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The assigned‘title for this paper is an‘excellenf e#ample in support of the'
principle that hindsight is better than foresight. Ihitially, I agreed té
the title, but the longer I studied the subject the less comforgable I
became with it. "Will Public Service Jobs Cure Unemployment?"seems to imply
one of two queétions. It may raise fhe question ﬁhether public service jobs
are capable of curing unemployment, and this is an issue'ébout which I have
somethiqg to séy. It may also be asking for a prediction whether public
service jobs will, in fact,‘be used to cure unemployment. On this issue; I

regret to report that my crystal ball is very cloudy.

More broadly, though, it seems to me the issue might be posed, '"Should Public
Service Jobs Be Used To Cure Unemployment?" This issue embraces the question
of whether these‘jbbs are capable of curing unemployment, but allows a number

of other considerations, as well. And it is to the economics of this question

i

-that I propose to address this paper.

. N S . .
Back in 1959, Richard Musgrave provided a framework which I believe is useful
' P

-

for analyzing issues of this kind (Ch. 1). Musgréve suggests that the public

sector can profitably be analyzed as consisting of three branches: an Allocation

. * The opinions expressed are those of the author, and not necessarily those of
the Economic Research Service or the U.S. Department of Agricultﬁre. For
presentation at the Annual Meeting of the American Agricultural Economics
Association, Columbus, Ohio, August 12, 1975. :
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]Bfanch; a Distribution Branch, and a Stabilization Branch. The Allocation
Branch is concerned with the allocationfnf resources among competing ends.
It has a balanced budget, and it operates in pursuit of economic efficiency,
in a Pareto'0ptinization sense. - The Distribution Brancn is concerned with
the interpersonal distribution of income. It, too, operates on a balanced
budget but its concerns. are with equity questions in the distribution of »
incoma.‘ Finally, tne Stabilization Branch is concarned with stabilizing the
economy. It doeé not operate under a budget balancing constraint. I beiievé
that these three categories provide a useful franework for analysis of’publin

service job programs.

_Befbre proceeding any furthef, we also should consider vhat we understand
"public service employment" to be. Governments have employed citizens for
Seﬁefal millennia. But our subject here is clearly a more restricted set.

I believe it to be paople who for some reason cannot find jobsiin the private
sector, at least at the then-current stage of the business cycle. For purposes
of analysis, we also need a standard of comparison. I take this to be the
effects of a systém of income gnarantees financed by the same taxes and.

producing the same income distribution as the proposed public employment.

. Within this framework, the Allocation Branch would, at first sight, appear to
have little interest in public servile employment. If one makes the standard

7/ . ) .
assumptions that through some sort of a voting process people instruct their

. i
governments to provide levels of public services which provide marginal
utilities roughly equal to the marginal utility of their private sefvices,

then there would seem to be no room for public service employment to improve

resource allocation.
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But the case is not that clear. vDifficulties with voting as a proéess for
articulating these kinds of choices havé been recognized at least since

Arrow first pointed out his voting paradox in 1951. Economists of the
Galbraith School have argued for some years that there is an institutional
defect in that private goods‘are subject to wide advertising whereas public
goods typically are not, and that if there were equality in sales promotioﬁ _
there Would'be a different mix, involving more publicly prbduced goods. And
there is, of course, the public choice schoél which argues in part that
decisionmaking in large governﬁental units leaves manyAcitizens with more or
less public goods than they really want, and suggests that there are‘alterna—

tive structures which will come closer to satisfying everyone.

More generally, the assumptions involved to insure that a condition of competi-
tive equilibrium is also one of Pareto optimality - that Adam Smith's invisible
hand really allocates best - are very restrictive (Koopmans, Ch. 1). It is
most-unlikely that they will be fqlfiiled in any modern économy. And if they
are not, Eheﬁ it is.entirelggpossible that thére is a better allocation of
fesources in the sense that it will make ét least one person better off while
leaving no one else worse off. But I see no clear grouﬁds on which to argue
that this allocation of resources would involve greater employment by the

public. Hence, I believe we should pass on to the second broad category of |

activities which might justify’greater public service employment, the

Distribution Branch. i

' The Distribution Branch is concerned with alterations in the personal dis-
tribution of income. Hence, we are here discussing the use of public employ-

‘ment to combat unemployment and poverty that is not related to the business

. ‘3'



' eycie; but rather to some sort‘of stfuetgfal'problems; There are severel
"ways in which tﬁese;typee.of problems ceo arise. One that we'heaf~abOUt
'»ewithvsome frequency is the soacalled "culture of‘poverty" Essentially the |
'argument 1s that we have individuals and groups in our society who have lived
~in poverty and on welfare for so‘long,that they like 1t»thatvway and are‘
unwilling to ﬁake the kinds of sacrifieeslthat are neceseary in order to‘gef-
Aand:holdAa job in our society. The issue Ofihow widespread'this culture of
povertyvmay be»is too bfoad to treat adequately in this paoer. " However,
“there is evidence‘to-suggest tﬁat_if it exists at all,it is not so Widespreao

as many ﬁould'believe.

A groﬁp ofrstudies in rural areas of Arkansas recently triedvto iook specifically
'et the iseue of whether a culture of poverty was a major deterrent to opward
bjob mobilify among the economically depriﬁed. I think it is worth quoting some -
of their conclﬁsions: "Cerfainly, there are iodividoals and families invthe

',,studf areas for whom the 'culture of poverty' is an accurate description.
-bData from these studies mere}y indicate that the number of individuals for

. whom thevpoverty culture description is accurate orobably has been o&er—

o emphasized.; Littie evidenée was found in these etudies-to suggest that the
'culture of poverty is a dominant mode of thought among the poor, or that it
can safely be used as a basis for generallzatlon." (Grinstead, Green and
 vRedfern, page 12). Other factors; including’health problems and tran3portation

problems were found go’Be significant deterrents to increased employment among

the rural poor. -

A second broad category are those individuals who lack skills which are in

'demandlin the present-day economy and who are not likely to be able to quuire
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those skills. Some of these individualsjare disabled or are too old to work.
'Clearly, a public employment program-can be at beet a very.limited valﬁe'for
”such people.z Beyond establishing sheltered workshops - a controversial

| subJect in itself - there is- little that publlc employment programs can do
for these ind1v1duals‘whose basic problem is their physical inability to

hold gainful employment.

Therelisia group, however, whoimight be serred by public employmentlprograms.
These‘are‘people whO'are,physically able to work;.but do not possess skills
which areiin demand in’their labor market. Some'of these people might be
helpedvto relocate. Others, however, will need retraining. As a‘part,of :
’,that‘retraining process,vpnblic employment may have a‘significantvrole. s
lntegrated with olaseroom inetrnction, it may:provide an excellent opportunity
for‘on the job training in certain areas. iAlso, it will help to overeome the
difficulty whieh'presently underemployed people have»in entering training,b
that they‘must support themselves in the process._ Thirty percent of the
respondente in the Arkansas ;tudy_indicated that‘they‘had not participated ig'.
job,training programs beeausevthey Werevunable to quit work to enter training
(Grinstead _Green and Redfern, page 24) It shonld be noted, however, that
thlS last problem can be overcome equally as well by an income supplement
program. It seems to me our conclusmon on this p01nt is that there may be a
11mited role for public employmént, pr1nc1pally as a source of on-the—Job

vtralning, but retraining programs do not appear to be llkely to justify maJor

pﬁblic employment programs.;

The question remains, howeVer, of what to do with thoée physically able

~individuals who lack necessary skills and who for some reason or\other can't



;pe‘equipped with neu marketable skllls. ‘Chief»among theseimay bedtne

ﬁ1ndiv1duals who are far enough along 1njthe1r working careers that they will
“find it very difficult to Lhange to a new way of 11fe. For these 1nd1v1duals;«
- publrc employment could.be,v1suallzed'as a long-term alternative to income'__
: supplement programs or welfare. Furthermore; it has an appeal to the average
voter. 'He thinks he is getting‘something‘for his expenditures. Income |
supplements on the other hand, may be viewed simply as a "dole" to people

'y he doesn t understand and has no real de51re to understand.

‘But these conelusions'need to*tedvieuedywith considerable caution. Aspa
practical matter, a public enploymentvprogram may haye‘to-inCIude.many ,:
_individuals who otherwise would be employed privately. Further, the real
"'administrative'costs of.the publle'employment progran may oe greater than
‘those-of an income supplement program of‘similar size. If so, then'society ‘
may not realize a net gain from public employment of these workers, either.
Clearly, soc1ety is' more 11ke1y to gain from public employment programs if
Ti_current publlc employment already makes use of substantial numbers of
1nd1v1duals with a comparatlvely low level of SklllS that are represented
- in the group of disadvantaged we are talking about. employing.  If new tasks
‘must‘be made to imply this unskilled'labor, their productivity‘seeus more
duestionabler Ideally, at this point I would introduce for‘youva series of
statistlcs on the skill levels of public employees. Unfortunately, I have
not been able to find such statistics.: The observat1ons of twenty years of‘
contlnuous State and Federal employment however, cause me to suspect that
the distribution of sklll‘levels among Government employees is.not much

different from that of the private sector, and that governments‘find it about
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as difficult to design pfoductive employment for unskilled workers as does

‘modern industry.

: Compared with some sort of an income supplement program for redressing in-
equities in the income distribution, then, public employment seems to have a -

'fairly limited role. It probably is'not a ﬁseful tool for individuals with-

~ out employable skills. It may bé a usefulvtool as an adjunct to a retraining
program to provide néw skills for otherwise émployable people. ' Its usefulness
for individuals who are basically employable but who lack skills currently |
demanded in the market place and are not likely to be able to absorb those
skills, seems ﬁore questionable. Pﬁblic employmént ﬁay have a limited role
~in this area, but income supplements seem likely to be a more efficient

solution in the majority of instances.

Finally, we come to the third broad category of reaséns ﬁhy Govefnment might
‘éngage in‘public service~employmenp, those embréced in Musgrave's Stabilization
._Branch. Pbr those of us Whéywére in graduate school in the 1950's, there was
little question but what the answer to the title of my paper was "Yes." This
was simply;a particular form‘of increased government expenditure, and we allv

v knéw that y=c+i+gf We might disquss tée advantages of this form of fiscal
policy comparéd with dthers, and congemn the "leaf raking" school of bublic
relief; But the possibility fhat'public employment might be ineffective as

- an anticyclical meast;'never really occurred to us. Milton Friedman was a

solitary voice.

As T understand the current thinking in the economics profession, we are not
nearly so confident that we know everything - or nearly everything - that it

is important to know about cures for inflation and recession as were some

7
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'ﬁears ggo. In parti@ular, while most ecdhomistsuprbbably will not éccept:
the éxtréme position that lez_money'matters, I'think most of us will agree
that money matters. It makes a difference howvthe public eﬁployment is financed.
By that I mean not only that the effects differ whether_it is‘financed,thrbugh
increased taxes or whether it is financed through aﬁ increased'deficif, but -
that the way in Which’ﬁhe Government financés the deficit, and the wéy in
which finanqial mafkefs react td that finéncing is of considerable importénce.
‘Advocateé of;the "crowding out" phenomgnon apparently are trying to tell us
that it is possiblé for deficit fiﬁancing of a public employment pfogram to

' so intérfefe‘wi;h private investment that the program creates as mu¢h unémp1oy—>v

ment as it resolves, and becomes self-defeating.

‘The majority of our préfeésion, however, probably is not wiiling to go that

far in cdndemning the usefulness of fiscal policy. If we admit to the useful-
' neés éf'fiscal polic&, then the lbgical next questionjis the proper role‘Qf
publiéAemg;oyment as dneleleyent.in that fiscal policy. After all, there are
.numer§ué other tools availabié.. To fight a recession, we can reduce taxes,
we éaniincrease transfervpéyments, or we can engagé‘in other form#'ovaovernment
spending.'(Furthermofe, of course, oné can discuss which taxes to reduce, and in
'~whét ways, etc.) | ‘ “ | | |
Thevaanntages‘and disédvantages of changes in taxes and transfers; comparedv
with changes in Goﬁerﬂﬁenf‘resoﬁrces-using expenditures, are beyond my time
1iﬁits in this paper.v HoweVer,'it may be of sqﬁe value to consider briefly

some of thevpros-and'cons of publié employment versus other forms of government

resource-using expenditure. If the purpose is to increase incomes of the
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disadvantaged, direct government hire maf be more cost-effective than, for
~example, purchases of goods and services from private business. There is
less leakage into profits, into additional wages and salaries to individuals

who are already employed, and into similar placés.

On ﬁhe other hand, public employment has‘ceftain disadvantages. As compared'
with purchases from private business, it may be harder to étart and stop.
Starting it up means creating a new organizational structure to operate it,
whereas private business élready has that structure. (Parenthetically,
preserving thgt'private business structure may be an advantage of direct
purchases in itself. It may help,té facilitate»léter recovery.) Once a |
_publicvpayrollvis set up, a variety éf forces come iﬁto play which make it

difficult to reduce that payroll.

There‘may, of course, be a limited set of GOvernmentvexpénditures on which
 timihg is not urgent. A éommunity may need a new post office, but this may

be an expénditure which couié be made, for example, any time in the next 5 to
10 years. Such expenditures might well be handled on a counter-cyclical basis,
énd there may be some of theﬁ,that can most practically be done directly by
 Government rather than thfough cqntracé with private industry. vBuf this
appears likeiy to Be é.fairly restrigted set. In sum,the logical insfances
for public employment as a stabilization measure - shoft of a long, dréwn out

depression like that é}'the 30's - seem to me to be limited.

rd

Note that there are two sets of factors which I have said very little about
in this discussion, the social -and the political. From a social viewpoint,

public employment may have important advantages over income transfers, in



§
the sense that it may seem less like a doie and ‘therefore be less degrading
to its recipients. There apparently yet remain sizable numbers of Americans

whose pride will not permit them to accept "welfare."

There may also be some other social reasons for public service employment

| programs. For example, the unemployment rates among youth, and particularlj
émong black youth are disquieting. It may well be that public service employmenf
programs aimed at groups 1ike this would be mbre effective than income supplement
‘programs in not only providing them with an income but giving thém én opportuhity
to complete the process of maturing into fuily productive workers and meanwhile
keeping them "oﬁf of trouble." The continuing éosts to society of drug addiction,
‘crime and other problems which are likely to accompany idleness, might easily

outweigh the marginal costs of administering a public employment program.

~-From a political viewpoint, public employment programs may be easier to enact

than income supplement programs. Hence, the practical choice in some circum- -
N A Y

' stances may be between helping people through public employment or not helping °
them at all. Under these circumstances, many of the observations I have made

are clearly -inapplicable.

<

To summarize, it seems to me that the case for a major expansion of our program of
. ” .

- public service employment is, at best, uneasy.  On resource allocation grounds,
. > .

\.: while there is room for argument it is difficult to make a clear case. On income

d

distribution grounds, there are some specialized instances in which public
service employment may be superior, but in general it seems to me the decision

must go to income supplements. On economic stabilization grounds, there also

10 )




are instances in which public service éﬁploymént would have potential
advantages. but other measures seem to‘be indicated in a large proportion

of cases. However, in the instance of some»speéific gréups, such as youth,
the case for pﬁblic service employment may be much easier to support; Indeed,
I éuspect that if we eventually decide to institute a broad scale program of
public servicé empioyment, rather than an income supplement program, the

prevailing arguments will have been social, rather than economic.
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