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Introduction





In this paper I consider the wider context of the unemployment problem and possible local responses. It is difficult to see a return to full employment. The community needs to be flexible in its approach to employment and income, and particularly aggressive with respect to the promotion of education at all levels of the community. The aim is not simply to train people for jobs, but to ensure that they have access to community resources and choices with respect to their own futures. 





Reflections: The Changing Nature of Unemployment





In 1980 I presented a paper to the Annual Conference of the New Zealand Association of Economists speculating on the social consequences of the rapid growth of unemployment, which I projected to reach around to around 200,000 people by the late-1980s. The magnitude of my forecasts were novel at the time, but seemed to me highly likely given what was happening to labour supply as a result of demographics, and to demand as a result of international and national structural changes. The other thing I wanted to get across was that this level of unemployment would be highly selective and potentially persistent.  Already I could point to unemployment rates of 25% and over for particular groups and areas (for example, Maori women in South Auckland).  





The prediction was generally treated with disbelief.  People seriously concerned with the issue felt that such a level of unemployment would be socially unacceptable and that government would move to pre-empt it. After all, the Muldoon government, had compromised its programme of economic deregulation (signalled through the changing stance of the Industries Development Commission, the disestablishment of various Qangos, and embarking on Closer Economic Relations with Australia) in the interests of employment creation.� Government agencies were required to sustain “uneconomic” levels of employment, among other things, and employment generating infrastructure projects were promoted (the Think Big projects being the most obvious but by no means the only examples). 





People who focused on economic efficiency argued, at that 1980 conference and elsewhere, that the forecast of surplus labour I presented would not eventuate because growth in supply would drive down prices (wages) and the labour market would clear. Consequently, New Zealand would become more competitive and the demand for labour would increase, albeit from a lower wage base. Alternatively, to the extent that unemployment was structural, people would retrain to satisfy the need for more specialist skills and so avoid long-term consignment to unemployment or low-wage jobs.





I suspect that we were all wrong. My predictions were a little on the high side, not reckoning with the impact of trans-Tasman migration and suppressed participation (especially among males) as a means of reducing labour supply. Whether or not these simply disguised the growth in unemployment is a moot point, depending on whether those who exited the New Zealand labour force are available for re-entry in the future. 





At the same time, society proved (apparently) more resilient in terms of coping with unemployment.  In part, this may have been a function of changing procedures – moving to mail-out benefits, initially, disbanding temporary employment schemes - reducing the visibility of the unemployed by limiting opportunities for congregation.  Other coping mechanisms have emerged to deal with the consequences of unemployment, the regularisation of foodbanks  being a notable addition in the 1990s. Changing definitions of unemployment, changing instruments of measurement and changing mechanisms for qualification for a benefit all add to a certain imprecision about what is happening in the labour market. At the same time, the greater availability of part-time, temporary or casual work retains people “in the labour-force”, if at the margins. 





Over the past twenty years the problem has been transformed. Unemployment was a problem associated with a clearly identified pool of people looking for work, a pool that might wax and wan with business cycles. This was the image that appeared to dominate economic thinking and policy, not simply in the 1970s but right through into the 1990s.





However, there emerged in the early 1980s an expanded core comprising people moving (or moved) progressively outside the labour market, whether or not measured in official statistics. 





Finally, during the 1990s it has become evident that the unemployed and the under-employed together form the core of an underclass, those who sit outside the economic mainstream of society generally. It is not just the unemployed that comprise the disadvantaged in New Zealand – they are augmented by groups (including beneficiaries) totally outside the labour market and others who participate only at the margins.





It is notable that the reforms advocated by economists to revive demand by freeing up markets (including labour markets) were achieved. Institutional barriers to market exchange were dismantled, including border controls, labour market arbitration, and financial regulation, among others. Employment conditions were “reregulated” to “increase flexibility”. Looking back on the 1980s as the heyday of reform, there have been some gains in terms of economic aggregates – but these have not been spectacular  - and they have not delivered the employment increment that we might have hoped for (Table 1). 





Table 1: Long-term Shifts in GDP and Employment





�
Period�
% Gain in GDP�
% Gain in Full- Time Employment�
�
�
�
1956-66�
54.7�
25.8�
�
�
�
1966-76�
39.0�
22.1�
�
�
�
1976-86�
16.2�
1.9�
�
�
�
1986-96�
18.3�
-5.7�
�
�
�
Source: Statistics New Zealand�
�
�



Some of the fundamental assumptions underpinning the economic model remain problematic. While institutional impediments to efficient market operations may have been reduced, the labour market is inevitably hide-bound by dint of fragmentation and diversity. Differences in educational opportunities; access to familial, community and society resources; values and attitudes; and individual skills limit the capacity of people to respond rapidly to changing demand. Information is inevitably constrained, and responses to changes in circumstances partial, at best. If a producer wishes to minimise labour costs – and this is less and less the case in the non-industrial sectors – then the chances are that this can best be achieved through location at a low cost site offshore.


 


Globalisation influences local labour markets in other ways. Higher order skills and experience are increasingly mobile. At a certain point of achievement in the work force, people lose their affiliation to a local and even a national labour market. If a locality cannot compete in terms of rewards and lifestyle opportunities, we lose these people and the possibility that they will supply the commercial and technical leadership necessary to sustain businesses locally that can participate in international markets.





Few of these observation are novel. They are offered, however, to indicate that we are now in a phase of long-standing unemployment, a phase in which the problem has emerged as entrenched, although its nature has changed. No longer can we rely on the notions of a labour market that operates towards some form of benevolent equilibrium to resolve unemployment problems. Nor can we rely on the structural adjustment policies of the past twenty years. Welfare is not a solution, in part because deprivation is no longer defined simply in terms of access to a job. The globalisation of the economy contributes to the dilemma, but is not the cause of it. And the responses we need to adopt locally probably need to be multi-faceted to reflect the reality of permanent under-employment. 





Economy and Employment: the New Regulatory Environment





The nature of unemployment is both changing and submerged within a wider problem of relative deprivation in an increasingly iniquitous society, propositions that can be verified simply by observation of what is going on around us. 





Seeking an explanation  - and solution - for growing unemployment in the face of rapid technical progress and continuous productivity growth requires that we go beyond the tenuous assertions of market economics.  That is not to say that I do not have sympathy with the proposition that market mechanisms may provide motivation in a number of circumstances, nor that I believe efficiency is not without merit as an economic objective. Equally, I am not sure that there is any going back to the full employment of the 1950s and 1960s, nor to the solutions of the 1970s.





On the other hand, I think we are mistaken to consider the economy as a single system within which embedded causal relationships make it inevitable that we will have increasing disparities in income, between places, amid communities, and among people. We need to understand the changes that take place in the interactions between the “rules” of economic development and the “rules” of social progress. By rules, here I refer to formal laws and regulations, informal practices, beliefs, norms and conventions, and values that regulate our behaviour. �





Between the Second World War and the 1980s the rules of economic and social regulation worked in tandem to support both mass production and mass consumption. Labour market management was geared to sustaining the capacity of the labour force to consume the fruits of production. Labour market regulation, including the active participation of government in industrial negotiation, was intended to ensure that productivity gains were shared, at least in part, with labour, thereby sustaining consumption. Protective mechanisms offered firms in even small economies like New Zealand the opportunity to avail themselves of scale economies. The unemployment benefit sustained the small number of people in transition between jobs and so gave them the confidence to enter into the long-term investments in housing and household durables that underpinned the twin pillars of mass production and mass consumption. 





This form of regulation is known as Fordism, following the archetypal model associated with Henry Ford’s automobile production line (but by no means confined to that). Despite the differences in scale, the way New Zealand was regulated differed little from the Fordist regimes associated with the industrial hearth economies of the North Atlantic. The mass production of primary commodities for export into those markets (particularly Britain) ensured that we participated in the long, post-war boom. The proliferation of assembly activities, particularly in the automobile sector – screwing together components and subassemblies rolling off the production lines of Britain the United States and, later, Japan - also integrated us into a universal form of production. Welfarism and Keynesian policies went hand in hand to sustain production and consumption. Government played the role of benevolent arbiter, maintaining the conditions under which industrial interests could prosper, a prosperity shared, if only for pragmatic purposes, with labour.





The 1970s saw the decline of Fordism because of:





Changes in technology that undermined the supremacy of mass production.


Internationalisation of capital and, consequently, the increasing mobility of investment.


The simultaneous fragmentation of markets, as a result of the globalisation of trade, on the one hand, and the emergence of a new consumer culture driven by sophisticated information and marketing technology, on the other.


The emergence of new Asian markets which undermined the economic dominance of the traditional industrial capital..





In the post-Fordist environment, productivity and accumulation are less dependent on access to local (mass) markets, and more on opportunities to invest in specialised markets without geographic boundaries and on the ability to reinvest quickly, as products and technologies become obsolete. Competition requires the capacity both to match falling international production costs and to meet changing consumer wants. Shorter lead times mean that firms have to reduce the payback period on investment, primarily by continuously seeking productivity advances





Against this background, governments become less directly relevant in maintaining the conditions that favour mass production and consumption. Local labour markets and local consumption are less important in maintaining returns, diminishing the role of the state in economic regulation. Governments’ role in sustaining social stability, in maintaining a consensus among the interests of capital and labour, and in protecting local producers and consumption diminishes. Policy shifts towards sustaining the conditions that favour the rapid and unfettered movement of goods, services and capital and minimising regulatory impediments to trade and investment. These ends are served, in part, by a shift in central policy to the pursuit and enforcement of internationally promulgated standards of safety, health and environment, and international product quality controls. 





As part of this new policy environment, governments may seek to minimise the costs of doing business and the potential for realising local profits, a move pursued in part through reducing “the burden” of taxes. Almost inevitably, the contraction of government spending will diminish direct welfare programmes and place pressure on public sector employment. Changing public sector employment conditions and introducing competitive or commercial practices associated with the private sector are two responses; targeting welfare in the interests of efficiency is another. Almost inevitably, employment programmes suffer within this policy framework, both because of the cost of funding them and because they may be seen to limit competition in the labour market.





Given such a shift in the policy environment, and the reduced role of central governments as a result, one outstanding question is whether or not local government has a role to play in responding to growing and entrenched under-employment.





A Role for Local Government in Economic Development





Local councils have considerable discretion in how they attend to the needs of their communities of interest under the Local Government Act. Recent evidence suggests that they are moving progressively from the provision of services to property – sanctioned by an economic developmental mandate – to services to the community – sanctioned by a community development mandate (McDermott and Forgie, 1999). Community development may encompass increasing interest in employment and economic promotion matters. Given the preceding discussion on economic development tendencies, two quite divergent strategies for councils to promote economic development may be proposed.  





The first seeks to sustain the conditions under which international competitive advantage can be promoted in the hope of attracting footloose investment capital to a locality. This is the traditional approach to “economic boosterism”, in which localities bid with each other to induce firms to invest locally. In many respects a zero-sum game, it is a strategy fraught by relatively high costs, limited chances of success, and almost inevitably temporary success when it does occur. There is little councils can do to drive down production costs, although the attempts to do so may signal to potential investors intrinsic advantages of a particular location for investment, as well as confirming a supportive attitude towards business. Ultimately, the bidding that localities enter into to attract investment can be costly with little benefit other than that reaped by investors. �





The second approach reflects the assumption that the existence of clusters of related – or similar – businesses provides a basis for a locality to compete on the basis of product or service specialisation.  This reflects a traditional explanation of urban growth reflecting the advantages of proximity to common suppliers, access to a specialised labour force and the existence to knowledgeable service industries. The resulting industrial or urban complex is seen to be flexible and capable of developing a depth of specialisation that will facilitate an international market presence as a result of the density of related enterprises there.





Councils are faced with a choice of strategies if they wish to promote a locality in international markets: economic boosterism (marketing the advantages of a locality to external investors) and building specialised business complexes.  The former requires the council to look, especially, to the costs it imposes on business and seek to minimise them. In this, it is little different in focus from current central government initiatives to reduce the cost of the public sector.  The latter is somewhat more inward looking, but relies heavily on the cooperation of others to have any effect. It is the approach that has been favoured by Manawatu and Palmerston North interests, in the focus on Knowledge City, for example, and in the recent emphasis on industry clusters in the food sector.





Promoting local development according to the business cluster model does not simply mean bringing the interested parties in the private and public sectors together, however.  Two other areas justify attention.  First, the development and retention of specialised businesses depends on attracting, developing and retaining suitably specialised staff. This goes both for businesses trying to compete in fast changing consumer markets and for those active in intermediate (industrial) markets with their growing expectations of quality products. Hence, educational facilities and quality of life considerations underpin the development of an industry cluster if it is to have any weight, as much as any brokerage role on the part of the public sector. 





Second, the capacity to sustain a healthy, small business sector to provide the local commercial and consumption products and services drawn on by the business and residential communities is also important in attracting and sustaining investment. Support to the local small business sector has been an important in the portfolio of assistance to business provided by a number of councils. While there is a limit to how much can be done, the sorts of initiatives promoted in the early 1990s by Christchurch City Council indicate that a council can act as facilitator at the interface of the formal and informal economies, and between the small and large business sectors. Initiatives include the provision of incubator premises, sponsorship of business seminars, the Business Grow expert referral process, sponsorship of work trusts, and the compilation and dissemination of investment opportunities. Such initiatives may have direct results in terms of the individuals and companies benefiting from them. Equally, the existence of a healthy small business sector is important to any strategy of promoting a location either to mobile international capital, or a centre for the development of specialised business clusters.





Conclusion





Unemployment is associated with significant ongoing changes in the nature of production, distribution and consumption, and with changes in government’s involvement in economic exchange. The regulatory stance of government is moving away from sustaining consumption (through measures which included employment support) to providing conditions suited to the needs of international business. This leaves a gap within which local government initiatives are of increasing importance, although the capacity of councils to make a substantial difference is limited. 





In particular, the tradition of marketing places to international capital by emphasising cost differentials is likely to offer short-term advantage only, and is risky. It may be worth pursuing, but as much as a consciousness-raising exercise than as a strategy that is likely to have a high measure of success.





It may be more appropriate for councils to supplement the raft of local employment and enterprise-related programmes with which they have some familiarity, with a more coordinated and consistent effort to promote all facets of industry cluster development. This includes ensuring that the commercial and lifestyle infrastructure exists in the locality to retain both the businesses and their key personnel.





Beyond that, two last strategic directions can be proposed. The first is the pursuit of educational opportunities accessible at all levels. Currently, educational delivery is undergoing a programme of recentralisation in the interests of efficiency. However, the close alignment of education agencies and communities to ensure accessible education is a policy that will enable the latter to cope more effectively with continuously changing economic conditions.  





The second direction is to continue to encourage community initiatives that will address not simply the question of employment and employability, but also the ways in which families can cope with prolonged periods of unemployment and underemployment, and with limited resources. Some twenty years after raising the social consequences of unemployment as an issue for the 1980s, I appreciate that there are still no obvious or simple answers. Indeed, the figures may be different and may, on the surface, look less dramatic than those I posed then, but the intractability of the problem remains. So, too, does the need for us to continuously explore a wide range of responses. These will span those that aim to integrate elements of our economy into global markets, through to those that simply seek to give the underprivileged, including the unemployed, access to the local economy.
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� 	It could be argued that the main difference between the Muldoon administration and the 1984 Lange administration with respect to economic strategy was simply one of pragmatism, rather than one of direction. Under Muldoon the shift from traditional Keynesian policy was more measured. As Minister of Finance he was reluctant to risk the disruption associated with rapid reform.  This contrasts with subsequent Finance Minister Douglas who felt that caution compromised principle and proceeded with all haste to extend the reform programme.


� 	This section draws on regulation theory, which holds that a specific range of agencies and behaviours interact to facilitate and regularise the rules of economic exchange. These change over time as the conditions facing capitalist production change.  The imperative is to sustain  economic reproduction, and this explains shifts in “social regulation” over time (see Jessop, 1990, and for a local interpretation, McDermott, 1998).


� 	This was recently illustrated by a series spectacular examples documented in a recent series of articles by Time Magazine dealing with corporate welfare.








