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EXECUTIVE SUMMARY

As the Australian economy normalises in the wake of the turmoil of 2020 and 2021, our
attention is shifting to the headwinds that constrained growth in living standards before the
pandemic. The Jobs and Skills Summit must confront these headwinds and identify a policy
mix that can better harness Australia’s talent to foster broad-based wage growth in the post-
pandemic world.

After twenty years of declining educational standards, as well as recent disruptions to
migration flows, Summit discussions will rightly emphasise the importance of growing our
supply of workforce skills. But reforms to education policy can take a long time to reap
benefits and there is no guarantee that changes to migration policy can rapidly return
Australia to pre-pandemic rates of immigration.

Summit  discussions  should
therefore focus not only on
growing our stock of workforce
talent, but on allocating our
existing talent more efficiently.
Our future prosperity depends as
much on getting the right skills
to the right workers, and the
right workers to the right firms,
as it does on our country’s total
supply of skills. Doing so requires
a policy environment that fosters
the emergence of productive
firms to create economic value,
and then supports and
incentivises workers to
effectively match with the right
jobs, so that this value can be
harvested. This means a focus on
policies that can:

¢ Reduce frictions in product markets, such as impediments to firm entry and competition,
to allow productive firms to thrive and create quality job opportunities.

e Reduce frictions in labour markets so that workers can better capitalise on job
opportunities, poorly matched workers can find the right jobs, and the unemployed have
the necessary support to find high-quality job matches.

These policy priorities are supported by a detailed analysis of microdata underlying
Australian labour and product markets, which we summarise through five facts that Summit
participants should have at the front of their minds.
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FIVE FACTS FOR THE SUMMIT

Fact 1 Household income growth and firm productivity growth have slowed

Fact 2 Market dynamism has declined and remains low

Wages are becoming decoupled from firm performance

Fact 4  Dynamic markets benefit most workers

With dynamic markets comes costs of job displacement

Fact 1 is a reminder of the slowdown in both household income growth and firm
productivity growth that we have seen in the Australian economy over the past decade.

Fact 2 is a series of indicators that together suggest this slowdown is partly due to rising
barriers to the emergence of productive firms and the efficient matching of workers to these
firms. Firms are entering and exiting less frequently; firms are older than in the past; labour
and product markets are more concentrated; market leaders are more likely to remain
leaders; and fewer workers are switching jobs. Together, these trends are known as
‘declining market dynamism' and encompass the various ways that entrepreneurs and
workers have become less likely to experiment, such as by starting high-growth firms and
moving to better matched and higher paying jobs. Declining dynamism can lead to a greater
share of economic opportunities and wealth being concentrated among market leaders,
with adverse consequences for productivity growth.

Fact 3 is a decoupling of Australian workers’ wages from the performance of the firms they
work for. The share of productivity gains that are passed through to workers has declined by
25 per cent over the past 15 years, with the largest declines in retail trade, accommodation,
and food services.
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Fact 4 emphasises that workers benefit when labour and product markets are dynamic. We
show that productivity and wages have decoupled the most in sectors where firms have
aged the most and job churning has declined. With fewer new firms and new jobs around,
incumbent employers can make less attractive wage offers to retain their staff. And when
workers switch to jobs that are a better match for their skills, they experience large
earnings gains and a boost to their mental health.

Fact 5 cautions that although market dynamism is in the interests of workers, taking
advantage of dynamic markets often entails periods of job displacement and uncertainty.
This can involve significant costs for households - in terms of forgone earnings,
consumption, and mental health. For workers that are most at risk of job displacement, the
most important outside option is unemployment benefits, whose value has fallen relative to
wages over the last three decades. Low unemployment benefits can discourage these
vulnerable workers - typically the young and those in casual or part-time jobs in hospitality
and retail trade - from initiating transitions to jobs that better use their skills.

Erecting barriers to economic change is not the solution. Rigidities in labour markets
exacerbate wage stagnation and prohibit young Australians from best using their

talents. Instead, policy should carefully manage the costs of job displacement. This
will ultimately improve wage growth and enhance the political feasibility of reforms
that foster market dynamism.

Our analysis raises two questions for policymakers:

What reforms to product and labour markets are necessary to restore Australia’s
lost economic dynamism?

Is our social safety net fit to incentivise workers to move to better job

opportunities and insure workers when they are displaced from jobs?

A Jobs and Skills Summit that tackles these questions - in addition to the usual skills agenda
- could clear the path to broad-based prosperity via higher productivity and wage growth.
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INTRODUCTION

The Australian labour market has recovered from the shock of the COVID-19 pandemic and
today the share of people who are out of work is close to a record low. But structural
problems persist in the economy. Despite the strong labour market, real household income
growth remains weak, on the back of a decade in which real household incomes grew at
their slowest rate in at least half a century. There are few signs that we will see a strong and
sustained rebound in productivity or income growth in the post-pandemic world.

The Jobs and Skills Summit is focussed on identifying policies to sustainably boost
productivity and incomes while keeping the economy close to full employment. To find
policy avenues that can achieve this, we need to dig beneath the aggregate statistics. We
need to identify the underlying microeconomic drivers of the macroeconomic weakness in
incomes and productivity by studying the behaviour of individual firms and workers.

In this report, we summarize new and lesser-known details of labour productivity, wages
and wellbeing in Australia using integrated microeconomic data on individual firms and
workers. Our analysis is organized around five facts that together emphasise the importance
of a dimension of labour market policy that is too often overlooked: ensuring a policy
environment that enables and supports the allocation of skills and talent in the economy to
where workers are most productive.

A policy
environment that
promotes worker

mobility...

...supports
productivity and

...and allocates
talent to
productive firms

wages growth
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FIVE FACTS FOR THE JOBS AND SKILLS SUMMIT

FACT 1: HOUSEHOLD INCOME GROWTH AND FIRM PRODUCTIVITY GROWTH HAVE
SLOWED

The past decade has seen the slowest growth in both real household income and labour
productivity for at least half a century (Figure 1.1A). The slowdown has been broad-based
across households. Households of all ages, incomes and family types have seen slower
income growth and real incomes for the youngest households (aged 15-24 years) have fallen
in the past decade (Figure 1.1B).

Figure 1.1 Income growth has declined across all households, and has been particularly weak for young

households
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At the same time, labour productivity has continued to expand, but at a much lower rate
than in previous decades (Figure 1.2). From the mid-1990s to the mid-2000's, labour
productivity growth grew faster than 2%, due in part to structural reforms that enhanced
dynamism and enabled the rapid diffusion of information and communication technologies.
But since the mid-2000s, productivity growth has slowed, and in the years leading up to the
pandemic has effectively ground to a halt.
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Figure 1.2 Labour productivity growth has slowed
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In recent decades, aggregate wage growth has slowed by even more than productivity,
implying that the share of total income in the Australian economy going to workers has
fallen. This phenomenon is known as the ‘decline in the labour share’. One interpretation of
a falling labour share is that the relative bargaining power of workers and firms has shifted
in favour of firms. But this is one of many possible explanations, and the aggregate labour
share can be a misleading indicator of bargaining power for a range of practical reasons (see
Box 1). And given the widespread heterogeneity in worker and firm performance, the
aggregate labour share conceals as much as it reveals.

BOX 1:
ON THE LABOUR SHARE OF INCOME

In the long-run, productivity is the main determinant of wages growth. When real wages
and labour productivity grow at the same pace, the share of total income in the
economy going to workers (or ‘the labour share of income’) is constant. However, over
the short-to-medium term, the labour share can change, and wages and productivity can
be decoupled by a range of economic and institutional forces, such as the COVID-19
recession, the terms of trade ‘shock’ and changes in employment protection policies. In
fact, since the start of the 21st century, wages have not kept pace with productivity,
implying that the labour share of income has been declining.
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There has been extensive media discussion about the causes of the decline in the
aggregate labour share of income and whether this implies lower bargaining power of
workers ' In theory, the aggregate labour share is a simple and effective measure of the
extent to which the average worker receives their share of the economic pie, and hence
is a potential measure of worker bargaining power. In practice, however, the aggregate
labour share is a misleading indicator of worker bargaining power for a few reasons.

e The trends in the aggregate labour share are clouded by a range of measurement
challenges, including the treatment of self-employment income and the
measurement of profits in the finance sector "

o The wage-setting process typically occurs at the firm-level so to properly identify
bargaining power we need to go below the aggregate statistics and study how firm
productivity and profits are shared with workers in wages across individual firms and
over time

e A focus on aggregate statistics ignores important distributional considerations, as
some workers will have seen their wages grow in line with productivity while other
workers will have not. For example, the decline in the labour share of income over
the past two decades is fully concentrated among young workers (Figure B1).

Figure B1
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A first glance at the microdata reveals that any decline in the aggregate labour share is
almost entirely accounted for by the more pronounced slowdown in real wage growth for
younger workers (Box 1). Our analysis thus shifts to the micro-level to shed new light on the
connection between firm productivity and worker wage growth as this goes to the heart of
the lived experience of millions of Australians in their workplaces. But we first get under the
hood of the aggregate productivity slowdown and reveal a striking decline in market
dynamism, which sheds key insights into why young Australians have fared so much worse
on the wages front.

i Mizen (2022) provides an overview of the recent media debate.
ii See La Cava (2019) for more details about the trends in the Australian labour share of income. 09
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FACT 2: MARKET DYNAMISM HAS DECLINED AND REMAINS LOW

Lying beneath the slowdown in aggregate productivity since the early 2000s has been a
pervasive decline in the dynamism of labour and product markets. Each of the following
dimensions of market dynamism points to a less dynamic economy.

Fewer firms are entering and exiting the economy, so firms are aging

Firm entry rates declined from 13% in the mid-2000s to 11% in the mid-2010s (Figure 2.1
Panel A), and the employment share of firms younger than three years declined from 11% to
8% over the same period. This pattern is broad-based across industries (Figure 2.1 Panel B).
Younger firms are typically more innovative than older firms and place pressure on
incumbent firms to improve their productivity. The decline in the share of firms that are
entering and exiting indicates that there is less churn among businesses, suggesting that
the force of creative destruction has waned over time.

Figure 2.1 Firm Entry and Exit Rates have Declined
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Australian industries have become more concentrated, and market leaders are more

likely to remain entrenched

Industry concentration, as measured by the share of industry sales of the four largest firms
has nearly doubled over the last two decades (Figure 2.2, Panel A), and is even higher in
Australia than in the United States.

iii The stylised facts in this section combine new insights with updates of the existing Australian literature (e.g.
Andrews and Hansell, 2021; Hambur 2021). 10
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On its own, this may or may not be a policy concern. Higher industry concentration may be
benign if it reflects a reallocation of economic activity to more productive firms, particularly
if fast-growing younger firms displace incumbents to generate churn among market leaders.
But if barriers to entry are allowing less productive incumbent firms to remain entrenched,
and preventing younger, more productive firms from growing, then rising product market
concentration is a key policy concern.

Market leaders, as measured by the 4 largest firms ranked by sales in an industry, have
indeed become more likely to stay in the lead. On average across industries, the probability
of a market leader being displaced from the top has declined by around 7 percentage points
since the mid-2000s (Figure 2.2, Panel B). A market leader in 2006 had about a 61% chance
of remaining among the top 4 firms 3 years later, while this had increased to 66% by 2018.

Figure 2.2 Rising industry concentration and the growing persistence of incumbent market leaders
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Fewer workers are switching jobs and fewer jobs are being created and destroyed

Indicators of labour mobility have also fallen. The probability that the average Australian
worker switches jobs (known as the ‘job-to-job transition rate’) has fallen from 11.3% per
cent in the mid-2000s to 8.5% per cent more recently (Figure 2.3, Panel A). The job-to-job
transition rate increased during the recent labour market recovery but remains well below
the average rates observed prior to 2008. The job churn rate, which captures the combined
extent of job creation and job destruction, has also fallen (Figure 2.3, Panel B).
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Figure 2.3 Labour mobility has declined
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Declining market dynamism can supress aggregate productivity growth

In a well-functioning economy, there is a tight link between productivity and market
dynamism.

If more Australian workers are moving to
jobs that are a better match for their skills,
and more workers are moving from low to
high productivity firms, then aggregate
productivity grows, even if the underlying
levels and distributions of worker skills and
firms productivity remain unchanged. This
force for growth is known as ‘allocative
efficiency.’

But these forces appear to be working in the
opposite direction. Job reallocation rates
have declined and the propensity for labour
to be reallocated to more productive firms
has fallen. As a result, Australian firms are
converging to the global productivity
frontier more slowly than in the past - a
pattern that is more pronounced in
industries where indicators of market
dynamism, such as firm entry rates, have

declined the most. " :

This decline in productivity-enhancing reallocation can account for one-quarter of
Australia’s productivity slowdown.

iv For more details, see Andrews and Hansell (2021), Hambur (2021) and Andrews et al (2022).
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Market dynamism can raise workers’ outside options

Declining dynamism in the product and labour markets are closely linked. Job churn rates
have declined more in those sectors where the share of young firm has seen the largest
declines (Figure 2.4, Panel A). New firms create outside options for workers to change jobs,
placing upward pressure on real wages. The distinction between young and small firms is
particularly important in this regard and often missed: it is young firms, not small firms, that
disproportionately drive net job creation - old, small firms destroy jobs on net. "

Figure 2.4 Dynamism in product and labour markets are linked
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Young workers are particularly affected by the decline in firm entry, as young firms have a
greater concentration of young employees within their staff. Within the population of young
firms in Australia in 2020, 44% of their employees were under the age of 30, compared with
36% for mature firms. Young workers have been further penalised by the decline in job
mobility, given that they are more reliant on job switching to address early career skill
mismatch (see Fact 4). From this perspective, declining dynamism can potentially explain
why young workers have borne the brunt of the slowdown in wages growth.

v See Haltiwanger et al (2013).
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FACT 3: WAGES ARE BECOMING DECOUPLED FROM FIRM PERFORMANCE

The extent to which productivity changes are connected to wage changes at the firm-level
can reflect the relative bargaining power of employers and employees, the degree of
worker-firm insurance, the extent of monopsony power in the labour market, or the
importance of non-wage compensation - such as opportunities for human capital
developmentYi Higher “pass-through’ from changes in firm performance to changes in wages
mean that workers and firm owners share more equally both the benefits of good firm
outcomes, and the costs of bad outcomes.

Figure 3.1: The changing nature of worker bargaining power in Australia
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Firm-level estimates for Australia indicate that productivity and wages are closely linked in
the average workplace. A 1 per cent increase in turnover per worker - a common definition
of labour productivity - is typically associated with a 0.16 per cent increase in wages. This
productivity-wages relationship holds in econometric analysis even after controlling for
industry-wide demand and supply factors that simultaneously affect productivity and wages.

But productivity and wages have become more disconnected over time. The estimated
degree of pass-through from productivity to wages has declined by almost 25% over the
past 15 years (Figure 3.1, Panel A). For example, a 1 per cent increase in turnover per worker
was associated with a 0.19 per cent increase in average wages in the mid-2000s. But the
degree of pass-through to wages fell to 0.14 per cent by 2020. The decline in pass-through
has occurred across all industries but is most striking in the accommodation and food
services industry where the degree of pass-through has declined from 0.31 to 0.20 per cent
(Figure 3.1 Panel B).

vi For example, see the early empirical research of Blanchflower, Oswald and Sanfey (1996) and, more recently, the
studies by Bell, Bukowski and Machin (2019) and Lamadon, Mogstad and Setzler (2022).
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The broad-based decline in productivity pass-through may indicate a fall in worker
bargaining power. Supporting this interpretation, the decline in pass-through of productivity
and profits to wages has been more pronounced in sectors where market dynamism - and,
by extension, worker outside options - have fallen more, as we discuss below (Fact 4).

FACT 4: DYNAMIC MARKETS BENEFIT MOST WORKERS

A range of empirical evidence suggests that higher rates of new firm creation and

labour mobility are in the interests of workers, partly by raising their outside options.

‘| Industries that have seen relatively large declines in new firm creation are those in
which the pass-through of productivity to wages has fallen by more (Figure 4.1A).
[1] If there are fewer new firms entering the market, this can decrease the outside
options for workers and therefore incumbent employers can make less attractive
wage offers to retain staff.

Figure 4.1: Productivity pass-through and market dynamism
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The relationship between market dynamism and indicators of worker bargaining
power are correlations, but they are consistent with the idea that policy reforms
that increase market dynamism can potentially lift productivity and worker
bargaining power. This is significant given the potential for powerful forces, such as
technology, globalisation and lobbying, to drive a wedge between the twin
objectives of higher productivity and what society perceives to be a fair pass-
through of productivity to wages.

[1]This result is robust to a range of market dynamism measures we outline in Fact 2, including the young firm
employment share, excess job reallocation rate, market concentration and average firm-level mark-up, and results 15
are robust to controlling for the influence of industry-level shocks and globalisation.
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2 Workers that switch jobs experience large wage increases, particularly those
switching to jobs that are better matched to their skills. It is not surprising that job
switchers experience faster wage growth than job stayers given that workers
typically switch jobs for a pay rise (Figure 4.2, Panel A).

These pay increases can arise from being better matched to the new job, with
larger pay increases for workers that transition from mismatched to matched roles
(+8%) compared to workers that switch jobs and remain well matched (+5%). But
there is also an indirect effect: when workers have more outside options,
employers need to issue more attractive offers to retain them, which implies that
worker bargaining power can increase in more fluid labour markets.

The gain to mental health from switching to a better matched job is equivalent

to getting married

The pay rise from switching jobs is particularly important to young workers given
their greater need to sort into well-matched jobs in their early career stages.
Crucially, young workers from disadvantaged backgrounds tend to experience
larger wage gains from switching jobs than those that are not disadvantaged. This
may be because workers from disadvantaged backgrounds lack the networks to
place them in lucrative and well-matched roles from the outset.

Figure 4.2 Benefits of job mobility
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3 Third, switching jobs can be associated with significant increases in mental health.
For instance, switching from a poorly matched job to a well-matched job is
associated with a boost to reported mental health that is equivalent to the effect
of getting married (Figure 4.2, Panel B).
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FACT 5: WITH DYNAMIC MARKETS COME COSTS OF JOB DISPLACEMENT

More dynamic markets entail costs that need to be carefully managed by policymakers.
Increased rates of firm entry and exit are typically associated with higher rates of job
displacement with potentially serious consequences for affected workers. Job loss due to
firm exit is politically salient since it is typically viewed as an ‘exogenous’ event that is not
due to the actions of workers. For every worker who is involuntarily displaced, many more
may fear a similar fate, which may create resistance to dynamism-enhancing reforms. Two
key policy questions are: What happens to workers who experience job displacement? And who
is most at risk of job displacement?

There is extensive evidence to suggest that job displacement entails significant costs in

terms of household incomes, spending and wellbeing.

Workers who lose a job typically experience large and persistent earnings losses - real
earnings are around one-third lower in the year of job loss, and it can take several years to
recover the lost earnings.VII

Banking transactions data also indicate that spending drops by at least 10 per cent when
workers lose their jobs (Figure 5.1 Panel A). This decrease in spending is even larger for
people who transition onto income support. Notably, the cost of job loss — as measured by
the drop in spending - was smaller when unemployment benefits were raised through the
JobSeeker supplement during the COVID-19 pandemic. This suggests that the income
support system is important in managing the cost of job loss.

Figure 5.1 Costs of job displacement

A Change in Spending after Job Displacement B Effect of Job Displacement on Mental Health
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Job displacement is also associated with significant adverse effects on the mental health of
the affected workers according to information from longitudinal studies (Figure 5.1, Panel
B). The size of the decline in reported mental health is equivalent to that of someone who
sustains a serious injury or illness. This decline in mental health can occur because of stress,
reduced self-esteem or the stigma associated with being jobless.

vii See Lancaster (2021) and La Cava and Penrose (2021) for more information on the financial costs of job loss. 17
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Of course, some workers are more at risk of losing their jobs and the costs of shifting to a
more dynamic economy will likely affect these workers more than others. The workers that
are more at risk of losing their jobs, and hence more exposed to the cost of job loss, are
typically young and working in casual or part-time jobs in industries such as hospitality and
retail trade. The labour market fortunes of young vulnerable workers is discussed in more
detail in Box 2.

The costs of job displacement on earnings and mental health need to be

managed by policy

The ability of vulnerable workers to insure themselves against the risk of job displacement
has been hampered by stagnant real incomes. As highlighted earlier, the average worker has
experienced weak real income growth for the past decade. But these vulnerable workers
have experienced next to no real income growth for the better part of two decades (Figure
5.2, Panel A). The relative weakness in incomes for vulnerable workers reflects stagnant real
wages and unemployment benefits, with unemployment benefits representing the outside
option for many of these workers. The value of unemployment benefits has fallen
significantly relative to average earnings, potentially discouraging these workers from
initiating transitions to better matched jobs (Figure 5.2 Panel B).'X

Figure 5.2 Stagnant real incomes for workers that are most vulnerable to job loss
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Taken together, these facts suggest that the ability of the income support system to insure
vulnerable workers against the risks of job displacement has declined. Reforms to the
income support system are therefore a potentially important area of policy consideration.
Such reforms will help in managing the costs of the transition to a more dynamic post-
pandemic economy, ultimately supporting higher incomes, productivity and broad-based
prosperity in Australia.

viii Job displacement risk is estimated from a logistic regression model on workers in the Household Income and
Labour Dynamics in Australia (HILDA) Survey over the period from 2001 to 2020. The model includes observable
characteristics such as: age, gender, educational attainment, prior industry of employment, prior occupation, nature

of contract work when employed (e.g. part-time or casual) and local economic conditions. 18
ix The current state of the youth labour market is discussed in more detail in e61 (2022).
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BOX 2:
THE RISING SHARE OF DISENGAGED YOUNG AUSTRALIANS

There are signs that the COVID-19 recession will leave long-term scarring effects on
young Australians that are not in employment, education or training (NEET) (e61 2022).
The share of young people that are disengaged from work and study surged during the
COVID-19 recession and has remained elevated despite the subsequent strong labour
market recovery, particularly men aged between 20 and 24 years (Figure A). Further
investigation into the drivers of this trend suggests that education and skill related
constraints are the greatest barriers to engagement.

A Not in Employment, Education or Training B Disengaged Youth by Major City and Regional Area
Share of population; 12-month moving average Share of population aged 20-24 by location and gender
15-19 years 20-24 years Female Male

)

% o5l 1| % % | e8] 1] %
20.0 \/\/‘N 20,0 20.0 | 20.0
!

l\f”‘\
10.0 T Sy o 10.0 10.0 10.0
.\-v-.-"-

——\_,/-\/\—"’“\/\/“/\’

L 1980 2000 2010 2020 1980 2000 2010 2020 e 0'02005 2010 2015 20202005 2010 2015 20200'0
Year Year
Gender I Femaie 1 wale Area I wajorca Regional
* 12-month moving average of aggregate NEET rates by gender * Reguonal includes inner and Outer Regional Remoteness Aseas
Source: ABS, e81 Source: e, HILDA Survey Release 200

Econometric analysis suggests that key risk factors for youth disengagement include:
e Having a disability of long-term health condition

Being from a disadvantaged background

Not finishing school

Having parents with relatively little formal education

Living in a regional area

The share of disengaged youth with a disability has risen. In fact, health concerns and
disability constraints are now the most cited reasons for disengagement, ahead of skill
and education constraints, market barriers and homemaking duties. This trend is also
associated with a significant deterioration in mental health among young adults. Indeed,
the disengaged youth population reported much weaker mental health than their
engaged peers and have experienced higher rates of depression and anxiety during the
COVID-19 pandemic.

Disengaged youth are also becoming more concentrated in regional areas. Specifically,
there is evidence of a persistent (and growing) gap between the share of disengaged
youth in regional Australia relative to the major cities (Panel B). Further analysis points
to regional Queensland, the Northern Territory Outback and parts of regional Victoria as
having the highest rates of disengaged youth with close to one-third of young people
out of both work and study in these regions. This points to a pressing need for policy to
address employment and education opportunities for young people, particularly those
living in regional areas and from disadvantaged backgrounds.
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DIRECTIONS FOR POLICY

The evidence described in this report suggests that The Jobs and Skills Summit should

consider a range of policy areas and create reform packages that exploit policy
complementarities and synergies.

Clearly, Summit discussions need to tackle head-on declining educational standards and
large shortfalls in immigration. But given these headwinds, policymakers should be
particularly concerned with allocating the existing stock of talent more efficiently. A lack of
policy action on this front will diminish the “bang for the buck” of human-capital
augmenting policies via persistent skill mismatches.

Summit deliberations should explore the role of policies that reduce frictions in product and
labour markets - principally impediments to firm entry and competition - to allow
productive firms to thrive and create quality job opportunities. This motivates a closer
inspection of whether Australia’s product and labour market regulations are fit for purpose,
and if reforms are needed to restore Australia’s lost economic dynamism.

Summit deliberations should discuss policy reforms that reduce frictions in product and

labour markets

An inevitable outcome of structural reforms that spur growth-enhancing reallocation is a
more intense churning of firms and jobs, as successful market activities are sorted from
unsuccessful ones. This churning process implies benefits for workers via improved job
matching but also costs through heightened job destruction and unemployment spells.

Set in this context, measures that enable workers to better capitalise on the opportunities
created by productive firms are crucial. This includes reducing barriers to labour mobility as
well as incentivising poorly matched workers to switch jobs and supporting the unemployed
as they search for a high-quality job match.

Policies that provide social insurance to workers can reconcile the productivity

potential of creative destruction with social inclusion

Complementary policies that provide social insurance to workers in the difficult times are
thus crucial to reconcile the productivity potential of creative destruction with social
inclusion. Policies that support Australians through the process of shifting to a more
dynamic economy warrant high priority, including policies that promote more risk taking,
greater innovation, and job-to-job switching, including through periods of temporary
unemployment.

This raises questions about whether Australia’s unemployment insurance system provides
the right incentives and support to workers to search for high quality jobs. Such an
unemployment insurance system - coupled with dynamism-enhancing reforms - could
more efficiently allocate talent, supporting aggregate productivity and broad-based
prosperity in Australia. 20
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