NON-MARKET BENEFITS OF EMPLOYMENT

e In standard BCA, the wages associated with employment are considered an economic cost of
production with this cost included in the calculation of net production benefits (producer surplus).

e Where labour resources used in a project would otherwise be employed at a lower wage or would be
unemployed a shadow price of labour is included in the estimation of producer surplus rather than
the actual wage (Boardman et al. 2005%). The shadow price of labour is lower than the actual wage
and has the effect of increasing the magnitude of the producer surplus benefit of a project. However,
NSW Treasury (2007) states that "in practice such adjustments are not generally made and are not
recommended."

e These treatments of employment in BCA relate to the market value or opportunity cost of labour
resources.

o However, BCA also includes non-market values i.e. the values that individuals in a community hold
for things even though they are not traded in markets. For example, people have been shown to
value environmental resources even though they may never use the resource. These are referred to
as existence values and are underpinned by the view in neoclassical welfare economics that
individuals are the best judge of what has value to them.

e As identified by Portney (19942), the concept of existence values should be interpreted more broadly
than just relating to environmental resources.

“If | derive some utility from the mere existence of certain natural environments | never intend to see
(which | do), might | not also derive some satisfaction from knowing that refineries provide well-
paying jobs for hard-working people, even though neither | nor anyone | know will ever have such a
job?. | believe | do. Thus, any policy change that “destroys” those jobs imposes a cost on me — a
cost that, in principle, could be estimated using the contingent valuation method.... Since regulatory
programs will always impose costs on someone — taking the form of higher prices, job losses, or
reduced shareholder earnings — lost existence values may figure every bit as prominently on the cost
side of the ledger as the benefit side (Portney 1994, p. 13).

e The utility (welfare) of individuals may therefore be affected by changes in their own well-being as
well as changes in the well-being of others (Rolfe and Bennett 20043). This is consistent with the
observed behaviour of altruism (Freeman I1l 2003*%).

o Whether people have existence values for the employment of others, as hypothesised by Portney, is
an empirical issue. A number of non-market valuation studies have found evidence that people hold
existence values for the employment of others:

- Johnson, F. and Desvouges, W. (1997) Estimating Stated Preferences with Rated-Pair Data:
Environmental, Health and Employment Effects of Energy Programs. Journal of Environmental

! Boardman, A., Greenberg, D., Vining, A. and Weimer, D. (2001) Cost-benefit analysis: concepts and practice, Prentice Hall, New
Jersey.

2 Portney, P. (1994) The Contingent Valuation Debate: Why Economists Should Care, Journal of Economic Perspectives 8:4, 3-18.
® Rolfe and Bennett (2004) Assessing Social Values for Water Allocation with the Contingent Valuation Method, Valuing Floodplain
Development in the Fitzroy Basin Research Reports, Research Report No. 11, Central Queensland University, Emerald.

* Freeman IlI, A. Myrick. (2003) Economic Valuation: What and Why. In A Primer on Non-market Valuation, Eds Champ, P., Boyle,
K. and Brown, T. Kluwer Academic Publishers, London.
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Economics and Management, 34, 75-99, estimated the non-market value of employment effects
of energy programs.

- Adamowicz, W., Boxall, P., Williams, M. and Louviere, J. (1998) Stated Preference Approaches
to Measuring Passive Use Values: Choice Experiments Versus Contingent Valuation, American
Journal of Agricultural and Economics, 80, 64-75, in a study on the protection of old growth
forests included an attribute for forest industry employment losses.

- Morrison, M., Bennett, J. and Blamey, R. (1999) Valuing improved wetland quality using choice
modelling, Water Resources Research ( Vol. 35, No. 9, pp. 2805-2814) valued irrigation related
employment losses as a result of wetland protection.

- Blamey, R., Rolfe, J., Bennett, J., and Morrison, M., (2000) Valuing remnant vegetation in Central
Queensland using choice modelling, The Australian Journal of Agricultural and Resource
Economics(44(3): 439-56) in a study of broadscale tree clearing in the Desert Uplands of
Queensland, Australia included an attribute for jobs lost to the region.

- Do, T.N. and Bennett, J. (2007) Estimating Wetland Biodiversity Values: A Choice Modeling
Application in Vietnam’s Mekong River Delta, Australian National University, Economics and
Environmental Network Working Paper estimated values for the number of farmers affected by a
change in wetland management of Tram Chim.

- Othman, J., Bennett, J., Blamey, R. (2004) Environmental values and resource management
options: a choice modelling experience in Malaysia, Environ. Dev. Econ. 9, 803—-824, valued local
employment losses from different conservation management strategies for the Matang Mangrove
Wetlands in Perak State, Malaysia.

- Marsh, D. (2010) Water Resource Management in New Zealand: Jobs or Algal Blooms?
Presented at the Conference of the New Zealand Association of Economists Auckland 2 July
2010, valued employment losses as a result of improvements in water quality in a dairy
catchment in Waikato region of New Zealand the catchment.

- Longo A, Markandya A, Petrucci M (2008) The Internalization of Externalities in the Production of
Electricity: Willingness to Pay for the Attributes of a Policy for Renewable Energy, Ecological
Economics 67:140-152, in the context of renewable energy projects valued additional electricity
sector jobs.

- Colombo, S., Hanley, N., and Requena, J.C. (2005) Designing Policy for Reducing the Off-farm
Effects of Soil Erosion Using Choice Experiments, Journal of Agricultural Economics, 56(1), 81-
96, valued local employment generated from watershed policies to reduce soil erosion.

- Caparrés A, Oviedo JL, Campos P (2008) Would you choose your preferred option? Comparing
choice and recoded ranking experiments. Am J Agricult Econ 90(3):843-855, valued increases in
local employment from a NP reforestation program.

- Windle, J. and Rolfe, J. (2014) Assessing the trade-offs of increased mining activity in the Surat
Basin, Queensland: preferences of Brisbane residents using non-market valuation techniques,
Australian Journal of Agricultural and Resource Economics, 58, pp. 111-129, valued jobs
generated by mining developments in the Surat Basin, as well as social impacts of mining
developments such as increased housing prices and increase wages in non-mining sectors.

e Three non-market valuation studies have found evidence that people in NSW hold existence values
for the employment of others in coal mining projects:

- Gillespie, R. (2009) Bulli Seam Operations Socio-Economic Assessment, prepared for lllawarra
Coal Holdings Pty Ltd.

- Gillespie, R. and Kragt, M. (2012) Accounting for non-market impacts in a benefit-cost analysis
of underground coal mining in New South Wales, Australia, Journal of Benefit Cost Analysis,
3(2): article 4.
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- Gillespie, R. and Bennett, J. (2012) Valuing the Environmental, Cultural and Social Impacts of
Open Cut Coal Mining in the Hunter Valley of NSW, Australia, Journal of Environmental

Economics and Policy, Volume 1, Issue 3, 1-13.

e The values from these studies are summarised in Table 1.

Table 1 — Existence Values for Mine Employment

Mean Implicit

Aggregate WTP per

Price ($) Job Year ($) Coal Mine Reference
(95% ClI) (95% ClI)
WTP per household per year for 20 years for each Metropolitan ) .
year the mine provides 320 jobs $5.94 $8,157 Colliery Gillespie (2009)
$4.96 to $7.22 $3,659 to $5,326
WTP per household (once-off) for each year the $36.21 $1.299 Bulli Seam Gillespie and
mine provides 1,170 jobs ’ ' Operations Kragt (2012)
$29.89 to
$43.97 $1,037 to $1,578
WTP per household (once-off) for each year the Gillespie and
mine provides 975 jobs $27.45 $3,546 Warkworth Bennett (2012)
$17.52 to
$36.95 $2,263 to $4,773

*Implicit prices are aggregated to 50% of NSW households.

e These values are public good values i.e. they are the sum of values held by individual households in
NSW. Comparison of public good values to private good values such as wages are meaningless.

e The motivation behind people’s willingness to pay for the employment of others is unknown. Split
sample analysis undertaken by Gillespie (2009) providing different information to survey respondents
on the re-employment prospects of impacted workers did not impact household willingness to pay for
the employment provided by the mine. It is possible that respondents were not concerned so much
with the prospects of re-employment elsewhere in the economy or net employment impacts but with
the ‘forced’ change to other people’s employment. However, further investigation is required to
unpack respondent motivations in relation to attributes representing employment.
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