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HOW MUCH DOES IT COST TO CREATE A JOB? 

QUANTO CUSTA CRIAR UM EMPREGO NOS ESTADOS UNIDOS: 

 DUAS ESTIMATIVAS 

http://economistsview.typepad.com/economistsview/2008/11/how-much-does-i.html 

Some people are claiming that Obama's job package will cost $280,000 per job. The actual cost 
is not trivial, but I don't think that figure is correct (it simply divides a proposed stimulus 
amount, $700 billion, by the stated job goal of 2.5 million). I've also seen the claim that the 
$700 billion number is simply pulled out of a hat, but that's not right either, it's based upon 
transparent calculations. 

So let's do the calculations.  

(The calculations follow along the lines of Krugman). GDP last year was around $14 trillion 
dollars, and the labor force is in the neighborhood of 155 million people.  

Suppose we expect a 3.5% unemployment gap (that is, we expect a shortfall of 3.5% of 155 
million, or 5.425 million jobs). 

By Okun's law - which states that a 1% change in unemployment translates into a 2% change 
in output - this means we expect a 7% shortfall in output. Now, 7% of $14 trillion is, with 
rounding, a trillion dollars (actually $980 billion, but close enough for government 
stabilization work). 

The government expenditure multiplier is approximately 2.0, so that means a $500 billion 
dollar stimulus package is needed. [That is, (change in GDP) = (multiplier)*(change in 
government spending, i.e. ($1 trillion) = (2.0)*($500 billion).] 

If we actually get the 5 million jobs the estimates say we will get, what is the cost per job? It is 
$490 billion divided by 5,425,000, or $90,323. (Note that by targeting spending to places that 
have a high employment rate per dollar spent, we may be able to do even better than this.) 

But this is GDP per job, it includes wages, rent, interest, and profit, it's not the amount labor 
takes home. About 70 percent of income goes to labor (though the figure may be even smaller 
over the last few years given the change in the income distribution - I haven't checked 
recently - so I'll use 70% ; Update: I missed that Greg Mankiw used .67 plus a bit more to 
account for supervisors, see below, so .70 seems okay). If we take 70% of $90,323, we get 
about $63,000 (actually, $63,226). That's less than a quarter of the $280,000 figure. 

Now, the actual stimulus package numbers are larger than $500 billion, proposals for $600 or 
$700 billion are heard frequently. That's because extra has been added in to be sure the 
stimulus is large enough. But this extra spending will also add to job creation, so this won't 
change the cost per job. 

Greg Mankiw, who first reported the $280,000 figure, wonders why the figure is so high. He 
says, looking at the multiplier formula, the answer must be that either the change in 
government spending is smaller than $500 billion, his first reason below, or the multiplier is 
smaller than the value of 2.0 used above, the third reason he gives. The other possibility, the 
"low bar" in his second reason, is that the 2% change in output to 1% change in 
unemployment based upon Okun's law overstates the actual employment change, and a lower 
value was used to arrive at the 2.5 million figure: 

Logically, it must be one of three possibilities: 
 
1. The fiscal stimulus is going to be much smaller than is being reported. 
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2. The new administration is setting a low bar for itself when it comes to job creation. 
3. The Obama team believes in very small fiscal policy multipliers. 

Let me amplify the last point with a rough back-of-the-envelope calculation. The 
average weekly earnings of production and nonsupervisory workers is about $600, or 
about $60,000 over a two-year period. Granted, labor income is only about two-thirds 
of national income, and we have to add a few supervisors into the mix. So let's say 
each job created means $100,000 of extra national income. If we are generating 
$100,000 of income with $280,000 of government spending, the multiplier is only 
100/280, or 0.36. By contrast, traditional Keynesian models suggest a multiplier 
closer to 2.0. 

Notice the average annual salary of $60,000, that's pretty close to the cost calculation of 
$63,000 above. 

As to why the estimates differ, I don't think the expenditure multiplier will change much - an 
increase in the savings rate would lower it, but there are reasons to increase saving and to 
decrease saving in a recession (some people save for the rainy days ahead, others have no 
choice but to consume out of saving), and the multiplier would increase with a fall in the 
responsiveness of investment to changes in the interest rate as we enter a recession, and the 
latter change likely dominates (to say this another way, crowding out is less of a worry). So I 
doubt the multiplier has fallen, it's more likely that it increased.  

The remaining uncertainties are the size of the stimulus, and the coefficient characterizing 
Okun's law. I don't think the coefficient of Okun's law is 1.0, that seems way too low given the 
estimates I've seen, so the 2.5 million figure for job creation is likely just a safe, conservative 
statement of what they expect to accomplish. That's understandable since the estimates above 
are pretty rosy, and they still have to get a stimulus package through congress - the ultimate 
size of the package is unknown and not entirely their call - and overestimates of what they can 
do on the job front are not a good idea in any case. That's a lot of jobs to create, and it's better 
to under promise and over deliver than to do the reverse. 

Update: Ezra Klein: 

What Will the Stimulus Buy?:Over at the Motherblog, my colleague Tim Fernholz 
neatly dispenses with a bit of economics spin from Greg Mankiw. My hunch is you're 
going to hear Mankiw's point a lot in the coming weeks, so it's worth knocking it 
down. He begins by looking at Obama's intention to pursue a $700 billion stimulus 
measure and create 2.5 million new jobs. Using an ellipsis that cuts through four 
paragraphs in the original article, he manages to make it seem as if the stimulus is a 
policy meant to simply create jobs. He then does some back-of-the-envelope math and 
notes that this works out to approximately $280,000 per job. Not a very good deal. 
Fernholz responds: 

Not all of the stimulus package is focused directly on job creation...most 
economists I've spoken to and many reports I've read predict that a big chunk 
of the stimulus -- tens of billions of dollars -- will include increased funding for 
things like food stamps, TANF, and unemployment insurance. It will likely also 
include federal aid to states, much of which will be used to make up massive 
budget shortfalls on programs like medicare. While that aid doesn't directly 
create jobs, without it, states would have been firing public employees to 
balance their budgets, especially with the bond market as tight as it is.  

None of those facets of the stimulus program directly create jobs, but they ease 
the pain for the millions of people losing jobs, preventing them from falling 
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into deep poverty while the economy returns to course, and stimulate the 
economy in the aggregate. Subtracting the cost of these kinds of aid from the 
total cost of the stimulus will probably make the cost-per-job figure seem 
more reasonable. ... 

Actually, programs like food stamps and unemployment insurance do provide jobs (or stop 
job losses which is the same thing) by increasing aggregate demand. So these types of effects 
are included in estimates of the job benefits from public spending. I can see how jobs that are 
simply maintained may not be counted in as a new jobs in a job creation tally, but they should 
be and such effects are part of the estimates of how many jobs will be created due to a 
particular level of government spending. 

 

PAUL KRUGMAN - NEW YORK TIMES BLOG.  STIMULUS MATH (WONKISH) 

 NOVEMBER 10, 2008 4:38 PM November 10, 2008 4:38 pm 

I wrote this morning’s column partly because I had a hunch that the Obama people might be 
thinking too small on stimulus. Now I have more than a hunch – I’ve heard an unreliable 
rumor! So let’s talk about stimulus math, as I see it. 

 

Actually, before I get to the math, some concepts. Nearly every forecast now says that, in the 
absence of strong policy action, real GDP will fall far below potential output in the near future. 
In normal times, that would be a reason to cut interest rates. But interest rates can’t be cut in 
any meaningful sense. Fiscal policy is the only game in town. 

 

Wait, there’s more. Ben Bernanke can’t push on a string – but he can pull, if necessary. 
Suppose fiscal policy ends up being too expansionary, so that real GDP “wants” to come in 2 
percent above potential. In that case the Fed can tighten a bit, and no harm is done. But if 
fiscal policy is too contractionary, and real GDP comes in below potential, there’s no potential 
monetary offset. That means that fiscal policy should take risks in the direction of boldness. 

 

So what kinds of numbers are we talking about? GDP next year will be about $15 trillion, so 
1% of GDP is $150 billion. The natural rate of unemployment is, say, 5% — maybe lower. 
Given Okun’s law, every excess point of unemployment above 5 means a 2% output gap. 

 

Right now, we’re at 6.5% unemployment and a 3% output gap – but those numbers are 
heading higher fast. Goldman predicts 8.5% unemployment, meaning a 7% output gap. That 
sounds reasonable to me. 

 

So we need a fiscal stimulus big enough to close a 7% output gap. Remember, if the stimulus is 
too big, it does much less harm than if it’s too small. What’s the multiplier? Better, we hope, 
than on the early-2008 package. But you’d be hard pressed to argue for an overall multiplier 
as high as 2. 

 

When I put all this together, I conclude that the stimulus package should be at least 4% of 
GDP, or $600 billion. 
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That’s twice what the unreliable rumor says. So if there’s any truth to the rumor, my advice to 
the powers that be (or more accurately will be in a couple of months) is to think hard – you 
really, really don’t want to lowball this. 

http://krugman.blogs.nytimes.com/2008/11/10/stimulus-math-wonkish/?_r=0 

G R E G  M A N K I W ' S  B L O G  

R a n d o m  O b s e r v a t i o n s  f o r  S t u d e n t s  o f  E c o n o m i c s  

M O N D A Y ,  N O V E M B E R  2 4 ,  2 0 0 8  

$280,000 per job 

The Washington Post reports: 

Facing an increasingly ominous economic outlook, President-elect Barack Obama and other 

Democrats are rapidly ratcheting up plans for a massive fiscal stimulus program that could 

total as much as $700 billion over the next two years....Obama has set a goal of creating or 

preserving 2.5 million jobs by 2011. 

Dividing one number by the other, that works out to $280,000 per job. 

 

What is going on here? Logically, it must be one of three possibilities: 

 

1. The fiscal stimulus is going to be much smaller than is being reported. 

2. The new administration is setting a low bar for itself when it comes to job creation. 

3. The Obama team believes in very small fiscal policy multipliers. 

Let me amplify the last point with a rough back-of-the-envelope calculation. The average 

weekly earnings of production and nonsupervisory workers is about $600, or about $60,000 

over a two-year period. Granted, labor income is only about two-thirds of national income, 

and we have to add a few supervisors into the mix. So let's say each job created means 

$100,000 of extra national income. If we are generating $100,000 of income with $280,000 of 

government spending, the multiplier is only 100/280, or 0.36. By contrast, traditional 

Keynesian models suggest a multiplier closer to 2.0. 

http://krugman.blogs.nytimes.com/2008/11/10/stimulus-math-wonkish/?_r=0
http://gregmankiw.blogspot.com.br/
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Update: Readers have sent me several suggestions for how to reconcile the multiplier 

numbers. First, annual GDP per worker is larger than the $50,000 figure implicit in the above 

calculation. Second, because of labor hoarding in downturns, the percentage change in GDP 

could be larger than the percentage change in employment. Third, part of Obama stimulus 

may take the form of tax cuts rather than spending hikes; the traditional Keynesian multiplier 

for a tax cut is about 1.2 rather than 2.0. Finally, as I noted in my original post, the Obama plan 

could well be less than $700 billion. All good point 

 


