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Abstract

A synthesis of economic theory is presented, the solution to
unemployment is restated, the intellectual need for a
parliamentary inquiry is established, and as an example to such
inquiry the performance of the Centraal Planbureau is evaluated.

Summary

In Holland, mass unemployment persists already for about
twenty years, and will continue to do so for many years to come.
Economists agree on the obvious solution, the reduction of labour
costs. But for some reasons our decision making process doesn't
generate that decision. Policy measures that are taken, actually
are troublesome, like the creation of a Centraal Bureau voor de
Arbeidsvoorziening (CBA), or the recent 'temporary and red tape'
ten percent subsidy on minimum wages (WLOM). The policymaking
situation is analyzed in a more formal manner, to allow for more
abstract reasoning. This requires a social welfare function, an
income redistribution function, and a production function (for the
unemployed cq. subsidized workers). In fact, we might attain the
goals of high growth, price stability, full employment and a just
income distribution, by means of monetary, fiscal and subsidy
instruments. The conclusion however is that the present policy
sclerosis derives from insufficient interest in and information
about the form and location of those mentioned functions, and lack
of interest in optimization itself; and this again may be caused
by institutional weak spots. A review of the issue and of the
policymaking process could be beneficial and actually logically
needed. Among others, this would include a review of the Centraal
Planbureau (CPB), that has not properly endogenized government
behaviour in its models, projections and analyses. It is suggested
that such review would be a task for parliament; and the logic
for a so-called pariementaire enquete is compelling. Clarity on
the issues is essential too for the European debate and our
advice to the Eastern European countries.

* The author is an econometrician at a government agency that
has some involvement with the economic policy making process;
the article expresses his own views only. This paper is adapted
from a presentation at a parallel session at the conference in
honour of prof. W. Albeda "The future of industrial relations in
Europe" June 7-8 1990, Maastricht, The Netherlands



*There may be & communication problem. Using the words of
Cairncross, again: 'Policymakers a&s a rule are slightly deaf:
there is too much noise'. In other words, there is a need to raise
the 'signal—to—noise' ratio. One cannot overemphasize the
Importance of the packaging - the simplicity and saleability of
ideas and the need to pursue these In clear and non-technical
language, using simple disgrams, etc. Moreover, often the more
Important contributions of economic advisors are in the
clarification of the most basic and simple (simple only to us,

professionals) concepts (...)"
Michael Bruno (1990) p276

*In den eersten stoot pat."
Hans Ree (1979)

(That 1s: what is the use of shouting "you're deaf!" to a deaf
person ? Or, this paper might increase the noise level so that
messages for the better are not heard.)
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Foreword

The basic argument can be found in Cool (1990a). Since then,
some other authors have refreshed our knowlegde about the problem
area, llke De Neubourg (1990), writing the ILO study on the
Netherlands; OECD (1990); Graafland (1990b); Summers (1990); CEPS
(1990); Schuyt (1990); Brittan (1990); Leontief (1990); the Social
and Cultural Planning Bureau SCP (1990) reporting on
‘overproduction of policies’; De Kam & Nypels (1990) accusing
labour and employer unions of sabotage; Roebroek (1990) calling
Dutch social security a farce; the Albeda (1990) plea for a review
of the SER (Social-Economic Council); VN (1990) interviewing De
Vries, the Minister of Social Affairs and Employment, finding him
acknowledgeing some of his former parliamentarian, and majority
party leader, lack of perception; Pelkmans quoted (19980) as saying
"Parliament is generally incapable of making a correct economic
analysis"; the CPB outsider Van Velthoven (1990) critical, and the
CPB Insider Don & Van den Berg (1990) rosy, discussion of the CFB.
Just this October I got to read Piore (1987), who provides a
beautiful and supporting analysis, that ‘unemployment' is as much
a concept and product of our social institutions as a result of
economic hardship. Most of these studies have been taken along In
the main text. In my opinion, these, and the 1991 government
Budget, and the saddening 'Collective Agreement' of this October,
and a collection of Ph.D. Theses recently published, strengthen my
case.

I found Visscher (1990) explaining what kind of parliamentary
inquiry I'm pleading for: "Up to thirteen years ago (this) had the

purpose to enable parliament to gather {ts data for law-making.”



This may remind us of the 19th century parliamentary inquiries
into labour conditions. The more recent inquiries (on shipping and
bullding subsidies, and on fishing) have provoked much political
turmoil and scapegoating of those responsible for policy and its
failures, but such is not at issue here. At issue is only that
sclence tells us that without broad political will deriving from a
proper understanding of economics, mass unemployment will continue.

But allow me one single comment on this aspect of policy
responsibility. 1t is nowadays being widely understood that
policies should be clear, controllable and fraud-resistant. I have
only dared to present my own proposals after checking that they
satisfy these demands. However, many who have been responsible for
past policy mistakes are still in responsible position, and they
are now likely to be the first to say that policies should be
clear, controllable and fraud-resistant, and then to downgrade and
reject my proposals on that account. This is not an invitation to
lock me up for being paranoid, but just a short introduction into
the magic of Public Choice, and a reminder that science thrives on
unbiased judgement.

An appendix on ‘the Arrow (1951) impossibjlity theorem' was
part of this paper originally, but it has been given a life of its
own as Cool (1990b), where the existence of a SWF is established.

1 thank some reviewers for pointing out the more abstract
and potentially more controversial arguments. Having done my best
with these, I invite the reader to regard my reasoning as the
sharp logic and intuition of an experienced meso/macro econometric
modeller anno 1990. Though of course, here I present only an

economic analysis, and not an econometrically developed study yet.



After 20 years of mass unemployment
Introduction

In 1972 unemployment in the Netherlands almost doubled, to an
alarming level of 116 thousand persons, about 3 percent of the
labour force (CPB (1973)). Since then the phenomenon of mass
unemployment has been with the Dutch. Projections for the near
future show its persistence, with a large hidden unemployment in
the disability scheme WAO and In subsidized agriculture; and there
is a large potential female supply. Van Stiphout (1989), ESB 8739,
the CPB projections, and my own experience with long term
projections, suggest that present-day arrangements will not result
into a solution. Thus: past, present, and future unite into a
conservative estimate that there are at least twenty years of continual
mass unemployment - only not to say 25 or even 356 years. Such
round numbers invite some reflection; and it is useful in itself. 1)

A first question is whether the Dutch themselves are so happy
with their state of affairs. A second question is how the Dutch
experience can be of relevance to other nations.

On these points this paper will present a general analysis.
The reference to Holland remains useful, since we can check how
idiosyncracies fit into the general framework, and also since we
want to remaln practical, i.e. don't want to abstract from action.

Roughly the following answers will be defended below.

The Netherlands are a prosperous, highly educated' and
apparenf;ly rather generous nation. Holland has found a good
solution for mass unemployment: it has settled in it, with a

rather admirable show of adaptability; no sclerosis here !



Especially striking is the inflation in the notion of 'mas;'.

where nowadays many perceive 8 percent of unemployment as no
longer being 'massive’. With mass unemployment being accepted as
one of the unavoidable implications of the welfare state, it
becomes a welfare item ‘to keep people meaningfully busy'. For
example: to keep young people from the streets, to combat rising
criminality. But at this point the economist has to advance the
alternative analysis, namely that ‘business’' ought to be provided
by the economy itself. Hence the Dutch may find themselves in a
suboptimal equilibrium. In the end this welfare state might crack
from the (forced) free rider overload.

How does this relate to other countries ? Well, very simply,
those countries are not so rich. Especially in the Eastern
European nations the change to a mixed economy appears to be
difficult partially because of the threat of mass unemployment. It
will obviously not do, to suggest that one could learn from the
Dutch mode] as an example of the 'paradise' that is far ahead for
everybody. We have to present a serious alternative.

The most relevant lesson of twenty years of mass unemployment
in the Netherlands is, that the Dutch model gives some tensions of
itself, and that the Dutch can only contribute to others,
especially in Europe, when they get their act together. Others are
interested, only to hear in what directions the Dutch are looking
when trying to solve the matter in a more fundamenta}l way; for
example to redesign the welfare state along Swedish/Japanese
lines. (See Standing (1988), Keizer (1990), ACB (1990), De
Neubourg (1990).) And trying to get the Dutch act together, in my

terms the saddlepointing of society, would mean something to be



done by the unions of employers and employees, and also by Dutch
parliament. Obviously, parliament enters our discussion, since we
are discussing fundamentals. A prime suggestion to parliament
would be, to review its past actions, hopes and policles, and to
restate its position. Such review would also involve a critical

look at the economic policy making process.

The following analysis derives strongly from my own
experience with practical full-fledged meso/macro economic models
applied to the longer run (cf. CPB (1990)). Auerbach & Kotlikoff
(1988), and everybody else, clarify that the use of such models is
‘something special'. Economists do not have a lab, but in such
models we finally have a tool for sharpening our intuition. The
interdependencies in those models bring about thoughts, which
specialists might overlook. At the same time, one is forced to a
phone-call and a discussion with a specialist, when an ‘asnomaly’
arises and a result is not warranted by blunt intuition. A
multitude of projections has to be considered and rejected, before
a wise selection is presented to colleagues and the body politic.
And thus it was, in the course of such operations, noting the
endurance of a very unfavourable inflation-unemployment ‘trade-
off', that I found myself.. apart from changing the model, also
performing a Tinbergenian analysis of goals and instruments. And,
in the context of the long run, this appeared to involve,
logically though quite unfortunately, also a8 reconsideration of
some rather established conventions of macro—economic policy
making, and also a reconsideration of the Western welfare state.
(I found: there cannot be a serious longer run projection, without

some serious change of the system.)



First insight: economics

On one hand it must be admltted that the economic explanation
of mass unemployment is not simple & straightforward. In the
seventies we saw a renewed discussion between keynesians and
classics, e.g. in the Netherlands the discussion about the Den
Hartog and Tjan (Vintaf II) model. Among the various explanations
for stagflation there were both the disequilibrium and the
rational expectations approaches; though these fall into the
keynesian/classics divide. In the eighties we saw more attention
for supply and demand in the labour market itself; and other
theories for a reduced government and strengthened market forces.

On the other hand the impression ought to be avoided that
differences would be very large. Two insights appear to be
accepted rather generally. The first is almost a litmus test for
the true economist: that a job can only be maintained when real
labour costs do not swallow up too large a part of the product for
too long. 2) The second insight can likely be derived from the
first: that unemployment will affect the least productive
employees, whereby, if necessary, the more productive employees
will take their places ('crowding out').

Requiring employers to pay more than people actually produce,
generates unemployment, especially at the lower wage brackets.
Indeed, various economists have argued regularly that present—day
unemployment could disappear even at the present average wage
level, when gross labour costs in the lowest wage brackets were
reduced strongly. (And possibly, if net differences, between
unemployment benefits, minimum wage and other wages, were

increased, additionally.)



Note the three concepts involved: net income, labour cost,
and productivity. These have a distribution across people, and
these can be related to each other; e.g. an income distribution
somehow reflects a (required) productivity distribution. Then the
problem can be rephrased as a policy/instrument mismatch: the
socially required income distribution is imposed as a cost
distribution, and this appears to conflict with the actual

productivity distribution.

References abound. Tinbergen (1966) already warned about the
dangers of the minimum wage. Van Schaaljk (1983) is a gem.
Meade (1985) writes: "I would remain a pessimist if I had to
abandon all hope that the emphasis in the minds of the man and
woman in the street and at the work—bench might ultimately be
shifted away from wage-setting onto fiscal and welfare measures
as the appropriate means for influencing the distribution of
income.” Layard (1986) explains about the selective reduction of
labour costs that it is immaterial whether it is called a subsidy
or a premium and/or tax reduction. (Indeed, as a rule one would
subsidize people and tax products.) Dréze (1987) mentions it as a
major point for the unemployment issue. Bakhoven (1988) has
developed the case quantatively for the Netherlands. Bron (1989)
describes a Rotterdam Community project. See Helliwell (1988), CPB
(1988), Van Reijn (1989), Van Eijk (1989), Van Opstal (1990), and
OECD (1990). De Neubourg (1990) features labour costs in pp 140-
141. CEPS (1990) pl3 writes: "Previous reports of this group have
called attention to the need for greater differentials in labour

costs (...) If unempioyment is to be kept at acceptable levels. In



practice incomeé policies, minimum wage legislation, the financing
of social security, and the activities of trade unions all seem to
have acted to squeeze differentials since the start of the
seventies". I myself ?) have also tried to semantically unburden
unemployment, by interpreting it as 'subsidized search, but also a
rather inefficient way of looking for work'; for in that manner it
becomes a managerial problem of cost reduction of an 'open—ended
arrangement', by finding more efficient ways of search. And
Adriaansens (1990), of the Dutch Scientific Council on Government
Policy: "But then, there is the recognition, that it may well be
the socio—economic structure of our welfare state, which itself
causes the impossibility of a larger participation in work. (...)
Where unemployment is concentrated in the lower qualified
categories, a structural redistribution of social security

premiums would reduce labour costs for those categories and
increase demand for that kind of labour.”

For the UK, we find Minford & Rastogi (1989) pleading for
workfare. Samuel Brittan (1990) points to a poverty and
unemployment tax—trap in the UK, and: "A genuine market-based
approach might involve a Basic Income for all, payable as a tax
credit, which would be withdrawn through the tax system once
people began to earn money from work. Although a full Basic Income
scheme is not now affordable, partial moves are possible in that
direction even under the present system.” In my opinion a basic
income so administered is less efficient than alternatlvés. but
the reduction of labour costs is evident. (See also below.)

Incidently, OECD (1990), CEPS (1990) and De Neubourg (1990)

present whole shopping lists of causes and cures, and the latter
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warns that there is no panacea or easy rix."I‘he reader has to
remind himself that these various measures concern various
objectives, llke growth incentives, flexibility in general,
participation, etcetera. In a sense, these studies suffer from an
overkill of objectives and analyses. This creates too much noise.

It 1s far better to apply Occam's razor, and select the item of
labour costs — which item already in itself suffices for a

complete overhaul of existing administrative procedures. Later,
when unemployment is solved, and the authority of economists
publicly enhanced, then we could discuss the marginal improvements

from other measures, and in a much more favourable climate.

So, apart from details, the consensus about real labour costs
is very strong. Among economists, unemployment has been quite
solved for a long time. Since resistance against the solution has
not been quite self-evident, especially where it concerns gross
but not net wages, the viewpoint has arisen that we are dealing
not with an economic but rather with a sociological problem -
which might explain why most economists no longer study the
subject. We have the paradox that a welfare system, that was meant
to reduce the burden of unemployment, is a prime cause for it. The
solution to this paradox then must be sought in institutional
management. That this isn't done, is a soclo—economic phenomenon

indeed.



Second insight: public choice

In an academic posture, we would be interested in trying to
get a grip at the stated socio—economic phenomenon. This brings us
to the body politic, and public choice theory. Note that our step
to public choice is necessary. Logic forces us.

An analogy is the following. In our full-fledged economic
model there occurs an exogenous variable called world trade. We
can improve our model, by disaggregating and having variables like
world trade by SITC group. But, it may also be that we don't have
to do this, since we are quite confident about how we have modeled
the dependencies. Then, in order to improve our model, our
attention shifts to really explaining that exogenous variable, by
building a world model.

In the same way, we can say that we sufficiently understand
the workings of the labour market, and now we must explain the

policy input: how this market is created and managed.

An inroad would be to wonder who really cares about
unemployment. There is no wide gap between economists and laymen.
As said in the introduction, the Dutch society of laymen has
adapted very well to nré with mass unemployment. Also the
employers and unions seem to get along in an agreement to
disagree, and also quite silently, for, as soon as one party would
utter '‘unemployment', the other would utter 'labour costs', and
after a while everybody has heard it and gets bored; and as long
as wages in Europe keep rising, the Dutch can raise those too.

One gets the impression that the employer unions rather don't

want that the present income digtribution is frozen by a more
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adequate tax and subsidy system; and likely they hope that the
continued unemployment results in ever lower wages. The employee
unions are against the recycling of unemployment benefits into
work subsidies, calling it ‘'false competition': they apparently

want to keep their own wages as high as possible by keeping out
such competition. These positions curiously mirror each other: the
different interests result into an opposite weighing of risks. One
can obviously doubt whether properly understood selfinterest is
the case here. For truely, what makes the competition false, is

that people are banned from work by high tax & premium levies.

The descriptive term 'hysteresis' adds little to our
understanding of what is actually happening: that the institutional
framework has been shaken to its roots and then apparently is no
longer able to satisfy the actual needs. The increasingly popular
‘Insider-outsider' theory (Lindbeck & Snower (1988), Gelauff e.a.
(1990), Graafland (1990)) looses much of its novelty appeal when
it is realized that this is just 'employed-unemployed' in other
words. As for the econometrics of hysteresis: any test can only
render the data it departs from: a specific path of unemployment.
Rather than thinking that such simple statistics can provoke basic
results, it is better to go beyond such data, and look at the
causal chain of events, and at the system at work here. Thus, to
really explain hysteresis, in addition to, or rather instead of,
having partial labour market theories, we must explain the policy
sclerosis of the third party involved, which allows for such
dereliction. Indeed, government can provide itself with an alibi

by allowing ‘free bargaining in the labour market' to take the blame.






















































































































































