & S & ¢

F & & & : & S @

4 BT o o S o

FIFITHF T F T I LTI
& & & s g
v o &Y ¥

Source: OECD3°

This suggests that the real challenge is not to maintain minimum wage levels, but
to reduce direct wage costs incurred by employers of low-skilled labour without unduly
harming the living standards of low-income households. The OECD agrees:

Raising minimum wages might lift labour costs, but not necessarily boost net
incomes as much as they [sic] should. Policymakers may achieve more impact
by improving disposable earnings via changes in the tax and benefit system. By
blending such measures with appropriately-set minimum wages, work can be
made to pay.’!

Wage subsidies don’t work

One way wage costs could be reduced without driving down workers' living
standards is by subsidising employers who take on unskilled workers. We already
do this in Australia, where Job Network agencies can access the government’s
Job Seeker Account to subsidise the wages of long-term unemployed people they
place with employers. But the impact on employment levels is often disappointing,
for once the subsidy finishes, the job placement often disappears.3?

Research across different countries finds that wage subsidies ‘tend not to
be effective with harder-to-serve groups’ such as the long-term unemployed.*
Employers are often reluctant to take up targeted subsidies, for they want the
best candidate rather than the cheapest one, and they worry about the quality of
potential workers who need government subsidies to induce anybody to employ
them. Also, subsidising employers to take on unemployed workers can lead to
substantial ‘deadweight effects’ (subsidies go to employers who would have
created these positions anyway) and ‘displacement effects’ (people are recruited
from the unemployment rolls into subsidised jobs, but other people who would
have got these jobs are squeezed out). Typically, governments subsidise ten jobs
just to create one new vacancy.?*

America does this by providing low-paid workers with the Earned Income Tax Credit,
which tapers off as they increase their earnings. A hefty increase in the value of this tax
credit is thought to have been an important factor in the dramatic reduction of welfare



recipient numbers in the US in the 1990s.”> A similar system has been introduced in
Britain, but it involves three different tax credits and has had mixed results.

Almost ten years ago, five leading Australian economists suggested minimum wages
here should be frozen in return for introducing an earned income tax credit.’® The
Coalition government under John Howard ignored the plan, though it subsequently
directed substantial subsidies to workers with dependent children (through the Family
Tax Benefit), and it gradually increased the Low Income Tax Offset in an attempt to
reduce the tax burden on workers on the lowest incomes. More recently, the Labor Party
has committed itself to introducing working tax credits, but said nothing about lowering
minimum wages as the quid pro quo.”

The problem with topping up the incomes of low-paid workers with tax credits is
that it necessitates more means testing. As people start to earn more, the tax credit tapers
off. The result is that effort and success are penalised rather than rewarded, undermining
the motivation to work.?®

There are ways round this, but they are all expensive. I have argued elsewhere that
instead of giving low-income workers welfare top-ups, we should raise the tax-free
earnings threshold and link this to a simplified family benefits system. More radically,
John Humphreys has proposed a $30,000 tax-free income threshold with a 30% marginal
tax rate above it and a 30% negative income tax below (with no other cash benefits).
Both of these proposals would ease or solve the disincentives problem, but they would
both cost substantial sums in terms of lost government revenues.*

There are, therefore, important, unresolved arguments about how best to compensate
low-income workers. Nevertheless, the basic strategy should be clear. If we want to get
more unskilled people off welfare and into employment, the way to do it is to allow
minimum wages to fall while safeguarding low-paid workers’ living standards by changing
the tax and benefits systems for those in work.

The potential growth of personal service employment

If the cost of employing unskilled people fell, we would expect to see an increase in the
demand for their labour. This might only be modest in industries where low-skilled
labour can easily be replaced by outsourcing tasks to overseas workers or by automating
production, but it could be much more substantial in the services sector, where suppliers
are often immune to the twin forces of globalisation and technological change.

I cannot outsource my lawn-mowing, car-valeting, child-minding, or pizza-delivery
needs to low-wage workers in Beijing or Mumbai. Tasks like these cannot easily be
mechanised or automated, either.” At the moment, because the minimum-wage laws
make it too expensive to employ people to do these jobs, they are either not done or
are performed in the domestic or informal economies (I do it myself, or I pay someone
cash-in-hand and off the books). But if minimum wages were lower, more people would
be formally employed to perform low-skilled personal service tasks like these.

With lower minimum wages, demand for unskilled labour could be expected to rise
in many existing service sector industries, like fast food, office cleaning, and laundering,
but it is also likely that new job opportunities would open up in services where high
minimum wages currently stop people being employed at all. This could have a doubly
beneficial effect, soaking up unskilled unemployment while helping to solve some
genuinely pressing ‘social problems.” For example:

* An ageing population is going to want more routine, low-grade service tasks performed
(things like shopping and personal care).” The Commonwealth government is
committed to expanding support services that enable elderly people to continue
living in their own homes, for this is cheaper than providing residential care and is
usually what elderly people themselves prefer.*? This sort of personalised support
is, however, very labour-intensive. With lower minimum wages, providing it will
be more economically viable.
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* Similarly, increases in female workforce participation are intensifying demand for
child care workers, who do not all need high levels of training or formal qualifications
to do their job. Mothers on welfare looking after their own children could look
after other people’s children, too. Even if they fail to meet the conditions required
of approved daycare providers, they could still do a useful job looking after babies
and toddlers in daycare centres under the supervision of more qualified staff.*
Psychologists say babies in institutional care settings need more personal attention
(what they call ‘joint attention sequences’), but current minimum wage levels make
it uneconomic to employ more helpers.

* The decline of the traditional family has opened up new employment niches for
services like mentoring, particularly in neighbourhoods where large numbers of boys are
growing up with no male adult role models in their lives. Often, there are significant
numbers of older men living on DSP in these areas, and the Youth Mentoring Network
says that ‘Any caring adult can become a mentor no matter their life experiences.”®
Some of these men could, therefore, be recruited as mentors. Evidence suggests that
mentoring significantly improves the social skills of children and adolescents in poorer
areas, thereby improving their future employment prospects.*®

* Jobless people might also be employed to work as neighbourhood wardens in
disadvantaged areas, helping to maintain the physical environment and to reinforce
behavioural standards in public places. A Maori warden scheme has been running
in New Zealand for many years. In the UK, 245 different neighbourhood schemes
are operating, with wardens employed by local councils and housing associations to
look after empty properties, stop people littering, visit vulnerable tenants, resolve
low-level disputes between neighbours, organise graffiti removal, and generally
promote a stronger sense of community responsibility and security.”” Their impact
on levels of civility, as measured by local crime rates, levels of vandalism, and other
such indicators, is said to be encouraging.

Work, not welfare

To meet any of these needs by creating new low-skilled jobs, minimum wage levels must
fall to a point where it pays employers (companies, public authorities, not-for-profit
organisations, cooperatives, and individuals) to take on more low-skilled labour. But on
its own, this is unlikely to be sufficient to get substantial numbers of low-skilled people
back into the labour force. Indeed, it could even be counterproductive, for a fall in the
minimum wage (even if compensated by tax cuts) could make switching from welfare to
work less attractive as the gap between benefit levels and wages is compressed. What is
required in addition, therefore, is that the welfare system must ensure that people who
are capable of working do actually go after these low-skilled jobs rather than remaining
on benefits.

In theory, the welfare system already requires people who can work to seek employment
and to take jobs when they are available. Any person of working age who is deemed
capable of working and who approaches Centrelink for financial support is referred to
the Job Network, and they cannot start receiving benefits until they have registered with a
network agency. Under the Active Participation Model introduced in 2003, they are given
three months to find employment, after which they undergo Job Search Training, which
includes help with writing job applications, interview skills, and confidence-building.
After three more months, those under fifty who are still unemployed are required to
participate (normally for two days each week) in a Mutual Obligation activity, such as
Work for the Dole, as a condition of continuing to receive income support payments. If,
after a total of twelve months, they are still unemployed, claimants receive Customised
Assistance, which can include training, work experience in a subsidised placement, or
referral to a language or literacy and numeracy training program. Claimants deemed by
CentrelinK’s initial assessment to be particularly ‘disadvantaged’ are referred to Customised
Assistance straight away.



In practice, though, work requirements are not applied as stringently as this description
might suggest. There are two problems.

The first is that most welfare claimants are exempted from ‘active participation.” Changes
introduced in 2006 extended the mutual obligation system to Parenting Payment claimants
whose youngest child reaches the age of six, and to new DSP claimants with the ability to
work for between fifteen and thirty hours per week. Both of these groups are now expected
to look for part-time work, and they are given Newstart Allowance if they fail to find it. But
those who began claiming DSP before the changes are still wholly exempt from any work
requirement (irrespective of whether they could work), and claimants of Parenting Payment
can postpone their exposure to mutual obligation until the end of their reproductive years
by having additional children as their existing ones approach school age. Older unemployed
workers on Newstart Allowance are also exempt from mutual obligation.

The second problem is that many of those who are currently subject to the active
participation system are still not getting jobs. The long-term unemployment rate has
fallen quite sharply in recent years as the economy has surged, and Job Network agencies
can claim considerable credit for this (see box below). But their success has left them with
increasingly difficult caseloads, for as their more employable clients have found jobs, only
the harder cases remain. This is resulting in lower ‘outcome payments’ from the Department
of Employment and Workplace Relations (DEWR), and some agencies are struggling
financially. They have begun to suggest the system needs changing, and some are even
calling for the core emphasis on work placements to be relaxed or abandoned.

The Job Network’s success in putting unemployed people
into work

The Productivity Commission has noted that ‘active labour market programs’ around
the world achieve only modest success.* Nevertheless, Australia’s Job Network has
achieved better employment outcomes than the old Commonwealth Employment
Service did, and its record also stands up well against that of many other countries.>°
Each job placement costs the government between $5,000 and $6,000, compared
with $10,000 to $16,000 under the previous arrangements, and each single-person
increase in net employment because of Intensive Assistance programs costs an
average of $22,000, compared with $35,100 under the old system.>! The system
also appears to be more successful in getting people into work.

The adoption of the Active Participation Model in 2003 made a big difference.
DEWR estimates that Intensive and Customised Assistance achieved a net
employment impact of only 0.6% in 2001, rising to 6.2% in 2002 and reaching
10.1% in 2005. It explains this dramatic improvement as due to the adoption
of the Active Participation Model, including new fee structures for Job Network
members and the introduction of the Job Seeker Account.

At its 2005 review, DEWR found that three months after completing the
relevant program, 55% of those in Job Search Training were in employment, as
were 46% of those who received Customised Assistance and 32% of those who
did Work for the Dole.>? Recognising that many of these people would have found
work even without the intervention of the Job Network, DEWR estimates ‘net
employment outcomes’ (those attributable to the intervention alone) of 11% for
those doing Job Search Training, 10% for those receiving Customised Assistance,
and 9% for those undertaking a Mutual Obligation activity (7% in the case of
Work for the Dole).>

The welfare lobby’s attack on work requirements for
welfare recipients
The Job Network was set up when unemployment in Australia was running at over 8%.

Unemployment has almost halved since then, leaving fewer cases for Job Network agencies
to manage. Remaining caseloads are tougher to clear. Catholic Social Services, which
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runs the Job Network agency Centacare, reports that the proportion of its clients with
less than a year 10 education has increased from 19% to 25% since 2003.% The CEO of
Jobs Australia, another Job Network agency, suggests that ‘A significant number of the
people left in the queue have very complex needs, typically mental health issues, housing
issues, family relationship issues, all sorts of things that may make it difficult for them to
comply [with work requirements].””> ACOSS claims that 35% of those on the Newstart
unemployment payment for more than two years have a mental health problem.*

The increasingly difficult caseloads are being cited by some welfare organisations as
evidence that the Active Participation Model, which emphasises job-placement outcomes,
is no longer appropriate. The Brotherhood of St Laurence, for example, claims that a
system geared to fast throughput of job-ready unemployed people is not well-suited to
handling the clients who remain, and it criticises the emphasis on ‘rapid movement into
any job without ongoing support for career advancement or skill development.”” The
Welfare Rights Network similarly argues that ‘People are work willing but they are not
work ready,” and that DEWR’s ‘work first’ philosophy pushes welfare recipients into a
cycle of short-term jobs rather than training them for sustained careers.”® The CEO of
Job Futures, an alliance of welfare groups, joins this chorus by complaining, ‘employment
outcomes seem at times to be the sole driver of the system,” and that ‘many of those who
have been referred to these programs in the past require a great deal of support in dealing
with personal issues before they are ready to join an employment program.’ The National
Employment Services Association (NESA) says there should be more emphasis on ‘proper’
skills training than on rapid placement into jobs.*

This looks like an orchestrated campaign, and it is important to remember that sections
of the welfare lobby have been trying to weaken or undermine the primary emphasis on work
requirements ever since the early days of the Job Network. Their main target until now has
been the financial ‘breaching penalties” that are imposed when welfare claimants persistently
fail to meet the requirements that are a condition of receiving benefits. The welfare lobby
believes no penalty should last more than eight weeks or reduce payments by more than
25%. It also believes penalties should not be levied at all where they cause ‘hardship.”' If
its wishes were ever implemented, mutual obligation would be fatally undermined, for
claimants who were willing to settle for a lower payment could completely disregard their
work responsibilities, and nothing more could be done to force them to comply.

Although it continues to operate within the Job Network system, the welfare lobby
has never felt comfortable implementing the “Work First' policy DEWR demands. A
2002 Productivity Commission report found non-profit Job Network members were
underreporting breaches by 12% as a result of their reluctance to report transgressors.*
More recently, welfare organisations agreed to operate the government’s new Financial Case
Management Scheme, which is designed to monitor families where breaching penalties
had been imposed and to dispense special payments where there was evidence of hardship
affecting children. But no sooner had they joined the scheme than they started publicly
attacking it, and eventually twelve of them reneged on their agreement, arguing that any
breach penalty imposed on single parents was ‘immoral’ and they wanted nothing more
to do with it.®

It is not surprising to find welfare groups bridling against the punitive duties required
of Job Network service providers, for their traditional role is to help people in need, not
penalise them. Their problem is that they have become dependent on government money.
Opver the last ten years, some of our best-known welfare charities have evolved into ‘big
business enterprises’ as a result of their heavy reliance on Job Network contracts. The
Salvation Army, Centacare, Mission Australia, and Wesley Uniting Employment together
rely on Job Network contracts for one third of all their income.* This has compromised
their activities, for they are accepting government payments to implement policies with
which they are unsympathetic.

For some years, they have been wriggling to get off this hook. First, they attacked
breaching penalties, then they criticised work requirements for single parents, and now



they claim that people remaining on welfare are not ‘job ready’ and should not be required
to work. If they can get the new Labor government in Canberra to accept this, they
will be able to keep the government money flowing while redefining the tasks they have
to perform to get it. If the government agreed to decouple welfare provision from the
expectation of work requirements, the welfare organisations in the Job Network could
spend more of their time providing counseling and training to the long-term unemployed
without having to worry about pushing them into jobs so the agencies can get their
outcome payments.

Training the unemployed: Feedback on part 1 from a
former instructor

“I don't think | have ever read a research paper that puts together so well
what | know from practice to be true. At last, | no longer feel like a lone voice
in the wilderness, risking censure for politically incorrect ideas that fly against
conventional ‘wisdom.’

“I have forty years' experience in education and workplace training, including
high school teaching in Queensland (a disproportionate amount with ‘low
achievers'), and workplace training. | think that experience gives me a fair
understanding of the realities of training people for work.

“One of my most dissatisfying jobs was a period teaching in TAFE Queensland
to young adults forced into study because of government policy, and on the
premise that more education would equate to a job. Frankly, their attendance
habits were far below acceptable workplace standards, and | was heaping praise
on below average work because they had bust a gut to produce it. No one was
game to tell them that they were wasting everybody’s time (mine and theirs).
| did feel bitter about the lies that these people had been told by the welfare,
government, and business constituency that you outline in the paper.”®®

There probably is a case for reexamining how payments are made to Job Network
agencies. Before it lost office in the 2007 federal election, the Howard government
signalled its intention to do this at the 2009 contract round, and the Rudd government
has indicated its support for adjusting interim fees to improve rewards for those dealing
with the hardest cases.” There may also be some scope for rewarding Job Network agencies
that put additional time and resources into developing the ‘job readiness’ of long-term
unemployed people (although welfare charities should not always look to Canberra to
finance their good works).®® But it is vital that the core ‘work priority’ principle that has
come to underpin welfare policy in this country is not weakened or abandoned.

When jobless people who are capable of working approach Centrelink and the Job
Network for help, the first priority must always be to find them employment. Even if
they only secure a short-term job, this is better than staying on welfare and undertaking
job-readiness training, for the best preparation for work is work.*” The current campaign
by sections of the welfare lobby threatens to drive us in precisely the wrong direction.
It seeks to weaken existing work requirements when what is needed is an extension of
work requirements into other areas of the welfare system, notably the DSP, where they
do not currently apply.

Of course, it is not easy to get unskilled, long-term jobless people into work, and
successful outcomes may need to be better rewarded in the future. But this does not
justify moving away from the work first principle.

The importance of social skills

A lower minimum wage would make it cheaper for employers to take on low-skilled
workers. Prioritising work over welfare will keep the pressure on welfare claimants to
accept these jobs. But there is a third condition that also needs to be fulfilled if unskilled
unemployment is to be successfully tackled. Employers need to be confident that the

It is not easy to
get unskilled,
long-term jobless
people into
work ... But this
does not justify
moving away
from the work
first principle.

Issue Analysis 13



'Tidiness,
punctuality,
politeness and
trustworthiness’
are all vital.

14 Issue Analysis

people they are taking on will be dependable, honest, and pleasant to be around. These
qualities are particularly important where most of these jobs are likely to be—in personal
services employment—for workers in these industries deal directly with the public. As
Deepak Lal notes, “Tidiness, punctuality, politeness and trustworthiness’ are all vital in
personal service employment.”

Between 1975 and 2000, the service sector in Australia expanded from just over 50%
to almost 70% of all jobs, while manufacturing employment halved to just 11%.”" This
is reflected in a marked shift in the qualities employers are looking for in their workers.
In the ten years to 1996, it is estimated that demand for ‘motor skills’ (the ability to
perform physical tasks) fell by 29%, while demand for ‘interactive skills’ (the ability to
relate to other people) rose by 32%.72

A recent survey of Australian employers found that 88% cite aptitudes such as
‘teamwork’ and ‘communication’ as being just as important as technical and vocational
skills when it comes to taking on new workers.”> A 2003 survey found that Australian
employers cite loyalty, commitment, honesty, integrity, enthusiasm, reliability, personal
presentation, common sense, positive self-esteem, a sense of humour, a balanced attitude
to work and home life, ability to deal with pressure, motivation, and adaptability as the
key personal attributes they look for when gauging somebody’s employability.”

The people who deliver my pizza, tend my granny’s garden, look after my toddler,
mentor my son, and patrol my local neighbourhood do not need to be highly qualified,
but they do need to be polite, reliable, honest, responsible, trustworthy, well-presented,
and pleasant to deal with. The question is whether low-skilled people on welfare have
these qualities, and if not, how they might develop them.

Do people on welfare have the social skills employers want?

Desirable personal characteristics obviously do not depend on intellectual ability. Bright
people can be dishonest and unreliable, and dull people can be polite and responsible.
There is therefore no reason why people who might struggle to attain high technical or
vocational skills cannot develop strong social skills. Having said that, there is a positive
correlation between intelligence and social skills, which persists even after accounting for
differences of education and socioeconomic status. This may be because people who are
more intelligent tend to think through the consequences of their actions more carefully,
making them more reliable and dependable, or it may be that they are generally better
at exercising self-control.”

Surprisingly little research has been done on the social competences of people on
welfare, but there is likely to be some degree of negative self-selection based on personality
characteristics. People who display the characteristics and social skills that employers
want are more likely to have jobs, and those lacking these attributes are correspondingly
more likely to wind up on benefits. Other things being equal, someone who is diligent
and reliable will make more effort to find work, and will be more likely to hold on to a
job, than someone who is lazy or unreliable. We should therefore expect to find lazy and
unreliable people overrepresented on welfare.

We also know that people’s confidence and self-esteem often decline after long periods
spent on benefits. In America, Lawrence Mead describes many welfare mothers as ‘dutiful
but defeated,” for they say they want to work and be self-reliant, but they lack the degree
of control over their lives that would enable them to achieve this.”® In Australia too, a
2002 survey of 3,500 jobseckers found that 28% said they were willing to work yet were
doing nothing about it, and 29% had given up looking.””

There may also be a problem of what former employment minister Tony Abbott
famously called ‘job snobbery’ among welfare recipients. Nearly one fifth of Australian
jobseekers interviewed in 2002 were unwilling to accept jobs they considered undesirable.”
This may well prejudice them against personal service employment, for it is precisely the
low-paid, low-status service sector jobs that are commonly seen as ‘demeaning’ by those
who refer dismissively to ‘burger flipping.”



The trouble with boys

Negative attitudes and behaviour are likely to be a particular problem among younger
males. The decline of traditional family norms (what I referred to in part 1 of this paper,
using Francis Fukuyama’s term, as the ‘Great Disruption’) has deprived many young men
of fathers, and the decline of unskilled manual work has deprived them of jobs.® In the
past, young males grew up with positive role models at home and at school, and when
they left school they were taught by older men in apprenticeships or were commanded by
male officers when performing military service. They had jobs that gave them financial
independence, and a norm of early marriage followed by committed fatherhood reinforced
their sense of personal responsibility. But for many youths today, experience of meaningful
work, social responsibility, and a structured and ordered routine of self-discipline has
disappeared. Not surprisingly, norms of personal responsibility, self-reliance, and self-
control have frayed.

This has been well documented in the US, where a ‘breakdown in work discipline’
has made young, lower-class males ‘less reliable employees” over the last forty years.®! For
many of them, self-esteem comes not from having a conventional job, but from steering
clear of one. In the UK, too, employers complain that young employees are discourteous
towards customers and fellow employees, as well as being unpunctual and poorly presented.
One employer organisation finds that ‘school leavers certainly lack the basic skills, but
they also lack basic work ethics.’®*

In Australia, Erica Smith conducted twelve case studies of companies that recruit
school leavers or part-time student workers. Her sample excluded employers who have
stopped recruiting teenagers, but even among those who still do, reports of absenteeism,
laziness, and lack of a work ethic were common. One training company said that half of
the young people on its books failed to reach even a basic level of employability: “When
you have a kid who comes in who slouches and chews and swears, you would never put
them forward to the host employer.’®

If ‘social skills” are in decline, the causes lie in the weakening of the traditional family,
together with educational and cultural changes over the last forty years. It is a truism
that family and school are the core agencies of early socialisation. When they cease to
transmit core norms and values, young people, particularly males from less disadvantaged
backgrounds, become less capable of functioning in the competitive world of work. As
a result, they end up unemployed and unemployable.

Policy solutions

No single policy change will expand employment of low-skilled people, but any serious
strategy needs to take action on four fronts simultaneously. It needs to reduce the cost
of unskilled labour, make long-term welfare dependency less attractive, facilitate the
emergence of new personal service jobs, and improve people’s social skills and competences.
The following package could begin to move us in the right direction.

1 Proposals to make unskilled workers cheaper to employ

1.1 Reduce the minimum wage. This is the basic precondition of solving the problem.
Australia has the second-highest minimum wage in the OECD. Wage levels this
high preclude employment of relatively low-value labour. Only by reducing
the real value of the minimum wage can the demand for low-skilled personal
service workers be made to grow. A cut of 20% would still leave Australia with a
minimum wage comparable with the UK and New Zealand, yet it could generate
a hundred thousand new jobs.

12 Compensate low-income workers with tax and welfare changes. There is a strong
belief in Australia that people who work full-time should not end up in ‘poverty,’
and these sentiments should be respected. Lower earnings resulting from a
reduction in minimum wages should therefore be counterbalanced either by
increasing in-work government benefits (for instance, by offering an Earned
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2.2

2.3

2.4

Income Tax Credit), or by raising the tax-free earnings allowance and combining
it with a flat-rate system of family tax credits for those who are raising children.
Whatever mechanism is adopted, the basic principle should be that no household
pays income tax until its income is above the minimum (subsistence) level
guaranteed by the welfare system.

Proposals to reduce reliance on welfare benefits

Further reforms to Parenting Payment. Changes introduced in 20006 require single
parents claiming Parenting Payment to seek part-time work once their youngest
child starts school. There are no mutual obligation requirements on parents whose
youngest child is less than six years of age, and it is right that parents raising
pre-school-age children are not normally expected to work.® But it is important
that the exemption is not abused. Research reviewed in part 1 indicates that some
unemployed single women are extending their period of welfare eligibility by
having additional children.® To prevent this, children born to parents who are
already drawing welfare benefits should not extend the parents’ exemption from
mutual obligation responsibilities.®’

Increase workforce participation among DSP recipients. A new report from the
OECD recommends that the part-time work requirements that have applied
since 2006 to new DSP claimants who have the capacity to work at least
fifteen hours per week should also be applied to existing DSP claimants.®* This
recommendation should be adopted. The report also suggests that DSP benefit
suspension rules should be relaxed (so people who leave the pension to take up
work would not lose eligibility if they need to return to DSP later), and that
those who are required to search for part-time work should receive the same
free earnings and taper rates that they would have received had they stayed on
DSP. These, too, are sensible proposals that would encourage more people with
restricted work capacities to look for jobs. The report also resurrects a proposal
for a single ‘Participation Payment’ to replace pensions and all owances, but this
would prove very expensive (which is why the idea was not implemented when
it was first suggested in 2000), and it could end up fudging work requirements
rather than extending them.®

End youth unemployment benefits. There is an emerging consensus that young
people should be directed away from unemployment benefits. Labor’s Craig
Emerson wants unemployment benefits for school leavers limited to six months,”
and the Brotherhood of St Laurence thinks they should be scrapped altogether. Its
executive director, Tony Nicholson, has said that ‘In the case of young people who
are making the transition from school to adulthood, the right to welfare should
be replaced with the right to work, or the right to learn.”" Both commentators
support more education and training as an alternative to the dole for school
leavers, but we have seen there is no point pushing young people through more
education and training unless they want it and can benefit from it. Those who
fail to find jobs and who do not enrol in recognised training or education courses
need another option. I discuss one possibility for them in proposal 4.3.
Personal Future Funds should replace the first six months of unemployment benefits.
Seven out of ten workers who claim unemployment benefits are out of work
for fewer than six months.” If all workers had their own temporary earnings
replacement savings accounts (modelled loosely on the current superannuation
arrangements for retirement savings), they could support themselves through
temporary periods of joblessness without resorting to government welfare
payments. Elsewhere, I have outlined how such accounts might operate.”



3.1

3.2

4.2

4.3

Proposals to expand the range of useful tasks low-skilled workers
could perform

Recruit more single parents to provide child care. Demand for child care is escalating
as more women return to work earlier following the birth of their child.” Some of
this demand could be met by single parents or unemployed partners establishing
child-care businesses in their own homes (the Commonwealth government’s
Family Day Care startup payments attempt to encourage this). Where this is not
appropriate, parents could be employed under suitable supervision as helpers in
formal daycare facilities.

Develop community-based services. We can anticipate a growing demand for
personal care providers for the elderly. We have also seen that people on welfare
might be employed as neighbourhood wardens, following British and New
Zealand programs, or as youth mentors. Many DSP claimants are capable of
filling such roles,” but suppliers of services need to be put into contact with
potential purchasers. Job Network agencies are ideally placed to put welfare
recipients into contact with individual households, charities, local councils or
commercial enterprises seeking people to perform tasks like shopping, cleaning,
chauffeuring, laundering, gardening, meal preparation, and mentoring.

Proposals to improve social skills to raise employability

Extend conditional welfare. Receipt of welfare should be conditional on good
citizenship if we want to strengthen positive norms governing social behaviour.”
Paying welfare irrespective of how people behave implies that antisocial behaviour is
acceptable, because it passively tolerates it. In Australia, Noel Pearson has criticised
the socially corrosive impact of ‘passive welfare’ in Indigenous communities, and
recent federal government initiatives have explicitly linked receipt of payments to
the adequate discharge of parental duties.” Conditional welfare like this represents
a key element in any serious strategy to rebuild positive social skills grounded in
an ethic of personal responsibility.

Teach social skills early and reinforce them in schools. Demands to increase the
number of students remaining at school to year 12 should be resisted, for we
saw in part 1 that marginal students do not benefit from extra schooling, and
may even be disadvantaged by it.”® Yet it is crucial that all students learn basic
literacy and numeracy skills, and that schools pay more attention to the ‘informal
curriculum,” which transmits values like punctuality, respect for authority,
politeness, attention to personal appearance, and reliability. Teachers have a
crucial function here as role models.”

Voluntary military service and/or a Peace Corps. Craig Emerson suggests that any
young person not working, studying, or training should be offered a position
in the defence forces or in a government-sponsored Peace Corps, rather than
joining the dole queue. He endorses a recent federal initiative that permits
school leavers to sign up for the military on a trial basis for twelve months, for
the military is uniquely placed to teach self-discipline and to bring a sense of
order to disordered lives. It rewards effort and achievement, sublimates male
aggressiveness (which generates antisocial behaviour) and provides young men
with ‘father-figures,” often for the first time in their lives.!” There is no case for
introducing conscription, but there is a strong argument for offering young,
jobless school leavers a place in the military or a Peace Corps instead of allowing
them to claim the dole.
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Conclusion

Almost two million Australians of working age are living on government payments.
Unemployment is at a thirty-year low, but there are approaching three quarters of a
million DSP claimants and six hundred thousand people on Parenting Payment. Many
of these are simply the ‘unemployed’” going by another name. They could and should
be working.

Changes to the eligibility rules for welfare could help get these people back into the
workforce, but many welfare claimants are unqualified, and unskilled jobs are disappearing.
More education and training may help some find jobs, but many of those without
qualifications lack the ability to develop the skills the educators hope to give them.

The real solution to these people’s joblessness is to increase demand for unskilled
labour, particularly in the personal services sector where there are many useful tasks to be
performed that cannot be automated or transferred overseas. But to increase demand for
unskilled labour, its cost must be reduced. The minimum wage must be allowed to fall
so unskilled workers can regain a toehold in the labour market. When they are in work,
changes to the tax system can compensate them for the fall in wages. There is no other
option that will allow low-ability people to make an active contribution in the future.
The alternative is for the welfare rolls to become a permanent dumping ground for those
who cannot hope to pass exams and accumulate meaningful qualifications.

In the two parts of this paper, I have outlined a strategy that could help re-engage low-
ability people in the mainstream economy by opening up new employment opportunities
from which they might benefit. Low-skilled personal service jobs will never pay well, and
some of them may not offer high levels of work satisfaction, but they are infinitely better
than a life of enforced idleness. It is time to abandon the wishful thinking that drives
the futile quest to put low-ability people in highly-skilled work. Instead of constantly
denigrating low-skilled service employment, we should start promoting it.

This paper is based on a lecture given to the Department of Employment and Workplace
Relations All SES Conference at the Amora Jameson Hotel, Sydney, on 2 August 2007. |
am grateful to participants at that conference for their comments, and | also wish to thank
Helen Hughes, Matthew James, Ralph Lattimore, and Lawrence Mead for very helpful
comments on earlier drafts of this paper. It is important to emphasise that the responsibility
for the paper rests entirely with me.
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