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LETTERS OF TRANSMITTAL

NoveEMmBER 16, 1972,

To the Members of the Joint Economic Committee:
Transmitted herewith is a staff study entitled “The Effectivencss of
Manpower Training Programs: A Review of Research on the Tmipact

on the Poor,” by Jon H. Goldstein of the subcommittee staff, This is

the third in o series of studies being prepared for the use of the Sub-
committee on Fiscal Policy in connection with o comprehensive study
of this Nation’s welfare-related programs under the general title of
Studies in Public Welfare. This study reviews the evidence on the
impact that manpower training programs have had on the earnings
of the pror, and assesses the likeliliood that greatly expanded training
programs will reduce the incidence of poverty and the size of the
welfare population.

Robert I.'Lerman of the subcommittee staff contributed valuable
comments at every stage of the research. The views expressed in this
paper are exclusively those of the author and do not necessarily
represent the views of the Subcommittee on Fiscal Policy, the Joint
Economic Committee, individual members thereof, or its staff.

WirLiam ProxMirg,
Chairman, Joint Economic Committee.

NoveMmBER 13, 1972,
Hon. WirLiax ProxMIRE,
Chairmen, Joint Economic Committee,
U.S. Congress, Washingion, D.C.

Dear Mnr. CuHairmaN: Transmitted herewith is a staff study
entitled ‘“The Effectiveness of Manpower Training Programs: A
Review of Research on the Impact on the Poor.” This is the third
of a number of such study papers being prepared to forward the work
of the Subcommittee on Fiscal Policy in its objective and nonpartisan
review of all phases of the Nation’s system of welfare-related programs.
The studies will be published in a series under the general title of
Studies in Public Welfare.

This study reviews the evidence on the impact that manpower
training programs have had on the earnings of the poor, in order to
assess the likely success that greatly expanded training programs
would have in reducing the amount of public assistance payments and
the size of the welfare roles. Between 1963 and 1971 the Federnl
Government obligated $6.8 billion for training 6.1 million people. ‘This
study exemines five of these programs: Manpower Development and
Training Act (MDTA), Neighborhood Youth Corps (NYC), Job
Corps, Job Opportunities in the Business Sector (JOBS), and the Work
Incentive Program (WIN).

One mejor conclusion can be drawn: Manpower programs are not
a substitute for income supplement programs. Training does incresnse
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the carnings of the poor and reduce the poverty gap, but continued
income supplementation is likely to be nccessary for the average
traince. Even those studies with the most optimistic results estimate
average posttraining annual earnings levels well below the poverty
line. For example, in o recent sumple MDTA trainces averaged
$3,100 in posttraining annual carnings, over $800 below their poverty
line,

The impact of training varies with the characteristics of the indi-
vidual trainee und the existing economic conditions. Continued high
levels of uneniployment in the ecconomy will make it impossible for
trainees to reahze the full benefits of training. Earnings increases are
reduced, placement is more difficult, and those benefits that trainees
do realize are more likely to come at the expense of other workers
who are displaced. '

For some programs the estimated improvement in the economic
situation of the trainees 1s large enough to recoup the cost incurred
in training and, therefore, to justify the program on economic grounds
alone. However, in cases where a program cannot be justified on the
basis of posttraining earnings increases, there is no agreement on the
extent to which the training should be subsidized. :

Despite substantial expenditure of public funds for research and
evaluation, there is only Jimited reliable information about the impact
of training. Some of the largest and most important programs have
been subjected only to very crude, preliminary investigations.

This paper was prepared by Jon H. Goldstein under the general
direction of Alair A. Townsend, technical director of the subcommittee.
Robert I.Lerman of the subcommittee staff made valuable com:-
ments and suggested improvements in the research at every stags of
its development. The views expressed in this paper are exclusively
those of the author and do not neeessarily represent the views of the
Subcommittee on IFiseal Policy, the Joint Economic Committee,
individual members thercof, or its staff.

. MarTtHa W. GRIFFITHS,
Chairman, Subcommittee on Fiscal Policy.
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SUMMARY AND CONCLUSIONS

Manpower truining programs are being used and expanded programs
proposed as a technique for increasing the earnings of the poor, This
puper reviews the experience of a numnber of training programs,
serving a variety of clientele with a wide range of techniques, in order
to offer a considered judgment as to the likely success of o massive
training effort. Five progrums are examined: N anpower Development
and Training Act (MDTA), Neighborhood Youth Corps (NYQ),
Job Corps, Job Opportunities in the Business Sector (JOBS), and the
Work Incentive Program (WIN). The methudological section reviews
the ceriteria used for evaluation, the information required to isolate
the impact of training, the difficulties of identifying and estimating
costs and benefits, and the problems of applying the results of these
studies to the low-income target population of an expanded training
cffort.

METHODOLOGY

"~

1. Program Goals

One of the difficulties of cevaluating training programs for the poor
is the lack of agreement on specific program objectives. One goal 15 to
improve the distribution of income in society. This could be accom-
plished through direct transfer payments, but it is considered prefer-
able to equip the poor with the skills to provide for more of thicir own
cconomic needs. However, some training programs are expensive,
and the costs exceed the benefits. Therein lies the probiem in evaluat-
ing training programs: there is no agreement on the extent to which
they should be subsidized.

2. Economic Efficiency
A program is economically efficient if the benefits it generates exceed
the costs. Since benefits and costs are realized at different times, they

must be discounted at some approprinte interest rate to make them
comparable. :

3. Definition and Measurement of Benefits and Costs

. The definition of benefits and costs differ: depending upon whether
the program is being evaluated from the point of view of society, the
taxpayer, or the trainee. The emphasis throughout this paper is an
social benefits and costs. The social cost of a training program is de-

fined as the value of the output which could have beon produced with

the resources actually cmployed in training. The social benefit of
training is defined as the change in full employinent net national prod-
uct plus any externalities (indirect benefits, such as intergenera tionnl
effects or reduced crime). Since it usually is not possible to estimate
the value of externalitics, authors reluctantly settle for increases in

earnings from increased wages or employmens as the measure of socinl
benefit.

(1)

w
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4. Isolating the Impact of Tra:ining

Isolating the impact of manpower programs is very difficult. heciuse
the evaluation process occurs in the changing and unconfined setting
of the entire cconomy, not in a controlled Inboratory environment. The
impact of training varies with the characteristics of the individual
trnince and existing economic conditions. In order to isolate and
measure those changes in the enrollees’ economie situation attributable
to training alone, a study must control for these demographic charace-
teristics and external influences which affect Inbor force experience.
Studving u large number of trainees is expensive, however, and the
limited number of observed eases often prevents analysis of some
interesting socio-demographic groups.
g. Control Group

A crucial elemert in the design of any study is the control group,
beeause the results can be very =ensitive to its composition. The
control group is a reference point, and the difference between 1ts
situation and that of the trainee group in the posttraining period ix
used to measure the effect of training. Many of the studies examined
Tailed to select an appropriate control group.
6. Length of Observation Period

The expense of a longitudinal study has <everely limited the length
of the observation period for most evailuations. Few studies track the
participants for more than a year. It is conmmon practice to assume that
observed benefits will persist in future yvears. It is the rare program
whose benefits are so npparent that such projections into the future are
unnecessary. Several studies in West Virginia with observation periods
of 2 to 4 years found that enrnings and employment differences between
trninees and the control group grew =smmlier with time. This finding
serves as o warning against the ready aceeptance of conclusions based
on benefit projections far into the future.

NMaxrowER DEVELOPMENT anxp TraiNinGg Act

MDTA is the oldest training program. Its enrollees are a hetero-
gencous group, and training has been both institutional and on-the
job. But its very breadth makes it an unwieldy subject, and precludes
any simple, unqualified determination of its effectiveness, ‘

MDTA has been studied extensively, and seven of the better
efforts are reviewed in this paper. Each study has some feature which
makes it precarious to generalize the findings. Dated information,
small sanple sizes, local rather than national samples, and question-
able control groups are some of the problems of the studies. Nene-
theless, they constitute the best information available.

1. Economic Impact : .

With one exception all of the studies reviewed estimated positive
and relatively large internal social rates of return for MDTA! The
estimates range from 6.3 to 138.0 percent. Even the exception (Sewell,
1371) estimated a large return for on-the-job training (49 percent),
the small return being for institutional traming (5.3 percent). These
estimates are based on the assumption that the earnings increases
from training last for 10 years. It is quite unlikely that such con-

t See p. 22 for the definltlon of Internnl social rate of return.

~ 8
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sistent results would have heen obtained if MD'TA were not achieving
some success. Tt is worth noting, however, that if the benefits had been
assumed to last only 5 years instead of 10, severnl of the studies would
have predicted unacceptably low rates of return (rates of return too low
for cconomic efficiency). (){)ser\*nlion periods have been too short to
determine how long training henefits lust.

These estimated rates of return are for entire programs, and us
such do not reveal the very different impact that training has on
various socio-cconomic groups. The impact of training varies with the
type of training, the charucteristics of the trainees, and existing
ccononiic conditions.

2. Iconomic Impact on the Disadvantaged

Disadvantaged persons do experience earnings increases s
result of exposure to training.? Regarding the size of benefits to the
disadvantaged relative to those who are not disadvantaged, the
evidence is mixed. Most of the studies reviewed found that trainees
who were disadvantaged experienced gains from training at least as
lnrge as those for persons who were less hampered in the lnbor market.
One large study (Smith, 1970) found the reverse. Every study esti-
mated an improvement in the cconomic position of the disad vantaged
large enough to recoup the <ocinl cost inctrred in training. At the very
least, training for this group generated = small, positive rate of return.
The smallest estimate of the internal zoceinl rate of return was 3.5
percent (nssuming that earnings diiferentials persist for 10 years).

A detailed summary of the Jifferentinl effect of training by socio-
cconomic characteristic follows the program sumimaries.

3. Institutional vs. On-the-job Training

The evidence examined supports the widely held belief that on-the-
job training is superior to institutional traiaing, but this evidence is
neither extensive nor conclusive. :

There is only one reliable study of this issue (Sewell, 1971) which
is bused on a control group comparison. The sample is relatively small,
drawn entirely from a rural setting, and almost exclusively Negro.
This study found that on-the-job training led to a significant increase
in the weekly carnings of both males and females ($7.40 and $14.50,
respeetively), while only the weekly earnings of male trainees were
influenced by institutional training ($S.30). Although muale earmings
responded about equally to both types of training, the higher cost of
institutional training in this particular program resulted in the con-
clusion that on-the-job training is a much better investment for men
as well as women. Examining the differential impact of institutional
training by sex, Stromsdorfer (1968) found that females had no
significant enrnings increase, while nmles had lurge increases in both
earnings and employment. It appears that woinen who undertake on-
the-job training are more committed to the labor market than women
who undertake institutional training. ‘ \

MDTA program statistics for the period 1963-71 tend to support
these results: 86 percent of MDTA on-the-iob training graduates were
employed 6 months after completing their training as opposed to 74

= The officlnl definition of a dlsadvantaged person §s “i poor person who qQoes not have
suitable employnient and who {g either (1) n school dropout, (2) n member of a minority,

(3) under 22 years of age, (4) 45 years of age or over, or (5) handleapped.” Manpower
Report of the I'resldent, March 1970, p. GO.
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percent for the institutional trainees. However, in the absence of an
experiment in which enrollees are randomly assigned to the two train-
ing methods, one cannot besure that a differentinl impact exists.

4. Sensitivity to Cyclical Itconomic Conditions

The effectiveness of trajning is very likely to vary directly with the
demand for lnbor in the local lubor market. ‘Truining probably creates
a larger difference between the earnings of trainees und their control
group at low unemployment rates than at high rates. Most studies
attempt to correct for the downward influence that weak labor
markets have on the level of earnings of both trainces and nontrainees.
However, there have been no studies which estimate the differential
impact of training on earnings at various unemployment rates.

One study (Smith and Wertheimer, 1971) documented the sen-
sitivity of the employment rate of MDTA graduates to Jocal employ-
ment conditions, but the impact seems puzzlingly small, A difference
of 1 percent in State employment rates produced a 214 percent differ-
ence in the employment rate of current MDTA graduales. Both
WIN and JOBS are much more sensitive to economic conditions.

5. Urban-Rural Differentials

The question >f whether, training has a differentinl impact on
cnrollees in urban and rural locations has not heen well investiented.
=L priorl, the wider market, the more diversified industrial structure,
and the higher turnover in an urban area suggests that trainees there
might enjoy an advantage. We were unable to find any trestment of
this question in the literature. 1t is conceivable that no differential
impact exists. Even if rura trainees are confronted with more limited
opportunities, their newly acquired skills may increase their mobility,
and permit- them to migrate more ensily. The question warrants
investigation.

NEetgunormoon Youry Corrs—In-Scriool ANn SUMMER

Tlere is only one benefit-cost analysis of the NYC in-school and
summer programs (Somers and Stromsdorfer, 1970). NYC has been
modified since this study was undertaken, and the conclusions may
no longer be valid.

1. Post-High School Economic Benefils

The authors fitted two quite different models to the data, but used
only one of these to make their estimates of the program’s impact on
employment and carnings. They attributed large post-high scl:ool
economic benefits to NYC participation. For the total sainple, the
estimate of the increase in pretax earnings due to NYC participation
was $831 during a period of 18.56 months, or $45 per month. Even if
the earnings gains did not persist beyond this 1% year period, an
internal social rate of return of 90 percent is irnplied.

We think that of the two, models fitted to the data the authors
chose the wrong one to estimate the benefits of the NYC program.
The. model which we consider to be more appropriate implies that
there were no post-high school economic benefits from NYC
participation,
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2. Benefits by Program Componeni

NYC participants can be-enrolled in uny of three program combina-
tions: in-school ouly, sumn:er only, or Loth in-school and swmmer,
If any of these were responsible for post-high school carnings increases
(and that issue is in doubt), they were the in-school only and the
combined in-school and summer components. There was no evidence
that the sunuaer-only enrollee: benefited relative to their control
group.
3. Differential Impact by Demographic Characteristic

Because the authors estimated differential benefits by demographic
characteristic with a model we consider inappropriate, no sunmary of
these differentinl impacts is given below. They are disenssed in the
text, however, -
4. Ldueational Impact

The primary legislative function of NYC is to encournge continued
school attenduance. Research findings on the educational impact of
NYC are mniformly discouraging, suggesting th:{ the program is
badly conceived as a solution to the dropout problesn, Sevaral authors
found evidence that it actually reduced the probability oi high school
graduation. One study (Robin, 1969) concluded that the program was
not influential in reducing the dropont rate, or increasing enrollees’
educational aspirations, studionsness, or scholustic achievement, Work
experience ‘distracted students who already=lad low grades, eansing
them to further reduce the minimal amount of time they devoted to
their studies. The determinants of the dropout rate are complex, anl
it appears that NYC is too simplistic a mechanism to be effective in
reducing the incidernce of school dropouts.

NEeieuBoruoon Youri Conrrs—OuT-or-Scioor

No analysis based on a national sumple exists for the ont-of-school
program. Borus ct al. (1970) have done a benefit-cost analysis of the
program in five cities in Indinna, The loculized mature of the study
mukes generalization hazardous. Its results suggest that the program
is helping male school dropouts adjust in the lubor market, but that
the benefits to females are smuall,

Ench hou~ of program participation inercased ammual enrings by
an estimated 33 cents, Since enrollees averaged 520 hours in the pro-
gram, expeceted annual heaefits were $173,

Benefits varied widely by sex and level of edueation, with high
sciiool dropouts-showing lugher benefit-cost ratios than graduates. -
There was no evidence that trnining had a differential impact by
race; whites and nonwhites benefitted equally from the program.

If the economically inefficient nuture of N'YC out-of-school training
for women in Indiana proves to be universal, structural changes will
have to be made to meet vhe needs of females. Women with 10 years
of education (the mean levet for the sainple) who spent 520 hours in
the prograin had expected annual earnings increases of only $83. Their
male comterparts were expected to benefit by $562. At every level of
cducation the expected earnings increases for women were not suffi-
cient to generate social benefit-cost ratios greater than 1.2 At every

3 Except under assumntiius which we conslder unrealistic or Inappropriate,

s
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level of edueation the ratios for men were greater than 1, the most
likely values lying in the range 2.4 to 3.3.

Jon Corrs

There have been two benefit-cost analyses of the Job Corps based
on a national sample: Cain, 1968 and Rescurce Management Corp.
(RMC(), 1968. Their conclusions are not encouraging, but both studies
have so many technical problems that the resnlts vre nnreliable. If
their estimates prove accwate, the Job Corps is cconomienlly inefli-
cient. However, the technical problems are so great that it wonld not
be judicious to assess the Jub Corps on the basis of these studies.

1. Economic Benefils

Cain estimated annual gains in earnings nt $203. Job Corps training
is expensive, however, and these gains would have to have persisted
for 42 years to generate o modest 3-percent internal social rate of
return.' Cain’s estiinates were hased on observations 6 months after
the trainees left the program. When RMC examined the same sample
1 year Inter, they found that the earnings gains had declined so greatly
that even if they were to last forever, they would not generate benefit-
cost ratios greater than 1. More importantly, the gains were no longer
statistically significant.

2. Technical Problems

a. ‘The control gronps are suspect.,

b. The observation periods are short (6 months and 12 years,
respectively).

c. The observations are on 1966 trainees, only the second year of
Job Corps operation. They may not reflect its current effectiveness.

d. Gross differences in carnings between the corpsnien and the con-
trol group were used to measure the impact of training. T'he estimates
were not adjusted for the possible intluence of personal differences or
variations in local labor market conditions.

Wonrk INcENTIVE ProGRAM

The ealiber of rescarch on WIN is extremely poor. There have been
no longitudinal studies of the labor force experience of WIN partici-
punts. No analysis has been conducted which uses a control gronp, and
consequently there is no wny to isolate the cffect of exposure to WIN 1*

1. Data Problems Hampering Evaluation

The data available on WIN trainces are largely limited to job
plucement and dropout rates; posttraining earnings and employment
information is extremely scunty. These data control for neither
personal nor environmental variables, give no insight into income
mereases or welfare receipt decreases relative to a control group, and
provide no basis for comparing benefits to costs. They cannot be used
to estimate the impact of WIN on the trainces’ economic situation.

4In 1967 the estimated sacinl cost of tralninz n corpsman for 5 months, the nyernge
len:lth r‘»t participation, was $3,508. It cost $5,662 for 9 months, the normal term for
rradnation,
¥ o A longitudinal study of WIN which nuses a control group was publisheid tao late for
critleal examination In this paper: Ronalid E. Flne, ct. nl., Final Report, AFDC Employ-
ment ond Referral Guidelines, Institute for Interdlrelplinary Studies, !\flnm‘npolls. June
1872 The anthors coacluded that WIN services did not Increase the earpings or employ-

ment of the tralnees.
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2. Program Placement and Dropout Rates

Plucement and dropout rates do provide s basis for tempering
expectations abont the potential self-sufficiency of the AFDC popula-
tion under the present structure of work incentives and legal sanction
against those who refuse to participate. Successful completers (persons
who were eniployed 3 to 6 months after being placed) have been a
coustant 20 percent of terminees until recently; during the period
April 1971 to April 1972 they increased to 30 percent. Dropouts from
WIN without good cause continue to avernge 21 percent of terminees.
The comparable successful completion rate for MDTA las been
considerably higher: 51 percent between 1963 and 1971. The client
populations are quite different, however, and the comparison indicates
nothing about the relative rates of refurn.

3. Differential Rates by Demographic Characteristics

Plucement and dropout rates vary significantly by demographic
characteristics. The patterns are generally consistent with one’s
intuition: WIN participants with characteristics which are indicative
of a lack of maturity or family responsibility (such as youthfulness,
no! being a household head, having few dependents) or which put
them at a disadvantage in the labor market (such as being female, a
schiool dropout, or having little lubor force experience) had greater
difficulty locating employment -and generally higher dropout rates.
(See below for a detailed sununary.) This is not to say that WIN was
less effective in improving the employment prospects or increasing the
carnings of these groups. Again, there is no way to determine from
these data whether WIN lm(fnny impact at all.
4. Sensiticity to Cyelical Economic Conditions

WIN’s ability to place trainees is very sensitive to cyclical economic
conditions. At current enrollment levels 2 1 percentage point increase
in the national unemployment rate increases the mumber awaiting
job placement by an estimated 3,000 people. This is about equal to
thic number of trainees who successfully coniplete the program cach
month. '
3. Work Disincentires

The high benefit reduction rates confronting many AFDC recipients
may discourage work effort and hinder the success of the program.
Earnings above $30 a month are tased at a_two-thirds rate (although
eenerous dednctions for work expenses are allowed.) The benefit redue-
tion rate is higher if the family is a recipient of other income-tested
assistance. Regardless of the amount of his carnings, if an AFDC
father is employed more than 100 hours a month, his family is ineligible
for assistance.
6. Ineffectivencss of Penalties for Refusing Work or Training

If a person is referred to WIN, but refuses to participate, the law
requires that his family’s welfare payment be reduced and that,
instead of an assistance check, the welfare agency must make direct
yayments to merchants for the majority of the family’s expenses.
These sanctions are incffective for three reasons: (1) the penalty does
not apply to motliers who volunteer for training, and most of YWIN’s
clientele are volunteer mothers. (2) Because of the administrative
expense of making direct payments to merchants and reluctance to
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impose hardship on a family, welfare agencies frequently do not
impose the penalty. (3) Because a family is ineligible for AFDC once
a father is employed more than 100 hours a month, family income is
often reduced less if the father refuses to participate in WIN and
accepts the penalty than if hie accepts employment.

7. Prospects for Future Success

WIN has been a small program relative to the size and growth of
the AFDC population. Given the work disincentives, the virtual
ubsence of penalties for noncompliance, the reluctance of employers
to hire AFDC recipients, and the high national inemployinent rate,
it is remarkalde that WIN’s placement rate is as high as it is. Since
there is evidence that WIN aunthorities enrolled persons who would
be ensiest to place, the prospects for improved placement rates and
subsequent reductions in the welfare rolls throngh expansion of o
strncturally unaltered program are nc encouraging.

§. Recommended Changes

The recent inclision in the tax code of a tax credit to -employvers
for 20 percent of the wages paid to WIN participants during their
first year of employment should make it casier to place trainees.
But the limits on this credit reduce its potential for mcreasing em-
ployment among welfare recipients. Twenty percent of wages are
allowed as a credit up to a maximum of $25,000 per emplover. (Thix
is cquivalent to the credit for only 25 full-time workeis at a $2.50
hourly wage rate.) Thereafter the credit is halved to 10 percent,
severely reducing the attractiveness of WIN graduates. Also, a tax
credit provides no incentive to tnx—exemﬁ)t institutions and govern-

nient agencies; a direct wage subsidy wonld.

Althongh the tax credit is 2 welcome improvement in WIN, plans
for rigid enforcement of the sanctions against dropouts without
simultancons increases in work incentives seem ill-considered. An
enrollee can always sit through iraining, and then avoid employment
by making himself sufficiently unattractive to a prospective employer.
In the absence of financial mducements, resistance from those com-
pelled to participate can be expected. Finally, reducing the large
mumber of WIN participants who dropout for legitimate reasons is
going to require improved labor market conditions, longer periods of
training to provide greater skills, and solutions to participants’
health, transportation, and family-care problems, all of which may
prove expensive.

JoB OPPORTUNITIES IN THE BUSINEsS SECTOR

No controlled studies of the impact of JOBS on the employment
and earnings of enrollees have been conducted. Even the number of
persons reported by the Labor Department as placed through the
program is suspect. The data that have been collected are unverifiable
and unanalyzable.

1. Uncerifiable Data and Ezxaggerated Claims of Accomplishment

The objective of the JOBS program is to place disadvantaged
persons whoneed on-the-job training and supportive services in private
industry jobs. In June, 1970, after 2% years of operation, NAB and the
Department of Labor were reporting 494,000 trainces hired under the
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program and a retention rate of 47 percent. The Government Account-
ing Office (GAO) found that these statistics were unreliable. Detaile.
quarterly reports on trainees required from employers were not being
provided, and the number of persons reported as hired frequently
exceeided the number actually hired. In a significant number of cases
the reported information could not be verified, because employers had
maintained no records on the trainees.

The number of disndvantaged reported as hirerl was further distorted
because employers themselves frequently certified trainee applicants
as disadvantaged rather than referring them to the employment
service for this determination. Consequently, a significant number of-
persons who were not disadvantaged were hired under the program.

2. Numerous Instance of Nonfulfillment of Contracts and Subrersion of
Program Goals

Although many firms are sincere in their efforts and committed to
aiding the disndvantaged, a number of problemns with the prograin
are manifest. The objective of the JOBS program is not just to place
the disad vantaged in the kinds of jobs they might have gotten anyway,
but to train them and place them in jobs requiring significant skills.
Two studies (GAO, 1971 and Greenleigh Associates, 1970) found
that many of the jobs filled under the program were positions tradi-
tionally held by low-skilled and umki,lod persons. Greenleigh con-
cluded that most of the jobs pledged by employers were concentrated
in occupations which Iistorically have had high turnover rates. A
significant number of employers did not supply tﬁe supportive services
which were stipulated in their contracts and for which they were
reimbursed. The GAO felt that responsibility for these problems lay
largely with the Labor Department for inadequately monitoring the
l)rogram and for rushing through contract negotintions with only
imited consideration of the manner in which training and supportive
services were to be provided.

3. Estimated Econemic Impact

The Labor Department has drawn a random sample of 12,000
from the social security earnings records of JOBS employces, com-
paring their earnings for 1966 (prior to the inception of JOBS) with
those for 1968 (the program’s first year of operation). The mean
carnings of these workers increased from $1,499 to $2,502, a dif-
ference of $1,100 and a 73-percent change. The number reporting no
earnings decreased by 90 percent, and those with earnings between
$4,000 and $6,000 incren.seé by 50 percent.
4. Criticism of Estimated Economic Impact

These are impressive gross figures, and it would be hard to believe
that the program did not account for a sizable portion of the gains in
employment and earnings. Nonctheless, this 1s only a beforc-nfter
comparison. The study of Social Security records had no control
group, and did not correct for the influence of other variables.

Although it is possible that the program improved the status of
individual trainces, their progress may have come at the expense of
others who were displaced. In either an expanding economy or one
with a competitive structure and downwardly flexible wages and prices,
newly trained people can be absorbed easily. Where markets are not

-
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competitive and wages and prices are _downwardly inflexible, dis-
slacement is a very real possibility. Furthermore, the numerous
anstances of trainees holding unskilled jobs suggests that there may
have been very little net increase in the number of disadvantaged
persons employed throughout the economy. The program ny have
served merely as a subsidy to firms who filled vacancies ereated by
the attrition of some of t.I)wir low-skilled employees with other low-
skilled workers. From the available data it is impossible to determine

what the net impact was.
5. Sensitivity to Cyclical Economic Conditions

During the first 2 years of JOBS' operation unemployment rates
were low (3.5-3.6 percent), and firins had difficulty ﬁﬁing vacuncies.
The increased contacts through JOBS between employers with vacan-
cies and the Employmeut Service, WIN, and CEP may have in-
creased employment anwdng the disndvantaged during this period.
But when unemploymen:t rates began to rise in 1970, firms Inid off
workers and canceled JOBS contracts. Persons who had been placed
through the JOBS program had little seniority and were amnong the
first victims of the recession.

6. Recommendations jor Improving JOBS

It is possible to design a decentralized, on-the-job training program
which fulfills the objectives of JOBS. However, it requires intensive
monitoring to insure that initially unskilled persons are trained for
skilled positions. Applicants must be screened to assure that they are
disadvantaged, training must be supervised, and payment to firms
n;)t]lst. dl?pend at least in part on retention of the trainee in an aceept-
able job.

Unless workers are retained in skilled positions following the com-
pletion of training, it is very difficult to verify that they were trained.
As it stands, the JOBS program provides no incentive for retaining
the worker. Firms are paud a subsidy only during the training period.
This creates an opportunity for employers with high turnover rates
among their low- Klllcd workers to subvert the program. The solution
to this problem is to make partial payment of the training subsid
conditional upon the employee being retained in an acceptable jo
for a specified period of time following training.

The recommended changes are likely to increase the cost of the
program, as well as the benefits. Morcover, these changes do not
euarantee that the improved status of the trainees will not come at
the expense of other workers who will be displaced.

7. Difficult for Small Firms To Participate

A recent survey of 940 companies participating in JOBS revealed
that only 2 percent were small firms employing fewer than 100 persons.®
Small firms are reluctant to participate, because it is much more dis-
ruptive for them: than for large corporations to hire and integrate into
their labor force workers who require special training, supervision,
counscling, and supportive services. Since almost half of all private
sector jobs are in firms witl fewer than 100 employees, the virtual ex-
clusion of such firms from the program severely restricts JOBS' poten-
tial cffectiveness.

Y"'lt‘hlenggnference Board, Employing the Disadvantaged: A Company Perspective, New
ork, Cae .
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As long as the primary objective of JOBS remains the training of
disadvantaged persons for skilled pesitions. it is going to be difficult to
involve small employers. They could be offered liberal incentive pay-
ments, but that might prove quite expensive. There are no similar
obstacles which would prevent small firms from participating in a
wage subsidy scheme, but a wage subsidy carries no assurance of train-

ing and placement in a skilled position. :

DIrFrFERENTIAL InPacTs oF TRAINING BY DEMOGRAPHIC
CHARACTERISTICS

The cvidence presented below for MDTA and NYC out-of-school is
based on control group comparisons. No such study of WIN has been
made, and, hence, no estimate of its impact is available. Differential
placement and dropout rates for WIN participants are given, but these
shoulg not be interpreted to imply differential impacts from training.

1. Ser
MDTA.—The two studies conducted thus far found that males

who were exposed to institutional tminin% had significant

increases in carnings, while females did not benefit. However,
women had larger increases in earnings from on-the-job training
than males.

NYC Out-of-School.—Females had very small earnings increases
as a result of training ($83 annually for those with 10 years of
cducation, the mean educational level). The estimated benefits
for women were not sufficient to generate social benefit-cost
ratios greater than 1. Males with 10 vears of schooling expected
annual earnings increases of $562. The benefit-cost ratios for
men at every educational level exceeded 1.

WIN.—Women displayed lower placement rates, lower dropout
rates, and higher rates of termination for legitimate reasons.
The significantly lower dropout rate for women may reflect the
fact that almost all female participants were volunteers. AFDC
fathers were referred to WIN whether they wanted training or
not, and hence, they may have been less motivated. Although
women may have been more motivated, they face more barriers .
to employment. Greater family care responsibilitics. the
frequent breakdown of child carc arrangements, and fewer
employment opportunities may account fo: the higher rate of
legitimate termination and the lower rate of successful
placement.

2. Education

MDTA.—Training had a greater impact on the earnings of
those with less education. Several studies found that training
benefited high school dropouts more than graduates. At least
two studies found that training had the greatest impact on
those with only grade school education.

NYC Out-of-School.—High schoesl dropouts showed higher
benefit-cost ratios than graduates.

WIN.—High school graduates were significantly easier to place
than high school dropouts. High school drepouts had higher
dropout rates from WIN than any other educational group.
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Those participants with the lowest levels of grade school
education (1 to 4 years) had both the lowest placement rates
b and the lowest dropout rates. The low dropout rate for this
group is particularly poignant, for it suggests they were not
failing for lnck of trying.

3. Race

MDTA.—The differentinl effect of trainin by race has not
been well investigated. What little evidence there is (one
study in Michigan with a sample size of 150) sugeests that
whites benefit more from training than blncks,wi)ut both
groups experience increases in earnings. The explanation for
the differential effect of training on the productivity of whites
and blacks (if in fact one exists) is unknown. The most reliable
investigations of the issue found that discrimination rather than
motivation or inherent personal differences accounts for the
incquality in carnings and employment.

NYC Out-of-School.—There was no evidence that training had a
differential impact by race; whites and nonwhites benefited
cqually from the program.

WIN.—Placement rates for blacks and whites were identical at
21 percent, but other ethnic groups (American Indians, Mexican
Americans, Puerto Ricans, and Orientals) had only a 15
percent rate. There were no significant differences in the
dropout rates of women by cthnic origin, but nonwhite males
had & dropout rate of 28 percent as compared to 19 pereent
for white males.

4. Age

MDTA.—There was no consistent relationship between age and
the impact of training.

WIN.—Youths and older workers had more difficulty gettin%
placed. Placement rates increased with age up to age 54, anc
declined thereafter. Dropont rates were very high for trainees
less than 18 ycars old (33 percent for males, 27 percent for
females), and declined with age thereafter. The dropout rate
for inales 65 and over increased sharply.

6. Indices of Maturity and Family Responsibilities
MDTA .~ The two studies which investigated the issuc found no
; consistent relationship between the effectiveness of trainin
and marital status, status as a household head, or number o
! dependents.

WIN.—Placement rates were lower and the dropout rates higher
for those participants who were not houschold keads, had p~e:
been married, or had few dependents.

6. Previous Labor Market Experience
MDTA.—Persons with a history of extensive unemployment
prior to enrolling in MDTA had larger increases in earnings
due to training than those who had been employed or those
who had been unemployed for shorter periods. One study
(Olympus Rescarch (gorp., 1971) found that those trainces
with the lowest carnings and wage rates prior to traim'n%
experienced the largest mcreases in earnings and wage rates.

¢ This study dId not use a control group.
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WIN.—Placement rates increased and dropont rates decreased
with years of previous work experience.

Thus, the pattern of WIN placement and dropont rates is generally
consistent with one’s intuition: participants with characteristies which
indieate n lack of family responsibilities or of maturity o which put
them at a disadvantage m the lnbor market had greater difficulty locat-
ing employment and generally higher (Irul)out rates. But the pattern
of differential training impacts for MDTA and NYC out-oll-school
participants is quite surprising. Persons with less edueation and those
with recent lengthy spells of imemployiment benefited more than those
without these labilities. Training has been suceessful among all age
brackets and for persons with varying degrees of family responsibility;
no consistent difﬁ'rcntiul impact_emerged. The results of the limited
research on effects by race were mixed, with persons of all races showing
improvement. Women did not scem to henefit from institutional train-
ing, but some studies found that they benefited more than men from
on-the-job training.

AssessiNG THE REsuLts

Disadvantaged and low-income persons have responded to training
and have become more self-sustaining. It is important that we retain
our perspective, however, The results which we have been examining
pertain to training programs during the last decade. Although the
absolute number of trainces during that period was quite large, it is
likely to be miniscule in comparison with the number llor whem train-
ing would be specified if manpower programs were adopted as a main-
stay of income maintenance policy. No onc knows whether a massive
training cffort for the low-income and welfure population will gencrate
a similar outcome.

Increased enrollments will make it difficult to duplicate the quality
of past training programs. Instructors are a scarce resource, and
attempts to hire more of them may increase the per capita cost of
training, Sclecting the positions for which participants should be
trained is already an uncertain task, and the risk is multiplied as the
program grows. Judgment errors will occur, creating excess supplies of
some occupational skills.

Thus {ur, trainces have comprised a negligible proportion of the
labor force, and the additional competitive pressure which they have
exerted on wage rates has probably been small. A much inore nmi)itious
program of training for the low-income population would encounter
ncreasing difficulties in getting graduates absorbed into the private
sector. The most sanguine economic model (one which assumes flexible
wage rates) predicts that emnployment is available for the trainees but
at somewhat lower wage rates. This, of course, would reduce the rate
of return from training. In a world encumbered with institutional
restrictions, noncompetitive firms, and powerful unions, placement in
the private sector becomes more doubtful and a supporting program
of public employment may prove nceessary.

Almost all trainees in the past have been volunteers. If compulsory
training were instituted for particular categories of welfare recipients,
changes in the motivation, if not the qualifications, of the “partici-
pant” population could be anticipated. Even if future trainees were
as capable as those in the past, resistance to inandatory training could
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produce results altogether different from those which have been wit-
nessed previonsly. In addition, if women responsible for young chil-
dren are included in the mandated popnlation, the problem of insuffi-
cient child care arrangemients will have to be confronted, for these
women to be able to remain active in the labor force.

Fear of inflationary pressures has resulted in reluctance by the
administration to pursue a policy of full employment demand. In the
long run, training programs should reduce some of the skill shortages
wineh help fan mflation, but it would be naive to expect them to
climinate the problem. Given the scnsitivity of the success of man-
power programs to the level of economic activity, continuation of the
current macrocconomic policies will make 1t impossible to realize the
estimated benefits of training. If unemnploymnent is not reduced below
the 5 pereent level, mnch of the $1.6 billion planned for manpower
progzrams in fiseal 1973 could be better spent on job creation.

We have couched our discussion in terins of increnses in earnings
due to training and the rates of return on investment. These are im-
portant measures of program success and cconomic cfficiency, but their
significance can be overemphasized. Although some of the research
results sugzest that the gains in carnings have been large relative to
costs, they have not been large by conventional, social standards. Tt
is sobering to note that even those studies with the most optimistic
results estimate average posttraining annnal earnings levels well below
the poverty line. In a study of MDTA trainees in North Carolina
(Sewell, 1971), the average posttraining annual carnings for the
trainces was $2.,406, a gain of $433 over the nortrainces, but still $471
below the poverty line for this group. In terms of the absolute and
percentage gain in annual earnings as well as the rate of return on
investment, female on-the-job trainees were the most successful of the
North Carolina pnrtici[innts. Yet their posttraining annual carnings
averaged only $1,857. In a more recent sample (Olympus Rescarch
Corp., 1971), MDTA trainces did somewhat better, averaging $3,100
in posttraining annual carnings. But this was still over $300 below the
relevant poverty line. 1f child care and work expenses have to be
financed from these carnings, there is not much left for the amenities
of life. Training docs reduce the poverty gap, but continued income
supplementation is likely to be nccessary for the graduates.

I:mproviNG THE EvaruaTioNn PRocEss

The robust expenditures for research and cvaluation of training
programs ($179.4 million foom fiscal 1962 through 1972) 7 are a dis-
turbing contrast to the ancinic set of conclusive and reliable findings.
Although some of the data may be necessary management informa-
tion, niuch of what is collecteu as n matter of course by program ad-

" ministrators cannot be used to estimate the impact of training and

determine the effectiveness of the program.
Among the most glaring deficiencies are inappropriate control
oups and short observation periods. An appropriate control group
15 essential if the inpact of training is to be isc'-*ed and distinguished
from the inflzence of other factors. Frequently  udies are undertaken
without any control group. When a control ;, sup is included in the
1 Federnl fnnda spent for the evaluation, research, and development of training programs

by the Department of Labhor, the D:antment of Health, Education, and Welfare, the GAO,
and the Office of Economlc Opportunity. . -
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design, it is almost never established at the \ime that enrollees enter
the training program. Evaluators are called_in after tramng hias
occurred, and are confronted with the alniost impossible task of con-

structing a control group with the pretraining characteristics and

experience of the trainees. :

Observation periods rarely last more than a year and usually less.
This is too short to determine how long benefits last or whether they
are stable, increase, or deerease. Evaluators are forced to base thelr
estimates of program effectiveness on uneasy assumptions about the
duration of camings gains. Tracking trainces and a control group
over an extended period of time is an expensive proposition, but it is
probably no more expensive and certainly more useful than much of the
data collection and evaluation which has been conducted in the past.

Because the structure of programs and the characteristics of their
clientele change over time, a single evaluation, even one with an
optimal design, conducted at one point in time doesnot provide reliable
information about program effectiveness. A standardized, ongoing
evaluation procedure should be established.

Fipally, enabling legislation usually assigns the task of evaluation to
the program_ administrators. Separation of powers is a well-accepted
and venerable principle, and its application is as appropriate here as
elsewhere. Administrators are understandably ansious to depict their

rograms as successful, and ovaluations conducted by them (no matter

ow conscientious they may be) cannot escape being suspected of bias.
An independent agency, accoun table to Congress, should be respon sible

for evaluation.
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INTRODUCTION

Manpower training programs are being used, and expanded pro-
grams arc being proposed as a technique for increasing the earnings
of the poor. Both the administretion’s proposal for welfare reform
(the Family Assistance Plan) and the Senate Finance Committee’s
counter-proposal (the Guaranteed Job Opportunity for Families)
include provisions for training. The Social Sccurity Act has been
recently amended to require all welfare recipients (with certain
specified exceptions) to register with the Labor Department for work
or training,

We now have had a decade of experience with manpower programs,
and a voluminous evaluation literature has emerged from the attempt
to determine their impact. Although in the past trainces were drown
only in part from the poverty population, it scems appropriate to
examine the accumulated evidence from these programs before un-
realistic expectations are generated regarding their powers to meta-
morphosize the poor. Thus, a review has been made of the experience
of a number of training programs, serving a varicty of clientele with
a wide range of techniques, in order to offer a considered judgment as
to the likely success of # massive training effort.

This sturly is not a comprehensive review of the evaluation litera-
ture.! Because the Subcommittee staff’s research is foensed onsolutions
to the poverty problem, some of the better and more recent studies
have been examined for particular insights into the impact of training
on_low-income and disadvantaged persons.?

Manpower programs may have been oversold mn the past, fostering
the illusion that they \\'oufd (1) climinate unemployment which was
unresponsive to cconomic growth, (2) mitigate the severity of the in-
flation-unemployment trade-off by increasing the productivity and
the occupational and geographic mobility of the low-income popula-
tion, nn(r (3) reduce the duration of unemployment experienced by
those displaced by automation. To these objectives recently has been
added responsibility for stemming the growing tide of welfare recipi-
ents by making the poor self-sufficient, and in the process so improving
the character of the trainces that the incidence of a variety of anti-
social activities (urban crime, parental desertion, dropping out of
school, drug addiction, and urban blight in general) will be perceptibly
diminished,

To note that these problems are still with us is to say nothing sig-
nificant about the degree of suceess of the training programs. The
evaluation of these programs is an extremely complex task, the evi-
dence is not all in, and the blizzard of statistical information has to be
considered with circumspection.

! For a_comprehenslve bibliography sce Ernst W. Stramsdorfer. Recieww and Synthesix
of Cont-Effcctivencas Studier of Vocational and Technical Education, The Center for Voea-
tlnn]nl_m'\g,_'rechnlml Education, Ohlo State Universlty, Columbus, Ohio, January 6, 1952,
ppé T‘h‘o-;ﬂi::lnl definltion of a dlsadvantaced person is “n poor Derson who does not have
suitable employment and who 13 elther (1) a school dropont. (2) a member of n mlnority,
(3) under 22 years of age. (4) 45 rears of age or over, or (5) handicapped.” Manpower
Report of the Presldent, Marech 1950, p. 60. In addition to these characteristics, we will

be concerned with any trait which la likely to reduce one’s marketabllity or meet with
discerimination In the labor market, e.g., being female or having an arrest record.

(16)
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Literature on five programs was examined: Meanpower Develop-
ment and Training Act (MDT'A), Neighborhood Youth Corps (NYC),
Job Corps, Job Opportunities in the Business Sector (JOBS}, and the
Work Incentive Program (WIN).? MDTA and NYC are the Iargest
of the manpower training programs, and have been in operation the
lorgest. MDTA offers a wide range of institutional and on-the-job
in-.ruction; it serves disu(ivantngc(r persons, although not exclusively.
WIN treats only welfare recipients. NYC, JOBS, and Jobh Corps deal
ciclusively with disadvantaged persons, though cach has its own
structure and training methodology. JOBS is a private venture which
is federally funded. The majority of Job Corps centers train youths
at sites away from their home environment. NYC provides work
experience, earnings, and training to high scliool students and drop-
outs, and encourages them to continue their education.

Information on the nwunber of training prograin participants be-
tween 1963 and 1971, the Federal funds obligated to train them, the
MDTA completion and posttraining employment record, and some
selected characteristics of trainees appears in table 1. It is clear that
(1) substantial public resources ($6.8 billion) have been devoted to
exposing a sizable nuinber of people (6.1 million) to training services
during the period, (2) the percentage of MDTA graduates who were
employed 6 months after completing their training has been on
average somewhat higher for on-thc-jog than for institutional training
(86 and 74 percent respectively, the percentages remaining fairly
constant over time), and (3) since an increasing proportion of the
clientele have displayed characteristies which are likely to place them
at nhdi(sindvantnge in the labor market, the target population is being
reached.

a1See Supplementary Material for a description of the operatlon of these Programs and
the characterlstlcs of the tralnees served by them.
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These figures are fairly unrevealing us a source for assessing the
cffectiveness of the trnining programs, We would like to know what the
rate of return on the Government’s investment was, whether the
trainees experienced an inerease in incomne, how much of any increase
was attributable to the instruction which they received, and whether
their posttraining work experience was lengthy and stable or merely o
flirtation with emnployment.

The beginnings of unswers to questions like these can be found in
the technical studies which we have examined. In order to provide a
common basis for discussion we begin with a methodological section,
reviewing the criteria used for evaluation, the information required to
isolate the imnpact of training, the difficulties involved in identifying
and estimating costs and benefits, and the problems associated with
making inferences from the results of these studies to the low-incomne
population which is the likely target of an expanded training effort.

A FraMEwoORK FOoR EvALUATING TRAINING PROGRAMS roRr THE Poor

Program Goals

One of the difficultics associated with evaluating training programs
for the poor is the lack of uniform agreement (among policymakers and
rescarchers alike) on the specific objectives of the programs. One of
the goals is ethical: to improve the distribution of incoine in society.
Most of those eligible for training are considered to be at a relative
disadvantage in the labor market, and the training programs attempt

to_correct this inequity by improving the trainces’ carning capacity. .

However, there are alternative means of correcting a maldistribu-
tion of incomne; namely direct transfer payments. This society has a
deep-scated comnmitment to the work ethic, and other things being
equal, it is considered preferable to equip the poor with the skills
to provide for more of their own economic needs. Other things are
not equal, however. Resources are scarce, government budgets are
tight, and there are limits to what we are willing to spend implement-
ing the principle of self-support. The conflict is clear: we would
like to reduce the incidence of poverty, and we would like to do it by
involving the poor in the mainstream of cconomic activity. But we
are also concerned about efficiency, and the cost of training is a very
relevant consideration.

The conflict may be clear, but the limits of our preference for

self-support are not. Some training programs are expensive relative to

the benefits, but it is uncertain how much more society is willing to
pay to achicve a given income increase for the poor through training
rather than through some alternative means. Therein lies the problein
in evaluating training programs as an antipoverty device.

Although there is no agrcement on the extent to which training
should be subsidized, there are some generally agreed upon approache s
to evaluating programs on the basis of their economic efficiency. A

" progran is economically efficient if the benefits it generates exceed

the costs. Training prograiss are an investment in the formation of
human capital. Society has released some of its scarce resources (plant
and equipment, instructors, workers to be upgraded) from their task
of producing current output, and has devited them to training
workers. The allocation of these resources is efficient if in the future
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the human capital can produce output whose value (discounted * at
some appropriate interest rate) is sufficient to cover the cose of the
investment (the lost current goods and services).® This is the gonoral
principle applied throughout our examination of training programs.

It is essential to remember, however, that even if the Lenefits of
a program are so small relative to the costs that the eriterion of eco-
nomic_efficiency is not satisfied, the program cannot be dismissed as a
possible approach to the poverty problem for three reasons: (1) Direct:
transfer payments are not administered without cost, and the benefits
: and the costs of such programs would have to be examined in order to
make a comparison; (2) society’s predisposiiion to increase the incomes
of the poor through their own work efforts might be sufficient to
warrant the extra costs involved in training; and (3) it is likely that
there are important, indirect benefits from trnining (e.g., intergenera-
tional effects and reduced crime) which cannot be meunsured.®

The Evaluation Process

Any benefit-cost analysis has four phases: specifying program
objeclives, defining appropriate concepts of benefits and costs,
K choosing criteria to evaluate the investment program on the basis of
these concepts, and measuring the benefits and costs. The theoretical
criteria for cvaluating investments are well developed, and will be
discussed briefly. Although enumerating the benefits and costs is
basically an accounting procedure, some understanding of economics
and the workings of an economy is required to avoid improper inclu-
sions or omissions. After all, we are attempting to isolate and assess
the impact of manpower programs not in a sterile, controlied lubora-
tory environment, but in the changing and unconfined setting of tho
entire economy. This greatly increases the number of varinbles and
their interactions. The relevant outputs and expenditures are altered
by the perspective from which one examines training programs, that
o{ socicty as a whole, that of the taxpayers who finance the project,
or that of the recipients of training. This topic will be treated in
some detail. Of the three phases, the estimation process is subject to
the most uncertainty, and the dimnensions of the problem are increased
by the difficulty of approximating a controlled, experimental setting.

Investment Criteria ’ :
There are three well-established criteria which are used to cvaluate
investment projects: the benefit-cost ratio, the net present value, and

the internal rate of return. The benefit-cost rutio results from dividing
the discounted future benefits by the discounted Jeosts” A project

4 Discounting is the op?osltc of compounding. It ix n procedure for determining the
grcxcut worth of output whieh will not be avniluble until some future time. Soeciety prefers

1 worth of goods und services now to those snme ‘commodities n year from now. If we
evote $1 worth of resources now to manpower training, we will have to get output
yalued at more than $1 in the future, to conslder this n worthwhile investment. he
interest rate is normally nsecd ns a mensure of the minfmum nmount thnt an cflicicnt
investment will have to returnh in the futare. For esnmple, a person with $1 in n saving
nccount that pays 5 percent will have to be offered more thnn $1.05 next year if he is to
be induced to invest his funds. (T'lis is eompounding.) By the same token) if the interest
rate 18 5 pereent, $1.05 a year from now has a present or discounted vnlue of $1.

® A Dbenefit-cost ratio greater than one hn?!lcs that the resources have been nsed in an
economicnlly effiefent, but not neccssurll)y optimnl, mnnner. We have tuken resources which
were being used to produce output worth, say, $1. and hnve allocated them to a preferable
use, a8 evidenced by the fnet thnt we obtaluéd output valued nt more than $1. This is not
necessnrily the optimal allocntion of these resonrces, however, for there may have existed
a use which would bave produced even more liighly vnlued future output.

9 For nu nrtleulate discussion of the problem of conflicting social goals and the cvalua-
tion of training programs sce David O. cwell, Training the Poor, a Benefit-Oost Analysis
of Manpower Programs in the U.S. Antipoverty Program, Industrial Relations Center,
Queen's Uuniversity, Kingston, Ontarto, 1871, pp, 51-562

7Sce footnote 4 for an explanation of discounting.

FRIC v 27

, ‘

et e




Aruitoxt provided by Eic:

P

|

22

is cconomically cfficient if this ratio exceeds one. The net Frcsent
value is simply the discounted or present vulue of the benefits less the
discounted costs; if this difference Is positive, resources are cfficiently

allocated. Finally, the internal rate of return is that interest rate which

" equalizes the present value of the benefits and costs. If the project

yields an internal rate of return higher than the interest rate which
the investor could have received for lending his funds, the rate of
return is neceptuble. These criteria serve essentially the same purpose,
and all three are used by the authors of the studies under discussion.®
In cases where budget limitations preclude undertaking all efficient
projects, they should be ranked and chosen from according to their
expeeted net present values. (An example illustruting the use of these
investment criteria appears in Supplementary Materials, Section II.)

Since the interest rate enters explicitly in the determination of
present values and is implicitly the standard of comparison for the
internal rate of return, use of these criterin requires specifying a value
for the rate of interest. As with benefits and costs, the conceptuall
proper interest rate depends upon the viewpoint from which the proj-
ect 1s being evaluated (that of the taxpayer, society, or the traince).
However, regardless of the perspective, there is no general agreement
on the correct value for the interest rate, and hence some Intitude is
allowed the evaluntor. Authors normally choose a range of values
(usually between 5 and 15 percent). The Office of Management and
Budget uses a 10-persent rate on all government projects.

It is not possible to use benefit-cost analysis to determine the
degree of success of n project when some of the goals established for
the project are noneconomic, 1.C., results that cannot be assigned
monetary values. One such goal has already been discussed: income
redistribution. Another example occurs in the case of the NYC:
incrensing the probability that a traince will complete his or her
education. If a project is cconomically efficient and there is evidence
that the noneconomic goals are also {eing fulfilled, there is a strong
presumption that the project should be continued. A problem arises
only when some of the objectives are not being met and policymakers
have not supplied a set of relative weights for the multiple goals.’ In
such cases the various outcomes can be discussed, but the project
cannot be fully evaluated.

Definition of Benefits and Costs

A definition of benefits and costs should account for all the resources
used by a project and all of the changes which occur as a result of it.

There Is considerable variation in the list of items identificd as bencfits
and costs by authors of manpower evaluations. Such diverse things
as increases in the carnings of the trainees, secondary increases In
employment due to multiplier effects, and increased tax revenues ac-
cruing to the Government are counted as bencfits, and the definition of

costs ranges from the forgone earnings of cnrollees in training pro-
grams to the Government funds expended to finance programs. The

8 Considerable controversy exists over, which of these criterin is the correct one, Depend-
ing uson the circumstances assoeiated with a particular investment project, there are
grounds for distinguishing betseen them. For a thorough summary of the problen nnd
the conditions under w&xle cach is preferable sce Tehe-wel Hu, Maw Lin Lee, and Ernst
W. Stromsdorfer, A Coat-Effectiveneas Study of Vocational Eduoation, Institute for
Tesenrch on Human Resources, the Pennsylvania State University, University DPork,
Pa,, March 1968, pp. 40-59.

PP 59
. 9 Assigning relative weights Is essentially the snme thing as glving monetary values to

the noneconomic outeomes.
- ?
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disparity is such that the same item may be counted as a benefit in
one evaluation and a cost in another.'®

For the most part these are legitimate differences, explainable by the
dissimilar objectives of the evaluators. If the impact of the program
on socicty as a whole is being estimated, a very different set of relevant
benefits and costs emerges than if only the cost to and effects on the
trninces or the taxpayers arc considered. For instance, increases in
posttraining tax collections and in the Government’s share of training
expenses are relevant for evaluatisn from the point of view of the tax-
payer. From the point of view of the trainee the benefit is the increase
mn his disposable income and the principal cost is his foregone carnings
during the program. Definitions and measures of the relevant benefits
and costs from ecach of the three perspectives are discussed below.

A somewhat more subtle problem, which has not been well recognized
and has caused considerable confusion, is whether benefits should be
defined as the impact of training on the actual output of goods and
services or on the capacity to produce output, i.c., the potential in-
crease in output at full employment.' This philosophic ‘difference is
not minor, and has serious implications regarding what should be
counted as a benefit or o cost of training.

If the increase in output or in net national product (NNP) is the
definition adopted, then such things as multiplier effects must be
counted as benefits of the training program. (Multiplier effects are
increnses in employment and output which occur as o result of the
initial governinent 2xpenditures on training programs, as well as

increases which occur because the successful tramees have higher.

carnings, and will want to consume more, and additional persons
will have to be employed to produce these rewly demanded goods.)
If & graduate of o training program appears so attractive to industry
that he is hired to replace an existing employce, then the displaced
worker’s lost income will have to be subtracted from the benefits.
Similarly, if a traince vacates a job when he enters the training pro-
gram, and the vacancy is then filled by some formerly unemployed
worker (the so-called Vacuum cffect), then the foregone earnings of
the trainee cannot be counted as a cost from society’s point of view,
because there has been no opportunity cost (reduction in production)
as o result of training him. In general then, if one wants to measure
the actual output increases nm% the actual costs associated with the
initiation of a training program, one must count the entire expansion
in output as o benefit and the entire contraction as the cost.'

This may be a proper question of concern to government officials,
and one that shall be discussed, but it hardly scems like an appropriate
method of assessing the efficacy of training prcgrams. There is nothing
remarkable about a multiplier effect. Any exogenous expenditure can
generate a real increase in output, given the existence of excess
capacity and uncmployment in society. Long term unemployment
experienced by workers displaced by trainces is not the fault of a
traning program, but rather of inapproprinte macrocconomic stabili-
sution policy. Similarly, it hardly seems reasonable to blame o training

10 For example, stipends to trainces are a cost from the Government’s point of view, but
they arc a benefit from the trainces’ vlewpoint,
i Kinar Hardin, “Benefit-Cost Analysis of Occupational Tralning DProfirams: A Com-
arison of Recent Studies,” Cost-Benclit Analysis of Manpower Policies, Proceedings of a
North American Confereace, May 14-13, 1069, G. G, Somers nn% W. D. Wood (ed.), Indus-

trial Relations Center, Queen's University, Kingston, Ontario, 1 69, p. 101,
12 Ibid,
.- 0 .
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program, when trainees who have had their marketable skills in-
creased cannot find jobs because eyclical unemployment is so high,
It is not the province of training programs to generate sufficient
aggregate demand to maintain a full employment cconomy. That is
the responsibility of monetary and fiscal policy, and traing pro-
grams should neither be given ¢redit for contributing to the creation
of ndequate ageregate demand, nor be condemned because it has not.
been achieved® The optimum context for evaluating training pro-
grams would secem to be the impact on the capacity of society to
produce additional output.™

Social benefits—From the point of view of the entire cconomy the
benefits fromn training are defined as the change in full etnployment net
national product plus any externalities.'® " ‘he principal externalities
arc possible reductions in crime, and intergencrational effects, e.g. the

- children of suceessful trainees will be more productive in the future or

engage in less antisocial behavior because their family income has
been inereased, they grow up in a healthier environment, they receive
more education and health services, etc. Only very crude attempts
have been mnade to estimate values for these externalities, and the
researchers generally conclude that the benefits are small enough to be
“safely’” ignored.'® Given the preliminary nature of the research on
caleulating externalities, they necessarily are ignored by all evaluations
of manpower programs. It would be premature to conclude that such
omissions are mconsequential; 1o one knows what their magnitude is,

There are three statistics which are used to measure the socinl
benefits from training: changes in earnings, wage rates, and employ-
ment. While no one of these alone is 2 comprehensive measure of
benefits, all three provide useful insights about the effect of training,
Both wage and carnings changes understate the worker’s increased
productivity, because neither includes fringe benefits or employer
contribu tions to Social Security.' Since it is difficult to obtain data on
fringe benefits, most authors settle for wage and earnings changes,

However, ignoring employer Social Security taxes may not be
inconsequential,

Some authorities contend that an increase in earnings only indicates
a productivity increase, if it is largely accounted for by an increase in

13 0One of the functions of manpower programs I8 to attack structural unemployment
problems, and thereby ease the severity of the Inflation-unemployment trade-off. This
simplifies the task of mnintaining full employment, but it I8 qulte distinet from the
resl)onslblllty for inducing adequate demand.

W Structuring the evnlnation process in this mnnner creates a problem which is difficult
to resolve. If the evaluation I8 conducted In a non-full-employment setting, ohserved prices
for resonrces nnd ontputs mny differ from their full employment, equilibrinm values. This
conld crente unidentifinble blages in the estimates. I¢ one believes that wages and prices are
(lownwnrdl{ inflexible, then the problem is mitigated for situations of unemployment, No
ready solution presrents itself for inflationary situations, however,

18 An_externnl economy occurs if person A is better off ns the resnlt of an nction by
person g. the two hnving not engaged in a transnction. A diseconomy occurs if person A is
worse off,

1 Ribich examines the influence that additional yenrs of edncntion for parents have
on their children's edncation, nnd then infers nn income reintionship based on other
stndies, He concludes that the benefits nre small. Thomas I, Ribich, Education and Porerty,
the Brookings Institution, Washington, D.C., 1969, pp. 101-107. Belton Fleisher, “The
LEffect of Income on Delinquency,” Americen Eeconomic Review, Mnrch 1966, pp. 118-137,
examines the effect of increnses in income on delinquency rates in low-income arens, Eati-
mating eost savings on the bnsis of Flelsher's resnlts, Ribich finds that a community saves
only $1,300 1n police expendltures i¢ income increases by $300,000,

1 Hardin, op. cit., p. 101,
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wages, rather than an inerease in the duration of employment.! Tt
is argued that a wage increase is u more significant gnge beeause it
indicates that the employer thought that the worker had become more
valuable. On the other hand, increases in earnings due solely to in-
creases in employment at the same wage rate are often only a re-
flection of aggressive efforts on the part of placement officers or
-sereening ofjof; applicants by employers on the basis of a false criterion
(Employers often use a credentinl such as a school diploma or a
certificate of completion of o training program to choose between job
applicants. These credentials are not always good measures of pro-
ductiviiy differences.) Both plucement efforts aud selection on the
basis of eredentials make it casier for a trainee than his nontrained
counterpart to find employment, even though there are no productivity
differences between them.

Indeed, there is some cirenmstantial evidence to support the
“sheepskin” and “‘placement” hypotheses. A nunber of studies have
observed that carnings and employment differences between truinees
and their control group (nontrainee counterparts) begin to disappear
with time.!® Such a re(‘uclion in benefits over time is what one would
expect to observe if the earnings and employment differences were
attributable to placement efforts and the effect of certification,
rather than to actual differences in productivity. Additional supportive
evidence can be found in the data on earnings differences for persons
with different levels of formal education. The earnings advantages for
persons with more years of schooling remains throughout their life-
time. This implies that if training improved real carning capacity,
as schooling does, then the gains wonld have endured.

Certainly these are plausible explanations for the observed dissipa-
tion of training benefits over time, but there are a number of alterna-
tive explanations which are consistent with real, initial differences in
productivity, The trainees could have been given occupationally
specific instruction, the benefits of which were ultimately wiped out
by technological or other economic change, or with the passage of
time the nontrainees could simply have received more on-the-job
training from employers.* Until the placement and sheepskin hy-
potheses are tested more thoroughly, it secems prudent to examine
all three statistics: wage rate, earnings, and employment changes.
If these hypotheses are corroborated, however, training programs

would prove to be an expensive method of providing placement serv-
ices and sheepskins.

18 Sewell, op. cit., p. 45. James N. Morgan and Martin David, “Eduention and Income,”
Quarterly Journal of Economics, August 1903, nre even nore rigid nbout the mensurement
of produetivity gniug, suggesting that the ebunge in annunlized wages is the appropriate
statistie, L.e, the ehnnge 1u wages per hour multl?llc(l by 2,000 hovrs. The tmpliention iy
that auyone who works less than full time ts invo
fisenl and monetary policles are responsible for thix, and the estimnate of the' gnius ‘from
traluing will be biased downward unless the snggested correetton 18 made. Not nil upem-
ploymnent s tnvoluntary, however, and since the value of leisure is not included fu NNP,
use of this measure may overestimate the ehange in full employment output,

1*In a follownp study fn West Virginln 4 years nfter completion of training, Somers
and McKechnie found an fmprovemeat Jn the employment of nontraineces relative to
trainees. Gerald Somers and Groeme MeKechnle, “Vocational Retratuing Programs for the
Unemployed,” Procecdings of the 20th Annual Winter Mecting, Industrial Relations Ree
seareh Axsoelation, Gerald Sowmers (ed.), 1967, p. 84. Two other studies using the same
West Virginia sample found empifoyment and earnings differentinls were signitienntly
narrowed in the second year after training. Harold Gibbard und Gernld Somers, “Govern-
ment Retraining of the Unemployed in West Virginin,” and Glen Coin and Ilrnst Stroms-
dorfer, “Retraltlng fn West Virginin: An Economie Evaluation,” Retraining the Unem-
ployed, Gerald Somers (ed.), University of Wisconsin Press, Madison, 1968, pp. SS and
322, reapectively. Cain and Stromsdorfer make speefnl mention of the extensive placement
and job ¢reation efforts of the progralu nunagers.

» The probability is small, but the control group eonld also have bad an luitial, sys-

temntie preference for lefsure,
-t ,:.; 'q
oo,
L NS
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untarily unemployed. Again, fnadequate . .
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It is important to note that whether or not the benefits decline with
tiine, increases in employment unaccompanied by wage increases may
still be an indication of improved productivity. If exposure to a man-
power program has converted the traince into a nore reliable worker
with a reduced incidence of absentecisin, this is surcly an increase in
lluman capital.

Social costs.—The best definition of the cconomic cost of a program
is “the value of the output which could have been produced with the
resources actually employed in training.” # Thus, the wages of training
and administrative personnel, the depreciation of capital equipment,
and the value of the output which trainees could have been producing
are all relevant social costs.?

Certain cost items are always awkward to treat: allocating joint
costs, estimating the depreciation on capital equipment, and valuing
payments in kind. (States are often permitted to pay in kind for their
share of training program costs.) Solution to these problems usually
involves some arbitrary decision. There are numerous, extended dis-
cussions of these issues elsewhere.®

Because of the heterogencous clientele, training costs for individuals
in the same program may differ widely. Fow evaluations attempt to
relate cost differentials to the socio-demographic charncteristics of the
trainces. Although this does not affect the estimates of the rate of
return for an entire prograin, it is clearly a potentially serious source
of error in estimates of rates of return by socio-demographic categories.

Private benefits and costs.—Benefits are usually measured by any
increases in disposable income which the trainee receives during his
lifetime and which result froin exposure to training. Costs are mensured
by any disposable carnings forgone during the training. Again, these
statistics have the weakness of omitting fringe benefits. owever, n
change in transfer payments represents real change in an individual’s
disposable income, and hence is counted.

Taxpayer or government benefits and costs.—Increnses in taxes (ull
taxes—incoine, sales, property, Social Secwity) paid by the trainee
plus any reduction in transfer payments (such us unemployment com-
pensation and welfare) for which the traince would have been cligible
constitute the benefits to the government. Training expenses (any
direct financial expenditures associated with the program, including
training allowances to enrollees) and reductions in taxes paid by the
trainee during the program comprise the costs.?

An illustrative example which calculates benefits and cost from the
three points of view appears in Supplementary Materizls, Section II.
Isolating the Impact of Training

The question “What is the impact of training?”’ is unanswerable.
The efficacy of training varies with the characteristics of the individual
trainec and the economic conditions confronting him when he leaves
the progran and enters the labor force. The relevant question is

7 Elnur Hardin and Michael Bovus, T'he Economic Boneflle and Coats of Rctraining,
D. C. ITeath & Co., Massachusetts, 1971, ln Yo

= One thorny conceptual lssue is whether transfer payments, such as gupport pnyments to
tralnees while they are enrolled in tealning, should be counted as n program cost, From
soclety’s polnt of view they should not be, beenuse conkunption benetlts foregone by the
Individuals who finance these payments are gained by the tralnees. Glen Cain and Robln-
son Hollister, “Evaluating Manpower I’rograns for the Disndvantaged,” In G. G. Somers
and W. 1). Wood (ed.), op. eit. p. 138,

= See Stromsdnrfer op, cit., pp. 30-61 for a brief discussion,

H 11ardin, op. cit., 1. 103,
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“What is the impact of training on whon, where, and under what
circumstances?”’ :

The local unemnployment rate is perhaps the most obvious of the
varinbles which could influence the participants’ economic situation,
and its effect inust be distinguished from that of training. Discrimina-
tion in the lubor market on the basis of race, age, and sex has been well
docuinented. Since the intensity of such discrirdnation is likely to vary
with geographic location, it may be desirable to control for region
(North, South, etc., as well as urbuan and rurl). Level of education and
prior labor force cxperience are important determinants of earning
capacity. Marital status and number of dependents are indications of
obﬁigutions and responsibilities, and can often serve as a proxy for the
motivation of the participants. In gencral, in order to isoiatc and
measul > those changesin the enroliees’ economic situation attributable
to training alone, the study design must control for those demographic
characteristics and external influences which have an impact on labor
force expeiience. Sampling is expensive, however, and analysis of some
interesting vocio-demographic groups is often thwarted by the limited
number of observed cases.

Control group.—A crucial element in the design of any study is the
control group: optimally, a group identical to the enrollecs in every
characteristic excunt exposure to training. The control group is a
reference point, and the difference between its situation and that of
the trainees in the posttraining period is used to mensure the effect
of training. Proper statistical procedure dictates that both the control
eroup and the trainees be randomly selected from the population of
mterest. ‘

Very few evaluations cu. comply with this requirement. Evalua-
tions usually are made on a post facto basis, and reconstruction of a
sutisfactory control group is often inipossible. Because control groups
were inappropriate some evaluations of pre-1966 MDTA programs
are suspected of overestimating the effectiveness of training. Prior to
this date program administrators engaged in crenming—using intelli-
gence and aptitude tests to select the most capable and easily marketa-

le applicants.?® Thus, a control group drawn from the remaining
applicants was likely to be composed of less able people.

An unknown bias may be introduced if the control is drawn from
nonapplicants, Eligibles who do not apply for training may be less
intelligent or less motivated. On the other hand, they may be more
self-reliant and independent, and feel that they do not need the
assistance of o manpower program to extricate themselves from their
current situation. Clearly, picking a control group' is hazardous and
should be undertaken with considerable care, since the results of a
study are quire seusitive to its composition.

All too frequently, evaluations have used the enrollees themselves
as the control group, using the change in the trainees’ cconornic situa-
tion as the measure of benefits.® Such before-after comparisons can
describe what happened to the trainees, but they canunot identify the
cause of any changes. In particular, the effect of training cannot be

= Since 1066 this practice has been largely discontinued, At that time Congress amended
i\}gﬁ:}‘,‘:ﬂpg})ﬂ(‘t{l}ng t';\sut 03 percent of enrollees be disadvantaged. “Manpower Report of the

= JPor e'xnmpléclblyfnpus Rescarch Corp., “Total Impact Evaluation of Manpower Pro-

grams in Four Clties,’” August 1971, one of the most comprchensive of the manpower
evaluations uses before-after comparisons rather than a control group.
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estimated because therd are no untrained persons in the sample. Some
enrollees are likely to be experiencing unusual, transitory cconomic
reverses, reverses from which they would have recovered without
benefit of manpower training. Their pretraining earnings understate
the earnings which they would have received in the absence of train-
ing. If these people are used as their own control group, the influence
of training will be overestimated. The most telling indictment of before-
after comparisons is, that they are unable to determine whether ob-
served changes in the trainees’ economic position are due to training or
to some other external change (such as a general increase or decrease
in the demand for labor.)¥ ]

Length of obsercation period.—The expense of engaging in a longi-
tudinal study has seycrciy limited the length of the observation period
for most evaluations. Few studies track the participants for more than
a year, and only one is available with a followup sample 4 years after
the completion of training. The projection of ]bencfits 10 years into
the future is a standard and unnerving practice, and it is the rare
program whose benefits are so apparent and whose payback period
so short that such projections are unneeessary to estimate a positive
rate of return. Since our confidence in the reliability of such projec-
tions has been somewhat shuken by the preliminary evidence that
training benefits may diminish within a few years, evaluations with
longer observation periods should be funded. :

" Sec Sewell, op. cit., pp. 23-24, for an extended discussfon of these polnts.
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| ; MANPOWER DEVELOPMENT AND TRAINING ACT
MDTA is the manpower program with which we have had the most
experience (1.7 million trainees over the course of a decade). The
k vharacteristics of the enrollees vary widely, and training has been

both institutional and on the job. It is a potential fount of mformation
and has been studied extensively.

MDTA’s very breadth, however, makes it an unwieldy subject, and

} prectudes any simple, unqualified determination of its effectiveness.

In the mid-1960's MDTA’s focus was changed to concentrate on dis-

advantaged trainees, as opposed to those who were considered casily

: employa'i:)le.'Unfort,unntclv, only three of the benefit-cost analyses

: were conducted after this change in structure. The most recent of

{ these (Olympus Research) is weakened by its reliance on before-after

! comparisons. (Refer to table 2.) Of the other two, Sewell’s sample is

TABLE 2.~COST-BENEFIT ESTIIMATES FROM SELECTEG STUDIES OF MDTA
Internal
social
. rate of
! Time | return 3
Name of study period ! Location Experamental group ¢ Control group (percent)
1. Maifeceenneeeannns 1965-66 Nationwide... MDTA graduates and Unemployed relatives ot 15.9 :
. dropouts. neighbors, '
3 2. Hardin and Borus .. 1962-65 Michigan..... TADTA enroliees......... MDT& applicants......... 14.7 ;
3. Muir, etal......... 1963-65 Nationwide  MDTA graduates........ Before-after comparison
judgment
sample
7 LT ] U1 | P 54.0
v [ L2 71 PPN 56.0
4. Stromsdotfer...... . 1959-63 West Virginia.ARA arad Sllalo program Unemployed workers. ..... 138.0
. raduates. !
4 S. Sewell............ 1965-67 North ng'A raduates: Nonlrainee applicants }
i&, Carolina. disadvantaged rural !
§ workers.
: B INSIULIONAl e eeeeeies cceereceirenicececai e naas aeececeeeeeneescenenneeeasnasan 6.3 .
3 [T R L T TP, seeimmemmeacemeecasmasostatoritetennnes 49.0 .
X 6. Olympus research.. 1963-70 Boston, Enrollees in MDTA and  Befote-after comparisons... ®
e Denver, other training -
L i San. programs.
S Francisco .
: n .
. Qakland. ;
7. Smithecececaanann. 1967-68 Nationwide... MDYA graduates._...... Simulation based on
before-after comparisons 12.2

g t The time roriod includes the training period and the followup observation period. R X
. 2 [n general these studies examine groups in addition to those for which rates of retern are given. Main, Hardin and
;. Borus, Stromsdorfer, and Smith examine institutional trining only.

> 3 These rates of return are based on an sssumed ben%fit diration of 10 years. I
2 ¢ Rates of return were not available for this study.

3 Source: Modified from ErnstSiromsdorfer, Review and Synthesis, p. 89, The citations for the evaluations are: (lg Earl0..
v Main, "'A Nationwide Evaluation of MDTA Institutional Job Training, * Journal of Human Resources SX"“ 1968. (2) Einar
Hardin and Michae! E. Botus, Economic Benefits and Costs of Retralning, D.C. Heath & Co., 1971. ¢ 5 lian H. Muir, et al.,
Cost/Effectiveness Analysis of On-the-Job and Instituticizal Training Courses, Pianning Research Corp.,1967. (4) Ernst W,
Y Stromsdorfer, *'Determinants of Economic Success in Retraining the Unemp|oyod." Journat of Human Resources, spring
e 1968, (5) David 0. Sewall, Training the Poor, Industrial #elations Center, Queen's University, 1971, (§) Olympus Research
S Corp,, Total Impact Evaluation ot Mangower Programs in Four Cities, August 1971. (7) Ralph E. Smith, An Analysis of

.he EI’ﬂciency and Equity of Manpower Programs, unpublished Ph. D. lﬁosls, Georgetown University, September 1970.

. (29)

i .
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relatively small, drawn entirely from a rural setting, and almost
exclusively black, while Smith’s study simulates control group earnings
and employment. One of the most scientifically designed studies
(Stromsdorfer) is so out of date that it trents trainees from NDTA’s
precursor, the Area Redevelopment Act, and the sample is composed
of rural, white Appalachians, Of the nationwide studies, Smith’s is
the most reliable. Main’s control group was developed in a rather
unorthodox fashion, and Muir et al.’s results are suspect becuuse of
the use of unmodified before-after comparisons,

The studies by Stromsdorfer, Hardin and Borus, and Sewell are
technically the most thorough and sophisticated of the evaluations,
but each has important linitations. All are area studies, but given the
diversity of the country, it scemns impossible to develop an intensive
evaluation whose results are uniformly applicable throughout the
Nation. Only Hardin and Borus include urban as well as rural partici-
pants. Sewell alone is able to distinguish between the impact of
on-the-job and institutional training, and Sewell’s is the only sumple
composed primarily of disadvantaged persons.

It is encouraging that, with the exception of Sewell’s estimate of the
rate of return to institutional training, ull of the studies indicate posi-
tive und large social rates of retirn. (The change in earnings due to
training is used to meusure benefits.) It is quite unlikely that such
consistency wonld have been obtained if NIDTA were not achieving
some success. However, it is worth noting that if the benefits are as-
sumed to Iast only 5 years instead of 10, then the Sewell, Main, Hardin
and Borus, and Smith analyses would generate unacceptably low rates
of return.! In light of some preliminary evidence that earnings differ-
entials may decline within a few years after training, it seems pre-
mature to celebrate MDTA’s uchievements,

The rates of return in table 2 are estimates for entire programs, and
as such do not reveal the very different impact that training has on

“various socio-economic groups. Since we consider Sewell’s study to be

the best piece of analysis for distinguishing such effects, the discussion
is organized around it, with additional evidence (supporting and
contradictory) drawn from the other evaluations.?

Institutional vs. On-the-Job Training

One of the most important findings in Sewell’s study is that on-the-
job training seems to be u good deal more successful than institutional
training. The results are given in table 3. The entries in the table
are estimates of the increase in trainees’ weekly earnings, hours
worked per week, and wage rate relative to nontraineces. These esti-
mates were made after controlling for the influence of other varinbles

l'1.‘!10:“I~Inrdlu and Borus and Sewell institutional cstimates are negatlve uader this
aseumption,

3 Sewell's study is exceptional for two reasons, Aslde from having a good coatrol group
and 1ncluding the major demographic varinbles in the regression equutlons, training wus
conducted In a Inbor market nren which wns close to full employment. Thus, the ,ufinence
of inndequate demand was probably never present. Secondly his ig the only study which
incorporates directly into the regresslon n motivation varinble, defined a8 a measure of the
satistaction whieh the individunl derlves from overcomlng obstncles by his own ecfforts
{Sewell. p. 118). Other evaluations cantion thnt rome omitted varlable may be responsible
for the benefits whlch have heen nttrlbuted to tralning, The most likely candidate has
nlways been individual motivation, nnd by direct luclusion of n measure for this effect
Sewell has overcome n longstanding concern.

The study's most prominent weaknesses stem from fts execlusively rural setting and
almost entirely black sample population, There Ir, therefore, no opportunity to cxtimate
differentinl impncts of training by race or in an urban cenvironment. The fact that the
connty-of-resldence varinble gshowed both stntisticnl aad practienl signifiennce indlentes that
it wns an importnnt proxy for something, perhaps difterentinl employment opportunities or
industrial strnctures. It s a little disturbing that this variable was not fully explolteq.
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such as age, race, education, and motivation. (See note 2 to table 3
for the list of all the variables included in the analysis.) For example,
after controlling for other variables, it is estimated that training
increased the weekly carnings of female on-the-job trainees by $14.50,

TABLE 3.—EFFECT OF TRAINING ON WEEKLY EARNINGS, EMPLOYMENT, AND WAGES BY SEX AND TYPE OF

TRAINING
Males ) Females !
Waekly Weekly

earnings Hours worked Wage rate earnings Hours worked Wage rate
(dollars) per week cents) (dollars) por week cents)
All 03T trainees......... 17.4 D 19.2 14.5 1.1 1.6
ompleters......... 9.5 i; 25.4 1.9 10.7 2,4
ropoute........... ® 3 ) 1.4 ™ [0}

All institutional trainees. 8.3 . 3 22.9 3) (’; (
Completers......... 8.5 i; 25.0 i; (O (:2

Dropouts........... O] @ ©) [ ®) =50,

! There ware 287 mates and 157 femalos in the sample. . .

. *The statistics are the rmlal regresslon coafficients on the training status variable. The other indepencent variables
in the equation are education, age, race, physical handicep, labor force experience, counl{ ol‘resldencal mobility (number
of States lived In since entering the labor force), and motivatlon (a test score indicating the indlvidual’s need to achieve).
The coefficients are Intarpret:d as the improvement in a trainee's status relative to a nontrainee after controlling for
ali the other variables. For example, male 0T trainees earned $7.40 more per week than nontralnees. All coefficients are
statistically significant at the 1 percunt level, i.e., there isonly ¥ chance in 8 hundred that training has no impact and that
the true coefficient is zero.

3 The estimate was not statistically significant at the 5 rmenl fevel. That is, at this level of conlidence there is not
sufficient avidence to conclude that training had any effect.

Source: David 0. Sewell, Training the Poor, Industrial Relations Center, Queen's University, 1971,

On-the-job training led to a significant increase in the weekly earn-
ings of both males and females, while only the earnings of male trainces
were influenced by institutional training. Muale earnings responded
about equally to both types of truining. However, the higher cost of
institutional training (about twice that of on-the-job training) resulted
in on-the-job training being 2 much better investment for men as well
as woinen.® Even if one assumes that the benefits endured for only 5
years, the internal sociul rates of return* for on-the-job training were
very respectable: 57 percent for the women and 17 percent for the
men. The difference in rates of return by sex is due to the fact that
female nontrainees worked less relative to their traince counterparts
than male nontrainces relative to theirs. The rate of return on the
institutional training of men was negative if a 5-year benefit life was
assumed, and only 11 percent for a 10-year life. The ineffectiveness
of institutional training for women is discussed later.

Clearly, this conclusion could have major implications for the
structure of manpower programs. Historically more than twice as
many people have been exposed to MDTA institutional courses than
to on-the-Job training. If Sewell’s results are true in general, then this
pattern should be reversed. Unfortunately, sufficient information is
not available to wnfer that these findings are generally true. Sewell’s
sample is relatively small, almost exclusively black, and entirely rural.
Projecting the results from this study to an urban training prograin

3 On-the-job training 13 not necersarlly universally cheaper than institutional training.
The cost estimates by Muir et al, indicate just the reverse.

{See page 22 for the definition of the internal rate of return. The term “social” rate of
return is used here because it is the social benefits (measured by the increase in earniugs at

full employment which are attributable to training) and social costs which are heing
discounted.

i
1
i
'
i
i
‘
i
i
i




-~

ERIC

Aruitoxt provided by Eic:

32

would be a precarious leap into the dark.’ Additional evidence is
sparse._ There are only two other studies which compare NMDTA
on-the-job and institutional training, and even their authors show a
lack of enthusiusm for their conclusions.® MDTA program statisties
on posttraining employment experience tend to support Sewell: 86
pereent of MDTA on-the-job training graduates were employed 6
months after completing their training us opposed to 74 percent of the
institutional trainees. (See table 1.)

Although the evidence which we have examined supports the
widely held belief that on-the-job training is superior to institutional
training, this evidence is neither extensive nor conclusive. There is
an obvious difference between the two groups of trainees: on-the-job
trainees have already been placed in vacancies and are employed.
Thus some of the observed employment and earnings differences may
be due to placement effects and not to the greater effectiveness of
on-the-job training as a technique. There may be significant personal
differences  between on-the-job and institutional trainees. In the
absence of an experimental design in which enrollees are randomly
assigned to the two training methods, o differential impact eannot be

identified. The issue is so important that research to resolve the -

problem soon seems imperative.
Additional Evidence on Institutional Training

The other studics in tuble 2 which employ control grouﬂ)s (Main,
Hardin nnd Borus, and Stromsdorfer) treat only institutiona truining,
s0 they cannot be drawn upon to evaluate the differential effectiveness

-of on-the-job and institutional programs. Their estimates of the

impact of institutional training on weekly earnings tend to be some-
what larger than Sewell’s. For all trainces the estimntes are: Main,
$7.87 to $9.60; Stromsdorfer, $10; Hardin and Borus, $18.77; Sewell,
$5.90. For males alone Stromsdorfer’s estimnte is $10.26, while
Sewell’s is $8.30. (Women in the West Virginia study received no
carnings benefits from institutional training. See the next section.)
In contrast to Sewell, where all of the earnings changes were
accounted for by wage increases (except for female on-the-job
trainees), Main found no statistically significant wage changes, all
of the benefits being explained by employment increases (11 to 22
percent for those secking full-time employment). The West Vireinia
tramees experienced cmnployment increases in the samo range (14 to
18 percent). Hardin and Borus do not present their results in a
comparable manner, but it is likely that employment increases also
account for some portion of the reported earnings benefits since
the Michigan trainces had signifieant reductions i unemployment
compensation. Like Sewell, Main found no earnings changes for drop-
% Knawledge of whether tralaing hns a differeatinl impaet an enrollees in urban and
rurid Joeatlaas weuld seem quite nseful ta the Labor Department in alloenting pragram
funds. A priori, the wider market the mare diversified Industrial structure, nud the higher
turnover in an wrhan area suggests that trainees there might enjny an advantage. We
were uanhle ta find any trentment of this question in the liternture. Many studies have
ineluded an urban-rural variable. but anne has Interncted it with tralning. Ana urban-rural
dummy variable functinns only to explain traditinnal differences hetween the level af wages
and earafags in urhan and rural areas, praviding no insight iata the relative cffectiveness
of trainiag in the two.regians. It may very. weil he that there Is na differential fmpact

even if rural trainees are confranted with mare Hmited appartunities. Their newly acquired
Akills may inerease their mobility, nad permit them to migrate more ensily. Noaetheless, tlie
question warrants consideration.

¢ The results in Bdward C. Preseatt. “Analysis af MDTA Institutinanl and OIT Datn
Tapes for 1962.” Whartan EFA, Philadelphin, Aprll 1071, suppart the superiority af
oa-the-jab training, hut Muir et al. find just the appasite. Bath authors cantian that {helr
wark Is uat detinitive, and suggest mare intensive rescarch.

- q -
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outs, but dropouts in West Virginia had improvements in both earn-
ings and cmp‘o_\'mcnt relative to nontrainees. :

A number of factors may account for the discrepancies in the benefit
estimates. The studies were conducted at different times, in different
loeations, with uncqual sample sizes. The samples were drawn from
populations with markedly different characteristies, and it is possible
that the interaction of training with these characteristics generated
the observed differences. There is some suspicion that this is not the
case, however, and that omitted varinbles (¢reaming in the selection
of applicants, abnormal plucement efforts on behalf of the trainees,
and motivation ¥) are at least partly responsible for the benefits
attributed to training in the earlier studies. Follow-up samples of the
West Virginin trainees revealed that earnings differentinls between
trainees and nontrainees declined ufter a {ew years, suggesting that
placement may account for some of the initinl benefits.® Hardin and
Borus also think that ecreaming and placement efforts may have
influenced their results.® The West Virginin participants have been
deseribed as fiercely proud and independent, indicating that the
results may not be fully replicable elsewhere. We believe that, of the
group, Sewell’s is the most accurate estimate of training benefits for
the disadvantaged, the estimates from the other studies being high.
Institutional Training for Women

The inefiectiveness of institutional training for women feund by
the North Carolina study is supported by the results in West Virginia.
Fenmle trainees had no significant earnings benefits relative to non-
trainees, while males displayed earnings and employment increases
sufficient to generate an estimated 61 percent internal social rate of
return.’ In attempting to explain some of the unsuccessful results of
institutional training for women, a number of authors have expressed
a rather janndiced view of the motivations of women, particularly
welfare recipients, who enroll in these programs. They suggest that -
the women are attracted by a diversion from their daily routine, par-
ticularly if child-care facilities and/or training allowances are provided.
If they benefit from the program, fine; if not, they have incurred little,
if any, opportunity costs.

Opponents of this view contend that the cause lics elsewhere, pri-
marily in the occupations for which enrollees are trained: low-paying,
unattractive jobs. Often the trainees’ expectations are exaggerated,
and they easily become discournged when confronted with the realities
of the labor market. If they are not welfare recipients, the incremental
incorne from such jobs is veduced sharply by work expenses and child-
care costs. If they are already receiving welfure, increased earnings
may be offset by large reductions in welfare benefits. If placement and
follow-up counseling services are perfunctory, these women soon leave
the labor force.

There is anecdotal ammunition enough to supplement the sparse
scientific information and supply the warring camps well into the
night. Undoubtedly, both sets of factors have contributed to the
inauspicious results at one time or another.. Historically the labor
Department has maintained a policy of truining enrollees in oceupa-
tions for which a large number of vucuncies has been reported. On the

7 Sce footnote 2 for a discussion of motivatlon.

8 Sec Introduction, footnote 19,

® Hardi{n and Borus, op. clt.,({m. 21-22,
10 Stromsdorfer, ''‘Review and Synthes!s,” pp. 142-143,
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face of it this seems eminently sensible. Unfortunately, the vacancies
are often a reflection of hiah turnover rates due to low wages and ad-
verse working conditions. Trainees placed in such positions ure likely
to respond in a predictably unfavorable manner.

This problem does not lend itself to facile solutions. If the Labor
Department was to undertake n drastic restructuring of its programs
and to train persons primarily for more highly skilled jobs in expanding
industries, it would severely increase the cost of IMALPOWET Programs,

_and society would have to be prepared to commit sizable additional

resources for this purpose.

The evidence in the North Curolina study lends support to the
hypothesis that there is a fundamental difference between women who
euroll in institutional and on-the-job training. Sewell thinks that the
choice of occupations for the institutional trainces also contributed
to the result; all but one of them were trained as nurse’s aides. How-
ever, examination of average, after training, annual eamings level for
female on-the-job trainces ($1,857) ' shows they were not placed in
highly skilled executive positions cither. They, nonetheless, remained
in the labor market, and experienced relatively lazge increases in
employment and wages. One cannot help but be struck by the inter-
view responses of the institutional trainces:

Our interviews overwhelmingly revealed that most of these trainees were neither
working nor looking for work before or after they took the training courses. A few
clearly mgart}cd this training as o kind of home science cxtension conrse: one suid
her nurse’s aide training helped in her oceasional exenrsions into midwifery. This
training may therefore have raised the nonmarket incomes of female . . . clicnts,
and it is clear that there may also have been third-party benefits from these nurse's
aide courses, Noverthelesy, the alleged purpose of MDTA courses is to provide
shills which the individua] can use in employment. If onr regression results con-
tain w moral in this regard, it is that on-the-job training holds more promise than
institutional tralning as a method of raising the earnings levels of women in te
hoverty population, beeause one cun be more certain thut o woinan who undertakes
on-the-job training is commiitted to the labor foree.?

Impact of Training by Socio-Demographic Characteristics

One dominant theme emerges from the MDTA evaluations: dis-
advantaged persons ' are able to derive benefits from training pro-
grams. This finding appears in studies of dissimilar sample populations
enrolled in programs with markedly different structures in o variety
of regions at different time periods. In fact, there is evidence that
enrollees with certain disadvantages (low educational levels, long
durations of unemployment, and low levels of pretraining earnings)
experience larger gains from training than these who are less hampered
in the labor market.

The evidence regarding the size of the benefits to the disad vantaged
is mixed, however. Smith’s simulation, based on a large, nationwide
sample, indicates that the benefits are positive but small, Estiinates
of impressive improvement for the disadvantaged sten primarily
from smaller, well-controlled, and technieally ~sophisticated area
studies. This makes interpretation difficult, for while one is loath to
rely solely on a simulation, it is precarious to generalize from the are:
studies. :

Lducation.—Sewell found that no matter what the measure of
benefits (increase in carnings, employment, or wage rate) on-the-job

:; iﬁglwell,o . ¢it., p. 103. '

13 §ee I'ntf'odﬁctlon. footnote 2 for the definition of disadvantaged.

[




Aruitoxt provided by Eic:

<

ax
90

training had a greater impact on those with G-8 vears of educution
than on high school dropouts.” The results from institutional training
are not quite so consistent, bul estimates of the training cocfficients
for those with less than a high school education are generally larger
than those for all institutional trainees. These results are supported
by the Miehigan study where additional years of prior schooling
decreased the influence of training on carnings. In West Virginia
Stromsdorfer uncovered no impiovemnent in cither earnings or employ-
ment for high school graduates while the internal social rate of return
for those with a grade school education was 98.9 percent, and for
I.;%. sehool dropouts, 152.9 pereent. For those cities where the educn-
tion-training interaction entered the equation, the Four City Study
found that the effect of training on wage increases became smaller
with increased prior education.'s

Duration of unemployment—DBoth Stromsdorfer and Sewell found
evidenee that persons with a history of extensive unemploynent prior
to enrolling responded more to training than those who had been
employed or who had been unemployed for shorter periods. Stroms-
dorfer estimated n 150.7 percent internal social rate of return from
training those with more than 6 months’ unemployment, while no
other labor force-training interaetion proved statistically significant.
In North Carolina on-the-job training increased the earnings of the
long-term unenmiployed more than other trainees, and institutional
training influenced their wage rates more.

Race—Surprisingly, the differential cffect of training by racial
origin has not been well investignted. Hardin and Borus provide the
sole evidence on MDTA which is bused on a control group comparison,
They conclude that, regardless of sex, whites benefit more from
troining than nonwhites, but that all race-sex subsets exhibited
internal rates of return of at least 150 percent (assuming a benefit
life of only 5 years).'"" However, treating the same data from the
taxpayer's viewpoint revealed that the Government earned a much
higher rate of return from investing in training for nonwhites. Again
assuming that the benefits last only 5 years, the rates of return were:
nonwhite women, 144 per¢ent; nonwhite men, 131 percent; white

"“nen, 37 percent; and white women, 12 percent. The reversal of the

rankings by race was due to the significant reduction in welfare pay-
ments to nonwhites in the posttraining period Thus while white
trainees made larger contributions to net national product, nonwhites
were responsible for larger increments in tax colleetions and savings
in transfer payments.

In the three cities where ruce was treated as an explanatory vari-
able, the Four City Study found that white trainees had larger wage

1 Although no regression wns run for bigh school graduates, the training coeflicients on
earnings and employment for dropouts exceed those in the cquations for all on-the-job
trainees indicating that high school graduates were probably less affected by training.

13 'Phe Four City Study is cxhaustive in_the topice discussed nnd exhausting in 1ts length,
but its conclusions must be considered with the cavent thnt no control group wus used
and some of the analysis 1s unorthodox. For example, regression coeflicients are presented
with no indication of their statistical significance. It should be safd in defense of this study
that the statistics uscd to wncasure before-trnining earnings nnd employment performance
arc 3-year averages, and hence may be fairly rcaronable estimates of the expected experience
for the eamplc in the absence of training. Finnlly, becaure the experiences of cnrollees from
several training programs are lumped together {n the analysis, results from this study are
not strictly comparable with thosc of the other evaluations.

18 These results nre applicable only to those personr in the Michigan study who were
carolled in short training courses (G0 to 200 hours), Enrollecs in longer courses showed
negative cffects from training, n result which the anthors were nnable to interpret satis-
{gctortl‘lyaismce the short coursc snbsample was small (150), it is rigky to rely heuvily on

ese findings.
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and income changes than blacks.' As in Michignn, however, blacks
also benefited from eraining.

Tt cannot be emphasized enough that the explanation for the differ-
entinl effect of training on' the productivity of whites and nonwhifes
(f in fact one exists) is unknown. It coulid result from market dis-
crimination which relegates blacks to inferior jobs, and prevents them
from fully utilizing their training. It could be that blacks make & con-
scious decision to work fewer hours or at jobs with lower pay but
higher nonmonetary benefits, It could be that other, inherent, personal
differences (differences which are omitted from the analysis and are
correlated with race) result in blacks not being able to benefit as much
from exposure to training. It could be a combination of these demund
and supply factors. FHowever, two studies of income differentials
betwcen whites and nonwhites suggest that discrimination rather than
motivation or inherent personal differences nccounts for the mequality
in carnings and employment.'s

<ge.—~In both Sewell and the Four City Study, training had a
greater impact on persons outside the group aged 21 to 43; however,
the two studies have diametrically opposite results regarding the age
group most likely to benefit. Sewell found that {;crsons under 21 years
of age experienced no benefits from training, but those over 43 had
lurger benefits than other trainees. The Four City Study concluded
that youths seem to gain more from training than other age groups.
However, before-after comparisons involving youths are particularly
vulnerable to criticism because of the normaliy rapid rate of growth
of carnings during the carly years of employment. The confusion
regarding which age group benefits most from training is compounded
when the West Virginia results are examined: only the 31 to 45 age
group showed a significant rate of return (129.3 percent).

Pretraining wage level.—One of the most interesting findings in
the Four City.Study is thatin each city pretraining earnings and wage
rates show a strong, negative correlation with: the posttraining change
in earnings and wages. This means that those trainces with the lowest
earnings und wages prior to training experienced the Inrgest increnses
in both absolute un(]l percentage terms.!'®

The disadvantaged as a group.—In the evidence on the differentinl

cffect of training by particular demographic characteristics there is
the <uggestion that disadvantaged persons benefit more from training
than those less restricted. Smith examined the disadvantaged as a
group relative to the nondisadvantaged, and found just the opposite.

7 The controlled-for vnrinbles differ from eity to city but include number of dependents,
length of thine in training, work experience, age, sex, education, u proxy for the national
nnemplosment rate, houschold hend, nnd oecupntion trained for.

s Teh-wel Ilu, Maw Lin Lee, nnd Ernst W. Stromsdorfer, A Cost-Effectlveness Annlysis
of Vorntlonal Edueation,” Institute for Research on Hinnan Resourees, Pennsylvonia State
University, University nrk, Pa., 1069, pp. 132-212, and Stephan Michaelson “Equnting
Raclal Incomes: On the Efficney of Employment nnd Education Policies,” working pnper,
‘I'he Brookings Inxtitution, November 1967. Hu et nl. conducted n 6-year longitudinal study
of high school grndnates. The study controlled for intelligence and motivation, making It
Jkely thut the effects of discriminntion were isolnted.

"rhe consistency of this correlation in al) four citles ir Impressive, There are, however,
two points which fend to diminish its raw implicntions. The flrst {8 that this is only n
two-way correlution, with no control for other varinbles, If a multiple regression format
were used, the resulting relationshlp between pretrnining earnings nnd wnge rates nnd the
]msttrnlnlng chonges in these variables might not he ?nlte ns dramatice. The second point
8 one that we have made previously in-a slightly diffcrent form regarding a potential
transitory, downward bins in the pretraining earnings of enrollees. Suppose that the
expected change in permanent earnings due to trnining is independent of the level of these
enrnluges. Then persons who, due to transitory reverses, had unusually low enrnings in the
lnrntrnlnlng period wonld have n higher probability of experieneing Inrge chnnges in enrn-

ngx in the posttraining period. Thug, & predictnble statisticnl bins could be responsihle
for the observed correlntion, rntlher than a differentinlly larger finpact of training the
lower a person’s earnings.
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L ' _ Cl:lssif)‘illg the 109,000 idividuuls who conipleted MDTA institu-
. : tional traming in fiseal year 1967 as disadvantaged and nondisad-
‘ vantaged, he found that the internal socinl rute of return for the dis-
p ; advantaged trainees was only 3.5 percent (assuning 10 years of bene-

fits), as opposed to 22.1 pereent for the nondisadvantaged. Thus,
although the disadvantaged in this group gained from training, the
annual inerease in their earnings due to training was absolutely quite
small ($269), and relative to the cost of training small enough to
render the investinent ceonomically ineflicient. '
; This resnlt is not conclusive beeause expected earnings in the absence
| ' of training were simulated, rather than based on control group ob-
: servations.?® Nonetheless, despite the volume of evidence from nlll the
other studies, Sinith’s smuple size is so lurge und his analysis so careful
and convineing that it precludes an unequivoeal conclusion that
; training is economically efficient for the disadvantaged.
‘ In sumimary, the best that we can serve is a somewhat bland and
distinetly unsatisfying fare: every study examined estimates an im-
provement in the econoinic position of the disadvantaged large enough
: to recoup the social cost ineurred in training. At the very least, training
generates o small, positive rate of return. ’
Indices of responsibility—Numerous studies include independent
variables which may be mterpreted as proxies for degree 0} fumily
responsibility (inarital status, household head, nuinber of dependents).
; These indices of responsibility usually bear the expected relationship
: to carnings and employment: people with more responsibilities are
: employcd wmore and ean more. The question of interest is whether
: tramning has a differential impact which is dependent upon a person’s
Ievel o% responsibilitics. Do people with more 1'csl)ousii>ilit‘ics benefit
E more from training? We found only two works which attempted to
identify such an interaction. This limited evidence reveals no con-
sistent relationship between the effectiveness of training and these
indices. When the West Virginia sample was classified according to
marital status, both mmried and single trainces exhibited very ﬂigh
internal social rates of return (168 percent and 106 percent, respee-
tively, based on 10 years of benefits), but no statistical significance
was found for the widowed, divorced, and separated group. In the
Four City Study, the estimate of the influence that houschold head
status had on the effectiveness of truining was so sinall that it can be
ignored. Similarly, nuimber of dependents bore no counsistent relation-
ship to the impact of training on wage rates and earnings.*
leabor market conditions.—The measure which we adopted for the
socinl benefits of training was the increase in net national product ut
full employment. The effcctiveness of training is very likc&y to vary
directly with the demand for labor in the local market. That is, training
is likely to induce a larger difference between the earnings of trainces
and nontrainees when unemployment is low than when 1t is high. An

w Extimates of pretraining average wage rate (ndjusted for the netional trend in money
wnges) and the expected percentage of time enrollees would have been employed during
the tralning and posttraining periods‘if they hnd not undergone trnining were used to
simulate enrnings in the nbsence of trnining. The estimates of the expeeted percentage af
tinte employed wns baxed on past experienee of race-nge-sex.educntinn coliorts, ndjusted far
the lower, natfonnl unemployment rate in the posttraining perfod. The difference hotween
this simulated value for enrniags in the nbsence of training and reported enrnings for the
graduates constituted the benefits attributable to training. .

2 The Four City Study used n stepwise regression teehnique. Houschold hend entered
the regressions for wage and carnings changes in only one city. Number of dependents
was significant enough to be brought into the regressinns for all four eities, but the
random nnture of the size and signs of the cocflieients indicates no sirong eonsistent
relationship to training stntus, - .
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analysis which estimates a uniforin impact for training over the busi-
ness cycle, and does not aceoumt for the interaction between the level

‘of unemployment and training, probably overestimates the effect of
%millling at high levels of unemployment and underestimates it at low
evels.

None of the studies examined successfully included an interaction
varinble between the level of unemployment and training status, al-
though all include an independent variable to account for some of the
impact of fluctuating economic conditions.” Sewell, Main, and Sinith
muy have avoided the problem, because their analyses were conducted
in environments uas close to full emnployment as we have had in recent
vears. No matter what the uneinployment level nationally, however,
local unemployment rates vary widely, and could produce differential
impacts on the level of enployment and earnings of trainees. Henee,
it veully is not safe to assuine that these estimates of benefits are free
of bias due to economic conditions.

There is some evidence that local employment conditions influence
the success of MDTA programs, but it is rather puzzling evidence.
Using data for 49 States for fiscal year 1968 (a period of very low
unemployment nationally), Smith and Wertheimer found that a
difference of 1 percent in State employment rates produced a 2 -
pereent difference in the employment rate of current MDTA eradu-
ates.™ This result is surprising, because the impact is almost negligible.
The contrast with the influence that the recent recession secems to
have had on MDTA’s success is qnite striking. While the national
unemployment rate was rising from 4 percent in fiseal year 1970 to
5.7 pereent in fiscal year 1971, MDTA successful placements # as a
percentage of enroliments fell 10 percentage points (from 52 to 41
percent) and the same ratio for the on-the-job portion of MDTA
fell 19 points (from 59 to 40 percent). Similarly, WIN and JOBS

=2 Both IHardin ana Dorus nnd Mulr et nl. attempted {0 estImaute the effect of tralnlng
. nnder varylng economlc condltions. Mulr et al. fel that thelr data were not sufficlently
[ reprosentntive to warrant drawing any concluslon. Ilardin and Borus were nble to exti.
N mate coeflicients on Iabor market varinbles entered ns independent vartnbles, hut none of
tliese survived uas Internctions with trnlalng status. Thelr conclusion that the benefits
of trnlnlng were not sensitive to varlntlons In locnl economlc condltions Is too nllen to onr
Intultion to be accepted ax n generallty with passing equanimity. Stromsdorfer, Scwell,
and Maln Inclutled] proxles to control for wvarlatlony In economle structure and Inhor
deminnd. but their esthnnted models do not speclfy nn Internctlon term, Smith made a
eritde correctlon In his datn for nltered untlonnl econumle conditions, but hls annlytic
technlgue does not lend Itself to anything 8o refined as an internctlon with tralalng statns,

Striking corroboratlon for one's intultlon Is evidenced in the dntn fromn the Four CIty
Study. In the eqnuations explalnlng enraligs and wage rante chanages. a varluble Is Included
for the tlme of yenr that n participant Ieft the tralnlng program. The natlonal unemploy-
nient rnte worsened progressively during the course of thig study. rising from 3.6 percent In
the fourth qunrter of 18G9 to 5.8 percent n year Inter. Withont exceptlon, In the three
cltles where the time varlnble entcered the equatlon. the coefliclents change from Inrge
and poxltive enrly In the period to Inrge and negatlve Inter In the period. Thls menns
that persous who completed their tralnlng whille economlc actlvity was stlll brisk expe-
rlenced muech Inrger Increnses In wuage rates nnd nnnual earnlngs than those who entercod
the Inbor wmnrket nfter {t Decame sluggish. In RBoston the estimnted annunl change In
earalngs due to tralnlag is over $1,000 grenter for the Inltial eompleters than for the
Ingt {:roup of grnduntes. In Onkinad thie difference s $220 nnd In San Franclsco $760. The
resnlts nre almost ns conslstent for dropouts. Unfortunntely, the design of the study
mnkes It Imposslble to determine whether the lower earnlngs of Inter graduates Is shinply
N refloctlon of Incrensed unemployment thronghout the ccononty (which would have
tdepressed the Incomes of nontralnees, ng welll, or I8 due to nn Interactlon effect (which
wonld reduce the dlfferentin]l between trnlnees nnd nontrnlnces).

2 Ralph BE. Smith and Richard 1. Wertheliner, Eraluating EMciency in a Decentralized
Spyatem, The Urbnn Institute, October 27. 1071, page 7. 2.25 Is the value of the partial
regression coefliclent on the ‘State employment rate. It Is statlstlenliy slgalficnnt nt the 1
pereent level. The other Independent varinbics are percentnge of tralnees who were noun-
white and ?nrcentnce over 44 venrs of nge. A simlinr relatloaship undonhtedly exlsts at
thie natlonnl level, bnt the cocflicient on the natlonnl employment rate will not necessarly
have the snme ealue, Although a linenr structure proved to be the best fit, Smith ana
Werthelmer belleve thint this wns due ta anta 1Imitatlons, and that ln fact the change In
the cmployment rate of tralnlng program graduntes Is Ilkely to get Inrger nnd Inrger the

closer the Stnte's employinent rate & to one,
i

2 Employed 6 months nfter Inltial placement,
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‘ : are much more sensitive to economic conditions than Smith and
| : Woertheimer’s estimate for MDTA. Of course, the percentage of
, disadvantaged in these two programs is much higher than that in
MDTA. :
Assessing the Results

In the context of society’s commitment to the work ethie, there is
clearly some encouraging evidence in the MDTA studies. Disadvan-
taged and low-income persons have responded to training and have
become more self-sustaming. It is important that we retsin our per-

. spective, however. The results which we have been exaniining pertain
: to training programs during the last decade. Although the absolute
; number of trainees during that period was quite lurge, it is likely to
; be miniscule in comparison with the number for whom training would
; be specified if manpower programs were adopted ns a mainstay of
; income-maintenance policy. No one knows whether a massive training
: effort for the low-income and welfare population will generate similar
outcomes.

First of oll, increased enrollments will make it difficult to duplieate
the quality of past training programs. Instructors are a scarce resource,
and attempts to hire more of them may increase the per capita cost of
training. Selecting the positions for which participants should be
trained is already an uncertain task, and the risk is multiplied as the
programn grows. Judgment errors will oceur, creating excess supplies of
solne occuputional skills.

Thus far MDTA trainees have comprised . negligible proportion
of the labor force, and the ml(liliunu\ competitive pressure which
‘they have exerted on wage rates has-probably been small. A nch |
more_ambitious program of training for the low-income population |
would encounter increasing difficnlties in getting graduntes absorbed
into the private sector. The most sanguine cconomic model (one
o which nssumes flexible wage rtes) predicts that employment is
U available for the trainees but at somewhat lower wage rates. This,

i of course, would reduce the rate of return from training. In a less

competitive world, encimbered with institutional restrictions, place-
ment in the private sector becomes more doubtful, aind a supporting
program of public employment may prove necessary.

All MDTA trainees in the past have been volunteers. If compulsory
trnining were instituted for particular categories of welfare recipients,
changes in the motivation oll' the “participant”’ population, if not the
qualifications, could be anticipated. Even if future trainces were
equally capable, resistance to mandatory training could produce
results altogethier different from those which have been witnessed
previously. In addition, if Wotnen responsible for young children are
included in the mandated population, the problem of insufficient
child care arrangements will have to be confronted for these women
Lo be able to remain active in the labor force.

The recent inflationary pressures have produced u reluctance on
the part of the Administration to vigorously pursue a policy of full-
employment demand. In the long run, training programs should reduce
some of the skill shortages whiclh help to fan inflation, but it would be
; naive to expect them to climinate the problem. Given the sensitivity

of the success of manpower programs to the level of cconomic activity,
a continuation of current macrocconomic policies will make it impos-
sible to realize the training benefits estimated.

.
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We have couched our discussion in terms of increases in earnings due
to truining and the rates of return on investment. These are important
mensures of piogram success and economic efficiency, but their
significance can  be overemphasized. The cconomie cfficiency of
MDTA is only a secondary objective; reducing the incidence of
poverty is its primary concern. Although some research results suggest
that the gains in earnings have been large relative to costs, the enrn-
ing increases have not been large by conventional, social standards.
It is sobering to note that the average posttraining annual carnings
for the trainees in Sewell’s sample was $2,406, a gain of $433 over

nontrainees, but still $471 below the poverty line for this group.® In

terms of absolute and percentage gain in annual earnings as well as
the rate of return on investment, female on-the-job trainees were the
most successful of the North Carolina participants. Yet their post-
u'uining annual carnings averaged only $1,857. The MDTA trainces
in the Four City Study did somewhat better, averaging $3,100 in post-
training annnal earnings. But this was still over $800 below the relevant
overty line® If child care and work expenses have to be financed
}rom these earnings, there is not much left for the amenities of life.
Training does reduce the poverty gap, but continued income supple-
mentation is likely to be necessary for the graduates.

* Baseq on the 1987 poverty line nnd a welghted average of the sample by number of
dependents and sex. Sewell, op, cit. g)p. 102-103
a.

2 The 1970 poverty line for & nonfarm family of four was $3,968.
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PROGRAMS .FOR YOUTH

There are two separate manpower programs which serve only youths
under 22 years of age: NYC and Job Corps. NYC has three compo-
nents for two different constituencies (the in-school and summer pro-
grams for students and the out-of-school program for diopouts), and
can be discussed as two distinet prograins. While the Job Corps was
designed {o provide enrollees with skills which are transferable to the
labor market and will increase their einployability, the NYC program
until recently has provided work experience opportunities with very
little occupational training. The objectives were to encournge the
youths to )inish high schoorf, to provide them with earning opportuni-
ties, to iinprove their self-discipline and work orientation, and to over-
comne soine of the obstacles confronting themn in the labor market.
Responding to criticism of this program design as a mere aging vat for
teenagers, which did nothing to augment the effects of the normal mat-
uration process on participanis’ employability,” the Department of
Labor restructured the out-of-school progrant in 1970, placing em-
phasis on supportive services, remedial education, and skill training.!
An cffort is also being made to make the in-school and summer
rograins more sensitive to the students’ individual needs and to
merease the skill content of their work experience. If these attempts
to improve the efficiency and effectiveness of the NYC prove success-
ful, the results of past evaluations may no longer be valid.

Although these programs have been the subject of numerous
research projects, only three benefit-cost annlyses have been done,
onc for cach program. The cconomic results are mixed, varying
widely by sex, ethnicity, and years of education. Despite the generally
high level of technical competence of these studies, their results
deserve only tenative acceptance. Reservations arise about the
appropriatencss of the control group in each of the evaluations and
nLout the inodels used to estimate the benefits. Conclusions about the
cducational impact of NYC are uniformly discouraging, suggesting
that the program may be badly conceived as a solution to the dropout
problem. In some instances it seemns to have significantly reduced the
probability of high school graduation.,

NeigasorHOoOD YoUTH CorPs—IN-ScHOOL AND SUMMER

Social Economic Returns

Somers and Stromsdorfer have condueted en extensive study of a
nationwide sample of NYC participants.? The authors fit two quite
different models to the data, but used only one of these to make their
estimates of the program’s impact on employment and earnings. This
is significant beeause the two models give very different results. The
model used by the authors treats all NYC participants equally, re-
gardless of their length of stay in the program, and estiinates_the
mpact of NYC membership on post-high school earnings and employ-
ment experience. The second model is identical with the first except

lllsccnuse of the lack of facilities in rural arens, all of the redesigned projects are in
urhnn arens,

2Gernld G, Somers nnd Erngt W. Stromsdrofer, A4 Cost-Effectiveness .Study of the
In-Sohool and Summer Neighborhood Youth Corps, Industricl Relations Resenrch Institute,
University of Wisconsin, Mndison, July 1070. The period of observation covers the interval
fron1 July 1005, to October 1969, Participnnts had to be graduated from the NYC by the
end of June 1907, . 1
’ (41)
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that the tength of time that a participant was envolled in the N YC is
substituted for NYC membership. This second model can be used to
estimate the influence that each additional month of program par-
ticipation had on post-high school carnings and employment. (The
authors used this model only to estinate the optimal length of stay in
the program.) The first model indicates that the program had a sig-
nificant impact onecarningsand employment. "The secoud model implies
that the post-high school benefits were trivial. The authors’ estimates
are reproduced 1 table 4 and diseussed below. These results are con-
trasted later with estimates which we generated from the second
model.

The entries in columns 3 through 7 of table 4 are the estimatés of
the differences between the earnings, taxes paid, months unemployed,
and months voluntarily out of the Iabor force of the N YC participants
and those of the control group. Only those estimates which were
statisticnlly significant are given. The estiinates were mnade after
coutrolling for the influence of other variables.® The entries ave
interpreted as the differences between the average experiences of the
two groups during the avernge nuinber of months that they were
eligible for the lnbor force. For example, for the total sample the
estimate of the increase in pretax earnings due to NYC participation
is $831 during a period of 18.56 inonths, or $45 per month.

TABLE 4.—POST-HIGH SCHOOL ECONOMIC BENEFITS OF THE IN-SCHOOL AND SUMMER NYC!

Average
months Total
eligibls Average Federal Months
far the social Total Total income voluntarily
civilian rate of before after  and social out of the
labor return 3 tax tax security Months labor
Sample group 2 force  (percent) earnings earnings taxes unomployed force
Total (n=676).......... 18,56 190.1 1831 48702 e =230
Male (n=311). .. - 14,04 $137.0 sLIN $876 ceenccnnnnnn 3079 cieeeeeaes
Female (n=365)._.__.__. R tain ¢ ~5.12
White (n=398)._._..... 20,01 4109.6 41,013 LI 4L R 1-3.06
Negro (n=166).___..... 1219 §170,2 81,579 81,186 § $286 8309 ............
White male {n=202).... 1498 e eceeveeeens C485 ... ¥ eeeeioeecerenans.
Negro male:n=57)..... 9,75 5144.6 $1,182 51,004 an
White female (n=196)... L 2 R
Negro female (n=109). . 13.47 $137.2 81,217 4255

! The entrles in cols, 3 through 7 are the rarlial regression coafficlents on tralning (a 0, 1 dumm‘ variable indicating
control group or enroliee status), Only statistically significant values are presented. The column headings define the
dependent varlables, and a tabled vaiue is interpreted as the change in a dependent variablo as a result of participatin
in the NYC, For instance, for the total sample the effect of NYC participation was to Incroase rrglan earnings by $83
during the average, nosl-hlgh school period of eligibility for the labor force (18.56 months), holding all other variables
tant. The other independont variables in the regression for the total sample are age, 8ge squared, year and quarter

the indlvidual left high school, months of work experience during high school, marital status, father's education In years,
sex, ethnic origin, population of area of residence, and a discriminant function which attempts to correct for_remainin
personal and social ditferences between the NYC and control groups (such as molivation or native intelligence). {dentica
regressions were run on the subsaniples, oxcept that the variable of subdivision is removed 2s an independ ent varlable‘-
e.g., if separate regressions are run on malas and fomales, sex cannot be a variable In the f 'wo independ
variables indicalive of responsibility (househo!d head and the product of household head and number of dependents)
are included In the regressions on alter-tax earnings and taxes.

2Thevyalue of n is the samyle size for cach group. X o

1 The internal social rate of return Is based on benefits experlenced during the period of eligibility for the labor force,
not on a future ?rolecllon.

4 Slgnlficant at the 0.05 level,

8 Significant at the 0.10 level.

8 significant at the 0.01 level,

7 Significant at the 0,109 ievel.

Note.—All tests are 2-talled, For an explanation of level of significance, seo the notes to table 3,
Source: Somers and Stromsdorfer, op. clt.

8 Sce the explanatory notes to the table for a full deseription of the models.
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The post-high school increase in carnings experienced by former
) NYC participants was due entirely to theirincreased labor force partic-
’ ipation relative to the control group (2.3 fewer months voluntarily
out of the labor force). The fact that there was no difterence in wage

rates indicates that employers did not consider the former trainces to .
be any more productive per hour than their control group counter-
parts. Although there was no difference in the duration of unemploy-
ment experienced by the trainees and nontrainees, the unemployment
rafe for the trainces was reduced, since they spent more months in the
X , labor force. The estimated internal social rate of return (90.1 percent)
: is especially impressive because it was based only on observed benefits
: (differential earnings during the post-high school peried of eligibility

for the labor force), not on a projection of future benefits.?

Subdivision of the sample by sex gives the result that only males
had statistieally significant earnings increases. The perverse tendency
of NYC males toward slightly more unemployment in the post-higis
‘ school period than their control group connterparts was offset by the
fact that the male trainees worked 7.1 more hours per week. Although
i NYC femnles participated in the labor force considerably longer
then their control groups (5.12 more months), they reaped no earnings
benefits, because much of the additional time was dissipated searching
for work (3.11 more months unemployed), and because, once employed,
they worked 6.1 fewer hours per week.

The NYC was not ineffectual in training all women, however;
black females did benefit. They had large inecreases in  before-tax
carnings (890 per month of eligibility for the labor force) and redueed
unemployment spans (2 months less than nontrainees). White
females do not seem to have benefited. Although they were in the
lubor force 4.56 more months than their control group and experienced
similar amonnts of unemployment, they worked 11.3 fewer hours
per week, and had no increase in carnings.

"There is a consistent pattern in the data indicating that blacks
benefited more than whites. Whether one examines the race or the
race-sex subgroups, one finds that black trainees had larger earnings
differentials relative to their counterparts than whites, and they also
had significant rednctions in unemplloymcnt, while whites did not.?
Again, the reasons for differential cffects by race are unknown. One
possible explanation is that ‘the placeinent efforts of N YC officinls
overcame discrimination barriers which- would otherwise have con-
fronted black youtls.

Benefits by Program Component

Participants can be enrolled in any of three program combinations:
in-school only, summer only, or both in-school and suminer. No

4 Slnce the length of time that the sample members were eligible for the Inbor force
vnried, it seems unusunl to use total post-high school carnings as the dependent variable.
Althou?h the Incluslon of months of cliﬁlblllty as an independent varinhle may have cor-
rected for some or all of the earnlngs differences due to this variation, one is stiil left with
the unecasy feellng that nn incorrect specificatlon may have been used, and that sowething
like enrnings averaged over the period that an indlvldual was eligible for the laber force
shonld have been substltuted.
4 6 It ig difiicult to explain why in the regression on the white subsample, NYC Pnrticlpnnts :
chcrlcnced signlficant earnings increascs, hut when the snmple is further dlvided by sex, :
neither white males nor females scem to have benefited. Two possibilltles comne to nind.
One s that when the snmple of whites was subdivided by sex, there were too few ohserva-
tions relntive to the nmount of vnriance in the Gnta to obtain a stntlstically significant
coefliclent. Since the subsamples hnve 200 observations, this appears unlikely. Alternatively,
the rnce-sex models are not strictly comparable to the regressions on race alone. In order
to make them compnrable one would have to ndd n sex-tra. nln;i internction variable to the
race equations. If thls were done for the whites, multicollinearity between the sex-trnining
and training varinbles might prevent estimation of significant cocflicients on either term.
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matier what measure of economic benefit wus ciiployed (soctal,
private, or government), Somers and Stromsdorfer found no evidence
that the summer-only enroliees benefited relative 1o their control
group. This was true for the entire sample and for ench sex and oth nic
subgroup: Since the program period is so short, it is doubtful that
it had delayed benefits beyond the ohservation period. If the summer-
only program is to be justified, it will have to be on grounds other
than its impact on participants’ future carning capacities.s

The estimated internal social rate of return was quite high for
both of the other components (132.6 percent for the m-school only
and 138.2 percent for the in-scliool and summer). However, before-tax
carnings increnses were statistically more significant and occurred
for more subgroups of the sumple for the in-school only component.?
This anomaly is a bit difficult to explain, but Somers and Stromsdorfor
think that it may be due to the fact that the control group had a
longer period of labor force eligibility than the combined m-school
and summer participants.® It appears that on offi cieney grounds alone
the in-school-only program'is the best investment.

Private and Government Bencfits

The pattern of after-tax earnings differentials acceruing to NYC
participants mirrors the before-tax benefits with two exceptions: white
males carned significant after-tax Lencfits (330 per month of lpbor
force eligibility) and black females received no after-tax benefits. Both
of these deviations in the pattern are difficult to explain, but are
probably due to different family structures (and hence tax rates) for
trainees and nontrainees in these subgroups.

Among the NYC trainces only blacks increased their tax contribu-
tions. These did not cover the Federal Government’s outlays for
training, but, as was explained carlier, this was not an objective of the
prograim, :

Some Qualifications

Although the control group was chosen from the same high sclhiool
and socio-cconomic strata as the trainces, application of g standard
statistical test® indicated that the two groups probably were not
drawn fromn identical populations. The aufhors attempted to correct
for differences between the two groups by introducing a variable called
a discriminant function.’® Nonetheless, they warn that some of the
estimated benefits of N'YC membership may be due to these personal
differences.

A variable for polpulntion of the economic area is included in the
analysis to control for possible differences in wage levels, industrial
structures, and cinployment opportunitics. However, no variable is

o Some studies have reported reduced police contncts for NYC pnrtlcljpnnts, but the
findings are prellminary. The Neighborhood Youth Corps: A Review of Research, Man.
power Resenrch Monograph No. 13, Washington, D.C,, 1970, p. 14,

The male, femnle, nnd Negro subsamples showed statisticnll significant increnses, and
whites were nlmost significant at the 10-percent level. For tie combined in-schoo! ana
summer component whitex were the only subgroup with statistically significant Leneflts,
and this at the 10-percent level only.

f# Somers ana Stromsdorfer found no significRnt differences between the charncteristics
of particlornts in the two components, but it I8 concelvRble that more able persons
prrticipated in the In-school-only program Rnd tried to locate better paring jobs during
the summer than were avallable through the NYC. NYC participants are pald the minimum
wage,

? The Chow test.

3¢ See note 1 to table 4 for o brief deseription of this function or Somers and Stromsdorfer,
op. elt., 132-142 for n detailed discussion. The aiscriminant function wns_Introduced to
reduce any systematic blas between the control and NYC groups resulting from self-

selection.
Rt




Aruitoxt provided by Eic:

'NYC partieipntion produees a smaller Ineremeatn

45

introduced to control for variations in local labor market unemploy-
ment conditions. Since the national unemiployment rate was quite
low in 1965 (4.5 percent) and fell throughout the period covered by
the study to 3.5 percent in 1969, this does not appear to be a serious
ornission. -

Estimates from the Alternative Model

An important inconsistency exists in the analysis, and it cast
suspicion on all of the benefit estimates. Somers and Stromsdorfer
generated o model other than the one used to estimate the benefits
presented in table 4. They substituted the number of months that
an cnrollee participated in the NYC for the variable which inerely
indicated trainee or no: trainee status, and reestimated the equations.
According to this modified model, there were virtually no post-high
school earnings increases attributable to NYC participation. For an
enroliee who remnained in the N YC for the optimal amount of timne
(12.9 months), the expected before-tux earnings increase was slightly
less than $1 a month.! This implies a negative social rate of return,
and isin striking contrast to the earlier estimated gain of $45 per month
and a 90.1 percent return. :

We can only speculate on the reasons for these widely divergent
results, and offer the following explanation. Suppoese that the more
able and ambitious enrollees left schooi and the program relatively
carly to enter the labor force, and they earned the largest income in-
creases, while those who remained in the programn longest did so partly
because they were unable to locate positions preferable to those avail-
able lhrougel NYC.”? Once the latter group entered the labor force, it
continued to have employment difficulties. If this was the case, and if,
as the authors suspect, the initial model does not control adequately
for individual differences in motivation and ability, then the benefits
resulting froin these character differences may have been inadvertently
attributed to NYC training status. That is, the estimate of the iinpact
of training is upward biased, reflecting not just the carning capacity
of participants, but also the impact of differences in their native
abilities. Since the N YC variable in the second inodel is more sensitive,
distinguishing as it does between differential lengths of exposure to the
program, we are inclined to believe that it 1s the more accurate
specification of the problem, and that the resulting cocfficient is a
better measure of the influence of NYC on the human capital of the
participants,

The data for this study are very complete and unlikely to be du-
plicated in the near future We recommend that additional tests be
perforined on these data to resolve the inconsistency in the estimates
of cconomic benefits.

11 Renefits Inerense with leagth of stay Ia ihe {’rogrnm. but eaeh addition:l montn of

inerense In post-high sehool earniags.
Maximum benefits oecur at 12.9 months. Estimated incremeantnl benefits are negative for
ench mtolnthlof partieipation therenfter. The eoeflicients are stntistieally signifieant nt the 1
nercent level.

12 NYC partieipnnts must be pald the legnl minimum wage, nnd may not work more
than 15 hours per week during the sehool yenr. ‘Some enrollees may have ehafed under
these restrictions; one study of N¥C found that the rrlnelpnl renson for dropping ont of
the program was the need for n hetter job, The Necighborhood Youth Corps: A Revicw of .
Rcacarch, Manpower Resenreh Monograph. No. 13, Washington, D.C., 1970, p. 11. An
evaluntion of NYC in Cineianati and Detroit revenled that new enrollees were vory
ontimistic that the program would Improve thelr future employment opportunities, By
the time of thelr Inst interview many Yind hecome disillusioned. nnd most thought the
experiente would influence thelr employnbility only moderately. Ibid, p. 35, These nttitudi-
nal findings are consistent with our eonjeeture thnt ambitious partieipnnts mny become
restless, and drop out of the program,
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LEducational Impact of NYC

Although the focus of this review is the effect of manpower prograins
on the earning capacity of individuals, the success of N YC in rec ucing
the dropout rate and extending participants’ years of schooling is a
relevant consideration because of the well-documented correlation
between education and income. Since the primary legislative rationale
for NYC is to encourage continued school attendance, o number of
evaluations have been attempted. None are optimistic about the
efficacy of the program. In fact, several authors believe that the pro-
gram is fundamentally unsound, having found evidence that it actunlly
reduces the probability of high school graduation.

In a study of NYC projects in Cincinnati and Detroit, Robin
concluded that the program was not influential in reducing the drop-
out rate, increasing the ecducational aspirations of cm'oTlccs, their
studiousness, or their scholastic achievement.® He found that the
work experience distracted students who already had low gracles.
They further reduced the minimal amount of time which they devoted
to their studies. Somers and Stromsdorfer estimated that the pro-
gram had no impact cither on the probability of high school gradua-
tion or on years of schooling completed. For those who graduanted
from high school, the program increased the probability of attending
college or of pursuing some postsccondary schooling. However,
these probabilitics were reduced to practical insignificance when
length of cnrollment in the NYC was substituted for the dummy
variable indicnting trainee or nontraince status.

Reducing the opportunity cost of schooling for disadvantaged
students by making part-time employment available to them is o
commendable, humanitarian objective. The determinants of the
dropout rate are complex, however, and it appears that the NYC is
too simplistic o mechanism to constitute an cffective attack upon
the problem. :

NEergusorro0p Youty Corps—QuUT-0F-SCHOOL

No analysis based on o national sample exists for the out-of-school
program. flowevcr, Borus ¢f al. have done a benefit-cost analysis
of the program in five citics in Indiana.' The analysis is excellent
technically, but there are some important limitations. The localized
nature of the study makes generalization hazard~us.®® The nuthors
cautioned that they were unable to introduce concrols for differences
in motivation or intelligence. Again, differences in these characteristics
may have been responsible for some of the observed benefits which
were .attributed to NYC porticipation. Cost estimates were based

3 Gernld D. Robin, An Agsesament of the In-School Neighborhaod Youth Corps Projccts
in Cincinnati und Detroit, TWith Spoclal Reference to Summer-Only and Ycar-Round
Enrolleea, Nntlonnl Analysts, Inc., Piiladelphin, Februnry 1060, p, if.

3 A multiple regression model wns used with controls for NY nrticipation, nge, income
per enpitn per tnmily, urban-rurnl residence, frequency with which respondent dropped out
of school, fnther's ‘education, ethnicity, sex, and the diseriminnnt function (discussed
in notes to tnhle 4). The results varled by sex. race, nnd gex-rnce subsample, with most
of the cstimntes of educntionnl tmpact being statisticnlly insignificant. Among the sub-

roups with signifieant coefficients there nre ns mnny with negntive linpacts ns‘posltlve.
ff length of time enrolied in NYC 1% used Instend of trnlnee or nontrninee status, NYC has o
stntistienlly signifiennt hut prnetically unimportnnt impact upon yenrs of schooling ana
the probnbility of high school graduation.

% Michnel I, Borus, John 1. Breunan, nnd Sldner Rosen, “A Benefit-Cost Annlysis of
the Nelghhorhood. Youth Corps: the Qut-of-School Program in Indinnn,” The Journal of
Human Reaources, Spring, 1970. pp, 130-159.

19 Forty percent of the out-of-scliool enrollment s in rural nrens (June 1071), nnd. of
course, 1o inferences can he drnwn about themn. We have no wny of knowling whether the
findings nre duplented in othier urbnn arens.
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on average costs in cach city, because data were not available to
distinguish training expenses by demographic characteristic.

The most serious reservation about this study arises from the com-
position of the control group. Although the control and NYC groups
displuyed virtually identieal distribution of personal characteristics,"”
administration or self-sclection biases easily could have been present
in the population from which the control group was drawn. The control
group members came from a population which was cligible and had
apphied for the out-of-school program during the same period as the
3 Z trainees, but they cither were placed on a waiting list and never

assigned a slot, could not be located for assignment, or failed to report
when assigned. Any one of these events could be associnted with
ercater or lesser ubility or ambition. These qualifications not withstand-
ing, we present the results.
: As in Somers and Stromsdorfer, two formats were used for the esti-
mated equations: one with a variable indicating trainee or nontrainee
: status, the other with a variable for hours of participation in the
- program.- Total earnings in 1967 was the dependent variable.'® In
contrust to Somers and Stromsdorfer, the cocfficient on the tranee
status variable was statistically insignificant, but that on hours of
participation was significant at better than the 5 percent level, Each
additional hour of training increased annual earnings by $.33, but the
benefits varied by sex and level of education. Participants avefaged
520 hours in the program. Expected annual benefits for this amount of
training were $173.
Impact by Demographic Characteristi¢

Sex.—At the mean educational level (10 years) females benefite:d by
only $.16 annually for every hour of exposure to training, while males
benefited by $1.08. Except under liberal assumptions about costs, the
discount rate, and the duration of benefits, these expected increases in
! earnings for women were not sufficient to generate social benefit-cost
ratios greater than 1. Men, on the other hand, exhibited ratios greater
~ than 1 even under rather conservative assumptions.'

Education.—High school dropouts showed higher benefit-cost ratios
than graduates. The ratios were greatest for those with 9 or 10 years
of schooling and declined thereafter. This suggests that considerable
snccess can be had by encouraging early school dropouts to enroll in
the program,

17 Sex, eduention, nge, mnritnl stntus, fnmily size, lnnguage used nt home, and rnce,

18The anthors went to some pains to include in the nnniysis nll those persons who were
eliglble for the Inbor force during nll of 1907, whether or not they had any earniugs. Thus,
they obLtnined n full year of post-progran obgervations, They even included some sample
members who were jailed, beenuse they “felt that their {ncarcerntions nccurntely reflected
their future post-program Inhor mnrket experience,”” Borus et nl., op. eit., p. 143, Other
thun trnining stntus the independent varinbles were sex, eduention (in yenrs), education
squured, nge, nge squared, marital stntus, fnmily size, Inngunge used nt home, n control
for the ante a partieipnnt left the prograwm, and city of res‘dence. Internetions between
lours of trnining nna sex, education, nna educntion squnied were also inchided:s There
wns no explicit control for locnl Inbor mnrket economic conditions, but it is lkely thnt
clty of residence served ng nn ndequnte proxy for this, In eneh case the eoefficient on eity
of residence was stntisticnlly insignificant, due probnbly to the close-to-full-employment
conqitions in ench eity throughout 1967. Under these circuimistnnces the nadition of nn
fnternction varinble between trnining nnd loenl Inbor mnrket conditions probnbly would
not hnve influenced the estimntes,

1 If the ontpnt prodinced quring trnining 1s counted ns a benefit, n & percent Qiscount
rate is employed, nnd benefits nre nssumed to endure for 10 years, then women with 0 or 10
years of schooling hnve ratios of 1.2, but those with 8. i1, or 12 yenrs of educuation hnve
rntios less thno 1. Under these snme nssumptions the ratios for men range from 2.9 to 4.0,
Making nny one of these nssnm{)tions more eonservative reduces the beneflt-cost ratios
for women nt every educntionnl Ievel to less than one. On the other hnnd, the ratios for
men nt every educntional level continue to exceed one even if all assumptions nre
gimmtnneously mnde more conservative (10 percent discount rute, 5 years of beneflts, nnd
output proauced by trninees is vnlueless).
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Race.—The inability of the authors to obtain a statistically signifi-
cant cocfficicnt on a race-training interaction variable suggests that
whites and nonwhites benefited equally from the prograin.

Comment -

Given the attendant qualifications, Borus et al. does not constitute
a definitive study of the out-of-school program. The evidence from this
study does suggest that the program is having success in helping school
dropouts to adjust in the labor market. Some of the findings have
already been implemented : enroliment in the out-of-school program is
now limited to 16 and 17 year olds, n policy consistent with the
result that early high school dropouts benefit most from the training.
However, if the cconomic inefliciency of NYC out-of-school training
for women in Indiann proves to be universal, structural changes in
the program will have to be made to meet the needs of females,

JoB Corps

[n separate analyses of the same national sample, Cain and Resource
Management Corporation (RMC) have produced two unrefined,
preliminary studies of the effectiveness of the Job Corps.® The
control groups for these studies are so suspect and the observation
periods so short that the results are unreliable.? However, if the
estimnted henefits and costs prove aceurate, the Jol> Corps will have
to be clussified ns economicn]{y ineflicient.

The carnings guins estimated by RMC would never produce
benefit-cost ratios greater than 1, no matter how far into the future
the gains were projected. Cuin concluded that the Job Corps was
cconomically cfficient and that its rate of return was at least cqual to
that of some other Government investients. ‘However, using Cain’s
most optimistic estimate of benefits, carnings differences between the
corpsinen and the eontrol group would have to persist for 24 years to
generate an internal social rate of return of 5 percent, and 42 years
adopting his most likely estimate.?? These estimates suggest a mar-
ginally cfficient project at best. For the Job Corps to achieve a 5
percent internal social rate of return within 10 years, the corpsmen
would have to earn $454 more annually than the control group, more
than twice the $203 differential which is Cain’s most likely estimate.

Both studies used the gross differences between the employment,
unemployment, and wage rates of the corpsmen and the control group
as measures of the Job Corps' impact.® Cain did not attempt to isolate
the effect of training from the influence of other varia les; RMC

% Glen G. Caln, Benefit/Coat Estimatea for Job Cor, 8, Institute for Research on Poverty,
the University of Wisconsin, Madison, September 1008, and Harry R, Woltman and William

W. Walton. Fraluation of the War on Pouverty : the Feasibility of Benefit-Coat Analysis of
Manpower Programs, Resource Manngement Corporation, prepared for the U.S. General

Aceounting Office. March 1968. .

“t Nelther Cain nor RMC were responsible for the design of the snmple, and hience eannot
be Dlamed for the inadequate nature of the control gronps. Caln used ‘‘no-shows” for his
control group (]peraona who were nccepted for hut never articipated in the Job Corps),

whille RMC used no-shows and early dropouts (enrolleer who were exposed for less thun 3
months), We have alrendy discussed the unknown nature of the' biases which a eontrol
group compored of no-shows can_ Introduce into the annlysis. (See the critique of the NYC
out-of-school program.) Identical problems arise from the use of dropouts,
=1t {8 a distortlon to charncterlze the first estimnte ng “optimistie,” It is bnsed on the
nssumption that the corpsmen will never ex
Ing training: that is, they will work 40 hours a week, 62 weeks n year. The most likely
esgmnte arsumes an 18.5 percent unemployment rate.

Cain also projected nn earnings galn for the eorpsmen based on editcational gains (for
whieh ther were tested) and a relationship estimnted by Hanoch between earnings and

education. The henefit-cost ratlos based on educationnl gains were generally lower than
those estlinated from thie wage gnins, .
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controlled only for sex.? Cain found that 6 months after separation
from the program, ex-corpsmen carned $.12 more per hour than the
control group. Apparently this wage gwin did not persist. When RMC
examined the sainple 18 months after termination, the wage differential
had declined and was no longer statistically significant even at the
10 percent level. RMC found no apparent impact on rates of employ-
ment or uncmployment.

The use of gross comparisons is hazardous in the absence of a
randomized experimental design, and these studies were far from
approximating such a design.® Without & carefully chosen, repre-
sentative control group, this technique nay lead to spurious results.
At best such comparisions add little to knowledge of program effec-
tiveness. It is true that the gross results are not encouraging, but
they were not adjusted for the possible influence of personal differ-
ences or variations in local labor market conditions.® The normal
instability of young persons’ carnings increases the unreliability
of the projections, [i‘inally, the observations are on 1966 traineces,
only the sccond year of Job Corps’ operation, when it was still
experiencing growing pains, and may not reflect its current cffective-
ness. It would be injudicious to assess the Job Corps on the basis of
these studies.

23 RMC's control group of early dropouts had demographic characteristics quite similar
to those of the corpsmen, but the control group used by Caln differed significantly from
the corpsmen in several reschts. The no-shows bad slightly more schoollnl;. 8 percent fewer
males, 7 percent fewer whites, an unemployment rate at the start of the program of 66
percent as compared with 35 percent for the corpsmen, and were somewhat older. One
would expect.these differences to crente opposing blases, the net effect belng unknown, If
Cain lnd controlled for the influience of these differences in demographic charaeteristics
on earnings galng (say, by introducing the characteristics as Independent vuriables in a
regresaion), the poor match wonld not be so signlficant. But slnce no such controls were
applied, his estimate of the benefits of Job Corps training are suspect. When making
hefore-nfter comparisons of employment and wage rates, RMC segmented the sample by a
number of personal characteristics. However, they controlled only for sex when estimating
Imgrovcmcnts relative to the control {:roup.

If persons from the target population have been randomly assigned to the control and

tratning groups, then Alfferences in the variables of interest (wage rates. earnings, etc.)
between the two groups can be attributed (with specifiable statistlcal confidence) to
exuaosurc to the training.

2 Unemployment nitionally was qulte low (approximately 3.8 percent) during the
postprogram observation period, but, again, local varintions could have affected the results.
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WORK INCENTIVE PROGRAM

Since the participants in WIN are all members of families receiving

public assistance (AFDC), its effectiveness is of particular interest to

us. Unfortunately, this interest is largely frustrated by the poor caliber
of research on WIN. This situation is all the more appalling since quite
o few studies have been conducted and, presumably, quite o bit of
money spent. No analysis has been conducted which uses a control
group.! (As alwsnys, this is an important omission; turnover rates on
AFDC are high, and in order to isolate tho cffect of exposure to WIN,
it is essential to know whether WIN enrollees are any more successful
in the labor inarket than nonparticipating AFDC recipients.) There
have been no longitudinal studies of the labor force experience of WIN
participants. Since post-training earnings and employinent data are so
scanty, the statistic most often relied upon to evaluate WIN's effective-
ness is the percentage of successful Flnccmcnts (the percentage of
those leaving the program who are placed in jobs and are still em-
ployed at the follow--up time, 3 to 6 months after placement).

There is no need to dwell on the multiple deficiencies of such «
gross and insensitive statistic for determining the impact of WIN on
the long-range cconomic situation of trainces. It controls neither for
personal nor environmental variables, gives no insight into income
Increases or welfare receipt decreases relative to a control group,
and provides no basis for comparing benefits to costs.!®

It may be that these objections are overkill and that the unsound
features of WIN combined with the unfavorable cconomic conditions
of the past few years made success an impossibility and rendered
deference to conventional scientific methodology unnecessary. If
the entire bureaucracy were to conspire against them, AFDC recipi-
ents could not be confronted with fewer work incentives than the
current system provides. Earnings over $30 a month reduce AFDC
benefits by two-thirds.? An AFDC father is subject to the additional
restriction that, if he is employed more than 100 hours a month
(regardless of the amount of his earnings), his family becomes ineligible
for public assistance. These disincentives are reinforced by a reduction
of in-kind benefits as earnings increase The prices waich a low-

1 A longltudinnl study of WIN which uses_n control group was published too Inte for
critienl exnmination in this paper: Ronald E, Fine, et nl., Final Report, AFDC Employment
and Keferral GQuidelines, Institute for Interdiseiplinary Studles, Minlleapolls, June 1072,
'tll‘he tnu:hom concluded that WIN services did not incrense the enrnings or employment of

1¢ traineces.

is Byen the placement dnta 18 unrelinble. Upon lenvlnf WIN n terminee I8 classified asn
gieeessful plneement, a dropont, or other (n dropout with legitimnte cause). In the pust,
the WIN staft has not reported informntion on terminees who locate employment on
thelr own In n nuiform manner. some having been elassifled ns placed and some ns other.
Offiefnlly auch persons nre supposed to he identified ns conditionally plaeed and a follow-up
interview condueted 2 to 6 wnonths Inter, bt the staft has not nlwnys eomplicd with this
regilation. Smine resenrchers belleve that n Inrge number of the dropouts may also have
located employent thewnselves and were termed dropouts hecnuge it wns too expensive
to trnee them nfter they stnp]n-(l reporting to thelr WIN nssignments. It s clear that a
congclentions longitudinnl stady of the destiny of WIN enrollees i1 sorely needed.

21In the seven Stntes that pay only n percentnge of needs defielt (needs less eonntnble
ineome), the tax rate 18 two-thirds of the speclfied percentage. In States which impose n

mnximum on the public assistance payment, the tax rate is zero if the mnximum s
applicable,
(50)
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income faniily must pay for food stamps, school luncaes, and public
housing all increase with income. Medicaid covernge ceases entirely

should a family carn enough to escape the welfare rolls? (Recipients
however are reimbursed for some or all work expenses, so such expenses
do not reduce the incentive to work.)

If the stick is large enough, the size of the carrot may be irrelevant..
Under the Social Security Act, if a person is referred vo WIN, but
refuses to participate, the uncooperative person may not be included
as a family member for purposes of computing the family’s welfnre
payment, Also, instead oll issuing o check to the family fer its public
assistance benefits, the welfare agency must engage in vendor pay-
ments (direct payments to merchants to cover the mujority of the
family’s expenses). However, the penalty does not apply to mothers
who volunteer for WIN. Since most of WIN’s clientele are volunteer
mothers, the sanctions are largely a fietion.

Futhors cannot avoid the penalty in this manner. Examining the
offcctiveness of sanctions on fathers in Los Angeles and Denver, the
GAO found that the financial penalty for noncompliance was not large
in Los Angeles ($19 per month), and although substantial in Denver
(about $50 per month), it was frequently not imposed, primarily
because of the administrative expense of making vendor pryments and
o reluctance to impose hardship on the family.* Further, because a
family is incligible for AFDC once a father is employed more than
100 hours & month, family income was often reduced less if the father
refused to participate in WIN and accepted the penalty than if he
accepted employment. In light of the small work incentives, the

virtual absence of penalties for noncompliance, the high national un-
cmployment rate (especially among the relatively low skilled), and the
documented reluctance of employers to hire AFDC recipients,® it is

remarkable that WIN’s placement rate is as high as it is.

3 Tnis 18 potentinlly a very large nnd ahrupt benefit loss becnuse, a8 long ns a family
reecives even $1 of publlc nsslstance, it pays no share of the cost of covered servlees. In
24 Stntes fnmilies which ore ineligible for publlc arslstance qunlify for medicnid if thelr
income I8 uficlently low. However, Covernge begins only nfter nn Inltinl ontlny for
medicnl services, nnd in some States the benefits nre less extensive than those availnble
to Puhllc nswistance reciplents.

No fminily in Denver bad sustained a financlal pennlty although 94 males had refused
to participute In WIN, Penalties had heen imposed in about half of tbe Los Angeles cascs.
YVendor payments were rare in both eities. Comptroller General of the United Stntes.
Problema in Aceomplishing Objectives of the Work Incentive Program, General Accounting
Office. Wnsrhington, D.C., September, 1071, 13) 33—4, In heanrings before this Subcommittee
Ferrell C, Sparks, mannger of the Atlanta, eorgln Metropolltan Manpower Center, stnted
that “it becomes appnrent to some weliare reciplents that lack of effort to seek cmploy-
ment does not jeopnrdize their welfnre check.” Hearings before Lhe Sulcommittec on tscal
Policy of the Joint Economio Committee, Atlautn, Georgin, June 7, 1872,

8 Plncement offorts for WIN enrollees are conducted through the Emrln.vment fervice.
In henrings before this snbcommittee Ferrell C. Spnrks reviewed the problems eonfronting
the Bmployment Service due to it8 tarnished reputntion In tbe privnte seetor. **Tlie charnc-
teristics of these welfare reeipients . . . typify' the avernge job cpplicant who visits our
office for joh nssistnnce. Our reputntion with many employers of this area 1s one thnt
suggests innbility to provide them with suitanle applicnnts to fill their openings. + . .
Employers do not rely on our service to fill thelr ‘good’ openings. but will list their open-
ings only after all other methods of recruitment bave fniled, We are considered to be a
very poor sonrce of recruitinent of qnalifted nppliennts, . . . Lmployers have hecome nore
nnd more eonsclous of the fact thnt applicants sent to them from our office linve many
landicaps nnd problems which would De a lnbility to them if hired. Applicnnts who are
ckilled or semiskilled . . . often times cnn caslly find employment tbemselves and do not
(lesire or need our services."” Ibid, .
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TABLE 5.—WIN STA(ISTICS—FROM ASSESSMENT THROUGH SUCCESSFUL COMPLETION (CUMULATIVE SINCE

JJLY 1968)
As of As of
Dec. 31,1970 Apr. 30, 1972
AFDC recipients assessed . ..o....oooomemuuecenoooeeesees e 2,284,476 NA
Appropriate for referral (according to State welfare agencies)..._..__............. . 512,056 NA
REIBITAIS. .o et 1398, 222 NA
ENTONIMENLS. oo 228,822 385,131
Terminations_ _......oooieiniiie e teececeennaas veeen 119, 660 257,283
h Successful completions (on the Job 3 to 6 months after placement)................ 23,691 61,500

1The Labor Department found approximately 135,000 or 34 percent of these referrals inappropriate and sent them back

to the State welfare agencies, The rest of the 8ap between referrals and enrollments is accounted for by "no-shows '’
and intake holding.

Sources: (1) Services to AFDC Families, U.S. Oepartment of Ilealth, Education, and Welfare, Washlnﬁlon. 0.C., Jul; 1971,
(2g Materials Related to H.R. 1: Work and Training Provisions, Commitiee on Finance, U.S, Senate, July 23, 1971, (3) WIN
table 18, Cumulative Enroliment and Terminations, u.s. Oepartment of Labor, Washington, D.C., June 1972.

Indeed, gross statistics on WIN are discouraging, undoubtedly a
reflection of the above diffcultics. After 2 years of operation only
1 percent of the assessed AFDC recipients had completed training
and been employed for a minimum of 3 months, (See table 5.) However,
this is a loaded statistic, which distorts one’s perception of WIN.
It is unjust to condemn WIN’s cfficacy as a training program on this
basis when, in the combined judgment of the State welfare agencies
and the Department of Labor, at least 83 percent of those assessed
were inappropriate for referral to WIN.® It is hardly the fault of the
training program that the gonl of significantly reducing the AFDC
rolls in a short time by training and transferring recipients to emiploy--
ment may be unrealistic and unrealizable.

While completely inadequate for benefit-cost purposes, the per-
! centage of former WIN participants who held jobs at the time of

followup is & more legitimate statistic than the percentage of those
assessed who were placed. Successful completers have been & constant:
20 percent of terminces nntil recently; during the period April 1971 ,
: to April 1972, they increased to 30 percent.’ This increase runs counter
- to the trend in the rate of unemployment nationally (5.9 percent from
‘ April 1971 to April 1972, but only 4.2 percent from July 1968 through
‘ April 1971), an indication that WIN may have gained some experience
in dealing with the specialized problems of ifs clientele and solved
some of its internal difficulties. Dropouts without good cause con-
. tinue to average 21 percent of terminees, however,
: The comparable successful completion rate for MDTA has. been
! considerably higher than that for WIN. Tt averaged 51 percent
- between 1963 and 1971. Of course, the client populations are quite

different, and the comparison indicates nothing about the relative
rates of return.

8 Most of these persons wore elnssified ns unsuitable for the following rensons: fllness,
dsnbility, or advanced ages remoteness from WIN projeets: full-time stndent age 16-20:
Rrosnnon required in thie home beenuvse of jllness or {nenpaeity of another memher of the

ouseliold or heeause of number or nge of children ; ndequate child care arrangements
unavollable s currontly reeeiving other training or sducation, ;

7 This incrense ig entirely accounted for by a reduetion (from 59 to 49 percent) in the '
oroportion of those who dropped ant of WIN for legitimate reosong. The suceessful comn-
pletlons category I8 n lower honned for the number of former WIN partielpants wlo ore
employed 3 to 6 months after lenving the program. Dropouts from training and persons who
terminate for logitimnte rensons are not placed in followup status, and, henee, no infor-

mntion s eolloeted on thelr posteqrrogram Iahor force experience, Undoubtedly, some of
them also hecome employed, . .

o .
o <

Aruitoxt provided by Eic:

_ S A e




Aruitoxt provided by Eic:

33

WIN authoritics have had their feet held to the fire because of the
number of enrollces who have completed their training and are
waiting to be placed inn jobs. This number soared fron 1,648 in May
1970 (1.8 percent of enrollinent) to 9,621 in March 1972 (7.7 percent
of cnrollment). As a percentage of enrollment it has now stabilized,
remaining between 7 and 8 percent throughout the fiseal year 1972.
"The percentage of cnrollees awaiting job placement is very highly
correlated with the national unemployment rate in the present and
recent past. ‘Thero is an estimated 2.9 percentage point increase in the
percent of WIN enrollees awniting lj:)b placement for every 1 percent-
age point increase in the national unemploymnent rate.f At current
enrollment levels this amounts to an additional 3,000 people who
have completed their training and are waiting for jobs, or approxi-
mately the number of trainees who successfully complete the program
cach mnonth. Since it is beyond the capacity of the WIN authorities
Lo increase the demand for labor in the local market, they probably
have been subjected to some undeserved criticisin.

WIN PraceMeENT AND Drorour ParreEnrys By DEMOGRAPHIC
CHARACTERISTICS

Analytic Systems, Inc. (ASI) has produced an interesting disag-
gregution of the carly WIN termination data (October 1968 through
March 1970). Although nothing can be learned from these data regard-
ing WIN’s impact on trainees’ earnings relative to a control group
(because there was no control group), ])Tncomcnt patterns and dropout
rates provided a basis for tempering expectations about the potentinl
self-sufficiency of the AFDC population under the present structure
of work incentives.” Despite the fact that national unemployment
rates during the observation period were the lowest in the last 15
years (3.6 percent), the highest placement rate achieved by any
demographic subgroul) was only 31 percent, and this was for males
who (according to WIN staff assessments) had no serious barriers to
employment at the time of enroliment.’® A subjective determination
of Inbor market barriers is suspect, of course, but at the very least
these were the enrollees who were perceived to have the fewest
inadequacies.

A few words of caution rcgardm% these program data: although they
constitute some of the best available information on WIN, they pertain
only to its first 18 months of operation. The internal program changes
implemented since then together with the altered economic situation
may have affected the placement and dropout patterns. Sccondzly, there
are three WIN termination categories: a dropout without good cause,
a dropout with a legitimate reason, and a successful placement (em-

8 Regressing the percent of enrollees in job entry holding (from May 1070 to March
1072) agninst the unemploymant rate In the previous quarter ennbles one to explain 04
percent of the variance in job entry holding. The Incrense In the percentage of WIN
enrollees walting for iohs was estimated using this rofrcnnlon. It 1s difficult to use thly
data to estimate the hinpact of changes in the unemployment rate on WIN's placement
rnte. Accordlnﬁ to the Department of Lahor; 8 percent of those conditionally placed in
jobs successfully complete the program; that 18, are employed 3 to G months later. Hence,
fluctunting economic conditions lhave a potentinlly large effect on the placement rate.

° The sample was not random hut ASI describes It as “representative of the rogram
natlonally.” Analyais of WIN Program Automated Termination Data. Analstic ystems

Inc., Vienna, Va., November 1970. The sample was qulte large (15,662), however, an
constituted 20 percent of the population.

3° The barriers were low education or lack of skill, belng outside the prime nge labor

force, unstable famlly care arrangements, n record of conviction or garnishment, or henalth,
personality, or transportation problems.
a9
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ployed 3 to 6 months after placement).” In the discussion that follows,
we use the word “dropout” to refer to those who terminated without
good cause. Finelly, because the Iplnccment and dropout rates ure
classified and examined separately for each socio-demographic charac-
teristic (ns opposed to a mmltivariate analysis), it is very difficult to
provide dependable explanations for differences in the rates.”

Sex.—AS] divided the smnple by sex and examined the placement.
and dropout rate patterns by age, marital status, household head
status, mimber of dependents, race, education, and past labor force
experience, No matter what the variable of classification, almost
without exception, women displayed lower placement rates, lower
dropout rates, and higher rates of termination for legitiinate reasons.
This is an interesting and puzzling result, but in the absence of a
multivariate analysis it is 1mpossible to provide a satisfactory ex-
planation. 1t is only conjecture,-but the significantly lower dropout
rate for women may reflect the fact that almost all fernale Ylnrtlmpunts
were volunteers. AFDC fathers were roferred to WIN whether they
wanted training or not, and hence they rnay have been less motivated.
Although women may have been more motivated, they face more
barriers to employment. Greater family care responsibilities, the
frequent breakdown of child care mrrangements, and fewer employ-
ment opportunitics may account for the higher rate of legitimate
termination and the lower rate of successful placement.

Indices of maturity and responsibility.—There is nothing that
is counmter-intnitive here and httle discussion 1s necessary. Pluce-
ment rates increased with age, falling off for those over age 54. Dropont
rates were very high for trainees less than 18 {cm‘s old (33 perecent
for males, 27 percent for females), and declined with age thereafter,
The dropout rute for males 65 and over increased sharply.

Iouschold heads had a placement rate ahnost twice that of non-
licads and o significantly lower dropout rate than nonheads. The
same was. true for married, widowed, divorced, or separated males
relative to those never married. The pattern of relative placement
and dropont rates by marital status held for femnles, but the differences
were somewhat smaller,

The placement rate increased and the dropout rate decreased with
the number of dependents. I'emales with dependents had an increas-
ing placement rate up to 3 dependents; for females with more than 3
dependents the rate was fairly stable (at about 20 percent). The
leveling off of the rate for females with large {families was undoubtedly
related to child eare problems. WIN had very poor success training
and placing those with no dependents: a 9 percent placement rate anc
a 28 pereent dropout rate.! '

1 A\ dropout without good cnuse is nny person who refuses to participate in the prograin,
ennnot be locuted, or wns ndministrntively sepnrnted, e.g.. dangerous conduct, The legitimnte
reasons for dropping out are referred in error, nppenl ncecepted, returned to welfare, denth,
moved from the nren, trnnsportntion probleing, family care required, pregnnney, health,
Institntionnlized, entered Armed Forces, entercd full-time schooling. transferred to another
progrnm, and other,

12°Al] of the differences diseussed nre stntisticnlly significnnt nt the 1 percent level or
hetter. However, In n format where only one varinble is controlled, highly mislending results
enn oceur heenuse the varinhle of classifieation mny be serving ns n proxy for some other
varinble with whieh it is correlnted, For exnmple, suppose that most whites in the snmple
were nge 25-45, while most nonwhites were less than 24 years old. Then obgerved djffer.
ences in plneement rntes between whites and nonwhites niny not have been due to ethnic
Aifferences nt nll but rnther to differences in age. If whites nnd nonwhites in the same
age bracket were exnmined, then one could hnve more fnith thnt racinl ¢ifferences nccounted
for differentinl plncement rates.

1 These nre elther the teenage, out of school children of AFDC pnrents (in whieh case
‘'‘no dependents” is probnbly a proxy for age) or pregnant women,

g
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Race.—Placement rates for blacks and whites were identical at 21
percent, but other ecthnic groups (primarily American Indians,
Mexican Americans, Puerto Ricans, and Orientals) had only a 15
percent rate. A lack of local employment opportunities for Indians
and a language barrier for Spanish-speaking persons are possible
explanations for their lower rates of placement. There are no significant
differences in the dropout rates of females by ethnic origin, but only
19 percent of the white males dropped out as compsred to 28 percent
. of the nonwhite males.

X : Iducation.—A diploma effect is faitly evident in the placement data.
r Male high school graduates had a 30 percent placenient rate, while
male high school dropouts had only a 23 percent rate. "The placement
rate for female high school graduates was more than twice that for
dropouts (27 percent versus 12 pereent). :
Additional years of schooling between the fourth and cleventh
, grades did not influence the placeinent rate. However, those with only
i the lowest levels of grade sc\xool education (1 to 4 years) had signifi-
‘ cantly lower placement rates (18 percent for the men and 10 percent for
the women). It scems rather poignant that they also had the lowest
dropout rates, an indication that they were not failing for lack of
trying.

High school droponts evidenced higher dropont rates from WIN
than any other educational group, but this may be a misleading cor-
relation. Fifty-nine percent of AKDC mothers who dropped out of high
school are less than 30 years old. Hence, nge rather than status as a
high school dropout may be the better explainer of the dropout rate
fromn WIN.

Lmployment cxrperience.—Placement rates increased and dropont
! rates decrensed with years of prior work experience.

SunmMARY

Thus, the pattern of suceessful completions is generally consistent r
with one’s intuition: WIN participants with charaeteristies which put
them at a disadvantage n the labor market had more difliculty
locating employment.” This is not to say that WIN was less effective
in improving tie employment prospects or increasing the earnings of
this group. At the risk of being repetitious, there isno way to determine
| from these data whether WIN had any impact at all. A longitudinal
study utilizing an appropriate control group is the sine qua non for
such knowledge.

The pattern of dropout rates is not gnite so uniform. Some groups
which were at a disadvantage in the labor market (older workers,
females, and those with only a few years of grade school education)
did not quit the program without good enuse, but & number of dis-
advantaged groups had relatively high rates of illegitimate attrition
(nonwhites, younger enrollees, and those with little work esperience).
Enrollees with family responsibilities had both lower dropout rates
and highcr placement rates than those without such responsibilities.

WIN has been a small program relative to the size of and growth
in the AFDC population. Since there is evidence that WIN authorities

1 Additional supporting evidence for this comes from J. David Roessner, Employment
Conterts and Disadcantaged Workers, Burean of Soclal Science Research, Ine,, Washington,
0.C., November, 1071. *Those WIN enrollees who achieve placement status . . . are a

lieterogeneons group that exbibits few of the characteristie problems associated with
disadrantaged persons . . . Ibid, p. 102,
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creamed in selecting enrollees,!* the prospects for impr)ved placement
rates and for subsequent reductions in the welfare rolls by expanding
o structurally unaltered program sre not encouraging. The recent
inclusion in the tax code of a tax credit to employers for 20 percent
of the wages paid to WIN participants duting their first year of
cmployment should help a bit. But the limitations on this credit
reduce its potential for increasing employment among welfure
recipients. Twenty percent of wages are allowed as a credrt up to a
maximum of $25,000 per employer. (This is equivalent to the credit
for only 25 full-time workers at a $2.50 hourly wage rate.) Thereafter
the credit is cut in half to 10 percent, severely reducing the attractive-
ness of hiring WIN graduates. Also, a tax credit provides no incentive
to tax-exempt institutions and government agencies; a direct wage
subsidy would.

Although the tax credit is a welcome improvenient in WIN, plans for
rigid enforcement of the sanctions against dropouts without simul-
taneous increases in work incentives seem ill-considered. An cnrollee
can always sit through training, and then avoid employment by mak-
ing himself sufficiently unattractive to a prospective employer. In
the absence of financial inducements, resistance from those compelied
to participate can be expected. Finally, reducing the large number of
WFN participants who drop out for legitimate reasons is going to
require improved labor market conditions, longer periods of training to
provide greater skills, and solutions to participants’ health, transpor-
tation, and family care problens, all of which may prove expensive.

13 In May 1969, mothers enrolled or awaiting enrollment in WIN had considerably more scltooling than all
AFDC mothers, '

[In percent)
Enrolled
in work Awaiting  AAFDC
or truining  enrollment mothers
T1igh school praduntes. . .. ...eeeeeeeereeeeeeeeeccanccanes 4.4 44,2 16.3
1t0 3 yearsolhigh 8ch100]...eue e eeeeieeeiaieeeearaacaeean 30.2 23,7 31.4
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JOB OPPORTUNITIES IN THE BUSINESS SECTOR

The objective of the JOBS program is to place disadvantaged per-
sons who need on-the-job training and supportive services in private
industry jobs. The program is administered by the Manpower Admin-
istration in conjunction with the National Alliance of] Businessmen
(NAB), a nonprofit organization which encourages firms to participate
in the program and assists them in the operation of the trainimng,

OBS was initinted during the very tight labor markets of the Iate
1960’s, when the corporate sector was experiencing recruiting difficul-
ties. The original goal was to place 500,000 disndvantaged persons in
meaningful (that is, skilled) employment within 3 years. The program

- has both a contract and noncontract component. Contract employers

are reimbursed for the extrao dinary costs!involved in hiring and train-
ing disadvantaged persons. Noncontract cmployers agree to hire a
specified number of disadvantaged but receive no subsidy. By the end
of June 1970, NAB and the Department of Labor were reporting
494,000 trainces hired (with the noncontract component accounting
for 74 percent of these) and a retention rate of 47 pereent.

The JOBS program provided an excellent opportunity to test the
contention that decentralized training conducted by employers is more
cfficient than centrally administered programs. The argument is that
(1) firms are more aware of the skills required in their production proc-
ess; and (2) there is no period of discontinuity between training and
placement, a period in which some trainees may become discouraged
and leave the labor market. A counterargument contends that this is
a myopic view. It is to society’s advantage to provide some general,
transferable skills which make the worker more mobile and msulate
him from technological or long-term nnem loyment. An individual em-
ployer has an incentive to provide general training only to the extent
that it is necessary to perform the tasks specific to his production
process.

There was an opportunity to test both views but it was missed. No
controlied studies of the impact of JOBS on the employment and
earnings of enroliees were conducted and the program data submitted
by participating firms to NAB and the LaLor Department are so
unreliable as to be unanalyzable. Employers are supposed to provide
NAB with ¢ quarterly accounting of the number of persons hired
under the program, the number currently in training, the number
who have completed their training and have been retained, and the
number terminated. For those terminated, employers are required to
s])cclfy the type of termination (voluntary, discharged, Iaid-off) and
the reason (unsatisfactory job performance, acceptance of other
employment, excessive absentecism, et cetera). When the GAO con-
ducted an investigation of JOBS, it found not only that detailed infor-
mation on trainces was not being reported, but also that the number
of persons reported by NAB as hired by noncontract firms frequently

t Those costs over and above those nssoclnted with tralnlng nondisndvantaged persons
for simllar positions.
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exceeded the number actually lired.? In a significant number of cases
the reported information could not even be verified, because the non-
contract employers maintained no records on the trninees.* The GAO
1 ‘ discovered one instance where a noncontract employer had reported
hiring 5,000 persons under JOBS who had been employees of the
company prior to JOBS’ inception. The nuinber of disadvantaged
reported as hired was further distorted because employers themnselves
frequently certified trainee applicants as disadvantaged rather than
referring thein to the Employment Service for this deternination.’
Consequently, a significant number of persons who were not disad-
X vantaged were hired under both the contract and noncontract
components. :

The casual manner in which data was collected as well as more
substantive problems in the JOBS prograin were fostered by the
atmosphere in which the Labor Department negotiated and awarded
contracts and monitored training operations. Tn order not to dis-
courage employer participation in the program, contract negotiations
were rushed through with only limited scrutiny of training cost
estimates and the details of the manner in which training and suppor-
tive services were to be provided. Monitoring secems to have been
perfunctory, at least in the carly stages of the program.® A nuinber of
predictable problems developed. A significant number. of employers
it the GAO sample did not supply the supportive services which ‘

: were stipulated in their contracts and for which they were reimbursed.
Greenleigh Associates confirmed this finding in an evaluation con-
ducted for the Labor Department.® There were instances of over-

i 2 Detniled Informntion hnd heen submitted to NAB for only 44 percent of the trninees
reportedly bired. In four of the five cities snmpled by the GAO. the number of truincesr
reported ns hired exceeded the netunl number. Comptroller Genernl of the United Stntos.
Braluation of Results_and Administration of the Job Opportunitics in the Busincss Scctor
(J0BS)Y Program in Five Oities, Washington, D.C., Mnrch 24, 1971, pp. 15-16.

3 NAB used the nnverified rtntistics on JORBS nccomplishments to mount n publielty and
publie relntlons enmpnign of considernble proportions, NAB's first nnnunl report estimnted
tint over 80 milllon viewers hnd Leen exposed to NAB commercinls on nationnl television
nnd thnt nn nvernge of 600 news stories about the program appeared in newspapert and
mugnzines every month. '

¢ Kuch referrals were mandntory for contrnct employers but could not be required of
noncontractors. .

5The Lnhor Depnrtmient estnhlighed n schedule of visits by “contrnet gervice represent-
atives,” with frequency bnsed on the size of the contrnct. "“I'hese representntives nre not
to function ns contract complinnee officers during posrtnwnrd vigits. but to nlQd contrnetors In
prnfrnm operntion. Tmplicit in thig nctivity, howerver. I8 the notifiention of the npproprinte
regionnlly bnsed monitoring stnff If nny contrnet irreguinrities nre nnecovered.,” Arnold R.
Weber, Assistnnt Secretnry for Manpower, U.S. Depnrtment of Lahor. In n letter to
Senntor Rnlph Ynrborough, printed in The JOBS Program, Background Information. Sub-
committee on Employment, Mnnpower, nnd Poverty of the Committee on Lahor nnd Publie
Welfare, United States Sennte, U.S. Government Printing Office, Washington, D.C,, A;‘)rll,

1970. Appnrently, few were uncovered. In rending the representatives’ reports regnrding
thelr visits to contrnctors the GAO found no reference to any of the suhstantive program
operntion diffienities whieh the GAO itself uncovered. According to the GAO, NAB exerted
presenre on the Manpower Administration ngninst monitoring the progrnin operation too
closely, 1t wns deemphnsized nnd only lmited resources nllocnted to it. Tield monitors
were given Inndenunte guidnnee (to the extent of not getting nnyx Ingtructions In how to
cevplunte the qunlity of the progrnm operntion nnd effectiveness). Comptroller General
of thie Ynitea Stntes, Evaluation of JOBS, pp. 73-76.

¢ "Although job conching nna counseling wns n mandntory component fewer thnn 45 per-
cent of the compnnies interviewed provided such service nnd, in many of these, the service
thnt wns provided wns g0 inept thnt it wns nlmost totnlly unproductive. It wns nppnrent
thnt there wns n mensurnble relntionship Letween innaequney of tlie job conching function
nul dronout and turnover rntes.” Greenleigh Associntes, Inc.. The Job Opportunitics in
the Buaincsa Bcetor Program, An Evaluation of Impact in Ten Standard Metropolitan
Statistical Arcas, New Yorl, June, 1970, p. 117. Some employers, confronted by the GAO
regnrding nonfulfillment of their contrnets. replied to tlhie effect thnt *‘. . . in thelr
opinlon, it wns not necessnry to provide the services In the mnnner or to the extent
required hy the countracts” Comptroller General of the Unitea Stntes, Evaluation of
1088, p. 05. Some small emrloyers complained thnt they simply could not supply all the
services required and simultnneously mannge thelr business. This suggests thnt the

i cnpacity of employers to deliver the services was not fully evnlunted Lefore contrncts
; were awnrded,
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. payments which more conscientious monitoring could have prevented.?

Most important, both the GAO and Greenleigh emphasized that
many of the jobs filled under the program were positions traditionatly
held by low skilled and waskilled persons. The GAO cestimated that
20 percent of the jobs offered were of this character. Greenleigh
Associates were more critical:

Most jobs held by JOBS employees fell into the following general categorics:
Inborers, machine operators, maintenance helpers, and assemblers. Thus, most of
the jobs pledged by employers were concentrated in occupations which tradition-
ally have high turnover rates.$

As exposés and vehicles for initinting program improvements, the
GAO and Greenleigh studies serve a useful function. However, they
are often anecdotal. Although it undoubtedly is true that the program
was subject to inadequate supervision, contract violations, instances
of subversion of its objectives, and improper design of some elements,
it is equally trane that many firms were sincere in their efforts and
committed to aiding the disadvantaged. Because of their design and
the inndequate data, these studies cannot addreéss the central issues
of concern to us: Did the employment and carnings of disadvantaged
persons increase as a result of the program? Did the benefits justily
the expenditures involved? Is it possible that contract firms employed
no additional disadvantaged persons, that the program has served
merely s a subsidy to firms who have filled vacancies created by the
attrition of some of their low-skilled employees with other low-skilled
workers? As is clear by now, such questions are difficult, but then no
syvstematic attempt was made to answer them with respect to the
JOBS program.

The Labor Department has drawn a random sample of 12,000 from
the Social Sccurity earnings records of JOBS employees, comparing
their earnings for 1966 (prior to the inception of JOBS) with those for
1968 (the program’s first year of operation). The mean earnings of
these workers inereased from $1,499 to $2,592, a difference of $1,100
and a 73 pereent change. The number reporting no earnings decreased
by 90 percent, and those with carnings between $4,000 and $6,000
increased by 50 percent.” These are impressive gross figures and it
would be hard to believe that the program did not account for a
stzable portion of the gains in employment and earnings. Nonetheless,
this is only a before-nfter comparison. The study of Social Security
records had no control group, and did not correct for the influence of
other variables. The observation period is decidedly short. If some of
these workers were employed in uncovered occupations before entering
JOBS, their earnings would not have been reported. to Social Security,
and the increase in earnings estimated from the Social Seeurity file will
exaggerate the true increase. Most importantly, the Social Security
study provides no insight into the displacement problem, which plagues
all training program evaluations and for which no solution is in sight.

T'The GAO appears to heve been n DIt overcharitable In its characterizatlon of most of
the overpuyments as cansed by "‘misunderstandings of the billlng procedures.” Coutractors
were pald for the awmnber of dnys that an employee wns glven on-the-job training. “The
errors Iu the Involces were cniised genernlly by the manner In which the contractors
cnlculnted the number of days that tralnees nctunlly worked., In some cases the con-
trnctors cstimated the number of worlk dnys in the month, rather than determining from
payroll records the number of days nctunlly worked. In other cnges the contrnctors kept
no record of amounts previously clalmed for the dnys a trninee worked and, as a_result,
clnimed amounts in excess of the maximmw mnount nllowable for the trnlnee. We also
noted Instnnces where the contrnctors continued to Inclnde amounts for trninces after
they hnd terminated and for regular emplnyces who were not trainees.” 1bld,, p. 71,

8'Greenlelgh Assoclates, Inc., op. cit., p. U6.
9 Subcommittee on Employment, Manpower, nnd Poverty, op, cit., pp. 168-9.
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As an initial step in this direction, it might have been useful to exmmine
the composition of the lubor force of participating firms. If the percent-
nge of disadvantaged employed by them did not increase, the pro-
gram’s effectiveness would eertainly be suspect.

REconMENDATIONS ror Inproving JOBS

The objective of the JOBS program is not just to place the disad-
vantaged in the kind of jobs l-‘l(‘,\' might have gotten anyway, but to
train_them and pluce them in jobs requiring significant skills. It is
yossible to design such a deceniralized. on-the-job training program,
ut it requires Intensive monitoring to insure limt initinlly unskilled
persons are trained for skilled positions. Applicants must be sereened
to assure that they are disadvantaged, troining must be snpervised,
and payment to firms must (Icpon(l at least, in part, on retention of the
trainee in an acceptable job. This kind of serutiny is expensive, It is
also distasteful to firms and an-incentive payment may have to be
added so as not to discourage employer participation,

More significantly, althongh sueh a program may be quite suceessfl
in improving the status of individual trainees, their progress nuy come
at the expense of otheis.!® Theoretically, training unskilled persons
adds to society’s productive eapacity, In situations of excess demand or
in a competitive economy with flexible wages and prices, newly trained

people can be absorbed casily, Where markets are not conipetitive

and wages and priees are downwardly inflexible, displacement is a
very real possibility. I the training subsidy is sufficient, employers
can be indueed to hire disad \'nnt-ngccrpcrsons for existing (or expected)
vacancies. But subsidies to cover unusual training expenses do not
constitute permanent reductions in a firm’s cost of production (as a
wage subsidy doss), and hence they do not expand employment.
Shinilarly, they do not increase the demand for output. They merely
increase the probability that firms will hire disadvantaged persons in
preference to others.

The placement suceess of all training programs is quite sensitive to
labor market. conditions. JOBS is no exception. During the first 2 years
of the programn’s operation unemplovment rates were low (3.5-3.6
percent), and firms had difficulty filling vacancies. The increased
contacts through JOBS between employers with vacancies and the
Employment Service, WIN, and CEi’ may have increased employ-
ment among the disndvantaged during this period. But when unem-
ployment ratés began to rise in 1970, firms laid off workers and eanceled
JOBS contracts. Persons who liad been placed through the JOBS
program had little seniority and, hence, were among the first victims
of the recession. In the context of generally contracting demand, train-
ing programs may merely improve the credentials of {he unemployed.

nless workers are retained in skilled positions following the com-
pletion of training, it is very difficult to verify that they were trained.
As it stunds, the JOBS program provides no incentive for retention of
the worker. Firms are paid a subsidy only during the training period,
This creates an opportunity for employers with high turnover rates
among their low-skilled workers to subvert the program, and per-

" Unjong are very awnre of this. Greenlelgh reported thnt NAR oflicinlz nnA employers

complained about union resistance to the JOBS program, and thnt they hind been relatively
unsuccessful in obtaining union cooperation and participation, Greenleigh Associates, Ine.,

op. cit., p. GS.
L 6 6 T
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functory monitoring seems to have made the opportunity all too
tempting for some. The numerous instances of trainees holding un-
skilled jobs indicate that an elaborate game of musical chairs was
played 1n which lower cost disadvantaged were substituted for other
employees as these others vacated their jobs. The solution to this
problem is to make partial payment of the training subsidy condi-
tional upon the employee being retained in an aceeptable job for a
specified period of time following training.




SUPPLEMENTARY MATERIAL

I. DescriprioN or MaxpowEr ProGraMs

Job Corps

The Job Corps provides remedial education, training in job <kills,
and counseling services to disadvantaged ! youths aged 16 to 21. of
both sexes, who require & chunge in environment to become productive
and employable. Training is designed to he completed in 9 months,
Tlhere are now a few urban commuter facilities but most are live-in.
Federally funded. the Job Corps is administered by the Manpower
Administration (Departinent of Labor).

Programs are operated by private corporations, State or Federal

- agencies, universities or nonprofit organizations, Enrollees receive room

and board, medical and dental eare, clothing, and living allowances of
$30 for the first months and up to $50 thereafter. An additional $350
per month of satisfactory service is payable on completion of training.
If o trainee stipulates that a portion of his living allowanee be used to
support his wife and children, a inatching grant of up to $25 per month
is provided.

nrollees must be citizens or permanent residents without serious
criminal records, who have dropl)od out of school for at least 3 months,
are underprivileged, and have been unable to find or hold adequate
jobs. Trainees are placed in jobs, other training programs, the Armed
Forces, sccondary schools, and colleges.

Job Opportunities in the Business Sector

JOBS encourages and provides technica) and monetary assistance to
private industry for hiring, training, retraining and upgrading hard-
core unemployed or underemployed persons over age 18. It is admin-
istered under a cooperative arrangement between the Manpower

. Administration and the National Allinnce of Businessmen.

All private-sector companies located in the United States, whatever
their size, are cligible for grants to offset the added costs of counseling,
related education, job training, transportation, and the full range of
supportive services needed. Contracts are for a maximum of 18 months
although individual training periods for employees may not exceed
44 weceks,

Enrollees must be disad vantaged or subject to other special obstacles
to employment.

There is both a contract and a noncontract (voluntary) component
to this program. Under the former, private emplovers enter into
negotiated contracts with the Department of Labor for employment
and training of disadvantaged persons. Under the noncontract com-
ponent, private employers pledge to hire specific numbers of disad-

Aruitoxt provided by Eic:

vantaged-persons-vithout-any cost reimbiirsement by thie Government.

1 The official definition of disadvantaged is ‘poor, and without suitable employment, ana
also either a school dropout, under 22 or over 45, or handieapped.”
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Manpower Development and Training Aet (Institutional)

MDTA Institutional provides formal education and classroom
training to unemployed and underemployed persons. After 1966 nt
least 65 percent of enrollees are supposed to have been disadvantaged.
Federal grants are apportioned to States based on a formula which
takes into consideration (among other things) employmnent oppor-
tunities available within it and the relative size of its labor force and
its unemployment. The program is adininistered by the Manpower
Administration and the Office of Education (Department of Health,
Education, and Welfare). States pay up to 10 percent of the costs of
training in cash or in kind.

Praining is provided in skill centers or vocational schools; these
may be cither publicly or privately operated. Training eourses are
designed to be completed in less than a year, and are supposed to
equip trainees with the skills necessary to fill local vacancies. Up to
20 weeks of training may be used for basic education and instruction
in employment orientation. Training allowances are provided to
household heads (or members of a houschold whose head is unem-
ployed) who have had at least a vear’s experience in gainful employ-
ment. Youth allowances are paid to disadvantaged persons aged 17
to 21.

Manpower Development and Training et (On-the-Job)

MDTA-OJT provided instruction plus supervised work at the
job site for unemployed and underemployed persons aged 16 and over
and workers whose jobs were endangered by changing technology.
MDTA-OJT was phased out in Junuary of 1971 and is now called
JOP (Jobs Optional Program), and is run by the States through their
Employment Services with Federal funding.

Trainees are hired by employers and trained on-site_for specific
jobs. Supplementary classroom instruction is sometimes eiven,
Contracts are negotinted with empleyers (public and private) who
receive subsidies for approved trainees ta cover salary of instructors,
materials, dumaged or spoiled production material, and rented equip-
ment or space if needed. The employers make the final decision on
whether to hire trainces referred by the Employment Service, Enrollees
must be individuals who eannot rewsonably be expected to secure
approprinte full-time employment without training.

Neighborhood Youth Corps

NYC operates three programs. The out-of-school program provides
work experience, training, counseling and remedial education for
vouths from low-income families who have dropped out of school in
order to enable them to return to school if possible or clse to acquire
skills to improve employability. The in-scliool and sunumer programs
provide earning opportunities to students from low-income families
to ennble them to remain in school while receiving work experience.
Sixty percent of enrollees were urban in 1971.

NYC is administered by the Manpower Administration and the

Federal-Government-pays-up-to-90-percent-of-the-cost_of_projects,
with loeal sponsors making up the rest in cash or kind. Within each
community, sponsors may be public or private agencies or companies
which operate skill-training programs for employees.

. 'y
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Enrollecs for the in-school an(| Sumner programs are from arades
9 to 12. They work g maximum of 15 hours g week during the school
year or nine 26-hour weeks during the summer, Enrollees in'the out-of-
school program are unemploved or underemployed sehool dropouts
aged 16 10 17, Maximum participation is 40 houps ber week including

counseling and remedia] edueation,
o

NYC is a recent though not significantly changed version of the

depression ern Nutional Youth Administration (NYA). NYa lasted
fromn 1935 to 1943, came in hoth m-school ang out-of-xchool editions,
and was phased out during the war,

Work Incentive Program

WIN provides training to recipients of AFDC (Aid to Families
with Dependent Children), On-the-job training, counseling, and
placement aye Provided for those ready for employment. Basic
education, work orientation, skil] training, worlk experience, and
counseling are provide to_improve the employability of persons
not ready for employment, Placement in public service employment
(formerly special work projects), arranged by agreement with public
or private nonprofit. organizations, is provided for individuals not
ready for cmployability training, These services are supplemented by
those of State welfare agencies, including full reimbursement for day
care and work expenses, Participants’ monthly earnings ure tuxed at y
rate of two-thirds for aj) carnings above the first  $30, Formerly
carnings of AFD(C recipients were taxed at 100 percent. The reduced
tax rates are not extended to these WIN enrollces who are placed in
public service enmployment, '

"IN is administered by the Manpower Admiuistrution, and oper-
ated at the local level by State Enployment Service offices. Federnl
funding has recently been increased from 80 to 90 percent, with Statoes
providing the rest in cash or kind.

IT. Iinustrative ExaureLe ox BexgFTs, Cosrs, axp INvEsTMENT
‘ CRITERIA

The following hypothetical example traces the cconomic situation of
a trainee and his untrained twin (control group counterpart) from the
year before to the year after training.2 Benefits and costs are calculated
from three points of view (social, private, and government), and the
cconoinic eﬂi(-iency of the training is determined using each of the three
investment, criterta discussed in the text (the benefit-cost ratio, the
net present value, and the internal rate of return). The basic data
used throughout the example are presented in figure 1.

3This example 15 g slightly modified versfon of one developed by Joe N. Nay, John YV,
Scanlon, and Joseph 8 Wholey, Benefits and Costs of Manpower Training Programs: A

Synthesis of Previous §tudles With Reservations and Recommendntlons, The Urban Insti-
tute, Washington, D.C,, June 30, 1971, appendices A and B,
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. ) Ficure 1
Social Economic Viewpoint

From society’s point of view the cost of training is the value of the
output which could have been produced with the resources actually
employed in training. The value of the output which was foregone 1s
measured by the cost of instructional and adininistrative resources,
the unreimbursed expenses of the enrollee over and above any ex-
})enses which he wou{d have incurred had he been working, and the
oregone earnings of the enrollee. These amount to §2,100 and are
depicted in figure 2. Note that the foregone earnings of the enrollee

are assumed to be equal to what the untrained twin carned during
the training period.
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Instructional and
. Administrative Costs
S00

Unreimbursed Enrollee
Expenscs
100

2,100

Forcgone Earnings
1,200

Figure 2

In the first year after training the trainee earned $400 more than
his untrained twin. Optimally, we would like to know how much more
the traince earned than the twin throughout the remainder of their

" lifetimes. Since the observation period includes only one postiraining

vear, we are forced to make an assumption about the duration and
future size of the training henefits. The Office of Management and
Budget projects the benefits of social programs for 10 years and dis-
counts them at a rate of 10 percent per year. Under this assumption
the discounted or present value of the benefits is ($400) (6.14)=
$2,576.% The calculated value for each of the investment criteria ap-
pears in the table below. From the social point of view the training i
this example was economicully efficient.

Value needed

Jor ecimomlic Soclal Tralnee Garernment
efficlency viewpoint vlewpolnt rletwopoint
Present value of bLenefits (B) $2, 576 $1, 074 $1, 382
Costs (C) $2, 100 $820  $1,380
Benefit-cost ratio (B/C) B/C>1 - 123 1. 31 1. 001
Net present value (B-C) B-C>0 $476 $254 $2
Internal rate of return (i) i>. 10 .13 .16 . 10025

Private or Trainee Viewpoint

"The trainee’s cost of participating in the program is the reduction
in his after tax income. The twin’s after tax income during the training
period was $1,117 + $383 = $1,500, while the trainee had only
$780 — $100 = $680. Hence, by participating in training, he gave
up $1,500 — $680 = $820.

The annual benefit to the trainee is the increase in his posttraining
after tax income ($175 = $3,825 — $3,650). If benefits last 10 years
and the discount rate is 10 percent, the present value of the benefits

ERIC
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is-($175)-(6-14)-=-$1,074.-T'he-entries-in-figure -3-show_that_training

was worthwhile froin the traince’s point of view.

3 When the rate of interest is 10 percent, $6:14 is the present value of a 10 year annuity
of $1. In other words, one would have to pny $6,14 now for an asset which guaranteed to
provide the owner with §1 in ench of the next 10 years.

i
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Government Viewpoint

The cost to the Government is the net loss to the Treasury during
the training period. The twin received $300 from the Government
during. this period ($383 in transfer payments less $83 in taxes),
The Government had adininistrative and instructional expenses of
$900 and made $780 worth of transfer payments to the traince. Thus
the net outflow from the Treasury was $1,680 — $300 = $1,380.

The annual benefit to the Governrient is the net posttraining gain
to the Treasury. In the first year after training tﬁe twin received

$450 from the Government ($716 in transfer payments less $266 in
taxes), while the traince received only $225 ($603 in transfer pay-
ments less $378 in taxes). The annual net gain to the Treasury is
$450 — $225 = $225. If benefits last 10 years and the discount rate is
10 percent, the present value of the benefits is ($225) (6.14) = $1,382.
As figure 3 shows, the project was economically efficient from the
governmnent’s point of view.
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