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THE IMPACT OF UNEMPLOYMENT BENEFIT PAYMENTS ON
THE LEVEL AND COMPOSITION OF QZMSMHOKZHZH
IN AUSTRALIA

R.G. Gregory* P.R. Paterson#

ABSTRACT

There have been large changes in the unemployment situation in
Australia over the 1970s. Between August 1970 and August 1979 the
number of unemployed rose from less than 100 000 to almost 400 000, and
the proportion of the unemployed receiving benefits increased from
Hm,vmn cent to 81 per cent. -Coincident with these changes, there have
been stong rises in the level of benefit payments. In this paper we
examine the relationship between the changes in unemployment and the
increases in real benefits. Special insight is gained by using a flow
concept of unemployment.

It is found that the number on benefits increases when benefit

payments rise, and the response is large. However, almost all of this '

increase comes from unemployed people who otherwise would not take cv,
benefits. ' The increase in benefit payments does not have much effect on.
total unemployment.

It is estimated that the number on benefits would have been about
50 per cent lower if the real level of benefits had not changed over the
decade, Total cmmsvwowam:n.zocwm have been 14 per cent lower.

(*) The authors are Senior Fellow at the Australian National University
and Officer-in~Charge at the Bureau of Agricultural Economics,
Canberra. The views expressed are the authors' own and should not
be interpreted as reflecting the views of the Bureau of Agricultural
Economics. An earlier version of this paper was delivered to the
ANZAAS Julibee Congress, Adelaide, May 1980.




2.

The observation that higher payments increase the number taking up
benefits is no reason to argue that they be reduced. This question
should be considered in the context of the total set of government

economic and social policies.

1. INTRODUCTION AND SUMMARY

During the 1970s .n:m level of unemployment benefits measured in ,nmmw
terms increased relative to the low levels that prevailed during the
sixties. For teenagers, unemployment benefits as a ratio of their
average weekly earnings increased from 10 per cent in early 1972 no
40 per cent in mia-1973, a four-fold w:nnmmmm. This ratio remained
fairly steady through to 1975 and since then has fallen, but it is still
high by historical standards.

There have also been significant, but smaller and steadier,
increases in the real level of benefit payments for adult groups. MOn
adult males the ratio of camimHowEman benefit to average mmm:mnum rose
from.about 10 per cent in early 1972 to 20 per cent in 1978, while for
adult females nsm ratio changed from 15 per cent to almost 30 per cent.

These nmmsmmm in benefit payments have coincided with large orw:omm
in :nmswwowamsnw The number on benefits has increased from 12 000 in
August 1970 to 304 000 in August 1979, a twenty-five-fold increase. At
the same time total unemployment(l) has risen from 78 000 to 374 000, a
five-fold increase. It follows that the vnom0nnmo= om.nwmﬂzsmavHOKmm on
benefits has w:mnmmmmm from 0.15 in August 1970 to 0.81 in August 1979.

The coincidence of the increase 'in benefits and the large increases
in the number and proportion of the c:m;@p@%mm nmoww<»:m benefits might
be “interpreted as evidence of a strong influence of Um:mm»n.ﬁmwamsnm on
the level and composition of unemployment. ' However, other u:munmﬁnmm
‘affect the number and proportion of the unemployed receiving Um:mmmﬂm.
The most important of these is likely to be the long.and continuing

recession in the mnmin: of employment opportunities since

(1) Unemployment as measured by the ABS Labour Force Survey.
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1974.(2) A low rate of employment Mn0£n3w»50nmwmmmwn:m duration of
,aﬁmavwmwamsf spells and this increases the proportion of the unemployed
on benefits. (3) oonmmn:m:npw. the analysis should mmvmnmeH% take

account of the affect on the recession on the duration of unemployment.

In Part 2 we estimate the mmmmnn of Um:menm on the inflows and
duration of those who receive benefits. . Benefit recipient data are more
suitable for flow analysis than other ‘measures of unemployment.(4) ' We
£ind nrwn.nsm inflow m:m,cnmsmuowaman,mcmmnwon of those on benefits
respond MOmMﬁwcmww to increases in benefits. ‘Under conditions that
prevailed during the mid-1970s, a 10 per cent increase in benefits
nwymmw<m,no average earnings. would Hnmnmmmm the nymber receiving
unemployment benefits by about 10-per cent. There are differences in

this response between males and females and for different age groups.

(2) Between February 1974 and February 1979, for example, mavwo<am:m
grew by 116 000 whereas in the five years before Pebruary 1974 the
comparable figure was 750 000.

(3) An increase .in.the duration of unemployment 1s associated with an
increase: in the' proportion of the unemployed who receive benefits
via at least three mechanisms. First, when a slump in economic
activity occurs some of the unemployed will be 'discouraged' and
drop out of the measured labour force. .Those receiving benefits,
however, will not leave the labour force for to do so will deprive
them of income. Consequently, the duration of unemployment for
those' on benefits will lengthen relative to the groups ineligible
for benefits and, as a result, the proportion of the measured
unemployed receiving benefits will increase. Second, the longer. the
duration of unemployment that individuals expect the more likely it
is. that those ‘eligible will avail themsélves of benefits., Third, to
nnnww<m benefit payments,. it is ‘necessary.to be unemployed for at
least one wedk. When the duration of uniemployment -increases, more
of those entering unemployment will stay. longer than a week and the
proportion of the unemployed available for henefits will increase..

(4) There are three measures of unemployment avallable on a timé series
basis: the number unemployed as estimated by the Australian Bureau
of Statistics on the basis of a household survey, the ntmmber
registered at the Commonwealth Employment Service and the number on
unemployment benefits,
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In Part 3 the change in the number on benefits is related to total
unemployment. We f£ind no evidence of a greater inflow. into total
unemployment in response to increased benefits. Rather, all the inflow
response to increased benefits onocnm within the unemployment pool as a
larger proportion of the unemployed exercise their right to benefits
when benefits increase. This finding means that total unemployment is
less responsive to changes in Umrmmwnm than the number of benefit
recipients. This result is an:MOnnma,vw our analysis of duration which
suggests that in response to an increase in benefits the duration of
unemployment of the group ineligible for mmsmmpnm does not increase
proportionately swnw.n:mn of the eligible group. . ’

In Part 4 we draw our results together and make some concluding
remarks. Before we begin the analysis, however, we wish to stress that
a relationship between benefit payments and the level and composition of
unemployment does not provide sufficient grounds for setting benefits at
any particular level. The range of issues to be considered in ,
determining an appropriate level of benefits is very wide and includes
most importantly the need to support those experiencing c:mavunwam:n not
of their own choice. It should be remembered that the level of
unemployment benefits in Australia is still Hos,vw international
standards (Blaustein and Craig 1977).

2. THE EFFECT OF BENEFIT PAYMENTS ON THE NUMBER OF BENEFIT
RECIPIENTS

This section is divided into three parts. First, we discuss the
concepts of inflows and completed msnmnwon.om unemployment and their
measurement. Second, a general model is developed to explain inflows to
unemployment and the average moawwmnmm unemployment duration. Third,

the model is fitted to unemployment benefit data.

2.1 Hamwoz and Completed Duration Data

Inflow to unemployment is the number entering the pool each period.

Completed duration is the elapsed time between commencement and

5.

nmnam:mnwoz of an unemployment spell. Inflow mmnm are directly

: m<memUHm mOn those on benefits, but completed duration data are not.

Thy mcnmnwos data available are 'snapshot' mmnm ‘on‘éurrent duration,

mw<w=n a Unmmwmoz: of the stock of c:mawwowamvn at a certain point in
time into those who have been 'in the pool for different lengths of

time, Each of the unemployed has not completed their current
unemployment spell. But under omnnmwa conditions, current duration data

can be used to estimate completed duration.

If we have regular snapshot observations on current duration with

_the width of the duration intervals equal to the length of the

accounting period Anmm time between observations), and we know inflows
each period, the completed duration experience of the unemployed can be
readily measured. The technique can be inferred from Figure 1. The
vertical lines nmUnmmmnw the points in ﬁuam at which' unemployment is
observed. The sections marked along these lines represent the duration
intervals. The number in the (0-1, t) interval is the number unemployed
less than 1 month at time t, the number in the (1-2, t+l) interval is
the number unemployed 1 to 2 months at time’ t+l, etc. emm block above
the main gria mmvnmmm:wm inflows each period.

By moving mwmwosmppw through the grid (as shown by the heavily
marked arrows) we can determine how many u:mwtwmcmwm leave after
different lengths of unemployment. . Therefore the number in the (0-1, t)
interval shows the number of the tth period inflow group still .
unemployed at the end of the mwwmw,vmnwom. The number in the (1-2, t+1)
interval shows the number left one period later, and so on. 1In this
way we are moncamsnwlm the unemployment experience through time .of the
inflow group of period t. 4

The information obtained from this procedure can be expressed as
duration-specific retention rates. These are the proportions of those
unemployed a certain length of time at the end of one period who are
still unemployed at the end of the next period. asmmm retention nmnmm
can be used to calculate n:m average . msnmnwos of completed spells.




Ewcnn 1: OCWWHWZ‘H DURATION DATA GRID

Time
£ " 41 42 t+3 CtHl ta5
] 1 I i ] 1

< g T b Lk TR P

+ i - T T % T

N\ LY
// -+ - - -
O N 1
N
\
1-2 W
A
hY
- N E 3 e - e -t -
+ N
I/
2y
Current 2-3 N,
Duration + Nt +4 4 4 4 1
' N
Intervals 3-l i\
N | | |
-+ Y - 3 -,
// .
-5 W , :
N
A Y
A afe - whe -+ -
4 N 4

y : ~month griqd,
ﬁ%wr consecutive acwnnmnww ovmmn<mnwo:m on the m:nmn»o: intervals less
than 3 months, 3 to 6 months and 6 months and over. From these data the
duration-specific retention rates

von~ E.nt,~ w~+n+N

can be calculated, showing respectively the proportion of the inflow
group over period t that is wnwﬁw unemployed at the end of period t, the
proportion of those unemployed three months or less at the end of period
t that is still unemployed at the end of period t+l, and the proportion
of those unemployed o<mn.ﬂwnmm months at the end of period t+l1 that is
still unemployed at the ‘end of period t+2.

The total unemployment experience of the tth period inflow, in

terms of three-monthly units, can be approximated as

.u~+n+m

1 ~ p2+

(1) U= Hw.vwn + Hn.nOn.wwn+~ + Hn.uOnu@Hn+w

t+2

where Hn.wOn‘Hm the number experiencing at least some unemployment,

Ii.poe. Plt}l the number experiencing at least three
months unemployment, and .

P2+
.mo .pX 42 the number experiencing six months or more
t+1°1 - w~+n+w
P2+ .
unemployment (the T |nMw+ term comes about from assuming that in
: t+2

the three-monthly intervals after six months the probability of leaving

csmswwowsman remains nosmnmsn at vm+n+m. Grouping terms, (1) can be

written as

2 U=1I_ (po, + 14+ 1 P )

(2) =t POt POLRL L, FPOLPL T P2+,
or

{3) U=1

tPca




8.

where Uom is the completed actual average mrnmn»oa of , unemployment.
The total unemployment experienced by' the inflow group I, ig the
product of the number in the inflow group and their average completed

duration, (5)

In our calculations of average duration of unemployment we utilise a
slightly different concept. For 'the completed actual average duration
we substitute the expected average msnmnwos of unemployment upon entry
into the pool. This is derived from the nmnmznuo: rates calculated from
two consecutive periods rather than from nmnm:n»oa rates mos: the
diagonal. - Therefore 'in terms of Figure 1, the nmnmanmo: nmnmm are
calculated from the dotted arrows between t-1 and t. If the labour
market conditions generating these current retention rates were not to

change, the expected and average nongm"mmAm:nmﬂwon would be the same.

2.2 The Determinants of Inflows into Unemployment and

Completed Duration

Historically, a strong inverse relationship between the number’
unemployed and the number of job vacancies has been observed. 1In the
early 1970s this relationship began to' shift outwards for all measures.
of unemployment available M=A>cmnnmwwm - ABS m=n<m%.t:m5wHo<aw=n (Hughes
1975), CES unemployment {Hughes 1975; Harper 1980) and benefit
recipients (Paterson 1979).(6)

(5) In general average completed duration is less than m<mnmmm current
duration. Por example, for 1977-78, the average current duration
for males 21 years and over on benefits'was 28.8 weeks., Average
completed duration was 18.8 weeks. This property arises because the
probability of leaving unemployment falls with increased time in the
unemployment pool (see Paterson 1979).

(6) The outward shift in the unemployment-vacancies curve has also been
observed in the U.K., Germany, France, Sweden and the Netherlands.

See Gruen (1977).
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For benefit recipients it is apparent. that 0cn€mna shifts have

wooocnnma n ‘both. the »:mwosn<mnm:opmmém m:nm ion <mom=onm

nmwmnnosmswwm (Figure 2). eo mxwwm»= these m:wmnm_ Paterson (1979) has
developed a theoretical model similar “to that om Holt (1970). It will
not be formally mmnn<mm here.

Inflows and noswpmnmm duration mnm related no vacancies and mpcm
Amsnmn <mnmmuwmm. The shift variables are:

« Benefit to earnings ratio (B/E)

An increase in the’ level of benefit payments relative to average
weekly earnings reduces the cost of being unemployed. Therefore an

increase in B/E should increase both inflows and duration.
. Change of eligibility requirements (ER)

Since January 1976 those quitting their previous job have been
required to wait 6 weeks before beaing eligible for Um:mmu..mm~ rather than
the previous one week. . This change could nmamnm benefit inflows through
at least three mechanisms. First, employed people will be less willing
to guit their job if they have to wait 6 weeks to receive benefits. .
Second, ‘some of those who quit will find a job before the required 6
week period elapses. Finally, pecple on benefits will be less.willing
to take up a job for a week or two if they face 6 weeks without income
when they quit, These three factors would shift the inflow-vacancies
relationship to the left, '

The duration of unemployment might. also Um,mmmmnnmm‘u% a change in
.mvwwwvuwwnw nmnaunmamawmu If the probability of leaving unemployment
declines with increased duration, then those unemployed 6 weeks would

take longer additional time to find a job than those unemployed only one

week. The average completed unemployment duration of those receiving
benefits would increase. 1In addition, if people tend to stay in the

benefit pool continuously rather than accept jobs from which they mvoa
quit, the average duration should increase. .These factors would shift

the duration-vacancies relationship to the right.
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Figure 2: UNEMPL Cﬁ/:.zq BENEFITS RECIPIENTS:

INFLOW-VACANCIES AND DURATION-VACANCIES RELATIONSHIPS
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. Real wage deviation from trend (RW)

i g the mid-1970s the Australie
of real wages, which may have induced firms

perienced an explosion
e} 07m=am.n3mwn policies
nmmwnn»:m retention of workers when faced with a fall in demand. With
real wages rising faster than vnomrnnw<»n< and the cost of :onwam
workers rising relative to nmnnnwnwsm costs and mwnalmmmo»mwn human
nmw»nmw investment nomnm mHnam may have been:less willing than before
to amwsnmns mamwowamsw :um: the. moo:os% slumped. This would cause
inflows to unemployment, and perhaps mcnmnwos. to increase relative to
vacancies.. In addition, higher real wages nmwmn»<m to mmmw trends  may
increase the supply of labour.

. Immigration (IMM)

Hughes (1975) has suggested that a msmnuww reduced migration intake
led to the 1972-73 upward displacement of the ::mavwowamsnn¢mom=nwmm
pattern. He argues that a reduced awmnmnwon intake will hinder the
efficiency of the labour market.. It will interfere with the traditional
recruitment activity of firms that usually employ large amounts of
migrant labour; it will reduce average worker mobility; and it smww
reduce . the supply of those willing ‘to accept .the less socially
acceptable jobs. Each of these factors ingreases the mismatching in the

labour market and vacancies will increase relative to unemployment.
. Proportion of employment in manufacturing (MP)

Since early 1974 the proportion of civilian wage and salary earners

.employed in the manufacturing sector has contracted mrwnmww. The share

‘relative to vacancies. .

of manufacturing employment accounted for by certain industries, for
mxwavwm mmowsmmn. owonrwsm_msm textiles, has also fallen. These large
and rapid changes are likely to sOnmml the match between unemployment
and vacancies across occupational and nmmmozmw nosmeﬁimwnm in the

moo:oawf This implies an increase in inflows and unemployment duration
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2.3 Estimation of the Inflow and Expected Duration Models
for Unemployment Benefit Recipients

Inflow (divided by the labour force) and expected completed duration
_variables have been regressed on vacancies and the five shift variables

for junior and adult males and females.(7) For all but the proportion

of employment in manufacturing <mnwmvwm~ age- and sex-specific measures

r the explanatory variables (here separate variables for
All equations are estimated using

are used fo
males and females only are used).
quarterly data covering the period 1.1967 to IX.1978. Dummy variables

are included to capture regular seasonal movements. The equations are

estimated in double logarithm form, using Ordinary Least Sguares.

Both the inflow and duration equations fit the data reasonably well

For the inflow equations the lowest coefficient of
5 and the highest

(Table 1).
determination (adjusted for degrees of freedom) is .9
is .98, while for duration the lowest and highest are .81 and .87,

respectively.

Serial correlation in the residuals was evident for some equations,

in particular the original inflow equations for juniors. There appears

to be two sources of the problem, First, the residuals of the period

1968-71 tend to be negative. eo.mwwmt for this we included in the

regression vacancies for the I.1967 to I.1971 period as a separate

This variable proved to be statistically significant and
Second, there also

variable.
reduced the serial correlation nosmw@mnvaw.amv

appears to be a changing seasonal pattern. To allow for this an

additional seasonal dummy was included for the second quarter of the

_early years of the data series when unemployment inflows

'(7) Department of social Security and CES define juniors as those less

than 21 years of age.

uggests that not all the shift of the

ﬁmm This adjustment s
lationship has been explained by the original set

inflow~vacancy re
of variables.

INFLOW AND DURATION EQUATIONS

Table 1:

UNEMPLOYMENT BENEFIT RECIPIENTS:

INFLOWS (a)

(1)

&

RW

B/E~1

0.88

2.03

-4.56 0.9%:

-0.09

0.23 -0.20

-0.12

~0.52
(-3.88)

Male

< 21
Male

0.23
(1.00)

~1.04
(-4.55)

-0.39
{~3.83)

(1.69)  (-1.84)

(-2.91)
-0.07

(~0.80)
-0.32

(-2.37)

(2.93)
0.28
(3.91)

=21

(~2.51)

1.25

0.98

-1.80
(-4.56)

~0.07
(~0.52)

0.89
(2.09)

1.96:
(2.73)

~0.09

{(-4.80)

Female
<21

2.41

0.96

-0.01

(-0.01)

-0.57
(-2.90)

0.60
(2.19)

-1.25
(~4.40)

Female
= 21

(2.57)

DURATION (b)

ii)

{

DW

V-1

RW.3

)
@

.
-

0.86.

-3.04
(~2.28)
-3.02
(-2.75)
-1.01
(-2.10)
~1.12
- {=1.70)

0.23

(1.92)

0.18 0.14 2.63
(2.55)

~0.35
(~=2.14)

Male

<21

Male

0.28
(2.09)

1.51
{1.35)

~0.58
(-2.56)

~0:63
(-2.84)

-0.61
(-2.05)

=21

13.

0.30
(1.82)

0.76
(1.04) .

2
{2.61)
0.63
(2.40)

4
{2.65)

Female
<21

0.24
(1.33)

0.26
(0.33)

Female
= 21

0.39
(1.48)

{(a)
(b)
v

VD

Dependent wvariable is the number commencing benefit receipt each quarter divided by the labour force

Dependent variable is expected completed duration of benefit receipt of quarterly inflow groups

Dept. of Employment and Youth Affairs 1979)

CES vacancy rate I.1967 to 1.1971:

CES vacancy rate (Source:

Department of Social Security 1979;

Ratio of benefit payments to average weekly earnings (Source:

ABS 1979a)

B/E

ABS 1979b)

Dept. of Immigration and Ethnic Affairs 1979)

Eligibility requirement dummy - zero before 1.1976 and unity afterwards
Proportion of employment in the manufacturing sector (Source:

Deviation of minimum real wages from trend {Source: ABS 1979c¢)

Coefficient of determination adjusted for degrees of freedom

Durbin-Watson statistic
Constant and seasonal dummies not reported.

Settler arrivals (Source:

ER
RW
MM
mp
R2

DW
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were low.(9) To a large extent these two adjustments account for the

serial correlation, but in the junior female equation the Durbin-Watson

statistic is in the indeterminate range at the 5 per cent significance
level, (10) '

vVariables in general enter with the expected sign. The oommh»nwm:nm

attached to the current vacancies variable are statistically significant

at the 5 per cent level for all macwn»oam. The estimated coefficients
for the benefit to earnings ratio mum the share of manufacturing in
employment are significant in six of the eight cases. The other
variables do not fare quite so well. Eligibility nmacmnmamanm appear

not to affect the duration of unemployment, and this variable has been:-

dropped from these equations.

These regression results contain a large amount of information about |

the relationships between inflows, duration and the varipus cyclical and

shift variables. This is considered in detail elsewhere (Paterson
1979) . Here we mnmA@nwamnww< interested in the effect of the,
benefit-to-earnings ratio. This variable has a significant positive
coefficient in the inflow and duration equations for all but junior

males, For this group the coefficients on the benefit variable in-both

the inflow and duration equations are positive, but not significant at

the 5 per cent level.

(9) We suggest that the seasonal vwnmmnz of inflows can be thought of
as the outcome of a normal seasonal rate of inflows for those
teenagers who have been in the labour force for some time - this
geasonal pattern is similar to that of adults - and in addition a
seagonal rate of inflows for school leavers which exaggerates the
normal seasonal pattern.- So when the unemployment level is low
school leavers . are a more important component of inflows and this
changes the aggregate seasonal pattern.

(10) We mxwmnwamsnmm with a wide range of possibilities to remove the

serial correlation, including the introduction of lag structures on
the independent variables. However, there is a good reason why we

should not be completely successful at mnmmwomnmum the problem.

Over 'the data period the ease with which unemployment benefits have

been granted has varied. These n:mnmmm will tend to. introduce
serial correlation into the regressions and it is to be expected
that teenagers would be most affeécted. :
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The mummnwo»n< Om both inflows and m:nmnwos with respect to.the

‘benefit to mmnswsam ratio is oosmpmmnmup legs. fo u::HOnm than adults.

The inflow mHmmnwo»nw is .23 and- +28 for: junior males and females

nmmmmcnp<mww~ mam .74 for both mmnwn,mnounm. The mﬁnmnwos elasticity is

.w»,msn,.mq for junior males and females,-and .67 and .63 for adults.
For junior males the inflow elasticity is considerably :wozmn w:m: the
duration elasticity, but mOn the other: mno:mm the wmnwamnmm inflow and
duration elasticities are om similar size.

The . total elasticity of benefit recipients can bé approximated by
the sum of the inflow and duration -elasticities, as under mnmmwo:mnw
condition the stock' of ::maﬁwowsm:m is mnnmw to the product of inflows
and expected mcnmnwns. The stock level elasticities are 0.37 and 0.55
for junior males and females nmmvmonwcmww. and 1.41 and 1.37 for adult
males and females (see Table 7). With Hmnom changes in the benefit to

earnings ratio over time, these substantial elasticities imply a strong

impact of benefit payments on the number on benefits.

3. BENEFIT PAYMENTS AND TOTAL UNEMPLOYMENT

Not - all the unemployed mnm mwwmwuwm.mon_um:mmwn vmwamsnm‘ and :on.
all nyomm mwpmwvwm are on Um:mmwwm. Therefore the total r:mamwowamln
pool,. U, oo:mwmnm of three groups "of vmowwm - those eligible for
c:mamPowam:n benefits and nmnmw<»=m vmwam:n.,cmm“ those-eligible for
cﬂmavwowam:n benefits and :on4nmomw<w=m payment, Upm; and those not
eligible for benefits, czm"

(4) U= cmw + cmzw + czm .

The effect of benefits on total unemployment will depend on the response

of each of these three groups, and not just the impact on those

receiving payments.

Data .are not avallable to enable an analysis of 'the two non-benefit

groups in terms of ‘inflows and duration.: Furthermore, there is no

ooawnm:m:mw¢m total unemployment series that enables a consistent
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division into the three groups. Rather, there are a number of
overlapping data series from different agencies: the unemployment
benefit recipient data from the Department of Social Security, the
number registered at the Commonweal th .Employment Service and the number
of unemployed as estimated by the Australian Bureau of Statistics.
_Analysis of what data there are, however, shows that the response of
total unemployment to benefit payments is overstated if it Hm.mmmzamm
that non-benefit groups are unaffected.

The remainder of Part 3 is broken into three sections. In the first
section the numbers in the different groups Upp, Upng and Uyp are
estimated. The second section examines changes between the eligible
groups and how these relate to benefit payments. Finally in the third
section the impact of benefit payments on the ineligible groups is
examined.

3.1 The Composition of czmavwowamsw

Total unemployment is taken from the ABS estimate. The group
memMUHm for benefits is measured as all males and single mmsmpmm
seeking full time work and unemployed 2 weeks or more. The »:mwwmmuwm
group is the remainder - all males m:mbmmamwmmAmmmanm part time work,
all married females and any job seekers z:m;@wowmm less than two weeks.
The number in the eligible group recelving benefits is taken from
Department of Social Security data. It should be noted, however, that
the ABS definition of unemployed will exclude some benefit recipients -
and will also be subject to sampling mnmon so there will not be 'a true
equality between the right and left hand side of equation (4). fThe

residual group, Ugr. is particularly affected towards the end of the

period. However we believe nwmw the approximations involved are
adequate for analysing broad changes in the numbers of c:maVHowmm in

each group over the decade.

Estimates of the number of mmova in each of the three categories of
unemployment are given in Table 2,. At August 1970, 15 per cent of the
‘unemployed received benefits, 29 peér cent were mw»mnmwm for benefit

T e e e e A A e g T Tt G B T
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Mm<am=nm vcn were not paid, and 56 per cent were w:mpwa»vpm for
“those eligible for

The smallest group of ::mawwowmm smn
benefits and receiving payment. This holds mOn amwmw and females.

By August 1973 the proportion.of nrm.cvmamPowmg eligible for
::mawpmwaman.Umsmmwnm had not changed but. the proportion eligible and

" receiving benefits had moccwmm. This large shift towards receiving

vm:mmwﬂm within the mw»mwdum group coincided with the »annmmmm in
Umsmmwn payments and is apparent for both males and females.

By August 1979 nﬂm,wnomOnnwos of the unemployed eligible and
receiving benefits had increased to 81 per cent and was by far the
largest group. For males the number receiving unemployment benefits
exceeded the estimate of total unemployed, including those ineligible
m0n vm:mmwam. as measured by the ABS labour force survey. Therefore the
eligible group who were not receiving benefits as calculated in this
study become a negative proportion, This onncnmm because the definition
of unemployment used by the Labour Force Survey excludes some of the
rsmamPowmm receiving benefits, either because they worked for one hour
or more as well as receiving benefits, or did not Emnn the stringent

definition of actively seeking work that is employed by the ABS.(1l)

Obvious vﬂovwmsw exist with these numbers, but they do give a broad
picture of unemployment changes during the 1970s. They show that over
the decade the largest changes have occurred within' the groups eligible
for benefit payments. Those taking up benefit mm<§m=Wm have increased
mnoa the smallest to the largest group of unemployed. By August 1979
mvbmnm:nww mwaomw all those eligible for a:mamFowsm:n benefits exercised
ﬂrmwn right to receive payment.

{11) There is alsop the possibility of fraud and sampling error.

e
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Table 2: UNEMPLOYMENT CATEGORIES: ESTIMATES OF NUMBERS ELIGIBLE AND
RECEIVING BENEFIT PAYMENT, ELIGIBLE AND NOT RECEIVING -PAYMENT, AND
INELIGIBLE

Number ,” Proportion of total
unemployment
”
ER YENR Ung Urr Yenm Ue.
'000 '000 ‘000
Males
Aug 1970 8.1 16.9 11.7
. . 0.22 0.4
Aug 1973 20.4 10.6 20.3 0.40 - o.nm M.ww
Aug 1979 208.4 ~37.0(a) 24.7 1.06 ~0.19_ o.ww
Females |
Aug 1970 3.9 5.8 31.8 0.09 0.14 0.77
Aug 1973 11.3 2.7 40.5 0.21 0.05 0.74
Aug 1979 95.4 -10.9 93.2 0.54 -0 om ‘ o.mn
Total ﬂ ,
Aug 1970 12.0 22.7 43.5 (4]
. . .15 0.
Aug 1973 31.7 13.3 60.8 0.30 0 mw M.ww
Aug 1979 303.8 . =47.9 117.9 0.81 |o”Hu o.um

ﬁmv,mnOMOnnwozm.Hmmm than zero and
greater than one are
mismatching of unemployment definitions. due ko

U - i . -

R mHkQHUPm HmﬂmwdHDm UmDQMan~ U; le)
E . . UENR mHMQHUHm not
anchH:Q Um:mm_ its; CZN - not mHMQH.UHm-

Source: Estimated from data supplied b
Yy the Department of Social
Security and the Australian Bureau of Statistics.

This change cannot be explained only by the orm:mmuw duration of
unemployment of those eligible for benefits. 1In all duration categories
the propensity to take up benefits has increased (Table 3).

3.2 Benefit Payments and-the Eligible' Unemployed

Inflows , )

,e:w increased inflow to benefit nmomwnn in response to increased
benefit payments could come about from two different mechanisms.

Increases in benefits could attract more people into the benefit

19.

Table 3: UNEMPLOYMENT BENEFIT RECIPIENTS AND ABS ELIGIBLE UNEMPLOYED:
CURRENT UNEMPLOYMENT DURATION A

puration . .. March 1970 March 1974 March 1979
intervals UB/ABRS UB/ABS UB/ABS
weeks

Males

<4 6.13 0.22 : 0.62
24 and <13 0.17 0.50 0.92
>13 0.62 1.26 1.16
Females

<4 , . 0.17 6.29 0.55
24 and. <13 . 0.22 0.51 0.99
>13 0.90 1.52 1.30
Total .

<4 0.14 ' 0.24 ' 0.59
>4'and <13’ 0.19 0.50° .’ 0.95
213 : 0.71 '1.34 1.19

Source: -See Table 2.

hnfiriloa=t

recipient pool from outside the unemployment pool. This would increase
total unemployment. Alternatively, the increased inflows may come from
the unemployed eligible -for benefits but not exercising that right.
This would not increase total unemployment. What is the relative

influence of these two mechanisms?

Although there are no data on inflows into total ::mamwowamzn~ as
measured by the MBS, some progress, may be made in providing an answer to
this question by analysihg the inflow data for unemployment
registrations at the Commonwealth Employment Service. To receive
unemployment vnsmmﬁnmAmn,:nmawwowmu,mnnwon acnn.nmmwmwmn,anr the
Commonwealth Employment Service. 'Hence, wmA»:nnmmmmm.vmammwnm increase
w:m inflow from outside nrm,m:mauwomsmzn moo&~ this must be detectable
in the CES inflow data. .

CES ‘inflows for the four labour market groups are regressed on the

same set of -explanatory variables as for benefit inflows, using the same
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functional form and over the same data period. (12) Again we are
primarily interested in the coefficients attached to the benefit to
earnings variable. The striking result is that for all groups the

coefficient on the benefit to earnings variable is not significantly
different from zero (Table 4).

This result implies that inflows from outside the unemployment pool
are not affected by changes in benefit payments.  The large increases in
inflows into the benefit pool mwmmnmanpw come from the unemployed
exercising their right to take up benefits. This is consistent with the
large switching between the stocks of unemployed that was observed w:
Table 2. The number receilving benefits increased from 34 VMn cent of
the eligible group in August 1970 to 70 per cent in August 1973, and
119 per cent in August 1979. Much of the switching takes place after

the large benefit changes in early 1973 but before the onset of the
current recession.

Duration

The positive duration response of those on benefits to rises in
benefit payments will increase total :mmawwoaam=n~ provided the
unemployment duration of the other groups does not respond in an
offsetting sm::mnmawwv We cannot directly test for.this as we do not
have a measure of expected completed duration for the -eligible group not

receiving benefits. However, some indirect evidence can be brought to

bear. The ABS unemployment stock of all eligible

RHNV q0n>mwammwcnmmom :nmanpowam:n~ucsmonmmnmnsowmwmmmnvmsmo
years old. )

(13) The expected completed duration of the eligible not receiving group

might fall when benefit payments increase for at least two

. reasons. First, those eligible unemployed who switch to benefits
when payments increase might be those who would experience
longer-than-average unemployment spells. Second, if those
receiving benefits have a tendency to stay unemployed longer when

. payments rise, employment prospects for other job seekers will

improve and therefore lower their duration of unemployment.

Table 4:

CES UNEMPLOYMENT : INFLOW EQUAT;ONS(a)

RW

B/B.1

V-1

C-0.07"

1.82

-0.17 -0.01 -1.69 0.95
(-0.22)  (-2.71)

(=0.42)

0.09
{1.36)

-0.06
(-0.90)

Male

(-~1.16)

(-5.52)

<21

2.30

0.54 -0.05 -1.67 0.95
(1.90) (-1.26) (-4.42)

-0.20
(-5.72)

0.07
(1.01)

-0.23 -0,02
(~3.54) (-0.33)

221

Male

2.43

0.98

~1.01
(~5.33)

-0.06
(-0.89)

0.94
(4.60)

0.06
*(1,45)

© -0.02

~0.05
(—-6.06)

-0.05
(-1.11)

Female
<21

(-0.54)

0.22 0.27 0.84
(1.05)

(3.43)

1.05
(4.41)

-0.24
{~5.33)

0.002
(0.02)

0.08
(0.83)

-0.50

(-5.35)

Female
=21

21.

Dependent variable is the number registering as unemployed with the CES each quarter divided by th

labour force.

(a)

Indepehdent,vatiablés'defined in Table 1.
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workers can be tested for responsiveness to changes in benefit
payments. Given that the inflow response to benefits does not affect
total unemployment (Table 4), any positive response of the stock must
work through duration. Hm,num stock of eligible unemployment rises with
benefit payments, the duration response of those on benefits acmn be
outweighing any duration response in the opposite direction from the
eligible group not receiving Umrmmem. If, however, the total eligible
stock does not rise when benefit payments increase, then oosvwmnmm
duration of the eligible not receiving group must fall to offset the
inerease in Um:mmWnAnmnmmHm:n duration.

The estimated equations for the stock of eligible unemployment are

presented in Table 5. The benefit to earnings coefficient is not

significantly different from zero for the junior groups, m:@mmWnH:m an

offsetting fall in the duration of the eligible not receiving group when

benefit payments rise, The positive coefficient for adults is

significant but small, suggesting considerable offsetting but some net

duration effect still operating. Therefore it would appear that for

juniors the duration response of those on benefits to increased benefit

umwamnnm does not' lead to higher unemployment of the group eligible for
benefits although it does to some extent for adults.

3.3 Benefit Payments and the Behaviour of the Ineligible nnmcum

Are those ineligible for benefits affected by benefit payments? We
have suggested that increased benefit payments cause an increase in the

average unemplogment duration of those receiving benefits. To the

extent that the labour markets for the: eligible and ineligible groups
intersect, the increased duration nmwmosmm to benefits will improve the

job prospects for others, and perhaps lead to reduced unemployment for

the ineligible groups, Therefore inflows into the »:mmewmwm

unemployment pool, and duration in the pool, may fall with increased
benefit payments.

) It would be of interest to test this improved job oppor tunity

proposition anmmnnp<. However, inflow and completed duration measures

ABS UNEMPLOYMENT : ELIGIBLE UNEMPLOYED EQUATIONS {(a)

Table 5:

DW

B/E-1

1.50

- -7.33 0.97
0.09 0.07 -1.44 0.04 7.
“{0.80) {(~2.50) (~0.57) (-8.}2)

{1.00)

-0.16 -0.04
(-2.28)

{-1.65)

Male

< 20

1.53

-0.13 -0.17 -0.11 ~4.19 0.96
{~0.25) (-1.09) (-4.49)

(-1.40)

-~0.59 0.11 0.38
(0.68) (2.20)

(-3.73)

Male

> 20

1.25

0.12  -0.07 0.36 -0.04 0.96
(~0.81) (0.74)  (-0.23)

(1.25)

-0.01
(-0.27)

-0.30
(~2.64)

Female

-2.59
(=5.77)

20

~0.66 0.95
(-1.08)

0.89 0.08
(1.59) (0.50)

-0.25
(-2.37)

0.60
(2.66)

-0.35
(-1.61)

-0.61
(-2.74)

Female
> 20

Depeﬁdent variable is the eligible unemployment rate.

23.

(a)

Independent variables defined in Table 1.
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for the ineligible groups are not available. Instead we look .at the
stock - the combined effect of inflows and duration. The stocks of
unemployment for the ineligible groups are often very small, especially
for juniors, where for the first :wwm,om the data vmnwwm the estimated
numbers are less than 4000 and therefore wOn published by the ABS.
Consequently we regress the stock of total unemployment on the same set
of variables as used in the benefit recipient equations and derive

»amwmmmcmsw<M0cnmonnwmmzmwmmvam.mno=vm.armmmnmmcwnmwnmmros:ws
Table 6. ’

The estimated equations fit the data well. For adults, total
unemployment exhibits a significant positive relationship with benefit
payments at the 5 per cent level, mmn adult males the estimated benefit
elasticity of total unemployment is similar to the benefit elasticity of
eligible unemployment. This probably arises because the ineligible
group is so small. For adult females:the benefit elasticity of total
unemployment is half the elasticity of eligible unemployment, suggesting
that ineligible unemployment does :on:nmwbo:m to benefits. For u::MOnm.
m:m unemployment benefit coefficients for total unemployment are
statistically M:mwm:wm»nm=n~ as they were for the eligible group. This
suggests that for juniors all the response to benpefits. takes place
within the unemployment pool and within the group of eligible

unemployed. (14) All the c:mawwowsmnﬂ,cmsmmmn elasticities are presented
in Table 7.

4. THE IMPACT OF BENEFIT PAYMENTS ON THE LEVEL AND COMPOSITION
OF UNEMPLOYMENT

We are now in a position to combine our results and use the
elasticities of Table 7. The effect of benefit payments on the level of
total unemployment is illustrated by omwocPthao the level of '

unemployment that would have occurred if benefit payments relative to

(14) This result does not accord with Gregory and Duncan (1979) who have
suggested that the number of unemployed juniors may increase as
benefits increase. However, their results were based on
participation rates and a different data period.

Table 6:

TOTAL ABS‘UNEMPIDYMENT EQUATIONS (a)

DW

ER RwW MM

B/E-1

1.41

0.97

=5.33
£~6.05)

~0.04

(-0.44)

~0.87
{~1.54)

0.07
(0.85)

0.06

(0.72)

-0.06
(-3.12)

-0.19
(-1.99)

Male
<20

-4.20
(-4.90)

-0.10
(-1.06)

1.63

0.96

-0.15
(-0.23)

~-0.15

(-1.85)

0.37
(2.28)

-0.47 0.02
{0.24)

(-3.22)

Male
220

1.38

-0.05 -0.11 0.81 -0.11 -2.54 0.98
(-1.59) (2.30) (-0.98) (~7.76)

(~0.68)

-0.01
(~0.70)

-0.20
(-2.42)

Female
<20

-0.27 0.48 0.05 -0.81 0.95
(1.54) (0.63) {-2.38)

(-4.67)

0.29
(2.35)

-0.12
(-0.99) .

~0.31

(-2.55)

Female
220

25,

Dependent variable is the total ABS unemployment rate.

(d)

Independent variables defined in Table 1.
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Table 7: UNEMPLOYMENT RESPONSE TO THE BENEFIT-TO~EARNINGS RATIO

Benefit Recipient

Elasticities CES inflows Eligible Total
elasticity stock stock
Inflows Duration Stock elasticity elasticity

Male . Male .
<21 0.23#%% 0.14 0.37 0.09 < 20 ~0.09 0.06
Male Male
> 21 0.74% 0.67* 1.41% 0.07 220 0.38* 0.37*
Female Female
<21 0.28* 0.27% 0.55* -0.02 <20 0.12 ~0.05
Female Female
2 21 0.74* 0.63* 1.37* 0.002 2 20 0.60% 0.29%

* Statistically significant at the 5 per cent level.
** . Statistically significant at the 10 per cent level.

earnings had not increased over the 1970s,

relative to earnings had not changed over the 1970s, then in May. 19

unemployment would have been 14 per cent lower than it actually was
(Figure 3{a)).

We can perform a similar exercise for unemployment benefit

recipients (Figure 3(b)). It appears that the vm:mmw0wmn< mnOnw would
have been about half its actual size over the latter part of the decade

if benefit payments relative to earnings had not risen.

This is then compared to
actual total unemployment.{1l5) We calculate that if benefit payments

78

It is obvious from a comparison of Figures 3(a) and 3(b) that the

largest effect of unemployment benefits is on the stock of benefit

(15) ‘The tentative nature of our results must be kept in mind at all

times.” The numbers calculated below are to be interpreted as

indicative of broad movements only of the effects of benefits on
unemployment. All variables except the benefit to earnings ratio
are assumed to follow their historical path, with no interactions.

EFFECTS OF INCREASES IN BENEFITS-OVER THE 1970s

Figure 3
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recipients. The primary influence of changes in benefit payments
therefore is on flows within the unemployment pool rather than flows. in
and out of total unemployment.

The results of the two simulations are combined in Figure 3(c). At
‘August 1978, 72 per cent of the unemployed were receiving benefit
payments. If benefit payments relative to earnings had not risen over
the decade then 40 per cent of the c:m!uwowmm would have been on
benefits. (16)

In conclusion, it appears to us that the broad ocutline of our story
as summarised in Figure 3 is probably correct -~ the main changes in
response to benefit payments occur within the total unemployment pool.

However, it is obvious from a close examination of the regressions that
there is a great deal of further work required to understand better the
flows through the unemployment pool and there are many reasons why the

actual estimates provided in the paper should be regarded as a first

step. We make two points to emphasise nwwm.

First, regressions describe historical experience and do not
necessarily describe the response to future variations. High
unemployment, long durations and large numbers taking up benefits may
change social mnnﬁn:amm.nozmnmm unemployment benefits and hence change
the nmwmnwosmswwm. Future changes in benefit payments may not have the
same effect as in the past.

(16) In our earlier work we regressed the proportion of the unemployed
receiving benefits on the benefit to earnings ratio and expected
duration of benefit receipt. This type of analysis gives similar
results, The following are typical regressions:

B/E . D R2 , D.W.

males 0.028 '0.027 0.88 1.96
(6.06) (4.82)

females 0.017 0.009 0.86 1.79

(8.67) (3.38)

29.
Second, ‘the large changes in unemployment benefits and in the
opertion.of- the unemployed receiving.benefits-occurred during the

1972-75 vmnwom when so many other significant and unusual changes were

occurring in the Australian economy. Under such circumstances we cannot
feel fully confident that:all the possible:influences on unemployment
are sorted out. zzwn»noprnmnnwnw in its broadest sense will always

remain a problem. for time series analysis of this period.
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