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What is full employment?
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| am often asked to define what | mean by full employment. It was a theme that Danny
Blanchflower and | discussed recently when talking about Mile End Road Economics. He
drew my attention to the 1955 work of Lord Beveridge, as updated in 1960 to comment
on this phenomenon in the post-war era.

As Beveridge noted in that year:

I. FULL EMPLOYMENT

Full employment means having more vacancies for workers than there
are workers seeking vacancies. It does not mean having no unemploy-
ment at all In a progressive society there will be changes in the demand
for labour, qualitatively if not quantitatively, and some men will be
unemployed while waiting to pass from one job to the next. In 1944,
as a guide to the amount of such temporary idleness as we might expect
under full employment, I suggested a figure of § per cent of the total
labour force, as likely to be idle at any time. Mayhard Keynes, when he
saw this figure, wrote to me that there was no harm 1n aiming at g per
cent, but that he would be surprised if we got so low in practice. I
described 3 per cent at the time as “‘a conservative, rather than unduly
hopeful, aim to set for the average unemployment rate of the future under
conditions of full employment,”*
In fact, dunng the twelve years from 1948 to 1959, the average unem-
ent rate for Bntam, ta]ung all industries together, has been not
3 Per dent but half of that, 1 55 in exaet terms.

The unemployment percentages for each year from 1946 to 1959 are

as follows :—
1946 (24) 1953 16
1947 (39) 1954 13
1948 15 1955 11
1949 15 1956 12
1950 -5 1957 I°4
1951 12 1958 2'1
1952 2:0 1959 2:2

Omatting 1946 and 1947, as years of immediate post-ward disturbance,
the year’s unemployment rate has never exceeded 2 2 (in 1959) and has
been as low as 1 1 (1n 1g955).

A few paragraphs later Beveridge said:

Employment depends on outlay. Full employment cannot be attained
unless outlay, whether public or private, whether for consumption or for
investment, 1s sufficient in total to set up a demand for the whole of the
labour that 1s available for employment. Only the State, by deciding on
lits own spending and by influencing through taxation and otherwise the
spending of 1ts citizens, can ensure enough outlay m total. So in 1944
I named, as the mamn instrument of a full employment policy, a new type
of budgct based on manpowgygether than on the assumed limits of
taxation®


https://www.taxresearch.org.uk/Blog/2021/09/01/what-is-full-employment-2/
http://pinguet.free.fr/beveridge44.pdf

| think that definition of full employment can be updated now. It has, very obviously to
allow for people to have the hours of work that they want and to be rewarded for doing
so at what we now think is a living wage. But take those into account and Beveridge is
the start point for an appropriate theme.

As interesting is his observation on what full employment might mean in practice. The
much more recent idea of the non-accelerating inflation rate of unemployment (NAIRU)
is both toxic, and very obviously wrong in the context of what Beveridge had to say.
Beveridge saw that the job of society was to deliver full employment for the benefit of
the people of the country. Now we have a system of economics that treats
unemployment as the residual in the equation used to ensure inflation does not happen
so that the wealthy do not see the value of their cash deposits fall. As modern
monetary theory shows that is entirely unnecessary: without full employment there

cannot be the type of inflation that requires monetary policy adjustment, as | discussed
recently,

But as significant is the fact that without political and fiscal policies designed to deliver
the training and skills to deliver the staff to fill jobs that exist in the economy then we
cannot have optimal economic outcomes because skill shortages can exist at what
seems to be full employment using Beveridge's definition with market disruption
resulting as a consequence. We are clearly heading in that direction as an economy
now.

In other words, full employment is a measure that is not wholly captured by Beveridge's
suggestion because what is also required is that not only are the jobs offered at fair pay
and with the hours and security that people want, but that there be the people to do
that work or the economy is not itself at full capacity. And the only answer to that issue
is to be found in political and fiscal policy, but never in monetary policy.

What Beveridge was right to do was point out that the choice between these options is
political. We can choose the stagnation of the last four decades when real wages have
hardly increased. Or we could decide to have an economy that meets need, rather than
self-imposed financial constraints, which is what we have fone for four decades.

With no plan for employment, or as Beveridge put it, the outlay to create demand, what
is clear is that we cannot meet the hopes of people for the work that they want at the
pay that they want. We could do that, and then have what can genuinely be considered
to be full employment. But we have to change our understanding of economics
considerably to do so. What chance if there of that? None, unless we get people to talk
about it.

And, by the way, please don't argue that this is to suggest an unsustainable economy:
the greatest wasted non-renewable resource is people who want to work and cannot do
so: their effort is gone forever when not used, and much of the work needing to be done
is low carbon impact. | see no conflict in having the goal of full employment.
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