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Preface

Unemployment remains a major problem in both Britain and Ger-
many. Various policies to reduce unemployment have been tried in
each country, and it seemed that much could be learned from a com-
parative analysis. The Employment Institute therefore asked the
Anglo-German Foundation to support a collaborative venture to
undertake a comparative analysis of policies towards unemploy-
ment. The events in Central and Eastern Europe, as well as the unifi-
cation of Germany, which unfolded during and subsequent to the
project, have underlined the need for policies designed to deal with
major economic restructuring. Understanding the scope and impact
of labour market policies is of particular importance in this context.

During the course of the project, Lutz Bellman and Wolfgang
Franz visited the London School of Economics, while Alan Carruth
and Richard Disney visited the Bundesanstalt fiir Arbeit in Niirnberg
and the University of Konstanz. The Bundesanstait fiir Arbeit also
kindly made its facilities available for a conference held in December
1989 to discuss preliminary drafts of the various chapters of the book.
Many prticipants at the conference, from a range of British and Ger-
man academics and governmental organisations, made useful com-
ments.

The monograph has been collectively produced, with Richard
Disney taking overall responsibility for co-ordinating the exercise.
Chapters were originally drafted by particular individuals: Chapter |
by Richard Disney, Wolfgang Franz and Richard Layard; Chapter Ii
by Alan Carruth; Chapter Hl by Alan Carruth and Richard Disney;
Chapter IV by Richard Disney and Wolfgang Franz; Chapter V by
Lutz Bellmann; Chapter VI by John Philpott; Chapter VIf by Hartmut
Lehmann and Richard Jackman. Wolfgang Franz and Richard Layard
weére project leaders and chaired the Niirnberg conference in De-
cember. Derek Clark and Alun Thomas wrote an extremely useful
survey of the existing evaluations of German policies, which has been
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drawn on in Chapter IV; it is available on request from the University
of Kent.

John Philpott would like to thank David Stanton for helpful com-
ments; Alan Carruth would like to thank Claus Schnabel and Wolf-
gang Scheremet; and Lutz Bellmann would like to thank Ulrich
Cramer, Werner Karr, Helmut Rudolph and Konrad Ermann. We are
extremely grateful to the Anglo-German Foundation for providing
financial support for the whole project, including the conference. We
would particularly like to thank the Foundation’s Publications Of-
ficer, Clare Haworth-Maden, for her help in preparing the manuscript
for publication.




Chapter |

Overview

Unemployment remains one of the greatest social evils in Europe. In
many OECD countries it was three times higher in the mid-1980s
than it was in the 1960s. In Britain, after a period of unemployment
falling in the late 1980s, it is back on an upward trend. In Germany,
rising unemployment in the Federal Republic in the 1980s was al-
ready a concemn, but the unification of Germany, and the ending of
the various employment protection measures in the ex-GDR in July
1991 seem likely to exacerbate the unemployment problem for the
unified Germany.' Hand in hand with the rise in unemployment is
the problem of long-term unemployment accounting for over a third
of all the unemployed.

What can be done about unemployment? A natural answer would
be, ‘increase the demand for labour’. But this is too simple-minded.
For, as Figures 1.1a and 1.1b show, in both Britain and Germany the
number of vacancies is not low by historical standards. The problem
is that unemployment has increased although vacancies are avail-
able. And this helps to explain why the threat of inflation has not
receded, despite high unemployment.

The problem is not, therefore, that there is a shortage of demand
for labour but that the unemployed are not providing an effe-tive
supply of labour to fill the existing vacancies. This raises the obvious
guestion of whether we could not reduce unemployment by doing
more to help the unemployed. If they have the wrong skills, have no
opportunity to ‘prove themselves’, or have poor motivation, would
it not be cost effective to offer them relevant help? In other words, is

there a role for ‘active’ labour market policy? Would it be cost effec-
tive?



Figure 1.1a: Unemployment and vacancies in Britain

Adjusted Vacancy Rate %

8 10
Unemployment Rate %

Source: British adjusted vacancy rate: Department of Employment Vacancy
Series adjusted by factor in Jackman, Layard, Pissarides (1989), ‘On Vacan-
cies’, Oxford Bulletin of Economics and Statistics, Vol. 51, No. 4.

British unemployment rates: 1971-89, DE Gazette, current official definition.
Before 1971, CSO, Economic Trends, Historical Abstract 1980, multiplied
(2.6/3.1) to fit current series in 1971.




Fig\u?e 1.1b: Unemployment and vacancies in Germany

Adjusted Vacancy Rate %
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Unemployment Rate %

Source: German corrected vacancv rates: Wolfgang Franz.

German standardised unemployment rates: OECD, Economic Outlook,

1989. Values before 1984 multiplied by (7.1/8.0) for consistency with later
figures.




Table 1.1a: Numbers on programmes in Germany (000s)

Adult Training Wage Subsidy Job-Creation
(ABM)
1982 201 ) 4 23

1983 209 45
1984 221 6 71
1985 246 10 87
1986 308 16 102
1987 346 17 15
1988 361 15 15
1989 337 14 97

Source: Amtliche Nachrichten der Bundesanstalt fiir Arbeit, Arbeitsstatistik
1988 Jahreszahlen, p.202, 229 and 1989 update.

Note: Numbers on training and wage subsidies relate to December. Numbers
on ABM are annual averages.

Table 1.1b: Numbers on programmes in Britain (000s)

Employment Community Restart
Training Programme Interviews

1982 0 30 0o
1983 72 0
1984 0
1985 0
1986 780
1987 2,164
1988 NK 2,248
1989 205%* 2,142

Note: Annual averages.

*  First two quarters. In mid-year the programme was terminated and no

new placements were accepted.

** Estimated average for financial year 1989/90.




Both Germany and Britain provide test-beds for answering this
question, since over the last decade both have developed substantial
labour market programmes of this kind (see Tables 1.1a and 1.1b).
The main programmes have been the following.

e Training of adults. Germany has a major system of full-time
adult training and re-training courses (for employed and un-
employed people). Britain, like Germany, has its own sys-
tem of youth training but, until recently, has done little for
adults. It has now, however, instituted a large scheme of
mainly part-time employment training for unemployed
adults, with a wage subsidy to employers providing work
experience.

Recruitment subsidies. Germany has a system of recruit-
ment subsidies. Employers receive 50-70% of the wage
cost for up to two years if they hire hard-to-place unem-
ployed people.

Job-creation. Germany has a job-creation scheme (ABM)
employing mainly long-term unemployed people, generally
for a year and with a focus on social service employment.
Britain abolished its large-scale Community Programme in
1988, preferring to direct resources to training, although a
new (albeit relatively small-scale) programme, Employment
Action, has recently been introduced.

Employment advice and placement. In both countries there
is a free placement service. In Britain this service has im-
plemented the Restart Programme since 1986, intended to
remotivate the unemployed and put pressure on them to fill
the available vacancias.

How have these programmes affected the level of unemployment?
And have they been cost &“fective? We will give our answers to that

question. But first we need < be quite open about the difficulties of
answering it.




The classic method of approaching the question is to compare the
subsequent employment histories of individuals going on the pro-
grammes with those of 2 control group who did not go on the pro-
grammes. The method of using control groups has been followed in
a series of careful studies done by the Bundesanstalt fiir Arbeit
(Federal Employment Institute).

As the authors of these studies point out, they are subject to a
number of difficulties. First, it is difficult to control effectively for all
the intrinsic differences between programme participants and others.
But, if one can, this will tell us how the programme affects the em-
ployment record of one individual in given labour market conditions.
This is quite different from saying how the programme affects the
overall level of unemployment. For if the programme leads one par-
ticular individual to become employed rather than unemployed. it
may lead to some other individual (who would have been employed)
becoming unemployed. If so, the frustrated individual might either
have been employed within the same firm (the so-called ‘substitution’
effect) or within another firm that now loses out (the so-called ‘dis-
placement’ effect). The substitution effect can, with luck, be esti-
mated by questionnaire methods or econometric analysis. The
displacement effect is more difficult, since it involves the general
economic interaction of the whole economy.

One way to try to handle this is the so-called ‘transitions ap-
proach’, that has been developed at the London School! of Econo-
mics. The aim here is to find how programmes affect the aggregate
outflow from unemployment (and ideally the inflow). In this way, one
can find how the programmes have affected the aggregate level of
unemployment. We therefore use this approach to supplement the
individual-cum-control-group approach.

A separate question is whether, if unemployment is indeed re-
duced by the programmes, this serves any useful function. If trainees
learn nothing, or job-creation workers produce nothing, the value of
these activities comes into question. This requires us to look at the
subsequent productivity of trainees (or at least their subsequent em-




ployment) and at the current value of the output of job-creation
schemes and subsidised work.

In all this analysis, one is always contrasting the actual outcome
with what would otherwise have happened. Since these programmes
are rightly directed at hard-to-place individuals, the alternative may
well be years of continuing unemployment - financed by transfers
from the rest of the population. in this context, a small improvement
in employability may well yield a higher benefit-cost ratio than
would a big improvement for people who would in any case find
work quite quickly.

Our broad conclusions are these.

Training programmes in Germany improve employability
and often improve the occupational prospects of the indi-
vidual. They derive strength from the fact that they are
mainly full-time. Britain’s mainly part-time Employment
Training can learn from this example (Chapter V).

Sample surveys suggest that wage subsidy programmes in
Germany reduce the duration of unemployment (Chapter
IV). The effect on aggregate outflow rates is less clear-cut
(Chapter V).

The German job-creation programme (ABM) has reduced

.- mployment at a low cost-per-job to the public sector.
Programme participants have been more likely to be em-
ployed afterwards than participants in the British Com-
munity Programme. This is mainly because the ABM in-
volves work with regular employers, while the Community
Programme was based on ad hoc projects. There is no
strong evidence that the Community Programme had a
major effect on the level of unemployment (Chapters IV, VI,
and VIN.

The British Restart Programme has substantially reduced
the duration of long-term unemployment and has important



lessons for counselling and benefit administration ir: Ger-
many (Chapters VI and Vil).

In the chapters that follow, we substantiate these statements.
Chapter Il describes the course and nature of unemployment in the
two countries. Chapter |1l discusses the methodology of assessing the
impact of active labour market policy. There follow two chapters
discussing the German policies. Chapter IV describes them and dis-
cusses the earlier evaluations in the German literature, and Chapter
V presents our own new econometric evaluation of transitions. The
remaining chapters do the same for Britain: Chapter VI describes the
policies and earlier evaluations of them, whi'2 Chapter Vil presr s
our own new econometric analysis.

From our study we are more convinced than ever that Western
countries should follow the recommendations of the OECD in the
attack on long-term unemployment (OECD, 1988). This requires a
package with the following ingredients:

¢ there must be an active system of placement and counsell-
ing which both helps the individual and insists that they

accept any reasonable opportunity of work or training that
presents itself;

there must be a system which makes high-quality training
and re-training available. Unemployment must be regarded

as an opportunity to provide newly-skilled workers for the
industries of the future;

for hard-to-place workers there must be a system of recruit-
ment subsidies to overcome the resistance of employers to
hiring them;

as a last resort, there must be a system of publicly-
supported temporary work of reascnable social value. This
should be provided at regular workplaces.




The pursuit of this combination of policies in the labour market
has much to commend it and, if best practice is followed (see Chap-
ters 111, IV and Vi), will provide valuable data for evaluating the im-
pact of active labour market policies. More generally, it is our belief
that intervention of this kind can provide significant net economic
benefits to the countries of Europe.

Reference

1. The data for Germany in this study refer to the Federal Republic
unless we indicate otherwise by reference to united Germany.
Chancelior Kohl’s ten-point plan for unification had been pub-
lished just before our conference in Niirnberg in December 1989,
amid large demonstrations in the German Democratic Republic
and subsantial migration to West Germany. The subsequent
problems for the East German economy in a united Germany has
meant that there are an additional 3 million people, either unem-
ployed or on short-time work, from a population of about 17
million. An examination of the scope and effect of labour market

policies in Germany and Britain is a timely reminder of the poten-
tial importance of active intervention in the labour market to pro-
vide training (and re-training) or, in the short term, to create
suitable jobs.




Chapter Il

Unemployment in Germany and Britain

2.1 Introduction

The overview has described a variety of active labour market
policies' operating in the Federal Republic of Germany® and in Bri-
tain. Several questions arise. Why do we need active labour market
policies to combat unemployment rather than aggregate reflation?
Can the policies be justified on other criteria? Are the particular
policies summarised in the overview the most appropriate policies?
Ideally, to answer these questions, we need a thorough understanding
of the causes and effects of unemployment.

Therefore, this chapter documents the rise in unemployment in
Germany and Britain since 1970, describes the impact on the struc-
ture of unemployment, and examines the debate about the key fac-
tors in the explanation of these phenomena. As well as considering
the detail of the British and German experiences, it may be helpful
to provide a wider focus and include evidence from other OECD
economies at appropriate points in the argument. Unemployment in
the OECD economies has been widely debated in recent years, see
for example the special issue of Economica (1986!

2.2 The rise in unemployment since 1970

The n.2st significant stylised fact in the recent economic history of
the industrial economies is the upward trend in unemployment. Table
2.1 contains annual unemployment rates, using the OECD stand-
ardised definition, for a selected number of countries, which docu-
.ments the ‘good’ and ‘bad’ unemployment experiences since 1970.
Unemployment rates in excess of 10% of the workforce have been
common during the 1980s, though not adequately reflected in Table



2.1 due to the choice of countries, and the OECD standardised de-
finition of unemployment.® A striking feature of Table 2.1 is the
universal upward trend (the ‘persistence’) since 1970, even though
the experience of individual countries is notable for its diversity. Per-
haps more importantly, Table 2.1 shows that the four EC countries
have experienced very high rates of unemployment in the 1980s,
with little sign of a dramatic fall, except perhaps for Britain since
1986, though since 1990 unemployment in Britain has been rising
again at an alarming rate.

Two issues, of some cantroversy in Britain, that arise from Table
2.1, are the ‘appropriate’ definition of unemployment, and how the
unemployed should be counted, whether by a sample suivey of job-
lessness and availability for work, or by a count of those claiming
benefits.* if we are interested in the bestway to provide a count which
gets close to an ‘appropriate’ definition of the level of unemployment
in terms of labour market attachmer; labour force surveys are clearly
superior. This is not to say that surveys are without difficulties, simply
that they provide more scope for acquiring the information needed

by economists to assess the true extent of unemployment. One popu-
lar practice in Britain is reconciling the information gleaned from the
annual Labour Force Survey and the monthly claimant count, as in
Treble (1988) and, more substantially, McCormick (1988b).




Table 2.1: Standardised unemployment rates - selected
OECD countries

Year Country
Germany  GB France ltaly  Sweden jJapan USA

1970 0.8 3.0 24 5.3 1.5 1.1 4.8
1971 0.9 3.7 2.6 5.3 25 1.2 58
1972 0.8 4.0 2.7 6.3 2.7 14 55
1973 0.8 3.0 2.6 6.2 2.5 1.3 4.8
1974 1.6 29 2.8 5.3 2.0 14 55
1975 3.6 43 4.0 5.8 1.6 19 83
1976 3.7 5.7 4.4 6.6 16 20 76
1977 3.6 6.1 49 7.0 1.8 20 69
1978 35 6.0 5.2 7.1 2.2 22 6.0
1979 3.2 5.1 5.9 7.¢ 2.1 21 58
1980 3.0 6.6 6.3 P 2.0 20 7.0
1981 4.4 9.8 7.3 7.8 2.5 22 75
1982 6.1 1.3 8.1 8.4 3.1 24 95
1983 8.0 124 8.3 9.3 3.5 26 95
1984 7.1 1.7 9.7 9.9 3.1 27 74
1985 7.2 11.2 10.2 10.1 28 26 7.1
1986 6.4 11.2 10.4 10.9 2.7 28 6.9
1987 6.2 10.2 10.5 11.8 1.9 28 6.1
1988 6.1 8.3 10.3 11.8 1.6 25 54
1989 5.7 6.6 9.5 11.3 1.3 23 5.2

Source: OECD Quarterly Labour Force Statistics, various issues.

Notes: The ltalian figures for 1986-89 are the national rates, which are very
close to the OECD standardised definition, the difference is that armmy con-
scripts are excluded from the !talian labour force definition, but are included
in the OECD’s.

McCormick (1988b) has examined the evolving structure of un-
employment in Britain during the 1980s, using both the claimant
count and a modified OECD measure of unemployment which he
calls ‘employer contact’. This tries to taxe account of the different
types of job search procedures individuals undertake, and is more in




line with what we have termed an ‘appropriate’ definition of unem-
ployment. itis important to stress that while the British claimant count
and the Labour Force Survey estimates yield comparable overall
numbers of unemployed, this hides considerable differences when
the figures are broken down into different groups (male/
female/age/socio-economic, etc.) and definitional categories (non-
claimants but unemployed versus claimants but not unemployed).
Given the underlying complexity of count statistics, it may not be
prudent to assume that these two methods of counting the unem-
ployed will always give similar totals.

Germany counts the unemployed through labour office registra-
tions (similar to the old British system), backed up by survey evidence
to provide additional information on the unemployed. Even so, there
has been considerable debate about the extent of unemployment in
the sense of the appropriate definition, and how it might be cate-
gorised; as between structural, classical, and Keynesian. Franz (1987)
is critical of German registration data, and suggests that if discour-
aged workers, involuntary re-migration, and short-time working’ are
included in the definition, then the adjusted 1983 unemployment
figure for Germany would be almost 15% of the workforce.

Returning to Table 2.1, it is clear that Japan and Sweden have not
« iffered unemployment to anything like the extent of many other
economies, though there is still evidence of a slight, upward trend in
unemployment since 1970. According to Brunello (1989), Japan has
been much more able to absorb exogenous shocks to the economy,
so that the impulse mechanism of shocks to unemployment levels is
considerably moderated. He ascribes this to wage indexation and
pro-cyclical labour supply behaviour; however, the strict union
membership rules in Japan are similar to her European competitors,
s0 Japan, itis argued, experiences the hysteresis (persistence or long-
lasting dynamics, when adjusting to shocks) of unemployment. The
phenomenon of unemployment hysteresis has been given consider-
able prominence in the analysis of aggregate unemployment during




the 1980s, see Cross et al. (1987), Blanchard and Summers (1987),
Lindbeck and Snower (1986), and section 2.4 of this chapter.

If we narrow the focus, and concentrate on Britain and Germany,
we find the labour markets are of a roughly similar size. Tables 2.2
and 2.3 give a clear record of the actual data, and Figures 2.1, 2.2
and 2.3 provide a visual impression. Table 2.2 shows that, in Ger-
many, unemployment rose 8 percentage points between 1970 and
1988. The comparable British figure from Table 2.3 is 6 percentage
points; however, the range of the data is not necessarily a good guide
as to which country has the worst unemployment record.

In the 1950s Germany had experienced high unemployment, up
to 10%, followed by a period of sustained growth involving a con-
siderable excess demand for labour, which was satisfied by the im-
migration of foreign workers. These guest workers held 2.3 million
jobs by 1973, compared to only 280,000 in 1960. From Table 2.2
we see that, in 1973, this amounted to 10% of the workforce. How-
ever, since 1973, the position has changed considerably. Figure 2.3
shows that two significant jumps in unemployment can be observed
for 1974 and 1980. The oil price shock of 1973 exacerbated the
unemployment problem as it coi.icided with the onset of recession,
unlike 1979, when the oil price hike impacted on an upswing. Since
1981 labour market conditions have worsened, to which Table 2.2
and Figure 2.1 provide clear testimony. The average unemployment
rate in the 1970s of 4% has more than doubled in the 1980s, and it
is Clear from Figure 2.1 that both decreasing employment and an
expanding labour force contributed 10 the increase in unemploy-
ment.

Table 2.2 suggests that the German labour force increased by more
than 1 million people in the period 1980 to 1988 (ignoring the 1987
census results which found another million employees), reflecting
increased female participation, the impact of the baby boom of the
1960s, and a change in the behaviour of guest workers who no longer
re-migrated when job prospects were bad, which in the past had a
beneficial effect on the supply of labour. The participation rate of
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married women increased from 43% to 55% over the period 1972-
83, and betw=en April 1982 and june 1985 the number of women
in the labour force increased by roughly half a million. However, it
should be borne in mind that the overall female participation rate
increased by less than 2 percentage points over the period 1975-86,
as seen in Table 2.10.

On the demand side, Figure 2.1 shows that employment feil se-
verely during the period 1980 to 1983 and, over the period from the
first OPEC price rise (1973) to 1983, 1.4 million fewer people were
employed in the German economy.” The bulk is attributable to the
manufacturing sector, whereas the service and government sectors
showed an increase in employment. The other dimension of labour
services - hours worked - has been a potent subject of debate in
Germany. A key feature has been that. even during severe recession,
a considerable amount of overtime is worked.”

Table 2.3 and Figure 2.2 reveal that some of the discussion for
Germany could approximately apply to Britain, though the issue of
guest workers does not arise. What is more dramatic about Britain is
the slump in employment over the period 1980 to 1982 and, even
though the labour force fell slightly aver this period (probably a dis-
couraged worker effect), the impact on unemployment illustrated by
Figure 2.3 can only be described as a quite staggering upward surge,
and to much higher levels than those experienced in Germany. Like
Germany, the bulk of jobs were lost in manufacturing industry. Inter-
estingly, the fall in unemployment in Britain after 1986 is much
sharper than in Germany, in spite of a faster growing labour force. In
fact, Tables 2.2 and 2.3 indicate that the British labour force has
grown more quickly than the German labour force throughout the
post-1970 period. Table 2.11 provides additional calculations con-
cerning this growth. The latest information (DE Gazette, April 1991)
indicates that employment has continued to rise, and unemployment
to fall, throughout 1989 and into 1990. May 1990 witnessed the first
monthly rise in unemployment in Britain for almost four years, and




since then :inemployment has risen quickly, to above 2.25 million
by the end of 1991.

Table 2.4 provides further information for Britain, predicated on
the earlier remarks about the arguments over the counting of British
unemployment, and concerns the inadequacy of the claimant count,
and other tinkering with the figures. In fact, the Centre for Labour
Economics at the London School of Economics argues that only male
unemployment figures can be considered in any way reliable. In con-
sideration of this point, Table 2.4 presents unemployment data pro-
vided by the Department of Employment for 1971 to 1989, which is
meant to be consistent with the current counting procedures.’ With
respect to the overall, upward trend, the behaviour of female unem-
ployment is consistent with male unemployment. Difficulties such as
female entitlement to benefits and participation during slumps,
which can make claimant count data difficult, if not impossible, to
work with, have less force in the context of the broad discussion of
this section. Therefore, the inclusion of data on female unemploy-
ment should not be too misleading.

Whether these high levels of unemployment in Germany and Bri-
tain are considered to be a matter of grave concern depends upon
the underlying theory or views one has about the operation of the
labour market. If it is believed that the observed level of unemploy-
ment is consistent with equilibrium in the labour market, so that all
unemployment is voluntary, then the blame for such a high level of
unemployment is laid firmly at the door of the unemployment benefit
and social security system. Alternatively, it might be argued that all
unemployment stems from Keynesian demand deficiency, in which
case aggregate demand reflation is the key to reduced unemploy-
ment. More likely, high unemployment may be regarded as stemming
from a variety of factors, including rigidities in structural adjustment.
Inthe latter case, the scope for active labour market policies is height-
ened. Further disaggregation of the figures, and a survey of some of

the explanations of unemployment in both countries, may provide
some of the answers.
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Interms of disaggregation of the figures, itis instructive to examine
the consequences of the dramatic rise in the stock of unemployment
in Germany and Britain for the structure of unemployment in these
countries, in particular, the impact on the duration of unemployment.

‘Table 2.2: German labour market

Total Total Unem- Vacan- Short- U V

Labour  Employ- ploy- cies Time Rate Rate
Force ment  ment Work % %

(Millions)

0.15 0.79
0.18 0.65
0.25 0.55
0.27 0.57
0.58 0.32
1.07 0.24
1.06 0.24
1.03 0.23
0.99 0.25
0.88 0.30
0.89 0.31
1.27 0.21
1.83 0.1
2.26 0.08
2,27 0.09
2.30 0.1
2.23 0.15
2.23 0.17
2.24 0.19

1987 Census

2.23 0.17 0.28 89 0.7
2.24 0.19 0.24 8.7 0.8
2.04 n.a. na. 7.8 n.a.

Continued overleaf




Sources: OECD Economic Surveys and Quarterly Labour Force Statistics plus
Amtliche Nachrichten der Bundesanstalt fur Arbeit; n.a. indicates not avail-
able.

Note: The national unemployment rate is defined to be unemployment
divided by the dependent labour force (%). The dependent labour force is
taken to be total employment minus the self-employed plus the unemployed
{c.f. Table 2.1). The vacancy rate is also defined in terms of the dependent
labour force. The 1987 census found an additional 1 million employed in-
dividuals. The new information has not been used retrospectively to adjust
the labour market data (at the time of writing). To add to problems for the
future, German reunification means that from 1990 time series comparisons
of statistical data for Germany may show a substantial structural break. It is
not clear to what extent the German authorities will be able to provide com-
parable statistical data.




Table 2.3: British labour market

Total Unem- Vacan-

Work  Workforce ploy- cies U
Force Employed ment Rate %
Year (Millions)
1970 25.31 24.74 0.57 0.19 2.3
1971 25.12 24.40 0.72 0.13 29
4 1972 25.19 24.39 0.80 0.15 3.2
1973 25.55 2497 0.58 0.31 23
1974 25.60 25.06 0.54 0.30 21
1975 25.80 2493 0.87 0.17 3.4
1976 26.11 24.84 1.27 0.12 4.7
1977 26.22 24.88 1.34 0.15 5.1
1978 26.36 25.01 1.35 0.21 5.2
1979 26.63 25.39 1.24 0.24 4.7
1980 26.84 25.33 1.51 0.13 5.6
1981 26.74 24.35 2.39 0.09 8.9
1982 26.68 23.91 2.77 0.1 10.4
1983 26.61 23.63 2.98 0.14 11.2
1984 27.27 24,24 3.03 0.15 11.1
1985 27.80 24.62 3.18 0.16 11.4
1986 27.99 24.76 3.23 0.19 11.5
1987 28.26 25.36 2.90 0.23 10.3
1988 28.39 26.13 2.26 0.25 8.0
1989 28.62 26.80 1.82 0.22 6.4

Sources: Department of Employment Gazette (various issues), and Anaual
Abstract of Statistics.

Note: Workforce is the workforce in employment plus the claimant unem-
ployed. The workforce in employment comprises employees in employment,
the self-employed, HM forces, and participants in work-related government
training programmes. The unemployment rate is given as a proportion of the
workforce, in other words Total Workforce minus Workforce Employed as a
percentage of the Total Workforce. This does not correspond exactly with
the up-t>-date national definitions, but gives a reasonable basis for compari-
son with Germany. Table 2.4 contains a retrospective unemployment series



using current count procedures, and the results are consistent with this Table
in the sense that unemployment in Britain was higher than Germany in the
early 1980s but has fallen more sharply than Germany since 1986.

Table 2.4: British unemployment series consistent with

current coverage
Year {seasonally adjusted, thousands)  Rate as % of Workforce
Male Female All Male Female All
1971 565.7 89.7 655.4 35 1.0 2.6
1972 620.7 105.6 726.3 38 1.2 29
1973 435.8 81.3 517.1 27 09 2.0
1974 441.7 78.7 520.4 27 08 20
1975 661.4 136.8 798.2 4.1 1.4 3.4
1976 867.3 225.¢9 1093.3 53 23 4.2
1977 890.0 272.7 1162.7 55 27 4.4
1978 852.8 292.9 1145.7 53 29 43
1979 797.0 296.8 1075.8 48 29 4.0
1980 982.0 383.7 1365.7 6.0 3.6 5.1
1981 1598.2 575.4 2173.6 98 5.5 8.1
1982 186b.6 680.1 2546.7 115 6.5 9.5
1983 2012.3 778.1 2790.5 125 74 10.5
1984 2058.2 862.4 2920.6 126 7.9 10.7
1985 2114.3 921.4 3035.7 12.8 8.2 10.9
1986 2148.3 958.9 3107.2 13.0 84 1.4
1987 1971.0 851.3 2822.3 119 73 10.0
1988 1607.1 686.8 22939 98 58 8.1
1989 1289.6 507.0 1796.6 79 4.2 6.3

Source: Department of Employment Gazette, April 1989, Historical Supple-
ment. This Table provides a consistent historical record based on the latest
counting procedures.



Figure 2.1: German labour market, 1970-89
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Figure 2.2: British labour market, 1970-89




Figure 2.3: British and German unemployment, 1970-89
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2.3 The structure of unemployment

Many researchers emphasise the importance of labour market flows
and the consequences for the structure of unemployment in any study
of a country’s unemployment experience. Here we focus on the con-
sequences for long-term unemployment, along with the issue of who
actually becomes unemployed (incidence). Readers interested in a
more detailed disaggregate analysis of the evolving structure of un-
employment in Britain, both in terms of claimant count and search-
based measures, are referred to McCormick (19882, 1988b and
1991). A more general comparative study is given in OECD (1988).

The rise in unemployment has not been evenly spread across Ger-
many and Britain. Table 2.5 shows that some regions have fared bet-
ter than others, and there is a distinct north-south divide in the
unemployment experience of bc n countries, though no region in
either country escaped the high unemployment of the early 1980s.
it is interesting that the improvement in the British unemployment
position since 1986 has benefited all regions, though the southern
regions have made the stronger gains.

Table 2.6 presents the structure of unemployment in terms of sex,
age and duration for Germany. The share of unemployment between
males and females is very similar in 1976 and 1988; however, there
was a change in the relationship in 1980 in favour of males, which
was subsequently reversed. The composition of unemployment in
terms of age has shifted against older workers over the period 1976
to 1988. In 1976 25.6% of the German unemployed were under 25
years of age, but by 1988 this figure had fallen to 19.8%." Corre-
spondingly, the over-45s constituted 27.8% of the unemployed in
1976, but 34.3% by 1988. One positive feature of Table 2.6 is the
improvement of youths (under 20) in the share of unemployment.
This has fallen from a 9.9% share in 1980 to 4.8% in 1988, and may
signal the success of the training programme designed for this group.

The duration structure paints a gloomy picture, because in 1976
16.8% of the unemployed had been unemployed for over a year, but
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by 1986 this figure had jumped to 31.9%. The inflow into unemploy-
ment did not change much over this period, as documented in Table
7 of Schmid (1988)." This means that the rising unemployment de-
picted in the previous section is characterised mainly by longer un-
employment duration, and lower exit probabilities. This is confirmed
by the work of Scheremet (1989).

Table 2.5: Regional unemployment rates

Germany
Region 1973 1980 1985 1988
Schleswig-Holstein 1.6 4.2 1n.a 10.0
Hamburg 0.8 3.4 12.3 12.8
Lower Saxony 1.8 4.7 12.3 1.2
Bremen 1.6 5.3 15.2 15.3
North Rhine-Westphalia 1.3 4.6 1.0 11.0
Saar 2.0 6.5 13.6 1.9
Hessen 1.0 2.8 7.2 6.4
Rhineland-Paiatinate 1.1 3.8 8.6 7.6
Baden-Wirttemberg 0.5 23 5.4 5.0
Bavaria 1.3 35 7.7 6.3
Berlin 1.1 4.3 10.0 10.8
National average 1.2 3.8 9.3 8.7

Figures for Great Britain continued overleaf




Table 2.5: Regional unemployment rates (continued)

Great Britain
Region 1973 1980 1985 1988

North 4.6 8.0 15.4 1.9
Yorks. & Humberside 2.8 5.3 12.0 9.5
East Midlands 2.0 4.5 9.9 7.2
East Anglia 1.9 3.8 8.0 4.8
South East 1.5 3.1 8.0 5.2
South West 2.4 4.5 9.3 6.3
West Midlands 2.2 5.5 12.7 8.5
North West 3.5 6.5 13.8 10.7
Wales 34 6.9 13.8 10.5
Scotland 4.5 7.0 12.9 11.2
Northern Ireland 6.1 9.4 16.1 16.4

National average 2.7 5.1 10.9 8.0

Sources: Statistiches Jahrbuch, Regional Trends and Department of Employ-
ment Gazette.




Table 2.6: Structure of unemployment in Germany

(Percentages in each group)
Structure 1976 1980 1986 1988

Sex:

Males 52.4 48.0 50.8 53.5
Females 47.6 52.0 49.2 46.5
Age:

< 20 years 8.9 9.9 7.3 4.8
20 - 25 years 16.7 17.4 17.3 145
25 - 45 years 46.6 42.5 44.2 46.0
45 - 55 years 16.1 14.7 18.0 19.5
> 55 years 1n.7 15.5 12.5 14.8

Duration:

<1 month 11.6 17.7 12.2 1.7
1 - 3 months 229 27.5 20.0 20.1
3 - 6 months 20.8 18.6 15.6 16.0
6 - 12 months 27.9 19.2 20.3 19.6
1 - 2 years 13.6 9.6 16.3 1€.1
> 2 years 3.2 7.4 15.6 16.5

Source: Franz (1987) and updated from Amtliche Nachrichten der Bundes-
anstalt fir Arbeit. The duration data has been standardised by Wolfgang
Scheremet (1989).

Table 2.7 has similar information for Britain. 1t is noticeable that
the male share of unemployment is rather higher in Britain than in
Germany, which may simply reflect lower attachment to the labour
force on the part of females. The information on age structure high-
lights the growing problem of youth unemployment in the 1970s,
which has been analysed in considerable detail (Makeham, 1980),
and which has encouraged policies to combat it. The position of the
under-25s certainly improved in the 1980s, their share of unemploy-
ment falling from a peak of 46.6% in 1980 to 32% in 1988. A recent
study of the 1984 and 1987 Labour Force Surveys by Wells (1989)
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has indicated that young people experienced more frequent spells of
unemploymer:t but that the length of these spells was less than a year
in duration. In 1987 78.8% of unempioyed teenagers had been un-
employed for less than 12 months. The comparable figure for 1984
was 68.8%. For the 20-24 age group, 53.6% had been unemployed
for less than a year in 1984, and by 1987 this figure had risen to
62.0%.

The share of the over-55s in unemployment has fallen since 1976,
19.6to 12.4%, which reflects the policy-oriented attempts to remove
them from the unemployment register, alongside improved pension
provisions encouraging earlier retirements. Like Germany, the dura-
tion structure tells the same sorry tale, only worse; the proportion of
those unemployed in the category of long-term unemployed has in-
creased from 16.3% in 1976 to 39.6% in 1988.

inMcCormick’s (1988b) study of the post-1970 evolution of British
unemployment, mentioned earlier, he suggests that one of the most
striking features in the development of unemployment during the
1970s and early 1980s was the noticeable increase in unemployment
of semi-skilled manual workers. These workers had unemployment
rates of about two-thirds that of unskilled manual workers in 1973,
but by 1983 had higher unemployment rates. On controlling for
socio-economic and personal characteristics, McCormick found that
both the skilled and semi-skilled had higher unemployment rates
relative to other occupational categories in 1983 compared to 1973.

Since the 1983 recovery, the position of the skilled and profes-
sional workers has improved significantly, returning them to their
unemployment rates of the early 1970s. However, unemployment
continued to rise among the unskilled and semi-skilled categories.
McCormick also emphasises regional imbalances (see Table 2.5) and,
at a more disaggregate geographical level, the difficulties experi-
enced by workers in the large conurbations of Merseyside, Manches-
ter, Tyne and Wear and the West Midlands.



Table 2.7: Structure of unemployment in Britain

{Percentages in each group)

Structure 1976 1980 1986 1988

Sex:
Males 73.2 66.7 68.0 69.0
Females 27.8 33.3 32.0 31.0

Age:
< 25 years 36.1 46.6 359 32.0
25 - 54 years 45.3 39.7 52.7 55.6

55 years and above 19.6 13.7 1.4 12.4

Duration:

<1 month 24.2 23.8 11.6 12.6
1 - & months 42.1 42.0 28.1 28.8
6 - 12 monthe 17.4 15.2 19.1 19.0
> 1 year 16.3 19.0 41.1 39.6

Source: Department of Employment Gazette, various issues.

in view of these aggregate trends, it may be useful to consider who
in Britain is likely to end up as long-term unemployed.

Incidence of unemployment

Nickel! (1980), in a study of male unemployment, analyses the con-
siderable inequality in the distribution of unemployment among the
population. Similarly, Layard (1986) provides a very simple, but stark,
illustration of the problem. With unemployment constant, we can
define unemployment to be equal to the number of entrants per week
times the number of weeks unemployed. With unemployment of 8%
in 1988 (official figure), we can interpret this inflow-duration rela-
tionship intwo extreme ways; everybody becomes unemployed once
a year for, on average, 8% of the year, or 8% become unemployed
each year for roughly a year. Unfortunately it is the second case that
is closest to reality.”




Moreover, those 8% are not randomly selected. Using a hazard
function methodology, Nickell (1980) shows that certain people in
Britain have a much higher probability of finding themselves unem-

ployed:

‘Such individuals probably have at least one of the following
characteristics. They are either young or old or unskilled, with a large
family or living in a council house in the northern half of Britain.’
(1980, p. 789).

Unemployment, it would seem, is shared very unequally, and Ta-
bles 2.6 and 2.7 are testimony to this recent serious worsening of the
situation. How can we account for this unequal incidence and leng-
thening durations? It is unlikely that the unequal distribution of un-
employment durations can be explained by differences in search
intensities, and the relatively stable inflows suggest that it is not en-
tirely an aggregate demand problem. Rigidities in structural acjust-
ment may be an important factor. Before considering these possible
explanations in more detail - the task of the next section - it is useful
to examine the nature of long-term unemployment in greater detail.

Long-term unemployment

Tables 2.6 and 2. highlighted, among other things, the high share
in unemployment of those categorised as long-term unemployed.
This issue has received a good deal of attention in the last few years,
see OECD (1988). Table 2.8 provides a more detailed time series
breakdown of long-term unemployment in Britain and Germany. In
particular, it traces the huge jump in long-term unemployment in
Britain and Germany following the severe recession of 1980-81. Such
a rise was unprecedented in recent economic history. it should also
be noted that the figures do not include those long-term unemployed
participating in government schemes, be it the Temporary Job Cre-
ation Programme (ABM) in Germany or Employment Training or Em-
ployment Action in Britain,




Table 2.9 provides information on the age and sex composition of
the long-term unemployed. In Germany, the proportion of males in
long-term unemployment is generally greater than one-half, though
not by much in the 1980s. The corresponding figures for Britain show
that males have bore roughly three-quarters of the share of long-
term unemployment during the 1980s. In both countries, the greater
proportion of the long-term unemployed are adults. However, since
the mid-1970s, young people have tended to form an increasing pro-
portion of the long-term unemployed. This is hardly unexpected, in
view of the crisis in the labour market since 1980.

The trend in long-term unemployment can also be illustrated with
the simple flow relationship mentioned above, such that the stock of
unemployment in ‘steady state’ is equal to the inflow (outflow) times
the average completed duration of unemployment. If we have a mil-
lion people unemployed and an inflow rate of 100,000 per month,
the average duration will be ten months. But if the inflow happens
to be 300,000 per month, stock unchanged, the average duration will
be 3.3 months. Therefore, over the recent past, inflows in Britain and
Germany tended to remain the same, but average duration rose dra-
matically or, in other words, exit probabilities fell sharply. There is
considerable variation in this flow-duration relationship across
OECD countries. Arecent OECD (1988) report suggests that, for 1986
figures, three broad country groupings can be identified. One group,
including Austria, Canada, Japan, Norway, Sweden and the USA, has
very low proportions of long-term unemployment (7 to 17%). A sec-
ond group, comprising Australia, France, Germany, Ireland and Bri-
tain, had long-term unemployment proportions in the range 27 to
48%. Finally, long-term unemployment in Belgium, the Netherlands
and Spain accounted for over 50% of total unemployment.

. It would seem that many European countries are characterised by
small flows and long durations; whereas, in North America, greater
labour market flexibility may be one of the reasons for large flows in
and out of employment with correspondingly shorter durations.




Table 2.8: Long-term unemployment in Germany and
Britain

(Persons unemployed for a year or more expressed as a percentage
of total unemployment)

Year Germany Britain

1979 19.9 25.4
1981 16.2 22.0
1983 28.5 36.5
1984 32.7 39.8
1985 31.0 41.0
1986 31.9 41.1
1987 31.8 40.8
1988 329 39.6

Source: OECD (1988), Department of Employment Gazette, and Amtliche
Nachrichten der Bundesanstalt fir Arbeit.

Table 2.9: Composition of long-term unemployment in
Germany and Britain

(Percentage share of long-term unemployment by age and sex)

Country  Year Youths Prime-age Older Males Females
adults  workers

Germany 1973 34 238 72.8 73.8 26.2
1975 12.8 43.3 43.9 62.3 37.7
1979 3.0 35.1 55.9 48.1 51.9
1981 11.5 39.2 49.3 48.6 51.4
1983 15.8 46.7 37.5 56.1 43.9
1984 13.2 46.1 40.7 56.3 43.7
1985 10.7 433 46.0 54.6 46.4
1986 9.9 429 47.2 514 48.6
1987 8.7 41.3 50.0 51.3 48.7
1988 6.8 40.0 53.2 51.6 48.4

Figures for Britain continue on next page




Table 2.9: Composition of long-term unemployment in
Germany and Britain (continued)

(Percentage share of long-term unemployment by age and sex)

Country  Year Youths Prime-age Older Males Females
adults  workers
Britain 1973 6.3 23.7 70.0 91.0 9.0
1975 8.4 25.1 66.5 90.3 9.7

1979 16.8 321 51.1 78.9 211
1981 244 34.7 40.9 78.2 21.8
1983 29.1 39.4 315 79.3 20.7
1984 28.6 39.8 31.6 77.4 22.6
1985 26.4 411 325 76.6 234
1986 23.8 42.6 33.6 75.9 241
1987 21.6 42.8 35.6 76.4 23.6
1988 19.8 425 37.9 76.9 23.1

Source: OECD (1988), Department of Employment Gazette, and Amtfiche
Nachrichten der Bundesanstalt fir Arbeit,

Notes: Youths are those under 25 years of age; prime-age adults are those
25-44 years of age, and older workers are those over 44 year; of age.

The dramatic rise in unemployment, in conjunction with its im-
plications for the structure of unemployment, has placed govern-
ments under a good deal of pressure to embrace imaginative
employment schemes to alleviate the consequences of this huge
waste of talent and resources. While it is important for governments
to respond to the economic climate, they require good advice as to
what created the current climate, in conjunction with a careful ana-
lysis of its effects. Needless to say, there has been a large research
input into the causes of the recent European unemployment experi-
ence, leading to a diverse set of explanations (see the Special issue
of Economica, 1986 and Summers, 1990).




2.4 The explanations of the recent
unemployment experience

The unemployment difficulties of the European economies are unde-
niable, from the evidence presented in sections 2.2 and 2.3. As the
commonality of experience has not been shared, for instance,
Sweden in Table 2.1, or Austria, one hope was that it would be
possible to learn something from cross-country comparisons. Bean
et al. (1986) report some broad findings for the OECD economies
from a conference which has come to be known as Chelwood Gate
1. This conference focused on two main issues:

* to what extent was the increase in unemployment in the in-
dustrial economies an increase in equilibrium unemploy-
ment? The conference debate suggested that by 1985
actual and equilibrium rates were congruent, which was
consistent with the relative constancy of inflation rates in
many OECD countries;

what explained the increase in equilibrium unemployment
and latterly its persistence?

The explanation of the trend increase in OECD unemployment
was, of course, a key question. It returns us to the issue of whether it
was caused by too high real wages, insufficient aggregate demand,
iow search intensity, structural rigidities, or some combination of ali
four, or some other factors, like adverse demography, or the oil price
shocks of the 1970s. In reality, it is likely to be a mixture of all these
effects, but unravelling the importance of the individual effects is a
critical issue for economic analysts and policymakers.

The analytical debate has involved a variety of competing expla-
nations and methods of analysis; demography and trends in labour
demand and labour supply, macroeconometric models of the labour
market, and assessments of the role of institutional factors. The na-
tional studies at the Chelwood Gate conference used econometric




models, embracing a wide variety of empirical methodologies and
theoretical underpinnings, from Layard and Nickell’s (1986) imper-
fectly competitive, equilibrium framework, to Sneessens and Dréze's
disequilibrium model. We now examine these various approaches
to look for common factors in the explanations.

Labour demand and labour supply

A simple statement describing this approach is ‘the supply of jobs
was unable to meet the demand for them’, although this is more a
description than a causal factor. Rowthorn and Glyn (1987), in a
paper presented to a second Chelwood Gate conference,* show that
1973 heralded an important turning point in the economic fortunes
of the OECD countries. Until 1973 output had grown steadily in all
major sectors of the OECD economies. But since that time the trend
has reversed completely. Similarly, after rising quite fast prior to 1983,
industrial employment has been falling. In 1985 there were 104 mil-
lion people employed in the industrial sector of the OECD countries;
however, Rowthorn and Glyn show that if industrial employment had
continued to grow at the pre-1973 rate, this figure would have been
-129 million. This represents a loss of approximately 25 million poten-
tial jobs inthe OECD as a whole and, clearly, may have had important
consequences for unemployment, should the shortfall in jobs not be
created in other sectors, or large numbers of people be discouraged
enough to leave the labour force. Of course, this decomposition of
employment does not answer the question of why the jobs disap-
peared. This is taken up in the next section on macroeconometric
models of the labour market.

Itis nevertheless difficult to measure labour supply accurately, and
the commonly used measure of the labour orce is a fairly narrow
definition because of the way a number of groups, for instance,
housewives, are classed as economically inactive. Therefore, this de-
finition can vary for two reasons: either a change in the size of the
population of working age, or persons treated as inactive change their
status and participate. Section 2.2 has noted that female participation




has risen in Britain and Germany, especially among married women.
Table 2.10 presents some further evidence for a selection of OECD
countries. Two simple trends stand out: the fall in male participation
over a fairly short period, and the rise in female participation. Inter-
estingly, the fastest rise in female participation comes from countries
at either end of the ranking distribution, namely, Italy and Sweden,
which have had very different unemployment experiences over this
period.

Table 2.10: Labour force participation rates by sex

Country Male Female
1975 1979 1983 1986 1975 1979 1983 1986

France 84.3 82.8 78.3 76.5 51.0 54.1 54.4 55.0
Germany 87.0 84.5 80.6 79.9 49.6 49.6 49.7 51.2
Italy 84.7 82.6 80.7 79.0 346 38.7 40.3 42.2
Britain 92,1 90.5 87.6 87.9 55.1 58.0 57.1 61.1
USA 85.4 85.7 84.6 85.2 53.2 589 61.8 65.1
Japan 89.7 89.2 89.1 87.5 51.7 54.7 57.2 57.4
Swederr 89.2 879 859 84.2 67.6 72.8 76.6 78.3

Source: OECD, Employment Outlook, 1987.

Certainly, participation and not population is the crucial variable
in labour supply. Tables 2.2 and 2.3 of section 2.2 chart the annual
movements in the German and British labour forces, while Table 2.11
compares labour force changes over longer periods. It is apparent
that, for Germany, labour force growth has been faster since 1982,
following the worst of the recession, " yet unemployment has levelled
out and, by 1987, was showing signs of falling, albeit slowly (since
1990, reunification has, of course, changed the picture rather dra-
matically). Itis also noticeable that the British labour force has grown
more quickly than in Germany since 1970, and even more so since
1982. This has placed added pressure on the British labour market
to find jobs for these new members of the workforce. The substantial

36

45




fall in British unemployment since 1986, illustrated in Figure 2.3,
looks rather more impressive given the rise in the labour force shown
in Table 2.11. (This improvement has been undone since the spring
of 1990, when the impact of a severely deflationary policy was be-
ginning to be feit.)

However, an important observation is that these tabour force in-
creases are not out of line with the longer-term historical experience
of either country, and unemployment was often not an issue of con-
cem. Table 2.11 indicates that the period of slowest labour force
growth in Germany (1970-82) coincided with the start of the long
upward trend in unemployment, rising from 150,000in 197010 1.83
million by 1982. 1t should be remembered that the strong growth in
the German labour force during the 1960-70 period is mainly due to
the planned immigration of guest workers.

For the OECD as a whole, these experiences are similar: Rowthorn
and Glyn (1987) show that labour force growth in the periods 1960-
73 and 1973-85 was 1.1 and 1.3% per annum (annual averages)
respectively. This slight acceleration in the labour force growth was
due to variations in the participation rate.

It would appear that labour supply is not a serious contender as
an explanation of the rise in the equilibrium unemplcyment rate.

Table 2.11: Labour force increases in Germany and Britain,
1961-88

{actual numbers of individuals)
1960-71; 1970-82 1982-88

Germany 1,250,000 720,000 860,000
Britain 210,000 1,370,000 1,950,000

Source: Sources to Tables 2.2 and 2.3.

Macroeconometric modelling of the labour market
Another line of reasoning is that the exogenous shocks of the 1970s,
for instance, OPEC’s decisions on cil prices, required suitable relative




price movements to restore equilibrium in the labour market; how-
ever, the necessary fall in consumption wages took place very slowly
in many countries. This led to what has come to be called ‘classical
uriemployment’, in the sense of Malinvaud (1977), an economic
regime with excessively high real wages.

A contrary point of view emphasises the depressed state of aggre-
gatedemand or ‘Keynesian unemployment’. One story is that the shift
in government priorities from full employment to the control of in-
flation has led to the deflationary policies of the ate 1970s and 1980s,
which exacerbated the unemployment experience of many coun-
tries. Considerable research effort in Europe has been concerned with
assessing the relative importance of these competing explanations.

It is not surprising that such a sharp distinction can lead to pro-
tracted arguments over which type of unemployment a particular
country is experiencing, not least from the issue of policy choices.
One reason for this is the diffculty ¢ 7 isolating the key exogenous
factors in the joint explanation of macroeconomic aggregates. For
instance, the explanation of current unemployment levels in terms
of excessive real wages, according to Solow (1986), is incomplete
because it is unable to isolate the exogenous factors responsible for
the observed levels of real wages. Indeed, in a Keynesian model, the
level of real wages is endogenous. These problems provide the im-
petus for developing a macroeconometric mode! of the labour market
(for a good survey of these developments, see Nickell, 1990).

One approach, advocated by Layard and Nickell (1986), con-
structed a macroeconometric labour market model based on imper-
fect competition, whereby firms can be optimising in their pricing
and employment decisions, yet the demand for labour wiil depend
upon both the level of real product wages and the level of real ag-
gregate demand (see also Layard, Nickell and Jackman (1991)). In
this mode, the equilibrium leve! of unemployment is dependent on
exogenous, supply-side forces. The Layard-Nickell framework was
used in the British study at Chelwood Gate I, and Bean et al. (1986)
used the model to decompose the contribution of different factors for




the explanation of equilibrium unemployment for the OECI> coun-
tries. The idea was that a common modelling procedure had a better
chance of isolating the key factors in the story of rizing unzmploy-
ment. The quantitative results from this study for Britain and Ger-
many, as well as a selection of other OECD countries, are presented
in Table 2.12.

Table 2.12: Breakdown of change in unemployment,
1956-66 to 1980-83

(percentage points)
Taxes Import Search Demand  Total  Actual
prices

Australia 2.56 -0.03 2.44 -0.28 4.69 4.98
Belgium 1.41  -0.04 5.28 2,53 9.15 8.93

Canada 1.34  0.02 - 4.59 5.95 4.56
Denmark - - 0.00 5.40 5.40 7.56
France 0.46 -0.04 3.27 2.39 6.08 5.98
GCermany - - 3.68 -0.03 3.65 4.02

Netherlands 2.93 -1.38 -3.41 9.68 7.84 8.77
Sweden 1.70 0.12 -0.47 -0.49 0.35 1.04
Britain 206 -0.05 2.25 5.33 9.60 8.33
USA 130 0.19 - 0.43 1.97 3.35
Source: Bean et al. {1986).

Note: Hyphens indicate that restrictions were imposed on the estimated re-
sults for certain countries because of implausible coefficient signs in the
unconstrained equations. For full details of this procedure, see Bean et al..
Obviously, in trying to impose one empirical model acress a host of OECD
countries (Table 2.12 is a selected subset), there will be many difficulties, so
the results should be treated in a very tentative way.




The results of Table 2.12 confirm the importance of demand in-
fluences (mainly government-induced deflationary policies) in the
rise in unemployment, especially in the European countries. How-
ever, it is worthy of note that there would seem to be a significant
contribution from reduced search intensity in a number of countries,
which includes the influence of unemployment benefits in this case.
This, of course, provides strong grounds for direct intervention in the
labour market, aimed at improving the exit probabilities of the un-
employed by extolling the virtues of better job search practices (see
Chapter VI). The findings concerning the importance of deflationary
demand policies in providing the shock to unemployment, are also
consistent with the results of Bruno (1986) for the OECD economies.
However, his ‘wage gap’ methodology is 2ble to shed some light on
the role of excessive real wages in the rising unemployment story.

Bruno (1986) defines the wage gap as the percentage deviation of
the actual product wage from the full employment product wage,
which, in equilibrium, will be equal to the marginal product of la-
bour. His findings suggest that the wage gap rose in the 1970s, espe-
cially in response to the first OPEC shock, but with wide differences
among countries, and began to fall from roughly 1980 onwards. From
a decomposition ofthe rise in unemployment into wage and demand
components, he deduces that real wages played an important role
throughout the 1970s, but the 1980s have seen deflationary demand
shocks rise to prominence.

The idea that real wages will be slow to adjust, and may contribute
to the different international unemployment experiences, has also
been studied, using the more traditional Phillips curve approach. Coe
(1985), among others, found that measures"” of wage rigidity differed
across countries, and were correlated with the rise in unemployment
in these countries - greater wage rigidity was consistent with higher
unemployment. Hyclak and Johnes (1989) use this approach in a
study of regional labour markets in Britain, the USA and Germany.
Their results suggest that ‘wage rigidity may be an important deter-




minant of regional differences in labor market responses to macro-
economic shocks’ (p. 423).

Table 2.12 shows that the Layard-Nickell approach highlights the
importance of reduced search intensity instead of demand as an ex-
planation of the rise in unemployment in Germany. This is not con-
sistent with the national study of Franz and Konig (1986), presented
to the conference, and work by Franz (1987) on structural unemploy-
ment,'® where the adverse demand shock of 1979-82 was found to
be important. The results from Table 2.12 for Britain emphasise the
importance of demand, search, and the tax wedge as being respon-
sible for the rise in unemployment.

Itis interesting that, even though Bean et al. tried to use a common
specification across the countries, the results differed in important
ways, and made it very difficult to give a clear explanation of high
and persistent unemployment. Blanchard (1988) has argued that one
reason for this may have been the sharp distinction between actual
and equilibrium unemployment because, in the Layard-Nickell
model, aggregate demand moves unemployment around its equili-
brium leve! but does not determine the equilibrium level; therefore,
this framework has difficulty in reconciling the 1980s’ experience,
when a demand-induced increase in unemployment was followed
by an increase in equilibrium unemployment. This notion of equili-
brium unemployment following actual unemployment has come to
be termed the persistence of unemployment (hysteresis) (Blanchard
and Summers (1987)), and was an important focal point for the Chel-
wood Gate Il conference, (Blanchard (1988)), which tried to assess
why equilibrium unemployment no longer returned to its pre-shock
level.

" Another difficulty is to find adequate empirical models for all the
countries from a specific theoretical framework. There is some evi-
dence in the Bean et al. paper that restrictions had to be imposed on
some of the estimating equations to make sense of the individual
country results. This may explain why the individual national studies,

using different methodologies, data, and recourse to institutional in-




fluences arrived at different explanations for the rise in unemploy-
ment, for instance, see the paper by Sneessens and Dréze (1986.

For obvious reasons, we shall concentrate on the analyses of the
German and British economies. Franz and Konig (1986) assess a
number of possible explanations for the rise in unemployment in
Germany. Their econometric work employs a more traditional labour
demand-Phillips curve approach. This allows them to focus on the
other important dimension of industry’s labour requirements, namely
hours of work, in particular hours of overtime worked. Their empiri-
ca! results emphasise a number of important reasons for the rise in
unemployment in Germany:

* ‘the negative impact of the negotiated wage rate on employ-
ment;

* the role of insufficient product demand; and

* the higher degree of unionization, especially in the early
1970s’".

Franz and Konig (1986) found no support for the argument that
structural factors are the main cause of high German unemployment;
though they do concede that there are likely to be regional and oc-
cupational mismatches between labour demand and labour supply
(see Table 2.5), and that some unemployed individuals reduced their
search intensity while being supported by the insurance system.
However, they did not believe that mismatch and search could be
responsible for the dramatic rise in the Non-Accelerating Inflation
Rate of Unemployment (NAIRU). More likely candidates are the
1970s’ supply shocks, and capital stock deterioration.

In another paper, Franz (1987) assesses to what extent the current
German experience of unemployment is attributable to structural im-
balances, such as mismatch, reduced search intensity and higher
turnover rates. The motivation for the study is the preoccupation of
the German Council of Economic Advisers with the idea that the core
of German unemployment is structural. Franz examines the outward
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shiftin the U/V (Beveridge) curve, apparent in Germany since 1975.
He finds little evidence that regional and occupational mismatch
(Table 2.5) or turnover rates provide an adequate explanation of the
U/V shift. While search intensity may have a role to play, he is scep-
tical that it is of quantitative significance, given the scale of the un-
employment problem. His econometric ress!t< suggest that the
frictional and structural unemployment rate in 1983 was close to 4%,
in comparison to an actual uiemployment rate in excess of 9%.
However, he was unable to isoate any crucial factor to explain this
increase in structural imbalances.

The national study for Britain was carried out by Layard and Nic-
kell (1986), using the imperfectly competitive, macroeconometric
labour market model described earlier. Their findings as to the causes
of increased British unemployment can be summarised as follows.
Firstly, most of the rise in unemployment since 1979 is due to falls in
demand. Cf ine push factors which raise product wages, unemploy-
ment benefits, employment protection, mismatch in terms of the U/V
relationship, and union militancy, all had supporting roles to play in
the rise in unemployment. Of the factors that reduce take-home pay
for given labour costs to the employer, only employers’ taxes and
relative import prices had a significant impact on unemployment.
They could find no evidence that income taxes, indirect taxes, pro-
ductivity slowdown, technical progress or capital shortage explained
the post-1979 rise in unemployment.

It was mentioned earlier that the debate at Chelwood Gate I indi-
cated thatactual unemployment in the industrialised economies was
close to the equilibrium rate by 1985, so, even though demand
factors were an important cause of the rise in unemployment, refla-
tion was not a viable policy option, especially in a political climate
which has been strongly anti-inflationary in both Britain and Ger-
many. The alternative was active labour market policies operatingon
the supply side of the economy. This has been very much the norm
in Britain and Germany.




Institutional factors

Without going into too much detail about ‘misery indexes’ and the
like, Bean et al. (1986) find support for the idea that the functioning
of the labour market is influenced by the degree of corporatism,” in
particular, that corporatist countries would seem to enjoy a greater
degree of wage flexibility. However, the authors find that the link to
the average level of unemployment is tenuous. This means that
exogenous shocks may be more easily absorbed in corporatist labour
markets, but this does not mean that their unemployment experience
will be better.

Jackman (1989), in a study of the Nordic countries, considers
whether centralised wage bargaining, a key element of ‘corporatism’,
is an important reason for the lower unemployment rates of these
countries, compared to the rest of Europe. It would seem that, ‘by
reducing the conflict between private and social interests in wage
bargaining’, corporatism may be consistent with improved macro-
economic performance. However, a contrary point of view impli-
cates centralised wage bargaining with excessive union power,
reduced efficiency and the creation of a huge public sector. Another
argument is that centralised wage bargaining is essentially an institu-
tional structure with no economic impact. The scope for local wage
negotiations in the Nordic countries, and the similarities of estimated
wage equations with those for other European countries, provide
some support for this latter point of view.

jackman finds that unemployment rates have been lower in econ-
omies with centralised wage bargains, but there are no distinctive
pattems to other measures of economic performance, which is con-
sistent with the work of Calmfors and Driffill (1988), and the
aforementioned Bean et al. study. However, although centralised
wage bargaining has been important to the success of the Nordic
countries in maintaining lower average unemployment rates than
other European countries, Jackman also finds that differences in un-
employment rates between the Nordic countries can be attributed to
the different tax credit systems and labour market policies in oper-




ation. In particular, he singles out the important impact of Swedish
public sector employment policies.

2.5 Conclusion

This chapter has examined the implications and causes of the rising
unemployment trend in Britain and Germany. it is clear that the ex-
periences discussed have not been confined to these two countries
alone.

it became apparent that, when viewed in the wider context of the
structure of unemployment, in particular the duration structure, the
threefold rise in unemployment since the 1960s has had serious con-
sequences for the industrialised economies. it could not be dismissed
in favour of theories that see the study of labour markets as solely
involving the explanation of movements in wages and employment.
How unemployed workers allocate their time can be treated as ana-
Iytically distinct from the issue of whether labour and product mar-
kets function in such a way to allow those who wish to work at the
going wage to find a job.

An understanding of the causes and effects of unemployment is
crucial for any decision to use active policy measures. The basic facts
about unemployment, and the causal analysis, suggest that aggregate
demand reflation may not be the most appropriate policy ins ‘ument,
given the apparent rise in equilibrium unemployment, though this is
very sensitive to how the relationship between actual and equili-
brium unemployment is modelled, and the well-documented sta-
bility of inflows into unemployment. Neoclassical search models are
unable to explain the unequal incidence of unemployment or the
wide range of unemployment durations, and improved search intens-
ity is not likely to make a significant impact on mass unemployment.

The analysis of Franz (1987) suggests that structural imbalances
may be important, and are certainly consistent with the persistence
of mass unemployment. The outcome has been to place considerable
emphasis on what are called active labour market (supply-side)
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policies as the key weapon in the fight against unemployment. It is
motivated by the need to target the ‘hard-to-place’ unemployed, and
to reduce equilibrium unemployment. The chapters that follow
evaluate the impact of the active labour market policies adopted in
Britain and Germany.

Rferences

1.

By active labour market policies we mean measures specifically
designed to improve the operation of the supply side of the labour
market, for instance, specialised training programmes.

. The bulk of the study was carried out before the collapse of the

Berlin wall and German reunification (see endnote 1 in Chapter
1), so the historical basis of the data for the study refers solely to
the Federal Republic of Germany. When we refer to Germany we
mean the Federal Republic of Germany unless otherwise stated.

. The OECD calculates unemployment rates in relation to estimates
of the total labour force in each country, whereas for Germany

the calculation is presented in terms of the dependent labour
force, which excludes the self-employed. Calculations for Britain
are complicated by the frequent changes, since 1981, in govern-

ment practice over the unemployment count. This is discussed in
the text.

. Britain has a monthly count of those claiming unemployment

benefits and an annual survey of the labour force. The unem-
ployed in Germany are those regisering at labour offices as such.

. Table 2.2 has information on short-time working in Germany. It

is a scheme to combat the vagaries of the business cycle. Em-

ployers can obtain subsidies if they have to reduce working time

for at least one-third of their workforce, and by at least 10% of
normal working time.

. Figure 2.1 is not adjusted to take account of the 1987 census in

Germany, which revised employment upwards by roughly 1 mil-
lion individuals (Table 2.2 provides details). Figure 2.3 uses the
actual numbers unemployed because the labour markets are of
similar size, so any distortion from this factor should be slight.
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. These magnitudes may require revision once the 1987 census

results have been applied retrospectively; see note 6 and Table
2.2,

Since Christ-nas 1989, when the buik of this study was com-
pleted, there have been dramatic political changes in Eastern Eu-
rope, most notably the formal reunification of Germany on 3
October 1990. The consequent collapse of the economy in east-
ern Germany, with regional unemployment rates of 50% pre-
dicted, means that the political pressure for active intervention in
the labour market will be greater than ever.

Note that this stifl ignores the debate mentioned earlier about an
appropriate definition of unemployment.

10. This reflects the increased demand for higher education and poss-

1.

ibly benefits from the dual system of training. Note that this train-
ing system is integrated into the educational process and is not
classed as an active labour market policy.

The total inflow into unemployment in 1975 was 3.45 million,
and in 1986 it was 3.64 million. The lowest total inflow over this
period was 2.84 million in 1979, and the highest total inflow was
3.71 million in 1982. Schmid (1988) contains further information
on flows and durations.

12.For a detailed discussion of the importance of unemployment

duration, see johnson and Layard (1986).

13. See the Special Issue of Economica (1986).

14. Blanchard (1988) has argued that the diversity of explanations of

unemployment across countries, and the difficulty of explaining
persistent high equilibrium unemployment, extended the re-
search programme to a Chelwood Gate Il conference.

15.Note that from Table 2.2, the German labour force rose by

320,000 individuals during the 1980-82 recession.

16. An assessmentof the debate over the role of real wages versus

demand factors in the explanation of the trend rise in European
unemployment is given by Newell and Symons (1987).




17. The most popular measures are based on the ratio of the coeffi-
cients of price inflation to unemployment from Phillips curve re-
gressions.

18.1n correspondence, Wolfgang Franz has suggested that the dif-
ference in results may have been due to the exclusion of a pro-
ductivity growth term, and search variables dominated by trends.

19.1n a debate on the influence of trade unions on the economy,
organised by the Employment institute and the TUC in May 1989,
Patrick Minford argued that the equilibrium rate of unemploy-
ment in Britain at that time was well below the actual rate. This
was a reflection of the d.amatic improvement in the supply side
of the economy, inspired by the policies of the Thatcher govern-
ment. In this case, reflation would have seemed to be a policy
option for Britain. However, inflationary pressures were increas-
ing dramatically in 1989, despite well over 1 million unem-
ployed, which led to a subsequent retrenchment and reversal of
the trend fall in unemployment.

20. Corporatism is taken to mean a social and economic structure
where groups rather than individuals wield power.




Chapter il

Evaluating active labour market policies

3.1 Introduction

The evaluation of active labour market policies (ALMPs) has involved
a mainly microeconomic approach, though often with macroecon-
omic implications; for example, the net cost to the Exchequer of re-
moving an individual from the unemployment register, as in Davies
and Metcalf (1985), has been popular in Britain. A number of import-
ant issues arise in evaluating ALMPs. These concern the following
sorts of questions/debates. What are we trying to measure? Which
economic variable provides an unambiguous signal of the impact of
an ALMP, earnings, or re-employment probabilities? How do we
measure this impact? Will the ALMP involve a crowding-out effect
interms of the stock of jobs? Are general equilibrium effectsimportant
when we try to net out the overal| effect?

The capacity of economists to evaluate the impact of economic
policy in the framework of a non-experimental approach is severely
constrained. In a microeconomic context, it is difficult to assess the
impact of, for instance, a training programme on individuals, because
itis difficult to control for the counterfactual outcome in the absence
of the training, due in the main to the problem of selectivity bias
arising from ‘choice-based’ samples. It is believed by some, Ashen-
felter and Card (1985), and Lalonde (1986), that a classical experi-
ment with random assignment is the only way truly to capture the
counterfactual scenario.

However, even this may not be foolproof, because of the possi-
bility of the Hawthorne effect, where the act of participation in an
experimental programme will change an individual’s behaviour even
when randomly assigned to the control group. Furthermore, the
choice-based nature of the list of participants can lead classical ex-
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periments into the realms of adverse selection. For instance, an ex-
periment in Dayton, Ohio, involving wage vouchers, led to worse
results for the participants in contrast to the control group which
received no wage voucher. The sample for this experiment was made
up of welfare recipients and, by being able to hand over a wage
voucher, the participant was signalling this adverse characteristic to
a prospective employer: see Bjorklund (1989) for a detailed discus-
sion of this experiment. \

in macroeconomics it is equally very difficult to simulate what
would have happened to the economy in the absence of a policy.
For instance, how do we judge if regional policy has been successful?
What are the effects of ALMPs on the macroeconomy (section 3.4)?
These are important questions that economists are expected to pro-
vide answers to, but assessing what would have happened to the
economy in the absence of these policies is no easy task, as counter-
factual macroeconomic policy simulation is beset with pitfalls.' De-
cision-makers who respond to economic policies by altering their
behaviour can influence both the microeconomy and the macro-
economy in unpredictable ways, possibly frustrating the intentions
of the policy.

Sections 3.2, 3.3 and 3.4 take up these questions. Section 3.5
assesses a popular approach for analysing the impact of ALMPs, due
to Jackman et al. (1986) and Haskel and Jackman (1987, 1988),
which we can describe as a transitions methodology. Section 3.6
considers the debate about classical experiments versus non-
experimental methods which has been prominent in the American
literature. Section 3.7 offers some conclusions.

3.2 What are we measuring?

The object of an ALMP is, directly or indirectly, to enhance the quan-
tity and/or quality of human capital embodied in the workforce.
ALMPs are therefore logically distinct from policies designed to in-
crease the quantity of human capital of those outside the workforce,
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notably investments in schooling. For those within the workforce,
ALMPs may be intended to raise the level of human capital directly
by, for example, training programmes, or indirectly, by offering em-
ployment experience which may uitimately enhance human capital,
and therefore productivity, via on-the-job training.

In section 3.4, below, some of the problems associated with
ALMPs, such as deadweight, churning and displacement, are de-
scribed. These problems are associated with the general equilibrium
effects of increasing the human capital of the workforce and, in many
instances, serve to reduce the net effectiveness of ALMPs relative to
their gross effect, whether on earnings, employment (or whatever
indicator is used).

It is important, however, to emphasise, even at this early stage,
that there is no logical necessity for ALMPs to have zero net effects.
This ‘stock of jobs’ fallacy (analogous to the ‘wages fund’ fallacy of
the nineteenth century) is most often expressed in the context of
ALMPs designed to increase the re-employment probability of a sub-
set of the labour force. It is often argued that such policies (for
example, measures to help the long-term unemployed) must, of
necessity, simply lead to a redistribution of the stock of jobs or the
distribution of unemployment durations, viathe displacement effects
noted above and described in more detail subsequently.

While, however, this full displacement is a logical possibility (in-
deed, the net stock of jobs as a result of ALMP could actually be
reduced with suitable macroeconomic parameter values), it is not a
necessary outcome, as is clear when the human capital content of
ALMP is emphasised, as here. We would not, after all, dispute the
case for greater investments in schooling on the grounds that the net
effect on wages and employment would, of necessity, be zero, even
if this were a possible, albeit unlikely, outcome.

The traditional microeconomist’s formulation of ALMP is, there-
fore, to regard its effect as shifting the aggregate marginal physical
product of labour curve (MPP| ), which, multiplied by average pro-
duct price, gives the marginal revenue product of labour curve, to
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the right. For a given real wage, the shift of the MPP| induces more
employment. Alternatively, the enhanced human capital implies a
higher real wage for a given stock of employment. Appraisals of
ALMPs have tended to focus on one or other of these changes (that
is, to employment, or to the real wage), albeit rarely on both in a full
generai cguiiibrium model. In practice, of course, the impact on em-
ployment or the average real wage will, in large part, depend on the
elasticity of the aggregate labour supply function.

There is another reason why ALMPs may have a net effect on
employment or real wages. This is where such policies affect the
aggregate supply function of labour. Such schemes often have an
impact on the pay structure, especially at the lower end of the dis-
tribution. For example, the lower end of the pay structure may be
truncated by the level of income support obtained by means other
than paid work, including unemployment insurance (UJ) or, indeed,
the pay offered on schemes such as public training programmes or
‘make-work’ programmes. Where there is some degree of compul-
sion in such schemes (for example, making receipt of Ul conditional
on willingness to participate in them), this removal of the automatic
“loor’ may depress pay at the lower end of the distribution and so
increase net employment. Although poiicymakers generally espouse
the conventional rationale for ALMPs of enhancing the MPP| of the
workforce, it may well be that the effects on labour supply are of
equal significance.

Policymakers and macro-oriented economists often provide a
rather more general justification for ALMPs than is provided in the
human capital framework. In such a context, policies of this kind are
seen as a cost-effective method of reducing imbalances, whether ag-
gregate or sectoral, between supplies and demands in the labour
market. Implicitly, therefore, some macroeconomic constraint (such
as a discrepancy between target and feasible real earnings growth, a
target level of public sector borrowing, or a specific monetary target
or exchange rate policy) is the cause of such an imbalance. ALMPs,
it can be argued, are a method of alleviating such a constraint, given




their ‘positive’ cost-effective or macroeconomic qualities (as in Lay-
ard and Nickel!, 1980; or Davies and Metcalf, 1985).

Although this more general approach is common in a number of
measures of ALMP effectiveness and, indeed, leads to similar criteria,
such as the extent of deadweight and displacement, as the micro-
economic approach (see section 3.4 below), it can be argued that the
merits of different ALMPs, and the timescaie of the evaluation, are
often determined by the choice of approach used. Emphasis on the
macroeconomic merits of ALMPs typically encourages the pursuit of
policies that alleviate the detrimental effects of cyclical variation in
the economy as a whole. Measures which seem to be ‘cost-effective’
in the short run, such as job-creation programmes, tend to perform
well when subject to the criterion of macroeconomic efficacy. In
contrast, policies which emphasise the supply side, in particular, the
impact of training, tend to show smaller gains in the short run. This
is particularly true when policies designed to deal with the supply
side in the long run, such as Germany's system of dual training, are
transmuted into short-run stabilisation policies, such as (temporary)
re-training schemes. Our later case studies of Germany and Britain
tend to reinforce this argument (see Chapters IV and V).

3.3 How do we measure the effects of ALMP?

Three ‘measures’ of ALMP effectiveness have generally been used in
the literature.

(i) The first method is to look at the earnings of ALMP participants
before and after the spell of training, employment or whatever. The
presumption is that the ALMP, by enhancing their human capital, wil
increase their earnings. Alternatively, the earnings of a group of post-
ALMP participants can be compared to some control group, which
may be the whole workforce. With a suitable set of control variables
(as well as a control group), a positive ‘return’ to the ALMP measure
(for example, whether the individual was on a particular programme)



can be interpreted as the net effect of the ALMP on the human capital
of the individual.

This is the well-established method of evaluating ALMPs, and has
been much used in evaluating training programmes in the USA; see,
for instance, Ashenfelter (1978); Ashenfelter and Card (1985);
Lalonde (1986); Bassi (1983, 1984); Moffit (1987); Bjorklund (1989);
Burtless and Orr (1986); Fraker and Maynard (1987); Heckman, Hotz
and Dabos (1987); Dickinson, Johnson and West (1987); and Lynch
(1989) - a comparable study for Britain is Booth (1989). Nevertheless,
there are two dangers in this methodology. First, the employment
effects, or the impact on re-employment probabilities, are ignored.
(This may be interpreted as treating the aggregate labour supply func-
tion as vertical in the microeconomic approach.) Alternatively, if the
market is not clearing pre-ALMP, the lack of a return on the ALMP
may be misinterpreted as an indicator of ineffectiveness of the policy,
when the actual impac: of the policy was to eliminate some shortage
of a particular supply of labour stemming from mismatch or similar
bottleneck.

Secondly, the treatment of the control group, and the character of
the ALMP group itself, is of some importance. Various control groups
have been selected in the British and German experience, and these
are described elsewhere (see chapters IV and Vi). Some of these con-
trol groups may not be representative of the workforce as a whole
(for example, where the control group is a sample of drop-outs from
schemes, or of those who have recently been unemployed). Equally
seriously, the ALMP participants may themselves not be a random
sample of the workforce; indeed, there is a strong presumption that
the group in question will have been targeted and/or self-selected.

In the former case, for example, individuals who are regarded by
the administrator as ‘less productive’ may be placed on such
schemes. The implication of this for their expected earnings sub-
sequent to the programme, and relative to the rest of the workforce,
is unclear. If returns to increments of human capital are non-linear,
or diminishing, the lack of human capital of these individuals may




show up in ‘high returns’ to these particular individuals, in the form
of wage gains. But these wage gains (‘return to the ALMP’) would not
be typical of those for the workforce as a whole. However, it is easy
to think of a counter-argument where the returns are understated
relative to those of the workforce generally. Thus the ‘returns’ to the
ALMP are participant-specific, not population-general, and the di-
rection of the bias is unclear.

The second problem, self-selection, arises where there is some
degree of voluntarism on the part of participants joining the ALMP,
as would normally be the case. Here the selected group of partici-
pants may have unobservable characteristics, such as motivation,
which bias upwards the ‘returns’ on their participation. Thus the ‘re-
turns’ would not be typical of those to be expected on the targeted
group as a whole. Indeed, on occasions, participants can be seen to
have clear observablie differences (in, for example, age and educa-
tion) from the targeted population. The returns should be adjusted by
the evaluation study to take account of these distortions.

ii) In some cases, ALMP participants and post-participants may be
placed in programmes where it is difficult to interpret the earnings of
the individual as measuring increments in human capital. Such a case
arises where individuals are placed on public employment pro-
grammes,” or in the voluntary sector, and where their subsequent
employment in the same post is funded from elsewhere (by, for
example, the local public authority or by a charity). The success of
placing the individual in a contract beyond the term of the ALMP
intervention should be regarded as being of positive value. Never-
theless, the wage that the individual will have been earning in such
a programme will probably not reflect their (increment in the) mar-
ginal product. A direct measure of the ‘value’ of the individual has to
be obtained, by reference to the value of the ‘output’ produced by
the individual.

Normally, such a value could be obtained by calculating the cost
of hiring someone from elsewhere in the public sector, or from the
private sector, to carry out the task: for example, a social welfare
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agency. However, many public employment programmes, such as
the Community Programme in Britain, state explicitly that posts cre-
ated under the programme should not undertake tasks that directly
compete with, or substitute for, other public and private sector em-
ployment. The rationale for such restrictions is that the employment
of people in these ALMPs is often heavily subsidised, and thus the
risk of output displacement is high. Equally, workers’ represer.atives,
such as trade unions, have often supported such restrictions, since
the rate of pay on these types of programmes is typically lower than
in comparable activities in the public and private sector, thus induc-
ing a threat to the ‘outside’ pay structure. In such cases, therefore,
there is no comparable measure by which to evaluate the ‘produc-
tivity’ of the individual in such a programme.

iii) The most common measure of the effectiveness of ALMPs in
Europe has been to study their impact on re-employment prob-
abilities. Thus, in the context of the microeconomic approach, this
criterion can be treated as assuming that there is a perfectly elastic
supply curve. Schemes are treated as ‘successful’ if (a) the ‘impact’
re-employment probability of individuals leaving such schemes is
higher than for comparators who are officially unemployed, and (b)
where the job tenure of such individuals is longer than would be the
case had they entered the job directly from employment. The latter
implies access to some longitudinal data, but these are not always
available. Where such data are available, they often show a strong
initial impact effect (that is, (a) above) of ALMP, but a gradual rever-
sion of the re-employment rate to the ‘norm’ of the cantrol, that is,
the unemployed generally (see, for example, Ham and Lalonde
(1989)).

This method of evaluation is able to handle the cases where there
are mismatches or bottlenecks which are not reflected in accruals of
earnings. Nevertheless, the problems of choice of control group and
the self-selectivity of the ALMP group, described under section (i)
above, are not eliminated by using this procedure. Indeed, itis these
related problems which have been considered at length in studies in




Germany, which have generally used the re-employment probability
as a measure of the ‘success’ or otherwise of ALMPS. In the USA,
these difficulties have led to renewed enthusiasm for designing classi-
cal experiments to elicit the ‘true’ impact of ALMPS (see section 3.6).

3.4 Measuring net effects

While ALMP may have an impact on the earnings or re-employment
probabilities of a chosen group of participants, it is the overall effec-
tiveness of such measures that is the central concem of the policy-
maker. Traditional measures of ‘effectiveness’, such as the ‘cost per
job created’, beg the question of whether a net job is created as a
result of the ALMP in question. One issue that arises in this context
is the method of financing the ALMP. For example, the effectiveness
of the ALMP depends on its labour intensity relative to other econ-
omic activities, and on the ability to use the ALMP to bypass other
macroeconomic constraints, such as the balance of payments on ag-
gregate demand reflation (see, for example, Layard and Nickell
(1980), (1983); Davies and Metcalf (1985); and Whitley and Wilson
(1983)). +he method of financing ALMPs and, in particular, the ques-
tion of whether government budget neutrality is assumed, are of cru-
cial importance in determining these measures of net effectiveness.

On the supply side, there are the effects on labour markets and
the wage structure to consider. If a measure of earnings gain is used,
for example, the issue arises as to whether the reduction in mismatch
between labour demands and availabilities of various skills ultimate-
ly leads to a change in wage differentials, perhaps compressing the
return associated with the acquisition of a particular skill on an ALMP
programme.

More often, however, these various offsetting effects or com-
plementarities are analysed in measures of effectiveness that focus
on the employment creation aspects of ALMPs. A variety of termino-
logy is used in describing some of these wider effects and here the
definitions described in Metcalf (1986) are utilised.




(i) Deadweight occurs where subsidies are offered to create jobs
(or, indeed, to expand skills) which would have, in fact, been offered
by employers without the subsidy. Presumably the rationale of ALMP
is that the labour market, left to itself, is unable to furnish these em-
ployment or training opportunities, and therefore high proportionate
deadweight is not to be expected. Nevertheless, the extent should be
investigated, whether by sample survey or by questions to ALMP
participants. However, exploring the implicit counterfactual is not a
straightforward task; asking participants invites obvious problems of
moral hazard. This suggests that a strategy of establishing a precise
contro! group is superior; nevertheless, finding an exactly identical
group of non-participants among, say, employers, who could thereby
actasa control, is no straightforward task either. For such an identical
group might well be eligible to participate in the ALMP, if displace-
ment and substitution effects (see below) are to be avoided.

(i) Displacement of employment (substitution) occurs where
potential participants change their behaviour. If, by offering a posi-
tion to a particular individual, an employer thereby receives a sub-
sidy, there is an inducement to substitute that individual for some
other person who might not have been eligible for the subsidy. For
example, if employers are subsidised to hire people who have been
out of work for a certain period of time, firms may substitute these
individuals for other hirings who have not been out of work for such
a long period.

Even with 100% substitution, a case for such a policy could still
be made if we are concerned with the welfare losses associated with
unequal unemployment experience and/or if the long-term unem-
ployed exert no downward pressure on wage levels in a Phillips
curve-type world, so that the level of unemployment compatible with
a given level of wage pressure depends (positively) on the average
duration of unemployment (Nickell, 1988). On the other hand, if the
targeted individuals are generally less productive, the net impact on
economic welfare is uncertain. In part, this rests on the thorny issue
of whether unequal unemployment experience (especially differen-
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ces in expected durations) is associated with population heteroge-
neity or with ‘duration dependence’: see section 3.5 below.

(iii) Displacement of output arises when subsidies to particular
employers or, indeed, individuals, have an impact through the output
market on other unsubsidised employers or individuals. The classic
case is an employment subsidy to a particular firm, which is thereby
able to maintain its output prices below ‘true’ cost, so undercutting
other firms operating in the same market. If such effects occur in an
open economy, these displacement effects may spill over into other
countries, and the subsidising country is a net beneficiary, which is
why GATT, the EC and other bodies monitor such subsidies very
closely. Onthe other hand, in a primarily domestically traded market,
these spillover effects will be internalised. Such displacement/sub-
stitution effects are frequently calculated and cited (as in Deakin and
Pratten (1982), and Metcalf (1986)).

Although such effects are rarely measured in the European con-
text, in principle it is not difficult to expand the concent of displace-
ment via relative price effects to the labour market. For example, by
supplying extra individuals with a particular skill, the ALMP may
ultimately depress the return on that skill, so inducing a fall in the
number of individuals volunteering to acquire that skill outside the
government-funded project. As with any other market, the govemn-
ment subsidy distorts the price (here the earnings differential) and
may thereby drive out the private market for that skill. This issue has
typically been raised in the context of manpower planning and
human capital acquisition outside the labour market (notably school-
ing). Note that it is quite distinct from, albeit similar in effect to, the
substitution effect described previously.

(iv) Churning is generally described as the case where individuals
repeatedly return to programmes subsidised through ALMP. It is not
perhaps apparent as to why this matters per se from the point of view
of the #npraiser, since the transition out of unemployment should be
capt .d by the analysis of re-employment probabilities, assuming
that longitudinal data are available, and it does not matter to the




criterion used, such as ‘net cost per job’, whether subsequent ALMP
entrants are new individuals or recidivists. On the other hand, long-
term churning may induce reputation effects for the programme itself,
by signalling that participants have a high probability of re-entry.
Through adverse selection effects, the programme will ultimately be
dominated by recidivists and will therefore be associated with low
employment effects.

3.5 Transitions methodology

The ‘orthodox’ procedure in evaluating ALMP is to estimate effective-
ness by some ‘net cost per job’ criterion, by first starting with a simple
measure, such as the re-employment probability, and subsequently
enhancing the sophistication of the exercise by attempting to
measure displacement, deadweight, and so on. In contrast, some
analysts have suggested that, if the programme is large enough, the
net macroeconomic effects should be measured directly from the
start. If, for example, the programme is designed to reduce unem-
ployment by reducing unemployment durations among a subset of
the unemployed, then a direct measure of the impact on the unem-
ployment level, or on the net distribution of unemployment dura-
tions, seems warranted.

An illustration of this methodology is in the work of Haskel and
Jackman (1987, 1988), although there are precedents in Germany:
for example Schmid and Peters (1982). rhe basic approach is to es-
timate a time series model of duration-specific exit rates on unem-
ployment, vacancies, or their ratio and some set of standardised
measures of the impact of ALMP; the whole with a suitable dynamic
structure. The maintained hypothesis is that ALMP exerts a positive
effect on outflow from the targeted group, with the question of tar-
geting effectiveness and possible aggregate substitution and ‘chum-
ing’ investigated by an examination of the duration-specific exit rates
of non-targeted categories or age groups, where negative effects may
be observed.’ The method can be extended to, for example, a cross-




section framework in which exit rates across sub-labour markets can
be investigated in the presence of differential intensity of ALMP
across these markets.

A number of issues arise in this context. One concerns the issue
of ‘state dependence’ and population heterogeneity. One rationale
for duration-specific (as opposed to, say, age-specific) targeted
ALMPs is that ‘state dependence’ exists: that is, exit probabilities de-
cline with duration at the individual level (it is well known that they
decline in the aggregate, but this may simply be a ‘sorting’ process,
given individual-specific exit rates). In general, if some heterogeneity
is observed {such as age, education, skill, and so on), it is straightfor-
ward to show that the coefficient a rises towards 1 (no duration de-

peridence) in a typical proportional hazard function of the kind
described in (1)

ot =expBp + 8™ (1)

where t is the length of an uncompleted spell of unemployment, and
x is a vector of independent variables (Lancaster, 1979), as the vector
of significant x variables is increased. If the value of a remains less
than 1 after all significant measured variables are included, the re-
sidual aggregate state ciependence stems either from unobserved
heterogeneity or from ‘true’ individual state dependence.

The point of this small diversion is to suggest that ‘true’ state de-
pendence can only be observed with suitable micro datasets. Even
then, tests of ‘true’ state dependence versus unobserved heteroge-
neity have yielded no clear-cut conclusions. Conversely, aggregate
data and models cannot separate ‘true’ state dependence from hete-
rogeneity of any kind, although the introduction of a set of x variables
into exit rate models will reduce the likelihood of general heteroge-
neity being observed. Nevertheless, the issue is something of an ir-
relevance for the conduct of ALMP, since, irrespective of whether the
decline in exit probabilities with duration stems from unobserved
heterogeneity or ‘true’ state dependence, the policy conclusions re-
main the same. Even with no ‘true’ state dependence and only un-
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observed heterogeneity, targeting of policies on the long-term unem-
ployed would still be rational on informational grounds. The ‘correct’
mix of policies in targeting ALMPs is to target on both identifiable
exit-rate reducing characteristics (the x vector) and on duration (re-
sidual sample state dependence).

3.6 Experimental versus non-experimental
methods

For reasons of cost and the collection of available information, non-
experimental methods are the established practice of those interested
in evaluating ALMPs. In the United States there has been a substantial
research effort concemed with the impact of training policies on in-
dividual earnings which, interestingly, has led to some disenchant-
ment with non-experimental methods.

This disenchantment has resulted in a debate about best practice
evaluation methodology, in particular, thé extent to which non-
experimental economic techniques and evaluation methods could
generate reliable estimates of a programme’s impact for policy-
makers, and whether experimental methods are a better alternative
to non-experimental methods. A brief sketch of this debate follows,
and provides an interesting background for the material in Chapters
IV and VL.

The US Manpower Development and Training Act (MDTA) of
1962 initiated a series of training programmes aimed at improving
the human capital of a variety of groups in the United States popu-
lation, especially the unemployed and other disadvantaged workers
(at the time considered to be structurally unemployed). Ashenfelter
and Card (1985) point out that, despite the failure to address the
effectiveness of the MDTA programme, the US Congressain 1972
introduced the Comprehensive Employmentand Training Act (CETA),
inthe belief that it would enhance the effectiveness of the old training
programmes. The CETA programme attempted to provide a mix of
schemes encompassing on-the-job training, educational training,

-

‘4 e




public employment and job search assistance. CETA tried to combat
countercyclical and structural {‘disadvantaged’) unemployment.

While a number of early evaluations were attempted without a
comparison or a contro! group, the US Department of Labor instituted
the compilation of a database to aid non-experimental evaluation.
The Continuous Longtitudinal Manpower Survey (CLMS) collected
socioeconomic data on a sample of CETA participants when they
joined the programme and over a period of time thereafter. A new
set of participants was sampled each quarter to provide a panel
dimension, and earnings data for the participants were grafted on
from the Social Security Administration. To aid the formation of com-
parison groups, the Department of Labor added data on individuals
taken from the Current Population Survey (CPS).

This effort led to a large number of evaluations of the CETA pro-
gramme by way of the non-experimental approach, a sample of
which is Ashenfelter (1978); Ashenfelter and Card (1985); Bassi
(1983, 1984); Barnow (1987); Moffit (1987); Bjrklund (1989); Burt-
less and Orr (1986); Fraker and Maynard (1987); Dickinson, Johnson
and West (1987); and Stromsdorfer (1987). Much of this work relies
on sophisticated econometrics, in conjunction with the idea of pro-
viding a pseudo control group, or what are called comparison groups,
which will contain individuals with observable characteristics as
close to those of the ALMP participants as possible, so that the ‘true’
training effect may be isolated.

However, the results led indirectly to disenchantment with non-
experimental methods. Essentially, the impact of training on many
participants’ earnings was found to be positive but small, occasion-
ally negative, but worryingly imprecise and sensitive to the determi-
nants of programme participation. Selectivity bias, and inadequate
control groups, were put forward as the weak links in non- ex-
perimental evaluations. In 1982 CETA was replaced with the job
Training Partnership Act (JTPA), which removed job creation from its
sphere of activities and simply concentrated on training (both class-
room and on-the-job), and job search education. Interestingly, the




requirement that proper evaluations be carried out was written into
the legislation.

An alternative possible approach to the assessment of ALMPs is to
desizn classical experiments, in the spirit of a pure scientific experi-
ment, to analyse policy effects. A classical experiment is identified
by the random assignment of individuals into participant and contro!
groups. The random assignment of the list of participants is fun-
damental to this approach, because the experimental and control
groups will be identical in terms of all observed characteristics. In
this context, it is argued, ihe selectivity bias discussed in section 3.3
should not arise.

Over the 20-year period since the MDTA, there was only one
major experiment to assess the effectiveness of these employment
and training programmes - the National Supported Work Demonstra-
tion (NSW).* Lalonde (1986) used this experiment in a form of ‘evalu-
ation of evaluations’ to show that non-experimental methods were
unable to reproduce the results found by this experiment. Lalonde
implicitly assumes that NSW results record the ‘correct’ impact of
that experimental programme, and so his conclusion is that:

‘policymakers should be aware that the available non-experimental
evaluations of employment and training programmes may contain
large and unknown biases resulting from specification errors’
(Lalonde, 1986, p. 617).

The reasons for the specification errors were again selectivity bias
and inadequate control groups. Ashenfelter and Card (1985) voice
similar concerns to those of Lalonde (1986).

These findings provided the motivation for the consideration of
classical experiments as a better alternative to non-experimental
methods. However, the Lalonde study (1986) does not provide any
examination of the possibility for Hawthorne effects influencing the
behaviour of the contro! group in the NSW experiment. There is an
implicit assumption that this issue is of little consequence.

A defence of non-experimental methods, on grounds other than
“difficult to measure’ Hawthorne effects, is put forward by a group
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led by James Heckman, for example, in Heckman, Hotz and Dabos
(1987). This group has two main criticisms of those who carry out
non-experimental methods. Firstly, the empirical methods, normally
econometric estimation, are not being carried out in a satisfactory
manner, so that the empirical models presented in the evaluation
literature are inadequate. Secondly, and perhaps more importanily,
the non-experimental evaluation literature has either neglected the
implications of using choice-based samples which over-record trai-
nees relative to their proportion in the population, or at least have
not adequately controlled for this bias. The outcome is that the esti-
mators used in the evaluation literature to evaluate non-experimental
methods are themselves biased and inconsistent, and should not be
be relied upon to judge the value of non-experimental evaluations.

The ultimate outcome of this debate is difficult to foretell. How-
ever, one significant event has taken place with respect to the 1982
JTPA. In 1984, the US Department of Labor established a job Training
Longitudinal Survey Research Advisory Panel to judge the best evalu-
ation studies of the CETA programme, the predecessor of the JTPA.
The outcome of this group’s deliberations was to advise the Depart-
ment of Labor not to rely solely on non-experimental methods. In-
stead, the panel favoured a randomised classical experiment to be
linked to structural econometric models designed to investigate and
resolve the problem of selectivity bias. The Department of Labor ac-
cepted this recommendation, which may be seen as some vindica-
tion of the views of Ashenfelter, and Lalonde, among others (see
Stromsdorfer (1987)). It should, of coi’:se, be underlined that this
initiative is designed to enhance non-experimental research, not sim-
ply to replace it.

3.7 Conclusion

The effects of ALMPs require careful assessment. The problem asso-
ciated with moving from partial equilibrium effects to generai equili-
brium; from establishing adequate control groups, and in assessing




behavioural changes associated with the introduction of ALMPs,
have all been described. The ‘ideal’ requirements of ALMP evaluation
are extremely stringent.

Both Britain and Germany have carried out numerous evaluations
of ALMPs. The extent to which these evaluations satisfy the require-
ments of the ‘ideal’ evaluation are discussed extensively in Chapters
IV and VI of this bcok.
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Chapter IV

German policies and their effects

4.1 Institutional structure

The basis of labour market policy in the Federal Republic of Germany
(FRG) was laid down in the Labour Promotion Act (Arbeitsférderungs-
gesetz or AFG) enacted on 1 July 1969. This Act transformed the role
of the Federal employment service from operating ‘a compensatory
to a pro-active labour market policy’, to use the description of the
European Commission {CEC, 1987). As well as the traditional role of
the service in organising the scheme of unemployment insurance,
the Act listed a range of objectives encompassing the collection of
evidence on the labour market, assistance with employment place-
ment and vocational training, measures to reduce regional and sec-
toral imbalances in labour supply and demand, and to counteract
persistent as well as temporary unemployment.

Before examining these policies in practice, it is useful to describe
briefly the administration of labour market policy in Germany, as the
differences from the British structure are illuminating. in one sense,
the administration in Germany appears more complex than that of
Britain, because labour market policy in Germany operates at a var-
iety of devolved levels of management, and with inputs from a num-
ber of sources. For example, ‘off-the-job training’, which is an
important component of active manpower policy in Germany, is ad-
ministered at a state level, whereas provisions governing ‘on-the-job
training’ are administered at a Federal level. Furthermore, repre-
sentatives of employees, employers and public bodies have a direct
role in the administration of Federal policy through their repre-

sentation in the Bundesanstalt fiir Arbeit. the Federal Employment
Institute.




Since 1969, the Bundesanstalt fir Arbeit, (originally established
on 1 May 1952 as the Federal Institute for job Placement and Unen -
ployment Insurance) has had responsibility for the implementatic
of labour market policies under the AFG. It is a self-governing bod
with general policy developed by representatives of various group:
as described previously, although it is legally subject to the Bundes-
ministerium fiir Arbeit und Sozialordnung (BMAY): the Federal Minis-
try of Labour and Social Affairs, of which it is legally part and which
ultimately approves its budget. The Bundesanstalt finances 90% of
its expenditure from a contribution levied on employees and em-
ployers, collected by the health insurance administration and trans-
ferred automatically to the Bundesanstalt. This contribution is
currently levied at a rate of 2.15%, on both employees and em-
ployers, up to a ceiling (civil servants are excluded from the contribu-
tion). These revenues are used to carry out a variety of programmes,
from the payment and administration of unemployment insurance
(V1) and the operation of employment exchanges through to ‘active’
policies, such as job-creation programmes and wage subsidies. A

chart of the main functions of the Bundesanstait, and of its organisa-
tional structure, is contained in Figure 4.1.'




Figure 4.1: Administration of labour market policy in Germany
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There is another obvious sense in which labour market policy in
Germany differs from that of Britain. For, unlike Britain, the Bundes-
anstalt has responsibility for a wide range of labour market policies,
both active and ‘passive’ (such as its involvement in operating the Ul
scheme). In contrast, in Britain, these functions are divided between
the Department of Employment, the Training, Enterprise and Educa-
tion Directorate, the Employment Service and the Department of So-
cial Security. In Germany, these policies are broadly financed from
the same source of revenue whereas, in Britain, again in broad terms,
‘passive’ policies are funded from the system of National insurance
contributions, whereas active policies are funded through general tax
revenues. In principle, this lack of a division of responsibilities and
sources of revenues should make the German system of labour mar-
ket policies more amenable to policy trade-offs, and to the evaluation
of costs and benefits of alternative programmes, such as between
active and passive labour market policies. In practice, however, the
Bundesanstalt faces its own constraints, such as general Federal
policies on economic issues, including tax rates, which circumscribe
its flexibility (Bruche and Reissert, 1985).

4.2 Labour market structure

The economic background to the labour market of Germany, notably
the magnitude of unemployment and the characteristics of the un-
employed, has been described in Chapter Il. Other aspects of the
structure of the labour market in Germany, and of the employment
relationship, such as the twin system of collective bargaining and
enterprise bodies such as the Works Councils (Betriebsrat), are well
known. But there is another important component of the ‘supply side’
of the labour market in Germany which is also well known: the dual
system of vocational training. This training system requires a brief
discussion, as its existence underpins some of the active labour mar-
ket policies described subsequently here.




A brief outline of the system of vocational training is as follows
(for a more detailed account, see Rose and Wignanek, 1990). For
those youths who complete compulsory full-time schooling, but who
do not stay on in schooling in order to qualify for higher education,
vocational training is provided through a dual system of training in
the firm and in the vocational school. Those who complete full-time
schooling, and are recruited into employment as apprentices, are
required to supplement their on-the-job-training with general train-
ing, by attendance at a vocational school for one day a week, where
their performance is assessed by examinations, which 90% of trai-
nees pass (Prais, 1981).

Apprentices receive a training allowance of around one-fifth to
one-third of the average basic wage of skilled workers in their par-
ticular industry, but the status of the trainee is equivalent to that of a
trained worker in terms of employment protection legislation (CEC,
1987; Schmid, 1988). Thus the scheme is equivalent to a combined
British system of apprenticeship and day release, but very much
larger in magnitude (Prais and Wagner, 1983). it is estimated that 1.8
million youths were undergoing vocational training in 1987 in Ger-
many (CEC, 1987), and that about 70% of all young people between
the ages of 15 and 17 years were in the dual training system (Schmid,
1988). The costs of supporting the dual system are broadly shared by
the employers and the Lander.

Schmid (1988) points out that the extensive nature of this youth
training scheme in Germany is probably one reason why youth un-
employment is very much lower than in other comparable countries
and why, unlike, say, in Britain, active public labour market policies
designed to enhance the human capital of the workforce are not
primarily targeted at youths. Nevertheless, the system of dual training
does not successfully cover the whole youth pcpulation. Some indi-
viduals fail their vocational training qual:fications, or drop out of
training courses. Others do not complete schooling by the time they
leave school, having failed intermediate examinations at school and
so having repeated classes (Prais, 1981). Many of this latter group
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may be assigned to full-time vocational training, generally in the un-
skilled general courses, and here drop-out rates are highest. Thus, the
background to this system of full-time vocational training for those
who cannot enter the dual system serves as the basis for some of the
labour market policies described shortly, but also illustrates why fur-
ther adult re-training policies may be required; the dual system does
not completely cover the cohort of school-leavers.

4.3 Main policies: a description

Given that training in Germany has been viewed ‘as a means to
facilitate structural change and as a way of promoting the occupa-
tional mobility or raising the overall qualification level of an already
well-trained workforce’ (Schmid, 1988, p.76), it is apparent that the
description of adult training schemes in Germany should be given a
more detailed analysis. Nevertheless, it is useful first briefly to de-
scribe the range of employment policies undertaken in Germany,
largely by the Bundesanstalt, particularly those introduced in order
to deal with the rise in unemployment from the 1970s onwards.

A primary aim of the Bundesanstalt is to organise the scheme of
unemployment insurance and unemployment assistance. In addi-
tion, the catalogue of objectives of active labour market policy, as
laid down by the AFG in 1969, were to:

* avoid persistent unemployment or manpower shortages;
* improve occupational mobility;

prevent and compensate labour for the adverse effects of
technical and structural economic change;

foster the vocational integration of people with mental and
physical disabilities;

eliminate sex discrimination in the labour market;

enhance the vocational integration of older workers;




e avoid regional and industrial ‘mismatch’;
e combat illegal employment.

The measures on which it is intended to concentrate in this study
are: re-training and further training (section 4.4 (i)), wage subsidies
and on-the-job training (section 4.4 (ii)), and job-creation measures
(section 4.4 (iii)). However, it is useful to describe the other policies
undertaken by the Bundesanstalt in some detail, and this occupies
the remainder of this section.” The four groups of policies are:

e unemployment benefit and unemployment assistance;
¢ job placement;
e programmes for ‘special categories’;

«  miscellaneous measures.

Unemployment benefit and unemployment assistance
The major part of the activity of the Bundesanstalt, in terms of revenue
and expenditure, is to administer the scheme of unemployment com-
pensation. For those workers with regular employment, entitiement
to unemployment benefit (Arbeitslosengeld) is achieved by working
360 calendar days in the previous three years. For seasonal workers,
the condition is somewhat more lenient. Payment of unemployment
benefit is for a minimum of six months of unemployment, although
the period of entitlement is extended for those aged 42 and over, and
for those with longer periods of qualifying employment. The rate of
benefit is from 63-68% of normal earnings’ net of tax and contribu-
tions, and is financed from the insurance contribution which is the
main source of revenue of the Bundesanstalt.

For workers not entitled to unemployment benefit, either through
benefit exhaustion or an insufficient qualifying period, but with, in
most cases, some previous employment record, a second benefit,
termed unemployment assistance (Arbeitslosenhilfe) is available. The
benefit is means-tested and the rate of benefit is 56-58% of past net



earnings. The scheme has been funded from Federal revenues since
1981, rather than from the insurance contribution. Duration is un-
limited, although eligibility has to be proven annually.

A third source of unemployment compensation administered by
the Bundesanstalt is the bankruptcy compensation payment (Kon-
kursausfallgeld), which pays the wages of employees of bankrupt
concerns for the three months preceding bankruptcy. This fund is
financed by a special levy on employers.

The Bundesanstalt is not responsible for the ‘final safety net’
(Schmid, 1988), which is the social aid paid to unemployed people
who are not entitled to the benefits mentioned so far, or whose benefit
level puts them below the official poverty line. These welfare pay-
ments are financed by local authorities.

Table 4.1 illustrates the breakdown of the unemployed by type of
benefit received. The proportion receiving ynemployment benefit
has fallen steadily, at least until the very end of t ripd. This almost
certainly results from the lengthening of average durations, leading
to benefit exhaustion. The proportion receiving unemployment as-
sistance has doubled, but has not completely taken up the reduction
in entitlement to unemployment benefit. It is likely, therefore, that
the third form of compensation, local social aid, has borne a greater
share of the burden of financing unemployment since the first oil
shock of 1973-74.




Table 4.1: Unemployment and benefit receipt
(1) (2) (3) 4) (5) (6) (7)

Year  Unemployed In receipt (3) as % In receipt (5)as % Notin
(thousands) of UB  of 2) of UA  of (2) receipt

(thousands) (thousands) (%)
1970 143 96 64.4 17 14 24.2
1975 1,074 707 65.8 110 10.2 33.0
1980 889 454 51.1 122 13.7 47.2

1983 2,258 1,014 44.9 485 21.5 33.6
1985 2,304 836 36.3 617 26.8 36.9
1987 2,229 834 37.4 576 25.8 36.8
1988 2,242 947 42.2 528 23.6 34.8

Source: Schmid (1988), Table 2, updated.

Placement measures

The other ‘traditional’ role of the Bundesanstalt is as an agency for
job placement. This role involves: s

* (i) vacancy notification and placement of the unemployed
through the network of 146 local employment offices and
483 branch offices. This job-placement service is free of
charge. There is no obligation to notify vacancies through
the service. The relevant flow magnitudes are depicted in
Table 4.2, where it will be noted that there is a steady up-
ward trend in jobseekers using the service, notwithstanding
the variation in unemployment, vacancies and the place-
ment rate.

¢ (i) Employment counselling and vocational guidance. This
service covers provision of information to both employees
and employers concerning labour market trends, as well as
individual counselling, especially for skilled trades and
professions.
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This role in job placement has been supplemented in recent years
by a programme of subsidies, mostly introduced after 1969, and in-
tended primarily to subsidise job search and job mobility. Under this
programme, the Bundesanstalt may subsidise:

e jobapplications;

o travel costs covering an interview or even for regular work
if the individual has particular skills which are hard to
place geographically;

removal expenses;
working clothes and tools;

a separation allowance for those working away from their
home, for up to two years;

temporary bridging allowances for those awaiting their first
full wage or starting up small businesses.

Of these various subsidies, the major numbers of payments are made
for travelling expenses (317,200 cases in 1987), job application costs
(115,500 cases) and temporary bridging allowances for those await-
ing their first pay (97,600 cases) (CEC, 1987).

Table 4.2: Placement services: main indicators

Inflow of (in thousands)
Year Jobseekers Unemployed Vacancies Placements

1980 4,016 3,084 1,709 1,905
1982 4,551 3,707 1,124 1,395
1984 4,576 3,673 1,403 1,754
1986 4,619 3,637 1,841 1,965
1988 4,668 3,669 1,935 2,116

Source: CEC (1987), updated.




Programmes for ‘special categories’
The Bundesanstalt operates a range of programmes for individuals
with special problems in finding employment.

(i) Vocational rehabilitation for people with physical and mental
disabilities. Studies suggest that those with physical and mental dis-
abilities in Germany have much lower rates of re-employment when
unemployed than the average, and have lower incomes, given their
greater reliance on unemployment assistance rather than unemploy-
ment benefit (Semlinger, 1984). A greater emphasis on policies to
promote the employment and re-employment of people with disabil-
ities was given by the Severely Disabled Act, 1974. The two types of
measures promoted by the Bundesanstalt are those to provide places
for people with disabilities in vocational training and rehabilitation
centres, and those to provide financial support for people with dis-
abilities when engaged in these or other re-training programmes,
such as the contributory-related transitional allowance (Ubergangs-
geld) or a means-tested training allowance (Ausbildungsgeld). In the
late i980s, over 300,000 people per year received general rehabili-
tative training, with almost 100,000 of these in special vocationai
programmes. Just over 40,000 participants received the training
allowance and over 20,000 the transitional allowance (CEC, 1987).
Asin Britain, expenditure on people with disabilities has risen sharply
in recent years.

Semlinger quotes evaluation studies as showing that drop-outrates
for trainees with disabilities are somewhat lower than for other trai-
nees, but that it is difficult to assess whether re-employment prob-
abilities are improved, since there is no obvious group on which to
base the comparison (i.e., vocationally-trained people with disabil-
ities are not a random cross-section by characteristics of people with
disabilities). This is a standard sample selectivity problem as de-
scribed in other studies of this kind.

The other Federal intervention is in the form of compulsory quotas
for all employers employing more than 16 people to set aside 6% of
places for people with severe disabilities. Those employers who do
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not fill their quota have to pay an ‘equalisation contribution”* for
every unfilled quota place. The proportion of quota places filled rose
in the late 1970s, but this may have been at the expense of people
with less severe disabilities (Semlinger, 1984, Table 21). in addition,
the trend may have been halted in the 1980s.

(i) Vocational training programmes for young people lacking the
requisite educational and training qualifications previded by the sys-
tem of schooling and dual training described in section 4.2 above.
These involve full-time training courses, usually comprising rather
general training. Participants in each financial year have averaged
just over 40,000 in the 1980s.

(iii) Vocational training and financial aid for foreign trainees who
require additional training (for example, on language grounds) other
than that provided by the existing vocational programmes. Annually,
just under 40,000 cases are supported.

(iv) Since 1988 there has been a programme to subsidise immi-
grants from Eastern Europe, and others seeking asylum, by providing

subsistence allowances and training courses for those requiring Ger-
man-language training as part of a programme of vocational training.

Miscellaneous measures

The Bundesanstalt finances a variety of measures which do not come
under any other broad categories, and these measures are now briefly
discussed.

(i) For workers who are put on short-time working, a short-time
allowance (Kurzarbeitergeld) is available. The reduction in work
must attain a significant volurae; that is, over 10% of the agreed
working time for atleast one-third of the workers in the establishment,
for at least four weeks. The allowance is paid for up to six months,
at a rate equivalent to unemployment benefit, although the duration
can be extended to 24 months in exceptional circumstances.

This is the largest of the short-time subsidies, with between 90,000
and 675,000 workers involved in the scheme at different times in the
1980s. However, the Bundesanstaltalso gives special subsidies to the




building industry to encourage provision for round-the-year working
(such as protective materials, generators etc.) and a bad weather
allowance where building work is disrupted by climatic conditions.

(ii) For workers aged 59 or over, the Bundesanstalt grants subsidies
tc employers who allow such workers to retire on a pension of at
least 65% of their gross salary. in return, the employer must hire an
unemployed worker. The scheme is therefore somewhat similar to
the Job Release Scheme in Britain. The original scheme operated from
1984 to the end of 1988. By the end of 1987, around 75,000 appli-
cations had been received, most of which were successful (CEC,
1987).

(iii) Integration assistance subsidies (Eingliederungsbeihilfen) can
be offered to employers to take on unemployed workers who are
difficult to place. The subsidy covers 50% of the normal wage and
can be granted for up to six months (in exceptional cases, two years).
Annual cases averaged 40,000 in the 1980s.

4.4 Individual policies

Itis now useful to consider in rather more detail the particular policies
which are investigated in this study. These are the various pro-
grammes for adult training, including the wage subsidy scheme, as
well as the job-creation measure known as the ABM programme
(Forderung von Allgemeinen MaBnahmen zur Arbeitsbeschaffung).

Re-training and further training

The Labour Promation Act (AFG) utilised the existing system of dual
training of school-leavers as a means of enhancing the skill capacity
of adults. Initially, the aim of such programmes was to encourage
structural and occupational mobility in the economy; increasingly,
however, the measures have come to be seen as part of an active
cour tercyclical labour market policy, with many trainees drawn from
the ranks of the unemployed. Schmid (1988) shows that, whereas in




1970, only 11% of those entering public training programmes were
unemployed, by 1583, 66% had been witho-: work. In 1970, 20%
of those entering public training had no vocational qualification,
whereas by 1983 this had risen to 29%. So although both proportions
had risen, previous labour market status rather than the extent of
existing skills has become the crucial determinant of entry to public
training programmes.

The public training scheme operates through a voucher system.
Adults may choose to enter certificated courses or be directed by
placement officers of the Bundesanstalt. The training institution is
then reimbursed for the training cost. In addition, the individual may
be able to receive a subsistence allowance (Unterhaltsgeld), which
is related to previous eamnings, or flat rate where previous earnings
are too distant or non-existent. This allowance may be offered in the
form of a grant or a loan. The number of individuals being trained
has risen sharply, from around 170,000 in 1970, to 210,000 in 1979,
and to 534,000 in 1987, but the proportion receiving a subsistence
allowance has remained roughly constant, at around 30% of trainees.

There are three kinds of training under this heading:

(i) further training for skilled workers to adapt their skilis,
usually on programmes of short duration (i.e., 6 to 12
months);

(ii) re-training in a different occupation, with courses of up
to one to two years;

whereas (i) and (ii) are usually institutional or classroom-
based, unskilled and semi-skilled workers may be offered
on-the-job training.

Characteristics of adult trainees

The Bundesanstalt provides a wealth of data concerning the charac-
teristics of individuals on training programmes. Table 4.3 provides
some tabulations of characteristics for males and females on further
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training programmes, and Table 4.4 presents similar details for those
on re-training programmes.

Table 4.3 shows that roughly two-thirds of those on further training
schemes are male. Atypical male trainee is aged around 30, has been
unemployed for less than a year, or has been in employment, and
has at least the basic school-leaving certificate, as well as on-the-job
training. Nevertheless, the majority of male trainees will be doing
general or basic training on relatively short courses. Two in every five
will be funded by the Bundesanstalt, and the likelihood of funding
by the Bundesanstalt increases slightly if they are doing general or
basic training. Guilds and employers’ organisations will typically
fund those engaged in craft or skill training. This re-emphasises the
point that, unlike current British public training programmes, these
further training schemes are not explicitly targeted at the school-
leaver with no on-the-job training, or at the long-term unemployed.




Table 4.3: Characteristics of individuals in further training
(All individuals entering schemes Jan-March 1989)

Characteristic All Men

No. in advanced training (thousands) 73,033 48,895
of which (in %)
general/basic training 75 67
training in particular skill 19 27
for vocational or other qualification 6 6

Age (in %)
Under 25 20 18
25 to less than 35 50 55
35 to less than 45 20 18
45 to less than 55 9 8
55 and over 1 1

Duration of unemployment prior to training:
(in %)
Not unemployed
Less than 1 year
1 year to less than 2 years
2 or more years

For those in basic/general training only:
Duration of unemployment prior to training:
(in %)
Not unemployed
Less than 1 year
1 year to less than 2 years
2 or more years

Method of training (in %)
Full-time
Part-time + on-the-job (OTJT)
At home




Table 4.3: Characteristics of individuals in further training
(continued)

(All individuals entering schemes Jan-March 1989)

Characteristic All Men Women

Educational qualifications (in %)
No school-leaving certificate 2
Basic certificate (Hauptschulabschluss) 45
Technical (Fachhochschulreife) or
Final {(Hochschulreife) certificate 53

Post-school qualifications (in %)
None 21
Up to 2 years OTIT 6
2 or more years OTJT 63
Training outside firm 10

Source of scheme funding (in %)
Firm 2 1
Trade union 12 10 17
Employers’ organisation/guild etc. 28 34 15
School 18 15 24
Bundesanstalt 40 39 43
(Bundesanstalt % of basic training) (46) (46) 45)

The characteristics of females on further training schemes are
somewhat different to those of males:

* a greater proportion of females are engaged in general or
basic training courses;

their ages are more dispersed;

a significantly greater proportion of them have been unem-
ployed prior to training;

fewer are undertaking on-the-job training as part of their
programme;




e females have better schooling qualifications but similar
post-schooling qualifications; ‘

a greater proportion of females are sponsored by em-
ployees’ organisations, probably reflecting the lower pro-
portion engaged in acquisition of crafts or skills and there-
fore sponsored by guilds and similar organisations.

Table 4.4 gives similar details for those engaged in re-training. Not
surprisingly, those engaged in re-training have somewhat different
characteristics from those engaged in further training: the re-trairiees
have similar educational qualifications but much inferior post-school!
qualifications and experience to those in further training. Almost all
re-trainees are on full-time training courses, unlike the third or so
following mixed part-time courses and on-the-job training among
those engaged in further training. A greater proportion of re-trainess
have been unemployed prior to the training course, although, per-
haps somewhat surprisingly, roughly the same proportion of partici-
pants are funded by the Bundesanstalt. However, the reduced

emphasis on training in crafts and skills is reflected in the lower pro-
portion of participants funded by employers’ organisations and guilds
relative to firms and technical schools. Finally, unlike those engaged
in further training, the difference between the profiles of male and
female re-trainees is not distinct.




schemes

Table 4.4: Characteristics of individuals in re-training

(All individuals entering schemes Jan-March 1989)

Characteristic All Men Women
No. in re-training schemes (thousands) 11,750 7,289 4,461
Age (in %)

Under 25 20 20 21

25 to less than 35 57 58 54

35 to less than 45 19 18 20

45 to less than 55 4 3 5

55 and over Q 1 0
Duration of unemployment prior to training:

(in %)

Not unemployed 25 24 25

Less than 1 year 60 60 60

1 year to less than 2 years 10 10 10

2 or more yeais 5 6 5
Methed of training (in %)

Full-time 98 98 98

Part-time + on-the-job (OTJT) 2 2 2

At home 0 0 0
Educational qualifications (in %)

No school-leaving certificate 9 13 3

Basic certificate (Hauptschulabschluss) 50 53 44

Technical (Fachhochschulreife) or

Final (Hochschulreife) certificate 41 34 53
Post-school qualifications (in %)

None 54 57 50

Up to 2 years OTJT 3 2 4

2 or more years OTJT 32 33 37

Training outside firm 1 8 15

Continued on next page



Table 4.4: Characteristics of individuals in re-training
schemes (continued)

(All individuals entering schemes Jan-March 1989)

Characteristic All Men Women
Source of scheme funding (in %)

Firm 17 19 14

Trade union 1" " 12

Employers’ organisation/guild etc. 9 1 5

School 22 17 31

Bundesanstalt 41 43 37

Wage subsidies and on-the-job training

The previous section suggested that those engaged in further training
and re-training spend much of their time in off-the-job training. Ta-
bles 4.3 and 4.4 showed that many of these participants had reason-
ably good schooling and post-schooling investments, especially
amongst those engaged in further training. Thus these courses are still
designed in part to reflect the original objective in adult training of
encouraging occupational mobility. Nevertheless, the proportion of
participants who have been unemployed prior to training has in-
creased, and is especially high among re-trainees and women in fur-
ther training.

The Bundesanstalt also finances schemes designed to give a
greater involvement in on-the-job training. Since such schemes in-
volve the firm financing the training, a wage subsidy is paid to the
firm. This subsidy is sometimes termed a ‘settling-in allowance’
(Einarbeitungszuschuss). The idea behind the programme is to place
individuals with hiring problems, such as the long-term unemployed,
old people without skills, and people with restricted work ability. A
subsidy of between 50 and 70% of earnings is provided for up to two
years, although the payment must be reduced after six months.

More generous provisions exist for older workers. Workers aged
over 50 who have been aut of work for more than two years can be

e
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subsidised up i0 75% of wage costs for a period of up to eight years.
Some 8,000 new claims for the special scheme for older workers
were received in 1987, compared with 49,000 for the more general
and somewhat less generous scheme for a wider range of partici-
pants. Under a proposal under review at the Bundesanstalt in june
1989, however, it is proposed to extend these rather more generous
terms to the long-term unemployed in other age groups. Participants
in the proposed scheme must have been continuously unemployed
for at least one year, and the subsidy is to be granted for at feast one
year’s duration. The worker must be employed for at least 18 hours
a week. The structure of the subsidy is as follows:

 for a person unemployed for at least three years, 80% re-
placement of wage costs for the first six months, and 60%
for the second six months;

for a person unemploved for between two and three years,
70% for six months and 50% thereafter;

for a person unemployed for between one and two years,
60% in the first six months and 40% thereafter.

The most interesting points concerning this new programme are:
first, the relatively high replacement rates, at least for the first six
months of the programme and, secondly, the emphasis on the long-
term unemployed. A relevant question, therefore, is the extent to
which the wage-subsidy programme, in its previous manifestation,
was targeted on the ‘hard-to-place’ groups, such as the long-term
unemployed. Again, it is useful to look at the characteristics of en-
trants to the scheme in the early part of 1989, and this information is
detailed in Table 4.5.

An examination of the characteristics uf scheme entrants in this
Table suggests that there is a wider dispersion of age than for training
schemes, although the median entrant is stiii around 30 years old.
Mosi have some on-the-job training, but have generally left school
having attained a lower academic level on average than adult trai-
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nees. A much greater proportion of those receiving the subsidy were
unemployed prior to the scheme, but it should be noted from Table
4.5 that only 15% had been out of work for more than a year; the
majority had been out of work for considerably less than that (in fact,
the median duration is around three months). For almost three-
quarters of participants, the expected duration of the subsidy is not
more than six months.

Itis apparent, therefore, that the scheme is now effectively targeted
on individuals with fewer formal qualifications and a greater prob-
ability of recent unemployment experience than those entering adult
training programmes. The analysis of the characteristics of partici-
pants suggests, however, that the wage-subsidy programme may not
reach the ‘hard-to-place’ long-term unemployed. Furthermore, few
older workers currently enter the scheme, nor do those with extreme-
ly poor work experience.

Whether such individuals can be reached by the final type of
scheme: the public job-creation programme (ABM), therefore, is the
next issue to be considered.




Table 4.5: Characteristics of individuals receiving the wage
subsidy

(All individuals entering the scheme Jan-March 1989)

Characteristic All Men  Women
No. receiving subsidy (thousands) 8,063 5253 2,810
Age (in %)

Under 25 24 21 29

25 to less than 35 41 43 37

35 to less than 45 22 21 22

45 to less than 55 12 12 ik

55 and cver 1 2 1
Duration of unemployment prior to subsidy:

(in %)

Not unemployed 8 8 9

Less than 1 year 77 78 76

1 year to less than 2 years 10 10 10

2 or more years 5 4 5
Expected duiation of subsidy (%):

3 months or less 14 13 18

4 to 6 months 58 58 58

7 to 12 months 28 29 24
Educational qualifications (in %)

No school-leaving certificate 9 10

Basic certificate (Fauptschulabschluss) 56 60 51

Technical (Fachhochschulreife) or

Final (Hoc"ischulzeife) certificate 35 30 44
Post-school qualifications (in %)

None 24 24 23

Up to 2 years OTJT 5 4 6

2 or more years OTJT 57 57 57

Training outside firm 14 15 14
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Job-creation measures

The object of the job-creation measures, of which the major measure,
and the only one considered here, is that implemented by the
Bundesanstalt and kiwown as the ABM programme, is to organise
temporary employment for the unemployed. As with the Community
Programme in Britain, the Bundesanstalt finds sponsors to carry out
projects employing people assigned by the local employment offices.
As with the Community Programme, such projects must not displace
existing projects; that is, they must be new projects which could not
be carried out at the time without Federal assistance, and they must
produce publicly useful ‘output’ (Schmid, 1988). Sponsors must con-
tribute at least 10% of the costs, but the Bundesanstalt can provide
up to the remaining 90% (sometimes supplemented by the Federal
government itself, and by the Linder). Workers assigned by the local
employment agency must have been without work for at least six
months, and the Bundesanstalt can finance from 60-80% of total
wage costs. Support is normally for one year, but can be extended
up to two years, or even beyond, if there seems to be a prospect of
permanent employment (CEC, 1987).

At its peak in the mid-1980s, well over 100,000 individuals were
on ABM programmes. Table 4.6 suggeststhat a large number of place-
ments are now found in public sector administration and in the social
services; indeed, over half of placements for women are in the social
services. In contrast, almost 90% of thase employed in agricultural
work are men. These, and the general category ‘other’, are the major
industrial sources of placements.

For people with disabilities, and those with industrial injuries,
placements are evenly divided between these four major sources of
agriculture, administration, social services and ‘other’. For the elder-
ly, perhaps surprisingly, agriculture provides the greatest number of
placements, whereas the young have a relatively lower proportion
in administration. The long-term unemployed form the greatest num-
ber of placements, and their proportions in the various occupations
roughly reflect the overall allocation. Part-time employment with



outside training have fewer in agriculture and administration. Finally,
a breakdown by sex (not shown) shows that a greater proportion of
oider people involved in the programme are male, while » greater

proportion of females placed are drawn from the fong-term unem-
ployed.




Tatve 4.6: Characteristics and industrial distribution of
ABM participants

(All individuals currently on schemes, first quarter, 1989)

Codes of columns:

1) People with disabilities

2) Aged 50 or over

3) Aged under 25 with no training

4) Long-term unemployed (greater than 12 months’ duration)

5) ‘Hard-to-place’

6) Industrial injuries and health problems

7) Part-time employment (for example, with some course training)

Note: some individuals may be in more than one category (column).

Tctal numbers

Industry Total (1) 2 @ (4 (8 (©

@)

Agriculture 17,351 1,445 3,696 4,945 8,949 1,929 1,648
Reclamation 54 2 n 1 43 1 2
Forestry 2663 121 612 537 1,425
Transport 1,337 76 293 213 683

Construc-
tion 5,790 126 2,161 2,286

Public utility 777 1 153 165 372 69
Adminis-
tration 1,4157 1,863 1,652 655 8,485 3,173

Social
Service 30,501 1,416 1,741 5,546 16,142 6,086

Other 24,055 1,419 2,138 8,176 10,660 3,700

2,312
2

Total 96,685 6,735 11,558 21,850 49,633 16,056




4.5 Summary of expenditures on labour
market policies

Table 4.7 provides a summary of the major expenditures by the
Bundesanstalt fiir Arbeit on various policies for 1983, 1985, 1987,
and those budgeted for 1988 (source: CEC, 1987). Proportions of
expenditure are given in brackets. It is apparent that the budget is still
dominated by the payment of unemployment benefits: the proportion
of the budget accounted for by the two benefits was 62% in 1988,
although it is necessary to remember that unemployment assistance
is now financed directly from Federal funds.

Of the ‘active’ labour market policies, it is apparent that the pro-
grammes that dominate expenditure are, by orders of magnitude,
further training and re-training, and job creation; the latter having
overtaken short-time allowances and vocational rehabilitation,
which are also major programmes. Expenditure on aduit further train-
ing and re-training and the ABM scheme combined has doubled as
a share of the budget over the last five years. However, the share of
these programmes is only slightly higher than it was at previous
peaks; for example, in the mid-1970s, expenditure on training and
job-creation programmes totalled around 20% the budget, compared
with the current figure of 22% (see Schmid, 1988, Table 3).

There remains the issue of whether ‘active’ labour market policies
are effective in the aggregate as a countercyclical macroeconomic
policy device. This issue has been studied at length by many people,
including Bruche and Reissert {1985), and Schmid (1988). At risk of
excessive simplification, the conclusions of the latter authority may
be described as follows:

* thereis a clear correlation between expenditures on active
labour market policy and the unemployment rate
throughout the 1970s and early 1980s (ibid, Figure 1). Thus
there is a countercyclical element to the expenditures.
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Earlier studies by Schmid suggest that this countercyclical
effect, although significant, was not perhaps as large as in
other countries; he suggests, for example, that active
policies reduced the aggregate unemployment rate in the
1970s by about 1.3 percentage points, compared with an
average of 3.2 percentage points in Sweden over the same
period.

Further use of active labour market policies as a ‘pure’ in-
strument of countercyclical policy is limited by the need to
establish microeconomic ‘cost-effectiveness’, and the his-
toric nature of these policies as primarily instruments of
structural adjustment and occupational mobility, rather
than of macroeconomic stabilisation. Nevertheless, several
of the studies appraising the particular programmes
examine the impact on aggregate unemployment as one of
the criteria involved in judging the success or otherwise of
particular policies. These appraisal studies are examined in
greater detail in the next two sections.
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Table 4.7: Expenditures of the Bundesanstalt on labour
market policies

(Totals in millions of DM; proportions in brackets)

Measure 1983 1985 1987 1988

Short-time allowance
and winter building
allowances 4,634(13) 2,825 (8) 2,480 (6) 2,653 (7)

Unemployment benefit 17,091 (47) 14,067 (40) 15,252 (40) 16,752 (42)

Unemployment assistance
(Federally funded) 7,124 (20) 9,126 (26)  9,030(23) 8,130 (20)

Incentives to enter
employment 228 (1) 321 (1) 538 (1) 537 (1)

Support for basic
vocational training 461 (1) 577 (2) 692 (2) 745 (2)

Further training and
re-training 3,035 (8) 3431(10) 5,615(15) 5,548(14)

lob creation (ABM) 1,177 (3) 2,177 (6) 3177 8 3,312 (8)

Vocational
rehabilitation 1,884 (5) 1,900 (5) 2,451 (6) 2,472 (6)

Bankruptcy compensation
payments 457 (1) 558 (1) 437 (1) 476 (1)

Totat 36,091 (100) 34,887 (100) 38,535 (100) 40,362 (100)

4.6 An evaluation of ABM measures

This subsection is devoted to an evaluation of the job-creation (ABM)
programme. As far as possible, we concentrate on issues also raised
in the relevant sections of chapters VI and Vil about British job-
creation measures, in order to allow for a direct comparison.

At the outset, it has to be stressed that all the evaluation studies
on ABM measures suffer from a lack of (appropriate) control group
data, as is the case with most, if not all, British analyses (see Chapter




VI on British labour market policies). As has been discussed in Chap-
ter 1, this is extremely unfortunate, since virtually nothing can be
said of what would have happened to the same cohort had they not
participated in the ABM programme.

The foiiowing considerations are based on analyses by Spitznagel
(1979, 1980, 1985, 1989), who has undertaken the most extensive
research on the appraisal of the ABM programme. More specifically,
we concentrate on the more recent of his studies {(1989). The data
base of this evaluation consists of a random selection of 856 ABM
measures, which were started in August 1985, and which included
some 2,700 participants. During the course of these measures, their
entries and exits into or out of the measures were sampled in a special
survey carried out at the labour offices. Most interesting for our pur-
poses, is the information about the first labour market destination
immediately after leaving the measures, and a follow-up survey of
these participants in April 1989 which is, on average, 32 months after
the exit from the ABM measure for each individual.

Our first consideration is the problem of target efficiency, that is,
whether the programme really concentrates on individuals decreed
to be the target group put forward by the Employment Act (AFG). As
has been outlined previously, the target group of ABM are those in-
dividuals whose placemeni into jobs is very difficult, such as the
long-term unemployed, older unemployed people and people with
disabilities or with health restrictions. Table 4.8 compares the pro-
portion of ABM participants belonging to target groups with the re-
spective figure for all unemployed. The latter figure is available for
Septeriber 1986 which is, by and large, appropriate, since the ABM
measures started in August 1985 and the average individual duration
of the sample within the ABM programme amounts to 11 months.
Table 4.8 indicates that about 70% of all ABM participants had one
or more of the four characteristics associated with a target group
(rows 1-4)° compared with 48% of all unemployed persons (last row).
With the exception of the older unemployed, the target group is clear-
ly over-represented in the group of ABM participants compared with

1uo




all unemployed persons. For example, the long-term unemployed are
represented twice as much in ABM compared with the number of
unemployed (17.5 and 35.6% respectively).

Table 4.8: Proportion of ABM participants belonging to

target groups, 1986
(Percentages)
Individua!l All ABM First labour market
Characteristic unem- | partic- destination after
ployed | ipants ABM (percentages
of column 2)
Employ-| Unemploy-
ment | ment
(1) (2) (3) (4)
Disability 1.4 3.5 24.7 64.5
Age of 50 and older 8.7 3.1 25.6 69.5
Age of 25 and less 4.7 12.2 21.4 51.6
Duration of unemployment
one year and more 17.5 35.6 22.6 61.7
One of these characteristics | 32,4 54.4 22.6 60.0
Three of these characteri-
stics 2.0 0.9 20.0 72.0

Source: Spitznagel (1989).

This is somewhat at variance with the experience of the British
Community Prograinme, although the figures in Chapter VI, Table
6.8 refer to people unemployed for two years and more. Figures for
these very long-term unemployed are displayed in Table 4.9. Note
that these figures cannot be compared with those of Table 4.8 be-
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cause, for example, in Table 4.9 an ABM participant with a one-year
duration of unemployment may be in the age category 50 years and
more, while this is excluded in Table 4.8 (see endnote 3).

Table 4.9: Some characteristics of ABM participants and of

all unemployed
1986 (Percentages)

Characteristics ABM participants®| All unemployed
Male 59.6 50.8
Female 40.4 49.2
Age
15-19 11.0 7.3
20-24 20.4 17.3
25-29 18.2 15.4
30-34 16.1 12.0
35-39 7.3 9.8
40-44 6.2 7.7
45-49 8.1 9.4
50-54 7.2 8.6
55 and over 4.8 125
Duration of unemployment
(before ABM)
less than 13 weeks 13.7 325
13-25 9.8 15.8
26-38 13.1 1.1
39-51 8.6 8.7
52-77 21.2 10.3
78-103 12.9 6.1
104 weeks and more 20.7 15.5
Vocational training
with? : 23.5 38.7
without 40.9 50.8

* = Inflows into ABM programme weighted by duration in ABM
b= Completed apprenticeship training
Source: Spitznagel (1989).
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Turning to the very long-term unemployed, their share among
ABM participants amounts to 21% compared with the 16% figure of
all unemployed. Without putting too much emphasis on this point,
it seems that ABM is more successful in targeting long-term unem-
ployed people than the British Community programme.

Taken together, and judged by the evaluation criterion of target
efficiency, the ABM programme has a favourable record.

More important, however, is the criterion of (re-Jemployment
probabilities. A rough inspection of Table 4.8 reveals that employ-
ment is the first labour market destination for only 22% of all ABM
participants after leaving ABM. Even for the most successful age
group (age of 25 and less), more than half of all participants enter the
unemployment pool (again). These overall figures are disaggregated
in Table 4.10. Column (1) of this Table displays the share of individ-
uals who received a job immediately after leaving ABM. As can be
seen, these shares range from 14.2% for participants older than 54
years up to 30% for the age group 25-29 years. Moreover, the shares
are inversely related to the length of the previous unemployment

spell. With the exception of the categories 78-103 and 104-130
weeks (not reported in Table 4.10), they decrease steadily from 26 to
20%. Not surprisingly, individuals without vocational training face a
smaller employment probability (16.7%) than those with a com-
pleted apprenticeship training (25.7%).




Table 4.10; First labour market destination of individuals
leaving the ABM programme

1986 (Percentages)
Employment U |tain- | O U
N [ing T N
Job received by E H K
Characteristics| T M Jeduc-| E N
of the o) from P Jation | R O
Individuals T |place-| provi-|self- | L w
A |ment | ders |soughtj O N
L of Y
ABM E
D
1M @ 6 4) 1) (6) i @
Total 224 62 89 73 598 45 48 84
Male 214 68 74 72 613 53 44 77
Female 248 5.1 121 76 569 32 58 95
Age
15-19 189 85 1.2 92 516 89 31 172
20-24 23.1 83 55 93 576 6.1 5.2 8.0
25-29 300 46 135 119 546 39 48 6.7
30-34 253 47 142 64 56.7 5.1 45 84
35-39 163 34 84 45 702 1.7 22 96
40-44 19.1 51 108 32 675 25 58 5.1
4549 185 53 10.1 31 645 44 61 6.6
50-54 222 7.1 121 3.0 682 - 50 45
55 and over 142 39 87 16 756 - 95 08

Continued next page




Table 4.10: First labour market destination of individuals
leaving the ABM programme (continued)

1986 (Percentages)
Employment U train- | O u
N ling T N
Job received by E H K
Characteristics| T M leduc- | E N
of the (o) from P |ation | R o)
Individuals T | place-|provi-| self- | L w
A | ment |ders |sought| O N
L of Y
ABM E
D
D) 2 Q) CORECY e ; (8
Duration of un-
employment
before ABM

< 13 weeks 26.1 92 95 74 504 90 29 1.8
1325weeks | 269 7.8 74 117 511 6.1 7.4 84
26-38weeks | 226 58 87 81 577 40 57 100
39-51 weeks | 21.1 57 69 85 61.1 36 68 73
52-77weeks | 200 52 76 72 647 3.0 40 84
78-103 weeks | 25.1 71 119 61 601 51 51 45

Vocational
training
with 257 65 113 79 613 19 56 57
without 167 66 44 57 630 62 45 96

Source: Spitznagel (1989).

Columns (2) and (4) of Table 4.10 split the employment prob-
abilities into three subcategories, defi~ed according to how the job
was found: by placement managed b - the labour offices (col. 2},
being kept on by the firms in which the ABM measures were under-
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taken (col. 3), or by the individual’s own successful search (col. 4).°
Without going into details, for most of the subgroups, being taken on
constitutes the major part of the employment probabilities. For
example, half of all participants aged 25-39 who entered employ-
ment did so by being taken on. Successful own job search seems to
decline with age, but it is not known whether this is also due to lower
search intensity in older age groups due to discouragement.

Itis interesting to compare the overall employment probability of
the ABM programme with that of the Community Programme (CP).
As can be seen from Table 6.6 in Chapter V1, 23% of all individuals
leaving the CP were in employment (full- and part-time) as the first
labour market destination. This corresponds with the 22.4% figure
for the ABM programme. The figure for those who enter unemploy-
ment is somewhat higher for CP (65%) compared with ABM (60%),
but the higher proportion of ‘unknown’ destinations in the ABM pro-
gramme (8.4%) compared with the CP (4%) may cloud the issue.
Hence, from this viewpoint, itis hard to identify differences in success
between the CP and the ABM.

“ocusing on ABM again, people who finish ABM may enter the
uriemployment pool only for a short period of time. On the other
hand, employment spells may not last very long. It is therefore im-
portant to see what happened to ABM participants in the ‘long run’.
Table 4.11 firstly summarises some results of Table 4.10 and, second-
ly, reports the respective shares as surveyed on 1 April 1989.”

1i4
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Table 4.11: Labour market status of individuals after
leaving the ABM programme

(Percentages)*

Destination Firstlabour  Surveyed 32
marketdest-  months after
ination, 1986  leaving ABM,

1989

Employment 224 41.2°
Unemployment 59.8 41.3
Training/education 4.5 3.2
Other® 4.8 10.3
Unknown 8.4 4.0

Notes:

a) see text for details

b) including ABM measures

¢) such as retirement, withdrawals from the labour force, illness.

Source: Spitznage! (1989), p. 531.

This date is, on average, 32 months later than the individual’s exit
from the ABM programme. Unfortunately, no information is available
as to what happened between the two dates. Given this caveat, Table
4.11 displays a remarkable increase in the share of participants being
in employment.” For long-term unemployed persons, aslightly lower
share of 38% being in employment is reported. Correspondingly, the
share of those in unemployment falls. In total, we have an equal share
of about 40% of persons being employed and unemployed, respec-
tively. Compared with the British CP, we note that Tablc 6.7, Chapter
VI, also reports an increase in the share of employed participants
surveyed, eight months after leaving the CP.

The 40% figure in Table 4.11 is clearly a remarkable figure (given,
howevcs, its limitations), but it can hardly be used to infer whether
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ABM is a success or not. Put differently, what is the share of similar
people being in employment in April 1989 who became unemployed
at the end of 1985, but who never entered the ABM scheme? In the
absence of a control group, this question cannot be answered. More-
over, given the design of the surveys, it is impossible to extract from
aggregate outflow data information comparable with those discussed
here. Like the study on the British CP, we are left with considerable
Jancertainty whether the ABM really pays off. On the other hand, a
figure of 38% of long-term unemployed being in employment about
three years later is clearly good news.

It is interesting to see ABM evaluated from the empioyers’ view-
point.9

Employer evaluation of ABM schemes

Sellin and Spitznagel (1988) consider job-creation measures from the
providers’ pcint of view. A survey of ABM schemes beginning in Aug-
ust 1985 was carried out, in which 750 providers expressed willing-
ness to be surveyed. Of these, 204 were chosen at random. This is
very much a subjective analysis and therefore the figures quoted only
reflect perceptions. We can surmise, too, that those providers not
willing to participate in the interview may have a more negative at-
titude to ABM, and this is likely to introduce self-selectivity bias into
the results. Three measures of effectiveness are distinguished.

First is the permanence of ABM activity. One of the aims of ABM
is to create permanent jobs and to contribute to the improvement of
the social infrastructure. With this in mind, providers were ques-
tioned on the chances of ABM-promoted schemes becoming a regu-
lar act-ivity of the firm/institution, and thereby helping to create non-
promoted employment. Of those providers surveyed, 71% agreed
that the ABM project work could be repeated in the same or a similar
fashion and a further 21% of these suggested that the likelihood was
hlgh that the project work would become part of their regular activ-
ity."” The ABM scheme can thus be regarded as providing the em-



ployer with an incentive to explore a project area which may well
lead to permanent employment.

Asecond measure considers the retention of ABM employees. This
measure of effectiveness is based on previous work by the 1AB (institut
fiir Arbeitsmarkt- und Berufsforschung) which concluded that, in the
past, 10% of the individuals on ABM schemes were given regular
work in the same area after completion. Otners found work else-
where (by placement or self-sought positions) or took up an appren-
ticeship, so the number directly absorbed into employment rose to
20-25%. Once individuals who obtained a job after a period of un-
employment are included, the figure is higher still, at 50%. This com-
pares favourably with Spitznagel’s earlier findings. The survey reveals
that providers intend to continue taking on 10% of ABM workers
permanently.

When an inquiry of this type is made among ABM scheme pro-
viders, information can be sought on the presence of Hawthore
effects, which would manifest themselves as a change in the beha-
viour of the permanent workforce in response to the employment of
promoted workers. What is needed, for example, is a measure of
priductivity of the permanent staff before and after the introduction
of ABM labour. All that is given in this study, however, is the subjec-
tive evaluation of the provider regarding relative work performance
of the two groups and whether ABM labour was treated sceptically
by the permanent workforce (a problemin 15% of firms interviewed).

The third measure of effectiveness was concerned with future par-
ticipation in the ABM scheme. Sellin and Spitznagel try to gauge the
willingness of providers to participate in the scheme in the future.
Over 60% of those interviewed expected to raise the number of ABA
workers over the period 1985-90, 35% expected the figure to remain
constant, and only 3% were planning a reduction. At first glance, this
augurs well for the future effectiveness of the scheme, but there are
two drawbacks to be borne in mind. Firstly, as mentioned briefly
above, the sample is made up of employers who expressed willing-
nessto be surveyed and these are more likely to be enthusiastic about
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the scheme than those who decline. This will tend to introduce an
upward bias into the statistics. Secondly, the fact that employers are
willing to raise the number of ABM workers in their labour force does
not imply that these individuals will be given permanent employ-
ment. It may be the case that they require a large number of temporary
workers in the near future who will be laid off after a particular project
is completed. To identify this effect, it would be necessary to re-
examine individuals’ circumstances a substantial period after the ter-
mination of a scheme (as in Hofbauer and Dadzio (1987) and
Blichtemann (1983) in the context of training schemes: see below).
This type of analysis would also clarify the extent of churning effects.

In contrast to Spitznagel {1979), it appears that a displacement
effect may prevail, as 10% of providers have increased their quota
of ABM workers whilst simultaneously reducing the number of per-
manent workers over the period 1980-85. Nevertheless, the finding
made by Spitznagel that some permanent workers have their con-
tracts reinforced - ABM projects is supported here, as 38% of pro-
viders have employed a larger number of both ABM and permanent
workers between 1980 and 1985, and a further 4% have increased
ABM-promoted labour whilst keeping the stock of permanent work-
ers constant.

With reference to deadweight, the authors regard it as important
to distinguish between ABM projects which are being used to aid the
development of new areas and those which take place withit the
usual activity of the provider. It appears that ABM measures are in-
volved in a good deal of innovation, as 59% of all projects are in
spheres which were previously unexplored by the firm, but there is
also evidence of a small substitution effect, in that 2% of providers
admitted that the promoted work used to be carried out by non-
promoted employees. The analysis is extended by questioning pro-
viders on risk factors which, if present, indicate a tendency to replace

permanent by promoted workers. The factors and proportion of firms
affected are as follows:"




the promoted scheme is mainly used to close important
gaps in supply (42%);

the firm often or always has to consider whether the project
is really ‘additional’ (16%);

the promoted work used to be carried out by non-promoted
workers (2%);

the number of permanent workers has fallen from 1980 to
1985 (21%);

there is a great deal of financial flexibiiity in the determina-
tion of personnel expenditure (13%).

Cost per job for the ABM programmes

From the information provided by 3pitznagel (1579), an approximate
cost per contract can be calculated. He takes 2,736 projects granted
in 1975 and 1976 which represent 20% of the total, implying that
there were 13,680 projects in all. The overall cost can be estimated
at DM 3,812.5 million, of which DM 1,555.5 million came from the
public purse. In 1975 and 1976 public finance created 46,500 new
contracts through ABM, which gives a gross cost per contract of DM
33,452. This is a gross figure, as it does not take into account the fact
that unemployment benefit, for example, does not have to be paid
to an ABM worker.

Spitznagel (1985) compares the costs of placing an individual on
an ABM scheme with the financial benefits of removing him fromthe
jobless total. The costs refer to expenditures incurred by the provider
and the Bundesanstalt fiir Arbeit (Federal Employment Institute - FEI)
of setting up the project, for instance, worker-maintenance allow-
ance. For 71,000 promoted workers in 1984, total cost amounted to
DM 2,552 million. Benefits are obtained, as once an individual is
placed on an ABM scheme he does rot receive unemployment
benefit and starts paying income tax and health insurance. The total
benefit arising from ABM participation in 1984 was estimated at DM
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2,455 million. These ‘benefits’ include savings in unemployment
benefit and unemployment assistance which are not paid to ABM
workers, increased direct and indirect tax receipts and pension and
health insurance contributions. Furthermore, benefits are created dir-
ectly by ABM and indirectly due to the secondary effects on those
permanent workers who have their contracts extended as a conse-
quence of the firm’s execution of an ABM-sponsored project. Net
cost of the sponsored workforce is therefore DM 97 million. No at-
tempt is made to value outp t of the projects, which may well lead
to the benefits outweighing the cost of the programme. The problem
in such a valuation is that the value of output produced by the long-
term unemployed, for example, is likely to be lower than for ‘more
able’ groups." It would be useful to know the internal rate of return
of an ABM project, but this is not calculated by Spitznar al.

Bach et al. (1986) estimate that, in 1984, 105,000 *.cw contracts
were created and 95,000 were removed from the unemployment
register as a result of ABM. This means that each new contract cost
DM 924, and one individual could be removed from total unemploy-
ment for an (average) expenditure of DM 1,021. Table 4.12 provides
a comparison of the figures for 1984 and 1985.

Table 4.12: Cost of ABM projects, 1984 and 1985

Year 1984 1985
Number promoted ("000) 71 87
Total cost (DM mill.) 2,552 3,368.6
Total benefit (DM mifl.) 2,455 3,074
Net cost (DM mill.) 97 294.6
Contracts created ('000) 105 128
Net cost per contract (DM) 924 2,302
U/E reduction ('000) 95 116
Net caost per UfE worker (DM) 1,021 2,540

Notes: Source for 1984 is Spitznage! (1985), except for contracts created and
number removed from jobless total (Bach et al. (1986)) and cost per contract/un-
employed worker (own calculations), Source for 1985 is Bach et al., except cost
per contract/unemployed worker which are own calculations.
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It is apparent from the Table that the marginal cost of promoting
ABM workers rose between these two dates. Whilst total cost in-
creased 32%, benefits in 1985 were only 25% above the 1984 level.
The number of contracts created, and the number taken off the un-
empioyment register, both grew 22% over the period. Table 4.13
gives the average cost per worker over the period 1981-85. The dra-
matic rise in marginal cost of the ABM programme in the first half of
the 1980s is apparent.

Table 4.13: Gross and net cost of ABM

Year 1981 1984 1985

Number promoted ('000) 40 71 87
Average gross cost (DM '000) 41 359 38.7
Average net cost (DM) 700 1,352 3,39

Average net cost (DM) na 10456 13,579
(without indirect effect)

Notes: Source for 1981 figures is Bruche and Reissert {1985). For other sour-
ces, see notes to Table 4.12.

The figures st:ggest that the ABM scheme can only be expanded
further at a rising cost per worker which, in the limit, is unlikely to
be politically feasible. Notice the dramatic rise in average net cost if
indirect effects are ignored. If these costs either do not come into
being or the input-output model used in the evaluation is mis-
specified, then the cost per ABM job rises above the cost per trainee.

4.7 An evaluation of training schemes

Evaluation studies: re-employment probabilities and
targeting

The studies of the effectiveness of training have been concerned with
two questions:




* how has training affected re-employment probabilities?
* How well is training targeted?

The evidence suggests that these questions are closely related.

Hofbauer (1981) compared data from two surveys to facilitate his
analysis of measures designed to enhance further training and re-
training. One of these surveys contained information on those par-
ticipating in vocational training schemes, while the other dealt with
the structure of the unemployed. By comparing these data sets, he
was able to contrast the numbers of unemployed workers before and
after training. Most of the analysis is carried out for the period July
1979 to end of September 1980, although some results for 1978 were
also presented.

In the context of Hofbauer’s analysis, we can identify three
measures of the effectiveness of training schemes. Firstly, we may
regard people leaving a scheme early, or not completing it success-
fully, as a sign that resources have been used inefficiently. In the
former case, it might be argued that the individuals concerned did
not need the training and, in the latter case, one might argue that the
individuals concerned were unsuited to the training. Both are forms
of deadweight. However, this is a misleading interpretation if trainees
have left the scheme after a period in which they have learned new
skills which enable them to secure employment before the planned
end point of the training. Nevertheless, Hofbauer and Dadzio (1987)
take as their control group those trainees who leave a scheme, for
reasons other than lack of suitability, within one month of the starting
date."” They find that one-third of these individuals enter directly into
employment and imply that this is pure ‘deadweight’. As argued, this
measure of effectiveness can be regarded as a little pessimistic, be-
cause even Brief periods of training can assist fast learners in securing
employment. The following groups were |dent|f' ed as being most
likely to leave a scheme early:

e individuals with no lower secondary school-leaving certifi-
cate; ' .




individuals with no vocational or school education in
general;

* low-income groups;
* individuals who were unemployed before the scheme.

It seems highly unlikely either that these groups wil! be those en-
tering straight into employment or that they are the most receptive to
training. Indeed, the fact that those leaving early are likely to be low
achievers provides a rationale for the fact that only one-third of pre-
mature leavers do so in order to take up work. Others leave presum-
ably due to financial difficulties (possibly to take up illegal work),
personal problems or leamning disabilities.

We cannot directly use Hofbauer’s analysis to jud e whether the
above groups of individuals are not suited to the training schemes or,
conversely, if it is the schemes which are not suited to these individ-
uals. Nevertheless, the fact that the least-qualified individuals have
such a high drop-out rate has prompted the Bundesanstalt to initiate
measures to prepare them for training (see Schmid (1988), p.80).

Hofbauer’s second measure of effectiveness examined the per-
centage of those leaving a (successfully completed) full-time training
scheme between July 1979 and the erid of September 1980 who were
unemployed at the end of September 1980. The study presented re-
sults for further training and re-training programmes and the wage-
subsidy scheme, although a detailed breakdown in terms of various
characteristics of the participating groups is only given in the former
two cases. The group which had completed the wage-subsidy
scheme had the highest (immediate) re-employment probability: only
1.2% of those leaving schemes during the reference period were un-
employed at the end of September 1980. This compares with 8.2%
for those successfully completing further training, and 11% for those
coming from a re-training scheme. This accords entirely with a priori
expectations: wage-subsidy participants are actually working during
their period of training, and it seems likely that they will continue to
be employed for at least a short period at the end of the scheme.
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Those on further traininig and re-training programmes seek employ-
ment only at the end of the course, so are less likely to be in work
until a period of search has elapsed. This points to the need for an
analysis of re-employment probabilities over a longer period.

Men were, on average, less likely than women to be unemployed
after successful completion of a training scheme, although re-training
appeared to benefit women more than men (compare Table 4.3). The
more detailed results indicated that re-employment probabilities de-
crease with age, although individuals under 20 years of age have a
high incidence of unemployment among those successfully complet-
ing training programmes. Also, there appears to have been an inverse
relationship between re-employment probabilities and educational
qualifications attained, in thatindividuals with a university education
were two to three times more likely to be unemployed after complet-
ing their training than those who left school, even without a certifi-
cate of lower secondary education. Although this might suggest that
individuals with lower educational qualifications were more recep-
tive to training, it is more likely to depict unobserved heterogeneity:
those participants who have a university education may have other
characteristics which lower their re-employment probabilities. The
latter is indeed likely to be the case, as such individuals would usually
not be expected to need further training. Table 4.14 details the resuits.
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Table 4.14: Percentage of individuals who successfully
completed a further training or re-training scheme between
1.7.79 and 30.9.80 and are unemployed at the end of
September 1980. By type of scheme and chosen
characteristics. (In % of those successfully completing the
respective schemes)

Type of scheme
Characteristic Further training Re-training

Sex

Male 6.0 n.z
Female 1.6 10.0

Age

<20 24.2 (40.7)
20-25 7.6 na

25-30 7.0 9.0
30-35 7.5 10.0
3540 8.3 n.7
4045 8.2 13.4
45-50 9.7 14.8
50-55 10.7 12.9

55-60 13.6 (27.0)
60-65 15.1 (15.4)

Education

Group 1 4.0 4.5
Group 2 8.1 13.2
Group 3 7.7 8.2
Group 4 12.3 10.6

Notes: Figures in brackets represent less than 100 observations used. Key to
educational groups: (1) No lower secondary school-leaving certificate
(Hauptschulabschluss); (2) with Hauptschulabschluss; (3) with intermediate
school-leaving certificate (Mittlere Reife); (4) higher education.

Source: Hofbauer (1981),




The final measure of effectiveness used by Hofbauer is the dif-
ference in duration of unemployment between individuals who par-
ticipated in training programmes and those who did not. This latter
group is thus presented as a control group, and the sample for this
comparison was comprised of all people who were unemployed at
the end of September 1980. Bias is unlikely to arise due to sample
selectivity, since those who did not participate did not self-select, but
there is no indication that the distribution of characteristics between
the control and the test groups is identical. Indeed, if training is
targeted, the difference in characteristics between the two groups
should be marked. Hofbauer’s analysis is limited, in that itis not fuiiy
multivariate; that is, combinations of, at most, three characteristics
are examined. There is a further restriction on the sample in order to
avoid the problem of unequal forward censoring of experience after
training. Hofbauer restricts his examination at this point to those who
have completed their training at least 15 months before the reference
date (end of September 1980)." If the analysis were not carried out
in this way, then those on training schemes during the last 15 months
are almost certain to have shorter durations than non-participants, as
trainees do not belong to the registered unemployed.

Using this measure of effectiveness, one of the findings reported
above is corroborated, as unemployment duration rises as the age of
an individual increases. This again indicates that older groups have
relatively low re-employment probabilities. However, for each age
group, individuals who participate in further training or re-training
are found to have shorter unemployment durations than thase who
do not. Not surprisingly, therefore, the difference between the par-
ticipant and control groups is greatest for older individuals, as the
young would have a shorter duration in any case.

Hofbauer goes on to examine unemployment duration for the par-
ticipant and control groups according to age and each other charac-
teristic in rotation. Analysing age in conjunction with health
restrictions, for example, he finds that those in the target group ‘aged
over 45, with health restrictions which affect ability to work’, have




their duration reduced by approximately 50% after participating on
a further training scheme. Similar resuits are obtained for the re-
training programme. The analysis further considers age groups in
combination with school education, previous vocational training and
job status before unemployment where, in almost all cases, the train-
ing reduces the duration. As Hofbauer himself acknowledges, some
of his results are based on very few observations and so may be
inaccurate.

Hofbauer and Dadzio (1984) extended Hofbauer’s earlier work
by considering three different categories of vocational training: re-
fresher training, re-training, and a wage-subsidy scheme designed to
aid vocational adjustment. The method of examination parallels Hof-
bauer’s earlier study, with additional data being taken from a data-
base on those receiving unemployment benefit (Arbeitslosengeld) or
for those not entitled to full benefit, uiemployment assistance (Ar-
beitslosenhilfe). Information on the structure of participants was
taken for those individuals who began a scheme in the first six months
of 1983. Analysis of premature leavings and job take-up was carried
out using the data on individuals who finished a scheme in the first
quarter of 1983. The database on those receiving benefits is used to
give an indication of the location of an individual after completing
the programme, The control group is non-participants, as in the ear-
lier study, with the participant and control groups being subdivided
by characteristics which were previously shown to have 2 large effect
on re-employment probabilities, such as age, state of health and vo-
cational training.

Premature leavings are again taken to be a manife:.ation of an
inefficient use of resources, although this is once more subject to the
reservations noted above. The following groups are more likely than
others to leave each of the refresher and re-training schemes:

* individuals under 25 years of age;
* those with no lower secondary school qualification;

¢ those with no completed vocationa! training;



e previously unskilled workers;
¢ the long-term unemployed.

The pattern is less marked for individuals leaving the wage-subsidy
scheme, although there is a slight tendency for the last three cat-
egories to leave prematurely, in addition to older workers. The strik-
ing feature of these results is that, whilst 26% of those on refresher
training and re-trainin{” leave the scheme early, only 13% of those
on the wage-subsidy programme drop out ahead of the planned com-
pletion date. This difference can be traced back to the structure of
the participants in each scheme, which is illustrated in Table 4.15.

Table 4.15: Structure of participants on refresher training,
re-training and wage-subsidy schemes in 1983 (in %)15

Group Refresher Re-training Wage subsidy

1 nfa 14 9
2 30 61 26

Notes: Key to groups. (1) no lower secondary school-leaving certificate;
{2) no vocational qualification.

Source: Hofbauer and Dadzio (1984).

it is apparent that the shares of those groups prone to premature
leaving is smaller for the wage-subsidy than for the other two schemes
examined. Furthermore, 68% of those leaving the wage-subsidy pro-
gramme prematurely have not received unemployment or sup-
plementary benefit up to mid-1983. Individuals who do not receive
benefit are assumed to have entered into employment.' The corres-
ponding figures for refresher training and re-training are lower, at
57% and 44% respectively. Of those individuals who successfully
completed a wage-subsidy scheme during the first quarter of 1983,
87% had found employment by the end of June in the same year. For
refresher training and re-training, the percentages are 53% and 58%
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respectively. In combination, these results appear to demonstrate the
high degree of efficiency of the wage-subsidy programme. A more
pessimistic view is that the schemes give rise to deadweight, as a
large number of those who leave early enter directly into employ-
ment, which tends to suggest that they may not have needed the
training in the first instance. At this stage it would be useful to know
how occupational mobility was affected by each scheme, but unfor-
tunately such information is not provided, although this deficiency
is remedied by Hofbauer and Dadzio (1987), and is discussed below.

The control group is used in order that the unemployment dura-
tions of participants after a scheme and non-participants may be com-
pared, as in Hofbauer (1981). The interest centres around groups with
different combinations of the characteristics ‘age’, ‘health restric-
tions’ and ‘vocational training’. individuals who are older than 45,
are in poor health and have completed no previous vocational train-
ing, for example, have their duration reduced from 60 to 54 weeks
by participating in an advanced training measure, and to only 44
weeks if they are re-trained. In fact, participation in one of the
schemes reduces duration in all cases considered. The findings dem-
onstrate that re-training reduces the unemployment duration more
for older participants, but for further training the greatest reduction
is achieved for those between 25 and 45 years of age. Durations of
those suffering health restrictions are lowered more by both types of
scheme than for healthy individuals.

A final measure of the effectiveness of the programmes examined
by Hofbauer and Dadzio (1984) looks at how well the target groups
of labour market policy are represented among scheme participants.
There are, in general, four such groups:”

older workers;
the long-term unemployed;
individuals with health restrictions;

women.




Table 4.16 indicates that three of these groups are under-
represented (there are no figures in the paper for the missing ca-
tegory).

Table 4.16: Percentage of those belonging to target groups
in total unemployment (at end September 1982) and
among those beginning schemes in the first six months of
1983

Total unemployed Scheme participants
Women 46 36
Aged over 45 25 9
U/E one year plus 2 16

Source: Hofbauer and Dadzio (1984).

Juxtaposing the results, it appears that the better rates of re-
employment of workers after training stems from their better-than-
average characteristics. This can be examined by looking at re-
employment rates in conjunction with target efficiency.

Hofbauer and Dadzio (1987) consider target efficiency in their
general examination of further training schemes, which is conducted
in terms of those individuals who finish a full-time scheme in 1982.
The method used to obtain the data is the same as in their earlier
paper, with the addition of an employee database which delivers
information on participants’ circumstances two years after having fin-
ished their training. By identifying employees by their social insur-
ance number, it is possible to follow the progress of the individuals
themselves, rather than simply of groups sharing the same char-
acteristics. The presentation of the results regarding target efficiency
is slightly different to Hofbauer and Dadzio (1984), in that the per-
centages of those belonging to a target group are given according to
the occupation in which the individual is trained. Of those training
to be mechanical engineers, for example, only 22% come from a




target group, but 97% of gardening trainees are specifically targeted
individuals. In total, 61% of individuals on further training schemes
belong to target groups. Two years after finishing training, 52% of
targeted individuals are still employed, which is lower than the 64%
of non-targeted workers who remain employed.

In the different areas of training, there is a negative correlation
(r=-0.61) between the proportion of targeted trainees and the likeli-
hood of still being employed in the same area two years later
(measured across both targeted and non-targeted groups). Taking the
above examples again, only 37% of those training to be garden work-
ers are still employed in the same area after two years have elapsed,
whereas the corresponding proportion for trainees in mechanical en-
gineering is 74%. The reason for this negative correlation is obvious.
Individuals are in a target group because they are difficult to place,
so we should expect the proportion of these people remaining in
employment two years after training to be smaller than for those in-
dividuals who are, by definition, more easily employable. A more
relevant and useful analysis would be to consider targeted individuals
who are differentiated only by participation or non-participation in
a scheme, as this would identify the effect of training on the re-
employment probabilities of an homogeneous group (targeted indi-
viduals), rather than between distinct groups.

The control group used in this study differs from the other cited
papers, as it now consists of individuals who began a scheme but
dropped out after less than one month for no other reason than a fack
of suitability. This suffers from the fact that the control group now
includes those people who are fast leamers and leave the scheme
prematurely to enter directly into employment. This gives rise to an
upward bias in the re-employment probabilities of this group. Indeed,
one-third of early leavers enter a job, for which social insurance con-
tributions have to be paid, and there are presumably others in em-
ployment for whom there is no record, that is, those working but with
no social insurance number. However, those who leave early may
have a lack of staying power, which would also differentiate them
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from the trainee group. This effect is expected to bias the re-
employment probabilities of the control group downward. Hefbauer
and Dadzio (1987), however, do attempt to guard against this possi-
bility by omitting from the contro! those individuals who are unsuit-
able for training. As was suggested in Chapter Hll, a more rigorous
control is to divide a homogeneous group into two halves, where one
is allowed to take training but the other is prevented from so doing.
Such an external mechanism will ameliorate the self-selection bias
apparent in the control groups used so far (for a detailed discussion
of participant assignment see Chapter H1).

The limitation of using social insurance numbers in order to ident-
ify individuals is that there is no record of the location of those with
no number. Of those previously unemployed individuals who suc-
cessfully completed a full-time training course in 1982, 56% were
employed two years later in a job for which ins wance contributions
were due, 19% were drawing benefit, and 259. were not recorded.
Therefore, the re-employment probabitity of all groups lies in the
range 0.56 to 0.81. In interpreting the following results, this source
of inaccuracy should be borne in mind.

The participants who were most likely to be employed two years
after finishing a training scheme were found to be:"

¢ individuals aged 20-45;

those with higher educational qualifications;

those with vocational qualifications;

previously skilled workers;

the short-term unemployed.

The probability that individuals who successfully completed a
scheme are employed two years later is consistently above that for
premature leavers. In total, only 41% of those previously unem-
ployed individuals leaving before the end of the scheme are em-
ployed after two years (with no record for 33%). This indicates,




however, that deadweight continues to be a problem which affects
the whole re-employment measure of cost effectiveness. The dif-
ference in employment probabilities between successful and prema-
ture leavers differs across characteristic groups. For skilled workers,
for example, the relevant figures are 65 and 47% respectively, but
there is less of a gap for officials/white collar workers (58 and 48%).
Asin previous analyses, an unemployed individual who successfully
completes a wage-subsidy programme has a higher employment
probability of 0.78 than someone completing re-training (0.59).
Estimates reported for further training schemes are not directly
comparable with earlier studies, as this category has been sub-
divided into different types of further training. In general, individuals
who were employed before starting the scheme are more likely to be
in employment two years afterwards (81%) than those previously
unemployed individuals (56%). This difference is especially acute for
workers aged 45 and over. Of thase in this group who were unem-
ployed prior to training, 42% were employed two years later, but for
those who were employed, this figure is 83%. Table 14.7 suggests
that subjecting the target group of previously unemployed older
workers to further vocational training has less effect on their re-
employment probabilities than for younger individuals.

Table 4.17: Percentage of individuals successfully
completing schemes in 1982 and still in employment two

years later. By age and employment status before the
measure

Age Previously unempioyed Previously employed
under 25 61 81
25-35 58 81
3545 54 82
over 45 42 83

Source: Hofbauer and Dadzio (1987).
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Comparisons with the control group demonstrate that training in-
creases an individual’s re-employment probability, as 56% of those
successfully completing training are in employment two years later,
compared to only 41% of the control group. More detailed compari-
sons are also made in terms of combinations of various char-
acteristics. An individual who belongs to a target group, comes from
a high employment area, and begins a scheme with a planned dur-
ation of 13 months or more has a 66% chance of being employed
two years after successfully completing the course, but this prob-
ability shrinks to 40% if the individual leaves before completing the
first month of the programme. The corresponding probabilities for
targeted individuals (older than 45 years, unemployed for more than
one year, and either without lower secondary school or vocational
training, or last employed as unskilled or semi-skilled labour) are
52% for those completing and 35% for those dropping out of the
course. Those who do not possess any of the characteristics of
targeted individuals are more likely to be employed in the reference
period, with probabilities of 64% for a successful trainee and 53%
for the control group. Irrespective of whether an individual belongs
to a target group, it is the case that those living in a depressed region
have lower re-employment probabilities than individuals from more
prosperous areas."”

A measure of effectiveness which appears unique to Hofbauer and
Dadzio (1987) is to look at occupational mobility, that is, job status
before, and two years after, training. A programme is deemed to be
more successful if a worker moves into a more skilled job category
as a consequence of the training. Even if the worker does not progress
in this way, the scheme should not be regarded a failure, as it may
still assist unemployed individuals in securing employment. Most
white-collar workers (72%) remain in the same category, but 9%
move down to being unskilled or semi-skilled labour after training.
Of the previously unskilled workers, 14% become white-collar work-
ersand 31% progress into skilled employment. Almost half of skilied
workers remain in this category after training, whilst 22% secure em-
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ployment in the white-collar sector, with the same proportion drop-
ping down to working as unskilled or semi-skilled labour. Whilst
these figures are useful and informative, they do not give a measure
of the extent of net mobility, although suggesting, on balance, some
increment out of the unskilled category.

A more detailed analysis is provided in terms of various rhar-
acteristics: type, duration and provider of scheme; sex; age; school
and vocational qualifications; unemployment duration and rate in
the individual’s home region. This breakdown indicates that women
are most likely to become white-collar workers after training; 35%
of female skilled workers and 32% of unskilled or semi-skilled wor-
kers cross over into this category. Similarly, a large number of indi-
viduals with an intermediate or high-school certificate transfer into
the white-collar sector. Most of those without school or vocational
training switch from being white-collar or skilled workers to unskilled
employment, although it is also true that as many as 30% of unskilled
workers without qualifications are able to secure employment as
skilled workers after training. Unemployment duration appears to
have no systematic effect on occupational mobility, butthe long-term
unemployed are most likely to make the transition from skilled to
white-collar or unskilled labour. This group is least likely to move
from white-collar to unskilled work.

One of the stated aims of training is to provide a job which, in a
suitable sense, ‘befits’ the training received. As a measure of this,
Hofbauer and Dadzio examine the proportion of unemployed indi-
viduals who are re-trained for at least 19 months and, two years later,
are employed as unskilled or semi-skilled workers. This type of job
is thought not to suit the training given and, as such, represents a
(partially) inefficient use of resources. In total, one-quarter of the in-
dividuals examined fall into this category. Both young (under 25
years) and older (over 45) workers are prone to this phenomenon, as
are those without school or vocational qualifications. As expected,
those coming from high unemployment regions are likely to end up
as unskilled workers, but the duration of the unemployment has little
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effect: 30% of those affected are unemployed for less than one month
and, of the long-term unemployed, 29% find themselves in unskilled
activities, following a lengthy period of re-training.

Table 4.18 brings together the results of both the Hofbauer and
Dadzio studies to compare re-employment probabilities at two dif-
ferent points after training.

Table 4.18: Percentage of previously unemployed
individuals who are employed after successfully completing
training, according to type of scheme

Scheme Employed after 3 months® Employed after 2 yearsb

Advanced® 33 54
Re-training 58 59
Wage subsidy 87 78

Notes:
a) Source: Hofbauer and Dadzio (1984).
b) Source: Hofbauer and Dadzio (1987). In terms of those in jobs for which

social insurance contributions are liable. There are missing records for 28%,
23% and 12% respectively.

¢} First row represents all types of further training and second row gives
figures for measures designed to establish, maintain, extend and aid adapta-
tion of vocational skills (FEEA).

The re-employment probabilities appear to be more or less con-
stant over time although, due to missing records and the factthat they
are solely for employees with social insurance numbers, those figures
in the second column should be viewed as lower bounds. It would
seem as if, at least in the German case, training schemes have a
lasting effect on chances of re-employment.

Biichtemann (1983) also carries out a longitudinal analysis in
examining trainees’ circumstances four and a half years after com-
pleting a course. This analysis looks at five types of training pro-
gramme (we are mainly concerned with the first three):

/




» advanced training and re-training;
*  ABM;

* wage subsidy;

* financial mobility assistance;*

» paragraph 41a courses.”

Three inquiries were made at different points in time: beginning
of 1978, end of 1978 and beginning of 1982, and two samples are
drawn. Sample A contains 696 individuais who were unemployed in
November 1977, and sample B comprises 512 individuals leaving
unempioyment in September/October 1977.

In order to gauge the effectiveness of training schemes, Biichte-
mann calculates for each sample the proportion of individuals that
were offered a placement by the Bundesanstalt fiir Arbeit (Federal
Employment Institute - FEI), those who, as a consequence, were able
to take up work and those still in a job given by the Bundesanstalt
four and a half years later. The results are presented in Table 4.19.

Table 4.19: Placement and employment (in %)

Sample  Offered placement Taking work Still employed
A 61 23 7
8 61 32 9

Source: Biichtemann (1983).

From the Table, it can be seen that, of those beginning employment
suggested by the Bundesanstalt, 30% of sample A and 28% of sample
B are still in that job after a period of four and a half years.

The next stage in the analysis is to measure group-specific take-up
of schemes, which is carried out in terms of both samples combined,
but restricting analysis to those still active in the labour force in 1982.
To be active in the labour force, an individual must either be em-
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ployed or be searching for work. The results are broken down into
characteristic groups (sex, age, vocational training, state of health,
job status before unemployment and total unemployment duration
1973-82). Men are more likely than women to be offered placement
by the Bundesanstalt, and are consequently dominant in each type
of training scheme. Given that women belong to a target group of
active labour market policy, an effective training programme would
be expected to increase the share of female participants. Men out-
number women by at least two to one in all schemes examined,
however.

Age appears to have very little effect, although only three
categories are examined (under 30, 30-39, and over 40). The older
group is more likely to be placed by the Bundesanstalt, and these
individuals have the greatest share of participants in advanced)/re-
training and the wage-subsidy schemes, and are aiso well repre-
sented in ABM. Those without completed vocational training have a
greater probability of starting work as a result of a Bundesanstalt
placement: 0.37 as compared with 0.32 for qualified individuals.

The training programmes are obviously identifying the long-term
unemployed as a group which needs placement assistance but,
whereas 76% of those unemploved for three years or more are offered
a placement, only 29% take up employment through the labour
office as a result of this. By way of comparison, 56% of individuals
with durations of less than six months are offered placement, and
33% actually start work.

Buchtemann finally examines whether individuals who become
re-integrated into the labour market are better qualified than before
their bout of unemployment. Participants on advanced or re-training
schemes are compared to a group which receives no training. Table
4.20 presents the results.




Table 4.20: Level of qualification among participants and
non-participants in advanced/re-training (in % of those
being re-integrated into the labour market)

Participants Non-patticipants
Better qualified 30 20
Worse qualified 16 21
Vocational advancement 18 15
Vocational decline 61 3

Source: Biichtemann {1983).

Training has the expected positive effect on vocational qualifica-
tion but, as can be seen from the second column, the difference
between those receiving training and non-participants is modest. The
fact that more trainees than non-trainees experienced vocational ad-
vancement indicates that participation on a training scheme tends to
aid (upward) accupational mobility. There is also evidence that train-
ing prevents a decline in the vocational category.

Cost per job for the training schemes

Spitznagel (1985) and Bach et al. (1986) attempt to estimate the net
cost of full-time adult training measures for 1984 and 1985 respec-
tively. Net cost is defined here as the difference between training
expenditure and the cost incurred by keeping an individual unem-
ployed. The costing of both altematives includes the amount of pub-
lic revenue foregone compared to that which would be received from
an employed person. This comprises the following two elements:

* reduced receipts on health and pension insurance;
* reduced income tax and indirect tax payments.

The figures in Table 4.21 indicate how cost per job has changed
between 1984 and 1985 for adult training schemes.

\
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Table 4.21: Cost of full-time adult training schemes in 1984
and 1985

Year 1984 1985
No. receiving maintenance ('000) 102.2 105.9
Net cost (DM mill.) 993.6 1,065.6
Contracts created ('000} 124 130
Net cost per contract (DM) 8,013 8,197
UJE reduction (*000) 14 120
Net cost per U/E worker (DM) 8,716 8,880

Notes: See notes to Table 4.19.

Although it is true that net cost per contract/unemployed worker
has risen between 1984 and 1985, the increase has been much more
gradua! than that experienced with the ABM programme. The net
cost does appear to be relatively high, however, and it is likely that
marginal cost will rise further.

Training schemes: an appraisal

The evidence from the studies of further training is complex and, at
first sight, suggests that the results have been disappointing relative
to, say, the ABM programme. Cost per job is considerably higher and
there have been great difficulties in finding suitable control groups
against which to evaluate the success of such programmes in re-
employing participants.

It is apparent that there is a trade-off between targeting and re-
employment probability; those more heavily targeted (but with worse
than average characteristics) are less likely to be employed two years
after finishing training. For instance, the Hofbauer and Dadzio (1987)
study showed that only 37% of those training to be garden workers
(97% of whom were targeted) were still employed in the same occu-
pation two years after training; whereas 74% of mechanical engin-

140

128



eering trainees (22% of whom were targeted) were still employed in
this occupation two years after completing the training. This is hardly
surprising, given that, by definition, targeted workers are hard to
place; however, thé better re-employment rates obtained for individ-
uals with better than average characteristics may involve a consider-
able element of deadweight and possibly displacement.

Of necessity, training is a long-run phenomenon. Furthermore, in
part, the further training and re-training programmes transpose an
institutional structure of training designed for long-run ‘supply-side’
productivity increases to the question of short-run macroeconomic
management. Unsurprisingly in comparison with ABM, the results
look less attractive.

References

1. Note that the regional and local employment offices in Figure 4.1
refer to the Federal Republic of Germany and do not include the
five German Democratic Republic states: Brandenburg, Mecklen-
burg-West Pomerania, Saxony, Saxony-Anhalt, and Thuringia.

. ltwill be interesting at some future date to look back and see how
the objectives and instruments of active labour market policy,
organised by the Bundesanstalt, are able to cope with the growing
unemployment problem in the eastern part of united Germany.

. This excludes overtime payments, so there is no possibility of
increasing benefits by working overtime before a period of un-
employment.

. The equalisation ~ontribution for not employing people with dis-
abilities is extremely low, so that it is not really an effective
measure to fill jobs with people with disabilities.

. Each of the first four rows refers to individuals who possess only
that characteristic, but not the other three.

. The sum of columns (2)-(4) gives the figure in column (1) if round-
ing errors are absent.
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. There is a slight reduction of the sample size (= 2,332 individuals
compared with 2,694 previously).

. Lamentably, this figure includes the unknown number of persons
being in ABM again.

. The rest of this chapter is by Derek Clark and Alun Thomas. We
are grateful for this contribution.

10. These figures are weighted by the number of ABM workers per
provider.

11. See endnote 1.

o

12.Remember that the output of an ABM project must ‘serve the
public interest’.

13.1t should be noted that different training schemes have different
durations - further training generally lasts up to six months, so
even those leaving after one month have completed at least a
small proportion of the scheme.

14. Forward censoring will always be present in this analysis, because
Hofbauer is looking at individuals at a particular point in time
from a sample of individuals selected for training at an earlier
date. Since training schemes vary in duration, those on longer

schemes are less likely to be observed at the subsequent obser-
vation point. -

15. The structure of participants seems to have changed since the date
of this study.

16.This may well be an invalid assumption. Brinkmann (1984) pro-
vides evidence that the proportion of the unemployed claiming
unemployment benefit or unemployment assistance fell from 3/4
in 1981 to 2/3 by 1984. This is mainly due to the fact that the
length of time for which benefit can be drawn has become shorter
relative to the total duration of unemployment.

17.The groups are the same as for ABM and the resuits are similar,
compare Table 4.2.

18. According to actual numbers in work.




19.This links in with the general argument that structural problems
underlie the unemployment problem in Germany - see Chapter
Il for a discussion.

20. Subsidised application costs, travel costs and financial aid on en-
tering new employment, for example.

21. Courses designed to enhance placement prospects where tuition
is given on job choice and possibilities for vocational training.
This measure is aimed at the long-term unemployed.




Chapter V

German policies: a fresh evaluation

5.1 Introduction

Although many countries experienced high levels of unemployment
during the 1970s and 1980s, the dramatic rise and the degree of
persistence of long-term unemployment within Britain and Germany
have been particularly notable (OECD, 1988 and Chapter 11 of this
study). According to the study of Haske! and Jackman (1988) for Bri-
tain, the increase in long-term unemployment seems to be attribut-
able to a decline in the outflow rates from both short- and long-term
unemployment. Haskel and Jackman discuss several possible reasons
for this fall in outflow rates. For example, they reject the ‘bulge’ hy-
pothesis, that the rise in long-term unemployment stems from the
sharp rise in inflows in the 1980s, because outflow rates from short-
term unemployment have also decreased. Table 5.1 and Figure 5.1
show the rise in long-term unemployment in Germany and the de-
cline of the outflow rate from long-term unemployment.
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Figure 5.1: Duration-specific outflow rates of
unemployment, 1977-88
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Table 5.1: Long-term unemployment in Germany, 1977-88

Number of unemployed with current

duration of unemployment

Outflow rate from
long-term unemployment

> 1 year > 2 years
1) ) (3

1977 130,533 (.14) 40,370 (.04)

1978 126,957 (.15) 42,477 (.05) 675
1979 114,410 (.16) 42,462 (.06} .665
1980 106,145 (.13) 41,756 (.05) .635
1981 162,504 (.13) 48,601 (.04) 542
1982 326,632 (.18) 80,606 (.04) 498
1983 531,632 (.25) 154,618 (.07) 527
1984 617,462 (.29) 246,872 (.12) 536
1985 665,793 (.31) 302,683 (.14) 510
1986 654,008 (.32) 320,016 (.1} 519
1987 670,170 (.32) 338,296 (.16) 483
1988 684,670 (.33) 347,260 (.17} 482

Note: Ratios of number of unemployed within given category of completed
duration of unemployment to total number of unemployed are given in
parenthesis.

Source: Calculations from data presented by Brinkmann (1989a).

The outflow rate from long-term unemployment is simply a com-
parison of the number of unemployed whose current duration of un-
employment is one year or more (01) with the respective number of
unemployed of two years or more, one year later (02). The outflow
rate from long-term unemploymentis therefore defined as 1 - (02/01).
With the exception of 1982 and 1984, Table 5.1 shows that this rate
has decreased steadily since 1978. Table 5.2 and Figure 5.1 show
the rise in shor.-term unemployment and the decrease in the outflow
rate from short-term unemployment. The decline in the short-term
outflow from unemployment is noticeably less than tne decline ex-



perienced by the long-term unemployed and, indeed, reached its
lowest point in 1983.’

Table 5.2: Short-term unemployment in Germany, 1977-88

Number of unemployed with current  Outflow rate from short-

duration of unemployment term unemployment
<1 year _ 1-2 years
m ) 3)

1977 358,010 41,276

1978 326,802 37,529 .895
1979 263,332 30,978 905
1980 319,182 27,641 .895
1981 541,407 50,184 .843
1982 815,068 125,256 769
1983 853,182 205,500 748
1984 814,292 196,592 770
1985 768,514 190,381 .760
1986 703,931 161,752 .789
1987 738,193 165,719 .765
1988 720,188 169,945 770

Therefore, it seems highly relevant to devote effort to an assess-
ment of employment measures aimed at combatting long-term un-
eraployment in Germany (see Brinkmann, 1989a, b; Lambert, 1989;
Schifer, 1988). The approach adopted in this chapter is to work on’
an integrated assessment of different employment measures (further
training, re-training, wage subsidies and job creation), and to account
for substitution, displacement and deadweight effects (that is, to ad-
just for activities which might have taken place anyway). Detailed
descriptions and assessments of these employment measures can be
found in Chapter IV of this study, and in Werner (1989).

It is worthy of note that reductions in long-term unemployment
may have favourable macroeconomic consequences. The isolation



of the long-term unemployed means that they offer little or no effec-
tive competition to the other members of the labour market for the
available jobs. Lack of competition can inhibit the efficient operation
of the labour market, and provides another important reason for di-
recting labour market programmes at the long-term unemployed.

5.2 Labour market programmes in Germany

According to the number of placements, further training and re-
training (565,611 in 1988) and job-creation measures (114,888 in
1988) are the most important programmes to help the unemployed
(see Chapter IV for a detailed assessment). We also examine the ef-
fects of the smaller wage-subsidy programme.

Further training and re-training cover a wide range of measures,
for example, further vocational training and re-training, vocational
preparation courses for young people, state education grants for the
young unemployed, individual aid for vocational training, aid for
vocational training for disadvantaged young people and a settling-in
allowance (see Chapter iV; plus Werner, 1989; and Eurostat, 1989).

The employed and unemployed who have either completed a
vocational training course and have three years’ work experience, or
have six years’ work experience, are eligible for further vocational
training and re-training courses. Aid may also be granted to unem-
ployed people who take part in special measures for improving their
chances of being placed in employment if they have not yet worked.
Further vocational training is intended to help to provide or develop
knowledge and skills, or to permit vocational advancement, ideally
in such a way that recipients are in a position to switch professions
(improve mobility).

Job-creation schemes are implemented mainly in the public sec-
tor. They are administered by local authorities. Non-profit organisa-
tions may also organise such work. The output must be of value to
the general public, and would not otherwise be carried out at al!, or
only at some later date. The jobs created typically involve construc-
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tion, environmenta!l improvement and other kinds of work which
require few skills and can be started or discontinued at short notice.
The selection of workers is made by the employment offices, which
give priority to the long-term unemployed. The assignments are tem-
porary, normally for one year, in exceptional cases, for two or three
years. Only a special programme aimed at young people without
occupational training includes a training element.

Although the number of participants is comparatively small, the
settling-in allowance as a wage subsidy attracts special attention. This
subsidy is paid to unemployed or employed persons under threat of
being made redundant, in order to achieve optimum performance at
the workplace after a period of settling in. It is provided under the
condition that the worker has already been working for at least six
months, and that the period of settling in lasts more than four weeks.

The remainder of this chapter examines the impact of these
measures on outflow rates from unemployment, using the methodo-
logy of Haskel and Jackman (1988) to account for substitution or
displacement and deadweight effects. Deadweight costs arise if a
subsidy is paid for recruitment which would have occurred anyway.
Displacement means, in the case of further training and re-training,
that newly trained or subsidised workers replace unsubsidised indi-
viduals. In the case of job creation, conflicts of interest with regular
employees may arise (see Chapter lii for a detailed examination of
deadweight and displacement).

5.3 Methodology

The Centre for Labour Economics at the London School of Economics
has analysed unemployment in the context of flows into and out of
unemployment (Pissarides, 1986; Pissarides and Haske!, 1987; Jack-
man and Layard, 1988; Haske! and Jackman, 1988; Lehmann, 1989,
and Chapter Vi1 of this study). In general, the empirical work is based
on maodels of the determination of the overall outflow rate and the
duration-specific outflow rates. Chapter Il summarises this metho-
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dology. Haskel and jackman (1988) and Chapter Vli investigate mod-
els with quarterly time series for Britain. In the context of the impact
of the Community Programme, they estimate outflow rate regressions
for different age groups, and for males only, using as regressors the
vacancy-unemployment ratio, the ratio of the Community Pro-
gramme vacanciés to economy-wide vacancies, or the ratio of the
Community Programme placesto economy-wide vacancies, the pro-
portion of the respective unemployment category in total unemploy-
ment, and some variables to account for autocorrelation.

Lehmann (1989) and Chapter VI extend the analysis to include
the Enterprise Allowance Scheme and the Restart Programme. By
comparing, for instance, the impact of the ratio of the Community
Programme vacancies or places variable on the outflow rate variable
for different age groups and duration of unemployment categories, it
is possible to analyse whether the positive impact of the Community
Programme for one age group (that is, increasing the outflow rate for
this group) is accompanied by an impact for other groups. If one
group has an increasing outflow rate and another a decreasing one,
(a negative impact on the outflow probability), evidence for a sub-
stitution effect is found. The same is true if the inflow rate into un-
employment increases. On the other hand, deadweight is evident if
there is no effect of the employment programmes on the outflow rate.

5.4 Cross-sectional outflow rate regressions

It is not possible, in Germany, to use detailed statistics which would
enable us to compute outflow rates from unemployment on different
age and duration categories for men over periods of time. However,
the method would seem equally applicable to cross-sectional ana-
lysis. Therefore, outflow rate regressions are estimated for 142 local
employment office areas in Germany. This provides sufficient data
points, and there is no need to make adjustments for legislative
changes, which involve different definitions of unemployment in dif-
ferent years.
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But some additional problems arise if cross-sectional instead of
time series regressions of inflow and outflow rates are performed. By
definition, the number of vacancies and the number of unemployed
persons can be decomposed into a flow and a stock variable, that is,
the inflow rate and the average duration of vacancies and unemploy-
ment spells. Comparing different cross-sectional units may lead to
the wrong conclusions, because the identica’ labour demand ard
supply conditions may lead to different numb rs of vacancies. Two
reasons for this possibility should be emphasised. Firstly, segments of
the labour market may differ according to the extent of labour hoard-
ing, which determines the effect of changes in labour demand on the
number of vacancies offered. Secondly, segmerts of the labour mar-
ket may differ according to the percentage of job placements that are
obtained through public employment services. Therefore, we esti-
mate the inflow and outflow rate regressions with control variables,
which should accour: jor diverse patterns of labour mobility in dif-

ferent segments of the labour market with different degrees of labour
hoarding.

Variables

For 142 local employment office areas, outflow rate regressions were
estimated. The variables to be explained are constructed as follows
(compare Egle, 1979): the outflow rate from short-term unemploy-
ment for young men, 1987-88, is 1-(02y/01y), where,

01y = unemployed males, 1987, with current duration of
unemployment of less than one year, aged 18-25 years.

02y = unemployed males, 1988, with current duration of
unemployment of one to two years, aged 19-26 years,

The outflow rate from short-term unemployment for prime-age men,
1987-1988, is 1-(02m/01m), where,

01m = unemployed males, 1987, with current duration of
unemployment of less than one year, aged 26-55 years.




02m = unemployed males, 1988, with current duration of
unemployment of one to two years, aged 27-56 years.

The outflow rate of the long-term unemployed could be calculated
only for the prime-age men, because of a small number of cases for
the other age category. The outflow rate from long-term unemploy-
ment for prime-age men, 1987-88, is 1-(03m/02m), where,

02m = unemployed males, 1987, with current duration of
unemployment of one to two years, aged 26-55 Yyears.

03m = unemployed males, 1988, with current duration of
unemployment of two to three years, aged 27-56 years.

The respective computations are carried out for the years 1986-87
as well, as they are used in section 5.6. The inflow rates into unem-
ployment are measured as the relation between the number of males
who become unemployed and the number of employees in Septem-
ber 1988.

As explanatory variables, the unemployment rate and the vacancy
rate (defined as the number of vacancies divided by the number of
vacancies plus the number of employees) are used for the year 1988
to measure the ease or difficulty of getting a job. These variables
should account for the development of the local labour market. The
expectations are for a negative sign for the unemployment rate and
a positive one for the vacancy rate. It would be possible to include
the vacancy-unemployment ratio instead of those two variables, but
the general specification is initially preferable to the testable restric-
tion implied by inserting the ratio. The employment growth rate
1987/88 is included to proxy labour turnover, in conjunction with
the percentage of employees in firms with less than 500 employees
in 1987, and the number of employees in manufacturing in 1988,
The last two variables are included to take account of differences in
the pattern of employment growth in small and large firms in manu-
facturing and the service industries.

The impact of wage subsidies (settling in), further training, re-
training and job creation as emplcyment measures is studied. The




flows into places on schemes are measured relative to the number of
vacancies during the year 1988. Table 5.3 contains a regional sum-
mary of the actual flows into employment measures in Germany in
1988. interestingly, the flows into job creation show the greatest re-
gional variation and, in general, the schemes operate more intens-
ively in the northern industrial areas. Table 5.4 provides the summary
statistics for all the variables described above:

Table 5.3: Flows into employment measures, by regional
office areas, 1988

Job Further  Re-training Wage

creation training subsidy
Schleswig-Holstein 15,929 38,419 6,845 6,121
Lower Saxony 29,229 66,568 10,918 8,882

North Rhine-Weslphalia 28,930 111,919 19,168 15,748
Rhineland-Palatinate 8,103 37,876 5,279 3,956

Hessen 13,367 37,263 5,937 2,973
Baden-Wiirttemberg 5,453 66,715 7,432 4,955
North Bavaria 10,643 42,933 4,004 4,858
South Bavaria 6,414 38,901 3,989 2,223
Berlin (West) 11,769 8,142 2,134 1,453
West Germany 129,829 448,736 65,706 51,169

Source: Bundesanstalt fiir Arbeit.




Table 5.4: Summary statistics for Tables 5.5 and 5.6*

Levels Differences
1987/t8 87/88 - 86/87

mean s.d. mean s.d.

Outflow rates:

Short-term U, young 0.927 0.042 0.0079 0.0221
Short-term U, prime age 0.767 0.069 -0.0114 0.03N
Long-term U, prime age 0.574 0.0e% -0.0166 0.1012

Inflow rate 0.195 0.069 -0.0049 0.0163
Unemployment rate 0.098 0.035 -0.0008 0.0055
Vacancy rate 0.008 0.023 0.0009 0.0012
% small firms 0.773 0.100 - -

% manufacturing 0.409 0.099 - -

Employment growth 0.014 0.011 - -

Wage subsidy 0.031 0.019  -0.0002 0.0079
Further training 0.266 0.075 -0.0311  0.0467
Re-training 0.036 0.017 -0.0005 0.0078
Job creation 0.075 0.057 -0.0070 0.0139

* The dependent variables (outflow rates) and the unemployment and
vacancy rates are measured in logs: U stands for unemployment.

Empirical results
The outflow rate regressions are expected to show a negative sign for
the unemployment rate and a positive sign for the vacancy rate, the
employment growth rate and small-sized firms, whereas the in-
fluence of the number of employees in manufacturing is not clear.
For the inflow rate regressions, all variables which indicate a higher
mobility rate (vacancy rate, small firm size, employment growth) and
the unemployment rate are expected to have positive signs. As there
is no necessary link between manufacturing and mobility, the sign of
the manufacturing variable is again not clear.

The results for the inflow and outflow rate regressions for males
are presented in Table 5.5. All signs of the regression coefficients,




except some of those relating to the effects of the programmes them-
selves, are as expected. The percentage of employees in manufactur-
ing in 1988 increased the outflow rates and decreased the inflow
rates in that year. The variable for the job-creation scheme shows a
highly significant positive impact on the outflow from short-term un-
employment. This is not the case for the three other employment
measures. Re-training and wage subsidies even decrease the cutflow
from unemployment for some groups, but these substitution effects
are insignificant, with one exception. Haskel and Jackman (1988), in
evaluating the Community Programme in Britain, found that the out-
flow rate of the young men was increased, but the outfiow rate of the
prime-age men was decreased by the programme.

From the positive signs of the job-creation and further training
variables in the inflow rate regression, it could be concluded that
there are higher inflow rates in those regions where the schemes are
used relatively more. In summary, these results suggest that job-
creation measures have a significant impact on outflows from unem-
ployment, although the effect is weaker for the long-term unem-
ployed. However, no such evidence is found for training measures,
in contrast to some of the results described in Chapter IV.




Table 5.5: Inflow and outflow rate regressions for males,

1987-88
outflow rate from outflow rate from  inflow rate
short-term unemployment long-term U into U
young primeage prime age OoLs v
Unemployment
rate -0.1037** -0.2209** -0.1790** 0.3845** 0.3713**
(11.32) (11.28) (3.15) (5.64) (5.28)
Vacancy rate 0.0031 0.0093 0.0304 0.3075** 0.2974**
(0.36) (0.52) (0.58) (4.89) (4.32)
% small firms 0.1111**  0.2051** 0.2144 1.3035** - 0.2940**
(4.61) (3.98) (1.43) (7.26) (7.17)
% manufacturing 0.0752** 0.0422  -0.0741 -0.2398  -0.3022
(3.03) (0.80) (0.48) (1.30) (1.63)
Employment
growth 0.3053 0.1369 1.9251 0.5870 0.3513
(1.57) {0.33) (1.59) (0.40) (0.25)
Wage subsidy 0.1858 -0.0083 -0.6076 1.3723 0.9507
(1.29) (0.03) (0.68) (1.28) (0.73)
Further training ~ 0.0378 -0.0030  -0.0202 0.5543* 0.6339*
(1.06) (0.04) (0.09) (2.08) (1.89)
Re-training -0.3656* -0.4502 0.3645 -1.7683  -3.4280*
(2.28) (1.32) (0.37) (1.48) (2.42)
Job creation 0.2448** 0.4869** 0.6666* 1.5336** 1.9101**
(4.24) (3.94) (1.86) (3.56) (4.20)
R? 0770  0.729 0.194 0.755 -
SEE 0.023 0.049 0.143 0.172 -

Notes: Absolute t-values are given in parenthesis. The equations are esti-
mated with a constant term. The number of cases is 142. Coefficients marked
with * (**) are significant, at least at the 5% (1%) level of significance.

5.5 Endogeneity of employment measures

An important result of an evaluation study of the employment pro-
gramme of the German government in 1974/75, conducted by the
Science Center Berlin (Schmid, 1980, pp. 230-242), was that the
unemployment rate could account for 38% of the explained variance



of the utilisation of a wage-subsidy programme for people who were
difficult to place (integration assistance subsidy). Therefore, it might
be helpful for the interpretation of the results of the inflow and out-
flow rate regressions to test whether the variables for the employment
measures are endogenous. Hausman (1978) devised a test to decide
whether the independent variables of a regression should be con-
sidered as endogenous or not. The test is based on a comparison of
the regression coefficients estimated by OLS with those estimated by
the instrumental-variables method (last column, Table 5.4). For the
outflow rate regressions, the null hypothesis that the employment
measures are exogenous could be maintained at the 5% significance
level. However, this was not the case for the inflow rate regression
(test statistic F-value = 3.58 > critical 5% value); therefore, in Table
5.5, both the OLS and 1V estimates are reported for the inflow rate
regressions, although they do not differ substantially.

5.6 Determinants of regional outflow rate
differences over time

Since the availability of data sets with information on individuals has
increased, the interest in pooled cross-section time series analysis is
growing. Theoretically unobserved individual effects could be ac-
counted for. Adopting this kind of analysis here would enable us, for
example, to answer the question whether the positive effect of job-
creation schemes on the outflow rate from unemployment is really
due to the scheme, or is caused instead by the characteristics of the
local employment office area in which these schemes operate. Using
pooled cross-section time series analysis, it is possible to account for
regional differences without explicitly modelling them,

The variables are defined as follows. The dependent variable: the
outflow rate from short-term unemployment for men aged 18-25
years, is computed as the difference between the outflow rates
1986/87 and 1987/88, as defined in section 5.4. Growth rates of
unemployment are defined as the difference of unemployed males
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in 1986 and 1987 divided by the number of unemployed in 1986.
The growth in vacancies is given by the difference in vacancies in
1986 and 1987 divided by the number of vacancies in 1986.

The policy change is measured by the number of participants in
1987 minus those in 1986 divided by the number of participants in
1986. The results are shown in Table 5.6. They are similar to the
inflow and outflow rate regressions presented in Table 5.5. The un-
employment rate and the job-creation variable are the only variables
which are significant at the conventional level. The estimates support
the impression that the job-creation schemes are the only effective
measures to combat unemployment. The substitution effect of job-
creation schemes, indicated by its positive and significant influence
on the inflow rate into unemployment, is absent in the fixed effects
model.

Considering the significance of the regression coefficient of the
job-creation variable, it seems that the positive effect of this measure
is restricted to the short-term unemployed. Even though the magni-
tude of the regression coefficient for the long-term unemployed is
higher, compared to the coefficient of the short-term unemployed, it
is statistically insignificant.




Table 5.6: Inflow and outflow rate difference regressions
for males

(fixed effects models)
outflow rate from outflow rate from inflow rate
short-term unemployment long-tem U into U
young prime age prime age oLs
Unemployment
rate -0.1204** -0.3436** -0.7014** 0.6827**
(2.96) (5.39) (2.33) (7.53)
Vacancy rate 0.0038 -0.0359 -0.1361 -0.0216
(0.24) (1.45) (1.16) (0.61)
Wage subsidy -0.0929 -0.3371 -2.9142 0.1911
(0.35) (0.81) (1.49) (0.32)
Further training 0.0189 0.0737 0.2368 0.0661
(0.39) (0.98) (0.66) (0.62)
Re-training -0.3965 0.1024 1.1728 -0.1782
(1.38) (0.23) (0.55) (0.28)
Job creation 0.3799** 0.6011** 1.7674 0.0719
(2.50) (2.53) (1.58) (0.21)
R? 0.107 021 0.073 0.317
SEE 0.024 0.038 0.178 0.054

Note: See notes to Table 5.5.

Within the framework adopted, it is possible to calculate the un-
employment reducing effect of job-creation measures (A U). Assum-
ing a constant inflow rate, the change in the outflow rate from
unemployment (A log Oi/Ui) may be explained by the ratio of the
number of flows into places in job-creation schemes to the pool of
vacancies (M/V), the regression coefficient of that variable in the fixed

effects model (ai) and the number of unemployed in the ith group
(Ui): therefore,

AU =-ZUi A log OYUi = - MVZUioy

The unemployment reducing effect of the job-creation schemes
amounts to 6,255 men in the group of short-term unemployed,



19,820 men in the prime-age short-term unemployed group and
14,625 men in the prime-age long-term unemployed group. The total
of 40,700 men is comparatively high relative to the number of places
for both sexes: 52,465 in 1988, and may be due to the lack of preci-
sion on the job-creation coefficient for the long-term unemployed

group.

5.6 Conclusion

It may be concluded that job-creation measures are relatively suc-
cessful compared to further training, re-training and wage subsidies
when there are controls for deadweight and substitution effects. But
training programmes may have their merits with regard to human
capital formation, an issue explored in Chapters 11l and 1V. Reissert
(1988) points out that there are differences between the policy
measures as regards the targeting of the funds to the regions most in
need. But, in any case, the total amount of funds available for active
labour market policies is too small to overcome the persistence of
the constant level of 2 million unemployed, and ths dramatic rise in
long-term unemployment (Brinkmann, 1989a).

References

1. The outflow rate from short-term unempioyment is a comparison
of the number of unemployed whose current duration of unem-
ployment i less than one year (03) with the corresponding num-
ber of unemployed of one to two years, one year later (04). The
outflow rate from short-term unemployment is therefore defined
to be 1 - (04/03).
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Chapter VI

British policies and their effects

6.1 Introduction

In the fiscal year 1988/89, during which the average stock of regis-
tered unemployment in Great Britain was 2 million, around £1.5
bitlion of central government expenditure was devoted to a combi-
nation of active jx.licy measures designed to assist unemployed
adults (those of 18 years and older) back to work. These included
short counselling sessions for all those unemployed for more than six
months and direct provision for 400,000, consisting of places on
temporary job-creation and training schemes, subsidy assisted entry
to jobs, and subsidised entry to self-employment. In addition, the
British government spent over £5 billion on passive assistance to
unemployed people in the form of unemployment-related benefits
(for more detail on how the benefit system operates, see Layard and
Philpott, 1991).

The active policy measures, in the majority aimed at the long-term
unemployed, provide the focus for this chapter. Section 6.2 outlines
the main measures implemented in Britain since 1975, whilst section
6.3 briefly describes the institutional structure within which they
have operated. Sections 6.4 to 6.8 look in more detail at individual
policies under five broad headings: temporary job-creation
measuires; training measures; wage subsidies; miscellaneous direct
measures; and job-search and counselling measures. Each section
will discuss the results of evaluations and other studies of individual
policy measures and will assess chosen methods of research or evalu-

ation interms of the discussion of evaluation methodology in Chapter
Hl.




6.2 Main policy measures, 1975-89

The use of special policy measures to assist the adult unemployed
began in earnest in the recessionary climate of the mid- to late 1970s,
at a time of changed perceptions of the effectiveness of traditional
macroeconomic policy responses to high unemployment. At first,
and, indeed, throughout the first half of the 1980s, such measures
were considered in government circles as essential, but largely tem-
porary, palliatives to a problem eventually soluble by sustained econ-
omic growth (see Chapter l). The most extensive measures operated
during this period thus consisted of wage subsidies to preserve jobs
by preventing redundancies (notably the Temporary Employment
Subsidy introduced by the Labour government of 1974-79) and tem-
porary job-creation measures providing, at maximum, work for one-
fifth of the long-term unemployed. In more recent years, there has
been a growing awareness of the structural, institutional and beha-
vioural limits of the extent to which growth can reduce unemploy-
ment. Consequently, training measures have assumed greater
prominence amongst the entire class of special measures, and more
stress has been placed on measures designed to raise the level of
job-search activity.

Table 6.1 lists the main measures that have operated at any time
since 1975, classified by broad type in the manner of the OECD
(1988). Measures printed in bold type are those still in operation.
Tables 6.2 and 6.3 list measures, according to numbers covered and
by gross expenditure respectively for the years 1975/76 to 1988/89,
for which full data are available at the time of writing. Interestingly,
in spite of the plethora of measures and the rise in unemployment
since the mid-1970s, real expenditure on employment policies of this
kind rose by only 12% between 1976/77 and 1988/89.

Classification according to type of measure is, of course, rather
crude; job-creation or training measures normally contain subsidy
elements, while work experience can often amount to basic ‘training’
and vice versa. Bearing this in mind, however, reference to individual
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policy measures in this chapter will be based upon official designa-
tions.

Table 6.1: Active policies to reduce adult unemployment,
1975-91

Policy type Date of operation

TEMPORARY JOB CREATION MEASURES:
Job Creation Programme (JCP) (1975-78)
Special Temporary Employment Programme (STEP) (1978-81)
Community Enterprise Programme (CEP) (1981-82)
Community Programme (CP) (1982-88)
Employment Action (EA) (1991 ->)
TRAINING MEASURES:

¢ Training Opportunities Programme (TOPS) (1972-85)
Old Job Training Scheme (OJTS) (1985-88)
Wider Opportunities Training Programme (WOTP) (1585-88)
New Job Training Scheme (NJTS) (1987-88)
Employment Training (ET) (1988 - >)
WAGE SUBSIDY MEASURES:
Job preservation:

¢ Temporary Employment Subsidy (TES) (1975-79)

¢ Temporary Short-Time Working Compensation

Scheme (TSTWCS) (1979-84)

Employment expanding:

¢ Small Firms Employment Subsidy (SFES) (1977-80)
Targeted:

* Adult Employment Subsidy (AES) (1977-78)

¢ New Workers Scheme (NWS) (1987-88)

* Jobstart Allowance (Jobstart) (1986-91)
Self-employment:

o Enterprise Allowance Scheme (EAS) (1982 ->)
MISCELLANEOUS DIRECT MEASURES:

* Job Release Scheme (RS, Early Retirement) (1976-88)

¢ Job Splitting Scheme ()SS/jobshare) (1982 ->)

Continued




Table 6.1: Active policies to reduce aduit unemployment,
1975-91 (continued)

Policy type Date of operation
INTENSIVE COUNSELLING AND JOB-SEARCH MEASURES:

¢ Restart Interviews (1986 ->)

o Restart Courses (1986 ->}

¢ Jobclubs (1985 ->)

¢ Job Interview Guarantee Scheme (JIGS) (1989 ->)

¢ Job Search Seminars (JSSEM) (1991 ->)

¢ Job Review Workshops (JRW) (1991 ->)

Table 6.2: Numbers helped by special employment
measures, 1975-89

Year 000s
Measure 75/6  76/7 77/8 78/9 79/80  80/1 81/2
JCP (Entrants) 141 793 106.1 - - - -
STEP(Entrants) - - - 19.7 224 184 -
CEP (Entrants) - - - - - - 27.6
CP (Entrants) - - - - - - .
ET (Entrants) - - - - . - -
Other training
(Entrants) 58.2 745 768 829 110.5 1144 102.7

TES (Entrants) 113 161.0 1977 129.1 - - -

TSTWCS (Jobs

saved) - - - - 929 635.1 166.7
SFES (Entrants) - - 3.1 822 99.0 - -
AES (Entrants) - - - - 1.4 - -
NWS (Entrants) - - - - - - -

Jobstart (Entrants) - - - - - - -

EAS (Entrants) - - - - - - 24
JRS (Entrants) - 10.0 145 256 68.2 242 387
ISS (Jobs split)



Taule 6.2: Numbers helped by special employment
measures, 1975-89 (continued)

Measure

75/6

76/7

Year

77/8 789

79/80

80N

000s
8172

Restart
(Interviews)

Restart

Courses (Places)

Jobclubs (No.
passing through)

Measure

823

Year

84/5  85/6

000s
88/9*

JCP (Entrants)

STEP(Entrants)
CEP (Entrants)
CP (Entrants)
ET (Entrants)

Other training
(Entrants)

TES (Entrants)
TSTWCS (Jobs
saved)

SFES (Entrants)

AES (Entrants)

NWS (Enitrants)

Jobstart {jobs
supported)

EAS (Entrants)
JRS (Entrants’
1SS Gobs split)

Restart
(Interviews)

39.5
12.1

85.2

101.4

26.9
46.1
0.2

28.4
44.8
0.6

161.4 241.2

131.8 269.6

46.8 60.2
149 120
0.2 0.2

252.5

50.0

2.0
86.0
12.0

1.0

50.0

7.0
160.0
12.0
0.8

4.0
102.0
6.0
0.8

- - 1,300.0 2,300.0 2,300.0
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Table 6.2: Numbers helped by special employment
measures, 1975-89 (continued)

Year 000s
Measure 82/3 83/4 84/5 85/6 86/7 87/8 88/9*
Restart
Courses (Places) - - - - 114.0 90.0 80.0
Jobclubs (No.
passing through) - - - 1.3 25,0 106.0 140.0

Notes and Source: Davies and Metcalf (1985); Hansard, 17th February 1987;
Public Expenditure White Papers, January 1987 and 1988. Afigure for total cover-
age is inappropriate since figures in some cases refer to entrants, in others to
counselling interviews etc.. *Estimates.

Table 6.3: Gross expenditure on special employment
measures, 1975-89

Year £m 1987/8

Measure 75/6  76/7 77/8 78/9 79/80 80/1 81/2
jCcP 9 215 348 301 - - -
STEP - - - 37 163 96 -
cep - - - - - - 144
cp - - - - - - -
£T - - - - - - -
Other training 374 472 445 480 450 397 354
TES 2 576 367 521 119 - -
TSTWCS - - - - 72 751 434
SFES - - 9 464 131 22 -
AES - - - 0.9 2 0.9 -
NWS - - - - - - -
Jobstart - - - - - - -
EAS - - - - - - -
JRS - 8 77 86 249 280 224
1SS - - - - - - -
Restart [nterviews - - - - - - -
Restart Courses - - - - - . -
Jobclubs - - - - - - -
TOTAL 385 1,271 1,246 1,889 1,186 1,546 1,126

Continued



Table 6.3: Gross expenditure on special employment
measures, 1975-89 (continued)

Year £m 1987/8
Measure 82/3 83/4 84/5 856 867 87/8 889"
JcP - - - - - - -
STEP - - - - - - -
CEP 224 - - - - - -
Ccp - 533 600 725 1,097 1,065 -
ET - - - - - - 1,146
Other training 326 266 235 200 19 254 -
TES - - - - - - -
TSTWCS 104 - - - - - -
SFES - - - - - - -
AES - - - - - - -
NWS - - - - 10 14 -
Jobstart - - - - 2 10 8
EAS 4 n 81 113 150 196 198
JRS 307 342 321 201 15 71 39
JSS 0.2 0.2 0.2 0.2 0.2 0.7 0.8

Restart Interviews - - - - 23 40 38

Restart Courses - - -

Jobclubs - - .

- 12 8 8
- 3 13 17
TOTAL 965 1,172 1,237 1,242 1,603 1,671 1,454
Note: * Estimates.

Source: As Table 6.2. Al figures are converted into constant 1987/8 prices using

GDP deflator. Training "gures refer to TOPS until 1984/5, OJTS'WOTP from
1985/6 - 1986/7, the ! or plus NJTS 1987/8.
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6.3 Institutional and administrative framework

At first sight, the institutional framework supporting efforts to assist
the unemployed in Britain appears straightforward. Complexities
arise, however, both from functional divisions within and between
central government departments, and the rather ad hoc structure of
relationships between different authorities at regional and local le-
vels." Most of this complexity is ignored in the following description,
since all the policy measures under consideration fall within the prov-
ince of what is officially referred to as the Employment Department
(ED) Group, although even here the situation is complicated slightly
by frequent change in the structure of the Group in recent years.

The ED Group
Figure 6.1 (see page 225) illustrates the ED Group, incorporating
major changes that have occurred in the administrative structure
since the mid-1970s. As the Figure shows, the ED Group’s activities
are fairly broad, ranging from labour market policy to industrial re-
lations and health and safety at work. AMost functions are performed
by separate agencies or administrative arms funded by, and account-
able to, the central Department of Employment, a functional demar-
cation extending into the province of labour market policy. There is
therefore no direct equivalent of the German Bundesanstalt fiir Arbeit
(described in Chapter IV). Moreover, whilst the ED Group’s activities
encompass the payment of unemployment assistance (Unemploy-
ment Benefit and Income Support, the former a national insurance
based benefit lasting for up to one year, the latter means-tested)
through Unemployment Benefit Offices, it does so as the agent of a
separate government department, the Department of Social Security
(DSS), which determines, independently, benefit levels and the con-
ditions under which benefit can be received.

The Department of Employment, through the person of the Secre-
tary of State for Employment, has executive responsibility for formu-
lating labour market policy and, in negotiation with the Treasury,




determining related levels of expenditure. The Department under-
takes centrally, and through its own local offices, collection and pub-
lication of labour market statistics, including, at present, the monthly
claimant count of individuals unemployed and claiming unemploy-
ment assistance. In certain instances, notably in the case of wage
subsidies, the Department of Employment has organised and admin-
istered particular employment policy measures itself. In general,
however, these have been the responsibility of other arms of the ED
Group; for many years the now defunct Manpower Services Com-
mission and, at present, the Employment Service and the Training,
Enterprise and Education Directorate (TEED).

The Employment Service

The Employment Service is responsible for job placement, counsell-
ing, and administering payment of unemployment assistance to the
unemployed. Prior to 1987, it formed part of the Manpower Services
Commission’s Employment Division, along with the Unemployment
Benefit Service. The most overt objective of the Employment Service
is to help get unemployed people back to work. Mainstream place-
ment and counselling functions are organised through a national net-
work of, at present, over 1,000 local ‘high strest’ Jobcentres, which
play a pivotal role in improving the information flow between em-
ployers and jobseekers.

There is no obligation upon employers to notify vacancies, and
many prefer to use informal recruitment channels, even though Job-
centre notification is offered free of charge. Official estimates suggest
that over half of the flow vacancies are notified to Jobcentres at some
stage, but that only one-third of the stock of vacancies is held at any
point in time. The effectiveness of Jobcentres was, for many years,
hindered by their physical separation from Unemployment Benefit
Offices, which are responsible for assessing claims for unemploy-
ment assistance, at present, in Britain, payable indefinitely to indi-
viduals with insufficient means who are judged to be available for,
and actively seeking, work.
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The original rationale for such a separation in the early 1970s was
that it would serve to project the Jobcentres as available to all job-
seekers, not just the unemployed, and thereby raise the proportion
of vacancies notified. Whilst this may have been a reasonable aspir-
ation, though not one that was generally realised, such a separation
was often criticised for failing to ensure that active and appropriate
job search was sustained by unemployed claimants, the casual and
mostly ‘self-service’ nature of Jobcentres placing too much con-
fidence in the ability of the unemployed to make best use of the
placement service (Layard, 1986; Burton, 1987).

This latter weakness was, if anything, compounded in 1982 when,
as part of a Civil Service rationalisation exercise, it was decided that
unemployed claimants need not even register at a Jobcentre as a
condition of continued receipt of benefit. Given the previous lack of
success in raising the proportion of notified vacancies, the rationali-
sation sought instead to reduce the average cost per Jobcentre place-
ment, mostly by way of cutting staffing levels. Measured solely in
terms of reduced cost per placement, Table 6.4 suggests that the exer-
cise may be considered successful. It is, of course, possible that cost
reductions have been achieved at the expense of poorer quality job
matching, although there is no way to assess this without further
evaluation, and there has been no comprehensive evaluation by the

Employment Service of its mainstream placement activities since
1982.
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Table 6.4: Employment Service: cost per Jobcentre job
placement, 1982-88

Year Notified vacancies Placings Cost per
placing
millions millions £

1982/3 2.0 1.5 94
1983/4 2.2 1.7 77
1984/5 24 1.8 58
1985/6 2.5 1.9 53
1986/7 2.6 1.9 53
1987/8 2.7 1.9 53
1988/9 (estimate) 2.7 1.9 52

Source: MSC Annual Reviews, 1985/6 and 1986/7; Public Expenditure
White Papers, 1987 and 1988.

In recent years, however, there have been attempts to remedy the
weaknesses described above, in order both to provide more advice
to claimants on how to use the placement service and more coun-
selling support, especially for those facing particular difficulties in
the labour market. Moves began in 1986 with the introduction of the
Restart programme of counselling interviews at jobcentres for all
those registered as unemployed and claiming unemployment assist-
ance for more than six months. This was somewhat ironic, when seen
in the light of the 1982 Jobcentre rationalisation, since the Restart
programme was considered necessary in order to restore the some-
what diminished contact between Jobcentres and longer-term claim-
ants, and thus instil more active and efficient job-search behaviour.

More recently still, Jobcentres have begun to merge with Unem-
ployment Benefit Offices, in order to create a network of between
1,100 and 1,200 integrated offices of the Employment Service (DE,
Employment Gazette, January 1990). The combining of services for
claimants and jobseekers together under one roof marks something
of a shift back to the situation prior to the reforms of the 1970s. In
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addition, however, the Employment Service has itself become a semi-
autonomous so-called ‘Next Step’ agency. It is set performance targets
and executives are given greater freedom to manage their operations,
albeit still responsible to government and accountable publicly.
What impact these latter changes will have on the efficiency of the
Employment Service remains to be seen. An assessment of the Restart

programme is possible, however, and this is contained in section 6.8
below.

The Training, Enterprise and Education Directorate
(TEED)

The TEED is responsible for devising, developing and overseeing
public training measures. Its activities cover not only help for the
unemployed, but also that for people in employment and, in some
instances, also for those at schooi or in non-advanced further educa-
tion. It is importart to note, hcwever, that throughout most of the
period covered by this study, the TEED (and itsimmediate precursors,
the Training Commission and the Training Agency, see below) to all
intents and purposes formed the Training Division of the Manpower
Services Commission (MSC).

The MSC, to which frequent reference will be made in the follow-
ing discussion, was a semi-autonomous, integrated administrative
body (in some respects similar to the Bundesanstalt fiir Arbeit), with
its own independent chairman. It was funded by, and accountable
to, the Department of Employment and was staffed by civil servants,
but enjoyed a degree of control over its policy strategy and, to this
end, was advised by an independent board of ten commissioners,
composed of representatives of employers’ organisations, trade
unions, local authorities and the education sector. As Marquand
(1989) points out, however, the accountability of the MSC to the
Secretary of State for Employment was ‘no paper relationship’ and,
in general, limited the range of new institutions and relationships
which the Commission could introduce.

Fiey.
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The Training Division was organised through a system of ten re-
gional and 58 area offices, performing its administration of special
employment measures in co-operation with public, private or volun-
tary sector vocational education and training providers at local level.
In 1987, however, the Department of Employment assumed direct
managerial control over the Employment Division and, at the same
time, transformed the Training Division into a new body, the Training
Commission, funded and operated in the manner of the MSC, but
with majority employer representation on the advisory board of com-
missioners. 1989 witnessed further change, following disagreement
between central government and trade union representatives on the
Training Commission over the nature of training provision for the
long-term unemployed. The Training Commission was dismantled,
renamed the Training Agency, and its functions placed under the
direct control of the Department of Employment. :

Shortly after this, yet more structural plans were announced, her-
alding a restructuring of training provision with plans to formulate a
network of 80 local employer-led Training and Enterprise Councils
(TECs) in England and Wales, and 20 Local Employer Councils (LECs)
in Scotland. TECs are closely modelled on the Private Industry Coun-
cils (PICs), which operate throughout the United States, but have a
much broader remit. In Scotland, the arrangements are different.” It
is far too early to assess the likely impact of these recent changes, but
one needs to recognise that, in future, TECs will be responsible for
organising the delivery of existing public training programmes for the
unemployed, in a manner tailored to the (largely private sector as-
sessed) needs of each TEC area. In effect, therefore, 1990 marked the
beginning of the end of nationally homogeneous, special employ-
ment and training measures for the unemployed in Britain. Whilst
this conveys possible advantages in terms of flexibility to match the
heterogeneous training needs of employers in different localities,
such a development has obvious implications for policy evaluation
which may be rendered more difficult. In the light of the advent of
TECs, it was also decided, in the autumn of 1990, to rename the
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Training Agency the Training, Enterprise and Education Directorate,
thus resulting in the present ED Group structure.

Official approach to policy evaluation

The Department of Employment is required by the Treasury to unde:-
take or sponsor (externally or through the Employment Service and
the TEED) evaluation of the absolute and relative effectiveness of its
special employment measures. This can involve evaluation of ex-
perimental ‘pilot’ programmes, as well as that of full-blown pro-
grammes. Evaluation began almost immediately the first measuns
were in place, and evaluation methods are continually under review.
Estimates of the effectiveness of different measures are thus available
for most of the period since the mid-1970s. In many cases, though
by no means all, details of evaiuations are published in the Depart-
ment’s monthly journal, Employment Gazette.

An indication of the official approach to evaluation is offered by
the evidence of the Department of Employment and the MSC to the
all-party House of Commons Employment Committee in 1985
(House of Commons, 1985). This stressed that each measure was
evaluated in relation to its objectives, although the evidence sub-
mitted suggested that emphasis was placed on obtaining estimates of
the cost effectiveness of measures and their immediate economic
effects. 1t should be noted, however, that this evidence concerned
measures primarily concerned with the short-run alleviation of un-
employment. As both Stern (1988) and Meadows (1988) point out,
the official approach to evatuation has, in more recent years, encom-
passed a somewhat broader set of performance criteria, reflecting in
part the growing importance of supply-side oriented measures, such
as training programmes.

The Department of Employment’s preferred measure of the cost
effectiveness of most direct measures is the first year net Exchequer
cost per person no longer unemployed. Estimates of this net cost are
available for most of the policies discussed in the following sections,
and are published while policies are extant. Prior to 1989 they were




published in the government’s annual Public Expenditure White
Paper, see Table 6.5, although now they are contained in the annual
departmental review of the ED Group. Prior to 1986, the White Paper
also contained the Department’s estimates of the register effects of
special measures; estimates for 1984/85 are also shown in Table 6.5.
This practice, however, was discontinued, on the premise that the
largest of all measures, the Youth Training Scheme (now simply Youth
Training), for 16-17 year-olds rather than adults, was a training
scheme, the prime objective of which is ostensibly to increase skill
levels rather than reduce unemployment. Similarly, net cost measures
are not published for training measures.

Table 6.5: Register effects and net Exchequer cost per
person no longer unemployed associated with selected
special employment measures

Measure  Effect on unemployment register Net cost
as % of no. covered, 1984/5 £1987/8

cp 90 2,450
IRS 88 1,950
5SS 75 400
EAS 33 1,850
NWS nfa 1,000

Source: House of Commons (1985); Public Expenditure White Paper,
(1987/8).

6.4 Temporary job-creation measures

A number of job-creation measures providing temporary work ex-
perience for unemployed adults have operated in Britain since the
mid-1970s, beginning in 1975 with the straightforwardly named Job
Creation Programme (JCP), whic! was also open to unemployed
youths. The JCP was superseded in 1978 by the Special Temporary
Employment Programme (STEP) which was replaced in turn in 1981




by the Community Enterprise Programme (CEP). These all represent
stages i~ an evolutionary development, involving greater numbers of
unemployed people and higher expenditure, culminating in 1982
with the translation of the CEP into the Community Programme (CP).?
The remainder of this section focuses entirely on the CP which, dur-
ing its six-year existence, came to comprise the single largest special
employment measure targeted at adults. Adescription and discussion
of the earlier programmes is contained in Metcalf (1982).

The Community Programme

The Community Programme (CP) was targeted at the long-term un-
employed, in the hope that temporary work would restore atrophied
work habits and improve their prospects of obtaining empioyment.
Year-long work placements were provided on labour-intensive pro-
jects of ‘practical benefit to the community’ (the average length of
stay was nine months). Participation in the CP was voluntary and
restricted to 18-24 year-olds who had been registered as unemployed
for at least six of the previous nine months, and to those aged 25 and
over who had been unemployed for 12 of the previous 15 months.
However, one should note that although the number of CP places
built rapidly upon the 25-30,000 provided by its predecessor, the
CeP, reaching a maximum in 1987 approaching 260,000 at a gross
annual cost of £1 billion, places were avaitable for only one-fifth of
the potential client group of long-term unemployed.

The Community Programme was funded centrally, but adminiz-
tered locally by the MSC, through its network of area offices which
contracted out the task of providing placements to Managing Agents.
Managing Agents, mostly local public authorities and veluntary or-
ganisations, either acted as project sponsors providing placemerits
themselves, or worked together with other individual project spon-
sors. Most projects involved environmental improvements, energy
conservation and certain forms of community care. Under the rules
of the programme, however, projects were to undertake work which
would not otherwise have been done within two year, in order to




avoid displacement effects. Any private gain from projects was to be
incidental rather than by design, and secondary to the community
benefit, reducing to almost nil the potential for private sector invol-
vement.

Sponsors’ operating costs for overheads, materials and equipment
were met by the MSC up to a ceiling of £440 per CP place per year,
a figure which remained unchanged during the lifetime of the pro-
gramme. When aggregated for projects as a whole, this represents
just 10% of total expenditure on the CP, indicating the labour-intens-
ive nature of the programme, although this figure excludes expendi-
ture by Local Authorities, which included significant elements of
non- labour expenditure. Sponsors were required to pay individuals
employed under the CP the local hourly rate for the job, but the MSC
re- imbursed sponsors for wage costs per worker up to an average (in
1987/88) of only £67 across a project. As a result, the vast majority
of CP employees (over 80%) worked part-time, normally for between
16-24 hours per week and, similarly, around two-thirds were aged
below 25, since the weekly wage was attractive only to individuals
without dependants and thus with low benefit entitlements.

Official evaluation of the Community Programme

At first sight, official evaluation of the CP appears less systematic than
that of the similar German ABM programme, discussed in Chapter
IV. This is somewhat surprising, given the size of the CP, and is ex-
plained in part by a relative dearth of published evaluation. The De-
partment of Employment did, in fact, devise a fairly detailed and
structured evaluation strategy for the CP, and further reports may be
published in future, but it is nonetheless disappointing that so little
has been published to date. The most detailed published information
is provided by an MSC scrutiny of the cost effectiveness and oper-
ational performance of the CP (Normington et al., (1986)). This was
not, however, intended as a full economic evaluation of the CP, al-
though it offers useful insights into the programme’s direct employ-
ment effects. Evidence on the subsequent employment of CP
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participants is available from periodic official follow-up surveys (see,
for example, Turner, 1985), but the value of this survey evidence is
reduced considerably by a lack of appropriate control group data.*

The scrutiny exercise by Normington et al. involved analysis of
statistical and documentary information pertaining to the CP, visits
to local MSC offices, and meetings with 34 Managing Agents and
project sponsors around Britain. They discovered little evidence of
deadweight (as one expects from a programme targeted on the long-
term unemployed), and reported an official MSC estimate that only
4% of CP jobs substituted for other jobs. The authors felt this to be
an underestimate, since sponsors were aware of the additionality
rules, and some might well therefore have disguised the true value
of projects accordingly. On the basis of this evidence, the MSC esti-
mated the impact on unemployment of the CP at over 90% of its
coverage, a figure higher than the last published register effect of 77%
for 1984/85, owing to tighter rules governing the programme.

These large register effects are mirrored in published estimates of
the cost effectiveness of the CP, the net cost per person no longer
unemployed amounting to £2,050 in the last full year of the pro-
gramme, 1987/88. Unfortunately, no estimates of other possible
short-run economic effects of the CP are available. It seems unlikely
that the financing of such a cost-effective measure will in itself have
given rise to any significant macroeconomic effects, although it is
clearly pussible thatthe scheme will have generated multiplier effects
arising from the increased spending of participants. So long as the CP
was accurately targeted at the long-term unemployed, however, it
should not have given rise to any inflationary pressure.

The effects of the CPon the labour market prospects of participants
can be observed from the follow-up postal surveys. Tumer (1985),
for example, reports the results of the first follow-up survey of a ran-
dom 10% sample of individuals participating in the CPin 1983. The
survey, conducted in 1984, contacted a!most 900 individuals and
achieved a response rate of 65%. The results of the survey are hardly
encouraging. Of the respondents, who, on average, had left the CP
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7.7 months prior to the time of the survey, Table 6.6 shows that 65%
had re-entered unemploymenton finishing their placement, and 51%
were still unemployed. Of the remainder, almost a third were in em-
ployment, 5% were engaged in training, and 13% had, for a variety
of reasons, left the labour market. Later surveys of difizrent cohorts
show very similar results. Table 6.7, which breaks down lax.our mar-
ket status at the time of the survey by various background charac-
teristics, suggests that those aged 21-24 exhibited the highest
proportion in employment.

Results such as these, of course, offer only a very partial indication
of the effect of the CP, since they say nothing of what would have
happened to the same cohort had they not participated in the pro-
gramme (see Chapter 1ll). Unfortunately, no proper control group
exercise was undertaken to discover the net effect of the programme
on participants’ employment prospects. Such an exercise was seri-
ously considered, but it was decided not to withhold entry tc the CP
from people who were entitled to participate. Turner himself simply
compares the survey findings with other available survey data on the
success of long-term unemployed people in finding and keeping jobs.
He admits that these data do not provide an adequate control, but
nonetheless uses them to conclude that former CP participants were
‘some two to three times more successful in obtaining jobs than might
otherwise have been expected’. Significantly, however, the inade-
quacy of Turner’s ‘control’ is highlighted by Normington et al., who
point out that a proper evaluation of the CP would have to control
for the far from random distribution of background characteristics
amongst CP participants.

It has already been mentioned that the majority of participants
were young, aged under 25. In addition, Table 6.8 suggests that the
very longterm (two years or more) unemployed were under-
represented, making up only a quarter of CP participants, even
though accounting for half the entire client group, and that partici-
pants were twice as likely to have educational or technical qualifi-
cations. Moreover, the scrutiny survey of CP Managing Agents and



sponsors discovered that only 4% accepted all who applie, the vast
majority rejecting individuals who appeared demotivated or lacking
in skills. This evidence overall thus suggests considerable ‘creaming’
inthe CP, which will have undoubtedly biased crude estimates of the
effects of participation on subsequent employment prospects.

Table 6.6: First labour market destination of individuals
leaving the Community Programme: survey evidence

Destination %
MSC scheme 3
Full-time employment 19
Part-time employment 4
Full-time education 1
Other 5
Unemployment 65
No answer 4

Source: Turner (1985).

Table 6.7: Labour market status of individuals surveyed
eight months after leaving the Community Programme

Employment  Training  Unemployed Other

°/0 °/° °/° °/°

Age 18-20 29 7 54 10

21-24 37 5 48 10

25+ 3 4 52 13
Unemployment

duration prior to CP

<12 mths 26 5 58 n

> 12mths 33 8 51 8

All leaving CP 32 5 51 13

Source: As Table 6.6.
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Table 6.8: Some characteristics of CP participants and the
client group of long-term unemployed

CP participants LTU
% %
Age18-24 62 37
25-44 25 34
45+ 14 29
Unemployed for 2 years + 24 50
Qualifications
CSE 13 7
O’ Levels 24 "
A’ Levels 7 3
Degree 5 2
Technical qualification 24 6
Other 2 6

Source: Normington et al. (1986).

The Community Programme and the outflow from
long-term unemployment

Haskel and Jackman (1988), in an independent study based on data
supplied by the Department of Employment, take yet another ap-
proach to estimating the effects of the CP. They concentrate not on
the effect on individual employment prospects, but rather on the ef-
fect of the CP on the outflow rate from long-term unemployment.
This methodology, examined.in more detail in Chapter ill, is chosen
because identification of improvement in individual employment
prospects says nothing about aggregate outcomes; those leaving the
CP might simply take jobs that would be taken by others. However,
on the assumption that the stock of short-term unemployment is in
equilibrium, and that Jong-term unemployment is in a steady state
(the inflow equals the outflow), Haskel and Jackman argue that any
policy measure or, indeed, any factor that raises the rate of outflow
from long-term unemployment, will result in a reduction in total un-




employment because it will cause the steady state level of long-term
unemployment to fall. This is why they seek to estimate the net im-
pact of the CP on the outflow rate.

Haskel and Jackman restrict their analysis to those unemployed
for between one and two years, and estimate the effects of factors
other than the CP on the quarterly outflow rate for this group. The
analysis is restricted to a single duration category, since estimation
would be complicated by the inclusion of several different duration
cohorts, each with different average outflow rates. Given the non-
random age distribution of CP participants, it was also decided to
look at age- specific outflow rates. Three regressior. equations were
thus estimated: one each for 18-24 year-olds, 25-54 year-olds and
~ 55-59 year-olds.

Two alternative forms of CP variable were included as regressors
alongside the aggregate vacancy to unemployment ratio V/U, the
proportion of the relevant age-specific category in the one to two
year unemployment category, and the dependent variable (quarterly
outflow rate) lagged once and twice. Inclusion of the age variable is
intended to pick up any effect resulting from the productive quality
of the age category; the higher this proportion, the more fikely it is
to contain individuals of higher productivity, a factor that will tend
to raise the outflow rate from this category for any given V/U ratio.

The CP variables are, respectively, the ratio of CP vacancies to
total vacancies and the ratio of CP places to total vacancies. The
distinction is made because CP opportunities might not have been
accurately measured by vacancies, given that people were often
placed on CP projects without a vacancy having been notified. The
number of CP places may therefore have been the more appropriate
variable. Broadly similar results are obtained for both CP variables;
attention here is focused upon estimates from equations incorpora-
ting CP vacancy data, CP/V.

The regression results seem fairly robust, the statistical “fit’ being
somewhat better for the regressions for the 18-24 age group. Taking
the ratio of coefficients on the V/U and CP/V variables, Haskel and



Jackman calculate that CP vacancies were about nine times more
effective than other vacancies at removing 18-24 year-olds from long-
term unemployment, but that the effect was insignificant for 25-54
year-olds and, in fact, poorer than ordinary vacancies for 55-59 year-
olds. They then use the equation for 18-24 year-olds to calculate
predicted change in the outflow rate between two years, 1981 and
1985 (chosen because the first marks the depth of the recession and
the second the peak of the recovery in outflow rates).

Haskel and Jackman’s predicted change was able to explain three-
quarters of the actual change in outflow rates between the two years.
Details are given in Table 6.9. Forty-four per cent of the predicted
change was found to be due to the growth of the CP relative to other
vacancies (the programme raising the outflow rate by just less than
one percentage point), 39% to increased proportions of 18-25 year-
olds in the total stock of one to two year unemployed, and only 15%

to a general improvement in the labour market as measured by the
V/U ratio.

Table 6.9: Actual and predicted change in the quarterly
outflow rate from long-term unemployment between 1981
and 1985: 18-25 year-olds

Actual % of outflow rate

Change in outflow rate 0.0280 25
Predicted change 0.0205 18
Predicted change in outflow % of predicted
Change rate due to:
V/U ratio 0.003 15
CPNV 0.009 44
Proportion of 18-25 year-

olds in total stock 0.008 39

Source: Haskel and Jackman (1988).
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On the basis of the results overall, Haskel and Jackman make a
number of observations. First, given that in 1985 the stock of people
unemployed for between one and two years and aged 18-24 was
around 100,000, the net percentage point effect of the C? on the
outflow rate implied a total net outflow of 1,000 people per quarter.
There were, however, roughly 6,000 people in this category partici-
pating in the CP in any quarter of that year, indicating that the net
impact of the CP on the outflow from unemployment was much less
than the number of places. Haskel and Jackman are unable to provide
any firm explanation for this, but hint that this might well suggest
much greater deadweight, substitution” or displacement problems
associated with the CP than implied by official estimates. This find-
ing, and the fact that CP vacancies appear to assist young workers far
more than older workers, lead the authors to conclude that the CP,
or programmes like it, would be better targeted at groups such as
older workers, or the very long-term unemployed, with relatively
poor re-employment prospects.

Haskel and Jackman are much more optimistic about the effects
of the CP when the programme is set in the context of their mode! of
the determinants of aggregate unemployment. They estimate, for
example, that having exerted a net impact viathe outflow rate on ti.e
stock of long-term unemployment, the programme reduced total un-
employment by about 75% of the number of CP places filled by 18-24
year-olds unemployed for more than one year. The theory underlying
this estimate is examined in more detail in the next chapter, which
extends the research method outlined here.

The limits of the Community Programme

The Community Programme conveyed many advantages as an em-
ployment measure. PrincCiple amongst these was its cost effective-
ness: as a means of reducing unemployment in the short-run, the CP
was some five times as cost effective as other forms of general public
spending, and 15 times as effective as tax cuts (Davies and Metcalf,
1985). The main drawback of the programme, however, was that
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common to almost all temporary public job-creation schemes: in
order to avoid possible substitution and displacement effects, pro-
jects were forced to produce outputs of lesser economic priority.
Without disputing the importance of many CP projects to local com-
munities, and accepting that much of the output was difficult to value
for it had no discernible market, one can question the logic of a
programme directed at work of low economic priority at a time in
Britain when work of much higher value remained undone because
of government restraint of public expenditure.

Similarly, while the CP helped to provide participants with a struc-
tured day, and restored atrophied work habits, many projects did not
provide experience of normal working environments. The CP was
not, therefore, best suited to preparing participants for regular em-
ployment and, moreover, any training provided was incidental. In-
deed, it was these last drawbacks that led the government to replace
the CP in 1988 with a unified training and work-experience pro-
gramme, Employment Training, discussed in the following section.

More recently, however, there has been yet another re-think on
temporary job-creation measures. Faced with a resurgence in unem-
ployment in 1990 - with the level of claimant unemployment rising
by over half a million to reach 2.25 million by the summer of 1991
- the British govemment has decided to introduce a new temporary
work programme, Employment Action (EA), fromthe autumn of 1991
onward, targeted at those unemployed for six months or more.

Like the CP, EA - which will operate alongside training and job-
search measures - will provide temporary work on local community
projects, although it differs from the CP in a number of distinct ways.
itwill, for example, offer more non-manual placements to assist those
with administrative and clerical experience, this reflecting a rise in
white-collar unemployment. Also unlike the CP, it will not offer the
rate for the job, but instead an allowance equal to benefit plus £10
and expenses, broadly in the manner of Employment Training (see
below), although early indications are that project sponsors will be
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allowed to ‘top up’ the allowance to a level equivalent to the rate for
similar jobs.

Employment Action will also be a relatively small programme in
comparison with the CP, providing 60,000 places in a full year at an
estimated annual gross cost of £181.8 million in 1992-93. It is not
exactly clear at present how the programme will develop. The inten-
tion is that TECs will have reponsibility for ensuring the delivery of
EA at the local level if they wish. In areas where TECs are unwilling
to organise the programme, and prefer to concentrate on training
programmes, the Employment Service will take responsibility. it
should be noted, however, that a general election will have taken
place in Britain within a year of the introduction of EA. What, if any,
implications the outcome of the election will have for EA or, for that
matter, any other programme discussed in this chapter, remains to be
seen.

6.5 Training measures

In certain respects, training measures represent a different class of
measures from the others encountered in this chapter. As Jackman et
al. (1986) point out, government-funded training measures have not
generally been confined to the unemployed, nor are they considered
primarily as a means of reducing unemployment. As mentioned ear-
lier, the Department of Employment does not, therefore, calculate the
net cost per person no longer unemployed as a result of its training
measures, even though they have, in many cases, been introduced
to help groups such as the long-term unemployed back to work.
Evaluation, where it has taken place, has instead sought primarily to
estimate the effectiveness of training n.easures on the subsequent
employment and earnings of trainees, although, in the case of the
Youth Training Scheme, it has been necessary also to estimate the
extent of deadweight and substitution effects. This section will con-
centrate on the major current public training measure for unem-




ployed aduits, Employment Training (ET), but first takes a brief look
at the training programmes that preceded ET.

Training the adult unemployed, 1975-88

Prior to 1985, training for unemployed adults was offered within the
fairly broad Training Opportunities Scheme (TOPS), introduced in
1972. The TOPS provided grants for fuli-time training (mostly, but
not exclusively, for unemployed adults) on short training courses.
Training was normally undertaken at a Government Training Centre
(or ‘Skillcentre’) but, in some cases, at colleges of further education.
At its peak, over 100,000 people entered the TOPS each year, but
the scope of the scheme came under review following publication
in 1981 of the MSC's A New Training Initiative (MSC, 1981a). This
was a wide-ranging initiative setting out objectives for improved
training provision for youths as well as adults. The objective for adult
training was to open up opportunities for the employed, unemployed
or those returning to work, to acquire, increase or update skills. This
fed, in 1984, to the so-called New Adult Training Strategy, involving,
amongst other developments, two new measures for unemployed
adults introduced in 1985: the Job Training Scheme and the Wider
Opportunities Training Programme. These, in turn, were joined in
1987 by the New Job Training Scheme, though all operated only until
1988.

The Job Training Scheme, now normally referred to as the ‘old’ job
Training Scheme, OJTS, in order to differentiate it from the New Job
Training Scheme, NJTS, offered occupational training to upgrade, up-
date and extend or convert the skills of unemployed people aged
over 18. The NJTS, by contrast, was targeted principally at 18-24
year-olds who had been unemployed for between six months and
one year, and was employer-led, with the oh*~ctive of meeting skills
shortages. Training for between three months and one year was pro-
vided both on ar< off the job. Employer placements and off-the-job
training were found or provided by Managing Agents, in the rnanner
of the Community Programme. Unlike the CP, however, participants
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did not receive a wage, but instead had their benefit transformed into
atraining allowance. in 1987/88, 116,000 unemployed people were
expected to have entered the NJTS, at a gross cost of about £2,500
per entrant.

The Wider Opportunities Training Programme (WOTP) provided
TOPS-style training courses, either in a self-standing manner, or
linked directly to project-based training within the Community Pro-
gramme. In 1987/88, 64,000 unemployed people entered the WOTP,
at a gross cost per entrant of just under £1,000.

Crude figures (based on unpublished survey evidence) that have
appeared in the annual Public Expenditure White Paper and the
MSC’s Annual Reviews indicate that about half of those completing
a period of WOTP training went into jobs, further education or train-
ing, whilst 70% of those completing the original JTS entered employ-
ment. Both these figures are lower than the 80% of TOPS graduates
entering employment, obtained from a survey of 2,000 individuals
conducted in 1978, but it should be made clear that the latter survey
included individuals other than the unemployed (MSC, 1981b).
None of the above findings are subject to control group evaluation.
They thus provide only a very poor indication of the effects of these
two training programmes, although the OJTS has been the subject of
a more rigorous control group analysis (see Payne, 1990).

The analysis was based on a representative sample of 785 trainees
who completed their training in the second half of 1986. just under
half had gained an externally-validated qualification. The sample
was interviewed in the autumn of 1987 and surveyed by post in the
spring of 1989. Their experience was then compared with that of a
closely matched control group of individuals who did not participate
in the training programme.

The proportion of trainees in work or self-employment following
training rose from just under 50% in the month in which their training
course ended, to 81% by the time of the follow-up postal survey, the
proportion rising most rapidly in the first nine months following train-
ing. In comparison with the control group, those who had partici-




pated in training were 25% more likely to find employment. The
hourly earnings of men and women who had participated in training
were found to be 139 and 83% higher respectively than men and
women in the control group (although this was only true where in-
dividuals moved into jobs in which they used the skills acquired on
their training course). For men, the earnings premium attributable to
training was substantially lower for older ex-trainees and, for both
men and women, the premium was lower for those with a good
educational record prior to training.

Employment Training

Employment Training (ET), introduced in September 1988, originally
aimed to provide places for over 400,000 trainees per year, and thus
represented a major expansion of training provision for the long-term
unemployed. One should note, however, that ET replaced not only
the OJTS, NJTS and WOTP, but also the CP, the smaller Voluntary
Projects Programme (VPP), and elements of other programmes for the
unemployed, and therefore did not represent a corresponding in-
crease in total provision for this client group. Similarly, gross expen-
diture on ET (originally planned to be £1.3 billion when fully
operational, although subsequently scaled down to £900m by 1991-
92) is essentially the sum of expenditures on the programmes it re-
placed (Department of Employment, 1988; Employment Gazette,
August 1988; and Table 6.3 above).

ET is publicly presented as a programme designed to ‘train the
workers without jobs for the jobs without workers’, that is, as a means
of training unemployed people in the skills that are in demand in
their local labour markets. Like the YTS, ET offers a mix of broad-
based foundation and project-based training for those long-term un-
employed people with no, or low-level, skills, and higher-level skills
training linked to placements in normal work environments. In addi-
tion, however, although the Department of Employment does not
consider it appropriate to estimate the register effects of training pro-
grammes, one cannot ignore the fact that such a large-scale pro-
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gramme as ET can have a considerable short-run impact on unem-
ployment. Operating at full capacity, ET has the potential to remove,
atary one time, from the unemployment register in the region of 40%
of the stock of those unemployed for six months or more.

The original aim was to provide just over 300,000 training places,
with 600,000 people passing through the programme in a year, on
the assumption that trainees will, on average, remain in training for
six months. Expected throughput in a full year has subsequently been
scaled down, however, as a result of falling numbers of the long-term
unemployed, though per capita funding (see below) is not to be
scaled up accordingly. Priority for placements is to be given to the
NJTS target group of 18-24 year-olds who have been unemployed for
between six months and one year, with the intention of eventually
offering places to other groups, beginning with 18-50 year-olds un-
employed for two years or more. In principle, therefore, initial prio-
ritisation does not appear to have attempted to reverse the age bias
that existed in the CP, and suggests that ‘creaming’ is also a potential
problem in ET. In practice, however, this problem has not emerged,
because there is (for the reasons discussed below) no general shortage
of ET placements, and people from all groups are able to find places
on ET.

Prioritisation rules have thus not had to be implemented and, in-
deed, by the end of 1989, 62% of ET trainees were aged 25 years
and older. It is nonetheless disappointing to discover that only 5% of
trainees are aged over 50 and, moreover, that although one-third of
ET participants had previously been unemployed for two years or
more, almost a fifth of all trainees who entered ET by the spring of
1989 had not been unemployed for six months (Finn, 1989). Accord-
ing to the Department of Employment, those ET participants with
shorter durations of unemployment are members of special groups,
especially disadvantaged and/or learning a shortage skill, but regard-
less of this, it is still rather worrying that ET appears not to be catering
for older unemployed people and the very long-term unemployed.
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Entrants to ET are first directed to Training Agents, who assess their
training needs. The assessment is combined with counselling, out of
which a Personal Action and Training Plan is drawn up for each en-
trant. This is meant to determine an individual’straining requirements
and to set out a glanned timetable for their eventual return to em-
ployment. At this stage, trainees are assigned to Training Managers,
who provide necessary off-the-job training and arrange suitable train-
ing placements. Trainees are entitled to 60% on-the-job training
(‘practical training’) and 40% off-the-job training (‘directed train-
ing).° Practical training placements are provided either by em-
ployers, in the manner of the NJTS, or by CP-style project sponsors,
as within the WOTP. It is expected that all trainees will spend at least
some part of their time on ET with employers, and thus not rely solely
upon project-based training: somewhat surprisingly, however, Finn
(1989) indicates that, by mid-1989, only a quarter of ET trainees were
involved in employer-based training. Al trainees are encouraged to
work towards a recognised qualification, or a credit towards one, and
are given a National Record of Vocational Achievement (NROVA),
in which they can keep any certificates gained on the programme.

Funding amounts to around £2,500 per six-monthly place per
year. Trair'ng Managers receive a basic grant of £18 per trainee week,
and a supplementary grant of up to £40 per week (depending on the
cost of training), to provide a package of training, and can expect a
contribution of at least £5 per day from employers for each day a
trainee is in placement with an employer. Training Agents receive
£31.50 (£38 in London) for each Personal Action and Training Plan
completed, and a further £15 for each successful referral toa Training
Manager. Trainees themselves are not paid a wage, but rather their
benefit plus a Training Allowance of £10 per week, in the hope that
this will increase participation by individuals with high benefit entit-
lements.

No detailed economic evaluations of ET have been published at
the time of writing, and it is therefore premature to judge the sucess
of the programme. The first official performance study, involving



2,000 people leaving after an average of five months’ training, sug-
gests that 55% entered jobs or further training. More worrying has
been the high drop-out rate from the programme, which has not
proved attractive to either the target client groups or to employers
(see Atkinson and Meager, 1989 and Full Employment UK, 1989). In
1989, for example, 60-70% of people referred to ET failed to embark
on training (see House of Commons Employment Committee, 1990).
Moreover, of those whodid embark ontraining, only 43% completed
courses.

Partly as a result of the apparent disenchantment with ET of both
unemployed people and employers, plans were announced in 1990
to reduce the scale of the programme. Expenditure on ET was cut
from £1.06bn in 1990-91 to £757m in 1991-92. This was officially
justified on the grounds that long-term unemployment had fallen sub-
stantially since ET was introduced in 1988 and also, on the basis of
survey evidence, that many long-term unemployed people did not
require training, but instead needed help with job search (spending
on job-search measures was thus increased). Just over half of this cut
has been subsequently restored, in the wake of sharply rising unem-
ployment in 1991, and following pressure from Training and Enter-
prise Councils. .

While it is too early to draw any firm conclusions on the effects
of ET, it is likely that evaluation will proceed in similar fashion to that
of Youth Training (formerly the Youth Training Scheme (YTS)), which,
in many respects, resembles ET, The chief concern should be tc es-
timate the quality of training provided, the extent of substitution ef-
fects, given that the trainees are paid less than other workers, and
possible wider supply-side effects. Unlike the YTS, however, which
can act as a general recruitment channel for young workers, ET, so
long as it sticks rigidly to its client group of long-term unemployed,
will probably suffer relatively little deadweight. More generally, how-
ever, the evolution of ET, whether as a scheme of skills development
or, as some have suggested, as a ‘work for dole’ scheme, will have




implications for the evaluation criteria that need to be considered
(Gregg, 1990).

6.6 Wage subsidies

Amongst the entire range of policy measures under consideration,
few have been more widely or more comprehensively evaluated than
subsidies. Subsidies introduced into Britain at any time during the
study period have included those to employers, designed to preserve
jobs, expand employment or raise recruitment of individuals from
specific groups, and those te uniemployed people, encouraging them
to accept low-paid jobs or to set up businesses. In general, evaluation
of subsidy effects has involved sample surveys of firms and individ-
uals (in both cases recipients of the subsidy and non-recipients as a .
control), in order to estimate the net numbers of jobs created and the
net Exchequer cost per person no longer uriemployed. In ~.:ne cases,
notably those where coverage has been extensive, it has also been
possible to examine wider effects. This section concentrates on a
number of subsidies; more general surveys are provided by Metcalf
(1982) and Lindley (1986, 1987).

The Temporary Employment Subsidy

Job-preservation subsidies were an immediate response to the threat
of unemployment in the mid- to late 1970s and early 1980s. In terms
of coverage, they represent the most extensive and overt subsidy
measures introduced by the Department of Employment. The most
important was the Temporary Employment Subsidy (TES), which
operated between 1975-79.

The TES was a marginal stock subsidy, offering £20 per week
(roughly one-quarter of average earnings at the time) to employers
for any job retained, having previously been notified as part of a
planned redundancy affecting ten or more workers. The subsidy
could last for up to one year, with the possibility of a six-month ex-




tension, during which £10 per week was paid for every retained job.
The subsidy seems to have been attractive to employers and, at any
one time, was supporting 150,000 jobs and serving to reduce regis-
tered unemployment by around 100,000. Cumulatively, the TES sup-
ported over 2% of jobs in Britain, at a gross cost of £500 per job, in
its peak year of 1978. Ninety per cent of supported jobs were in
manufacturing, and as Metcalf (1982) suggests, the significance of
the TES in preserving jobs is, in part, reflected in the severity of the
decline in manufacturing employment in 1979-80, following its with-
drawal.

Layard (1979) points to the potential problems of deadweight and
displacement in the TES, the latter arising because jobs supported
continued to contribute to output; unless aggregate demand were to
rise by as much as the output of the subsidised firms, the subsidy
would induce falls in employment elsewhere. In the absence of sur-
vey data, Layard is unable to make any estimate of deadweight. On
the basis of figures on the incidence of the subsidy, however, he
concludes that most of the jobs displaced were likely to have been
overseas, since over half the subsidised firms were in the internation-
ally competitive sectors of textiles, clothing and footwear. The TES
thus seems to have performed well, in terms of its effects on domestic
employment, unemployment, output and the balance of payments.

The most comprehensive study of the TES is that performed inde-
pendently, but for the Department of Employment, by Deakin and
Pratten (1982), and represents an exemplary approach to policy
evaluation. The authors conducted a detailed breakdown of jobs sup-
ported by the TES, and assessed the effects of the subsidy against a
full set of performance criteria. Analysis included that of both micro-
economic and macroeconomic effects, in addition to the estimation
of the net Exchequer cost per job preserved by the TES.

Several methods of evaluation were used. Firstly, an effective
sample of 119 firms which had received the subsidy was asked about
its use of the TES. In addition to this sample, which accounted for
14.4% of employees supported by the TES in 1977, a control group
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of 54 firms not receiving the TES was surveyed. Secondly, employ-
ment and accounting data were obtained from firms receiving the
subsidy, in order to perform a ‘before and after’ study of performance,
and to compare the performance of recipient firms with other firms
in the same industry that had not received the subsidy. Finally, stat-
istical data for industries and regions were analysed. Since the in-
cidence of the TES was very uneven, it was possible to compare
TES-supported industries and regions with other ‘control’ industries
" Of regions.

Deakin and Pratten are careful to point out that these methods are
not perfect. It was not possible, for example, to obtain data from firms
for more than two years prior to their receipt of the TES, a period
considered insufficient to offer an indication of firms’ ‘alternative po-
sition without TES’. Similarly, firms receiving the TES (and those in-
dustries and regions with the highest incidence of the subsidy) were,
of course, generally those facing difficulty and were thus self-select-
ing, with the resIt that non-recipients may not, therefore, have rep-
resented an optimal control group. The authors admit, therefore, that
their estimates of the effects of the TES do not necessarily convey
precision, a salutary reminder that even the best evaluations rely to
some extent upon judgement and interpretation.

From the survey of recipients, Deakin and Pratten estimate the
number of jobs preserved by the TES at around half of those sup-
ported. Deadweight and ‘domino” effects accounted for about 40%
of the remainder, a further 10% was attributed to jobs lost anyway,
as a result of natural wastage and redundancy during the year that
firms were in receipt of the TES. From the control group survey, and
the other methods of evaluation, however, it was estimated that 10%
of jobs preserved in recipient firms resulted in displacement of wor-
kers elsewhere. Accounting for all countervailing effects, the net job
preservation effect of the TES was therefore estimated at 40% of all
jobs supported (see Table 6.10, only first round effects are estimated).




Table 6.10: Effects of the Temporary Employment Subsidy
per 100 jobs supported

Effect
%

Jobs lost n
Deadweight 29
Displacement 21
Net jobs saved 39

Source: Deakin and Pljatten (1982) after Metcalf (1982).

Deakin and Pratten confirmed Layard’s conclusions as to the
beneficial effect of the TES on domestic output and the balance of
payments. Over 80% of workers covered by the subsidy were found
to be contributing directly to output, with exports of goods rising, and
import penetration falling, in those sectors where the incidence of
the TES was highest compared with the five-year period prior to the
introduction of the subsidy. it was precisely this favourable domestic
impact, however, that found disfavour with the European Com-
munity, on grounds of unfair competition, and caused the TES to be
withdrawn in 1979.°

The analysis of data from TES-supported firms showed that their
output per employee was, on average, lower than that for their in-
dustries, with the result that the TES served to reduce average labour
productivity. However, as mentioned above, most of those workers
supported were contributing to output by undertaking normal work,
and there was little to suggest that the TES itself led to a reduction in
efficiency or productivity within supported firms. Of course, it may
have been more efficient for workers to shift from activities of rela-
tively low productivity to higher productivity activities; therefore, the
TES may have slowed down resource allocation to the detriment of
long-run economic efficiency. Deakin and Pratten are unable to be
precise on this matter, although they do conclude that it was unlikely




that the TES adversely affected productivity growth. During the peri-
od of the subsidy, labour shortages did not hinder the growth of effi-
cient firms, whilst firms supported by the TES were in a position to
improve the efficiency of their operations. Those which did not so
improve are likely to have contracted or closed once TES support was
withdrawn.

Finally, Deakin and Pratten estimate the net Exchequer cost of the
TES at 60% (£625 at 1977/78 prices) of the gross cost. This is based
on their estimates of the net job preservation effect, related reductions
in unemployment pay, and tax flowbacks.

Small Firms Employment Subsidy

A modest form of (marginal stock) job-expansion subsidy was the
Small Firms Employment Subsidy (SFES). This was intioduced as an
experiment in 1977, and was initially confined to (high unemploy-
ment) Special Development Areas, and to manufacturing estab-
lishments belonging to firms employing fewer than 50 workers. It
paid £20 per week for up to six months for each additional employee
taken on over and above the number employed at a base date prior
to the introduction of the subsidy. The SFES was subsequently ex-
tended nationally, however, and was also made available to firms
employing up to 200 workers in the manufacturing or service sectors.
During the course of its peak year of 1978/79, 90,000 jobs were
supported by the SFES, at a total gross cost of around £30 million
(1978/79 prices).

Layard (1979) and Metcalf (1982) both report the findings of a
Department of Employment evaluation of the SFES during its ex-
perimental phase. This involved two evaluative methods: a control
group study, and a questionnaire sent to employers receiving the
subsidy. The control group consisted of a sample of firms similar to
those receiving the subsidy, which had expanded employment dur-
ing the first eight months of the experiment, but outside the ex-
perimental area. Comparison showed that the subsidised firms
expanded employment by 20% over the period, and the non-subsi-



dised firms by 12%, suggesting that the net effect of the subsidy had
been to induce 40% (two in five) of the jobs created in the subsidised
firms. The questionnaire obtained similar results, and also discovered
that over half the net jobs created would survive removal of the sub-
sidy.

These results implied a net Exchequer cost per person off the un-
employment register of £1,500 (1978 prices), although Metcalf is
rather cautious about this estimate for a number of reasons, primarily
because the evaluation study made no proper attempt to account for
displacement effects, which may well have become more importan¢
as the geographic coverage of the SFES was extended beyond areas
of high unemployment.

Adult Employment Subsidy

In addition to the marginal stock subsidies referred to above, a num-
ber of flow subsidies have operated, with the objective of raising the
recruitment of adults from amongst specific target groups. One such

was the Adult Employment Subsidy (AES), which was introduced in
three areas - Merseyside, Tyneside and Leeds - in August 1978. The
experiment lasted ten months and involved fewer than 1,000 indi-
viduals. £20 per week was paid in subsidy for up to six months to
employers in the private sector (not receiving certain other grants
from public funds) prepared to recruit men or women aged between
19 years and pensionable age who had been registered unemployed
for more than 12 months, that is, who were long-term unemployed.

The AES was never evaluated in a thorough manner, but the De-
partment of Employment did commission a survey of recipient and
non-recipient firms, in order to discover the responsiveness of em-
ployers to such a recruitment subsidy. As is commonly found with
recruitment subsidies, especially in areas of high unemployment
such 2s those in the AES catchment area, deadweight was consider-
able, 71% of the subsidised recruits in the survey would have been
taken on without the subsidy. Moreover, the survey concluded that
deadweight might have been as high as 84%, given uncertainty




amongst respondents to the survey. Only 16% of recruits would defi-
nitely have not been taken on but for the subsidy, 13% of whom were
found to be additional, having taken substitution into account.

New Workers/Young Workers Scheme

Another targeted subsidy, the New Workers Scheme (NWS), which
cperated between 1986 and 1988, was really a hybrid youth/adult
recruitment subsidy, applying only to those unemployed and aged
under 21 years. Under the scheme, employers were able to claim
£15 per week for up to a year for individuals in their first year of
employment, recruited at a gross weekly wage of £55 or less (for 18
and 19 year-olds), or £65 or less (for 20 year-olds). In addition, indi-
viduals recruited under the scheme were to be no longer eligible for
the Youth Training Scheme. At its peak, some 50,000 people were
employed under the NWS at a gross cost of £10 million.

The wage stipulations provide a clue to the aim of the subsidy: it
was designed to encourage employers to recruit workers at rates of
pay well below those paid to older workers. The rationale for this
vrasthat youth unemployment or inadequaie youth training provision
resulted, at least in part, from relatively high youth wage rates, im-
posed by unions or, in some sectors, by statutory minimum wage
orders. This rationale also underlay the YTS and the so-called Young
Workers Scheme (YWS), which the NWS replaced. The YWS oper-
ated in much the same way as the NWS, but applied to 16 and 17
year-olds. Those eligible for the YWS were, of course, par: of the
potential YTS client group, with the result that the two schemes were,
in a sense, competitive. This, and the fact that the government aimed
eventually to extend a universal guarantee of a YTS place to all un-
employed 16-17 year-olds, was the main reason why the YWS was
superseded by a subsidy targeted at a slightly older client group.
Moreover, since participation in the YTS did not constitute previous
employment under the rules of the NWS, the latter subsidy was seen
as a means of providing a bridge between YTS training and work, by
increasing placement rates of YTS graduates.

187 189




The NWS has not been the subject of any published evaluations.
There have, however, been a number of studies of the YWS which
one can reasonably assume to have operated in a fairly similar man-
ner (accepting the fact that the NWS may have benefited from its
ability to place individuals who had passed through a broad-based
course of general vocational training). Reference will be made here
to studies by Rajan (1985) and Bushell (1986), the latter for the De-
partment of Employment.

Rajan’s study is based on an independeri survey of employers,
conducted during the course of 1983 and 1984. 365 companies res-
ponded to a postal questionnaire, designed primarily to estimate the
initial (first year) net effect of the YWS on employment. Of these,
around a third were YWS users, 20 of whom were the subject of a
more detailed case study, designed to look more closely at the em-
ployment effects of *he scheme and, in addition, to assess the impact
on recruitment behaviour and youth-adult hourly wage differentials.
Bushell also reports surv~y evidence, including that of both a speci-
fically commissioned 1985 interview survey of 754 establishments
claiming payments under the scheme, and a continuous postal survey
of employers claiming payments which began in 1982. In neither
case, therefore, were non-recipient employers consulted. In addition,
data from management systems developed to administer the scheme
were utilised.

Rajan’s postal survey indicated very high deadweight in the YWS:
80% of jobs supported by the subsidy would have existed without it.
This was much higher than the 63% deadweight identified by Bu-
shell, recorded in Table 6.11. Although not referring to Rajan’s work,
Bushell does indicate that the latter estimate is lower than that derived
from earlier surveys of the YWS, and attributes this to two factors.
Firstly, it seems that the scheme initially allowed employers to claim
support retrospectively for workers already recruited; a procedure
clearly prone to deadweight. Secondly, the availability of the subsidy
encouraged far greater induced recruitment of young workers over




time, as experience of the scheme became known to more, and par-
ticularly smaller, employers.’

On substitution effects, the differences between the studies are
reversed: Bushell estimating this at 10% of jobs supported to Rajan’s
4%. However, given that Rajan finds that substitution (unlike dead-
weight) is more evident in smaller establishments, a rising average
substitution effect probably reflects the very same changes in take-up
of the subsidy to which Bushell attributes the fall in deadweight.
These differences in estimates of deadweight and substitution effects
give rise to a difference of 11% in first-year estimates of the net num-
bers of jobs induced by the YWS, Bushell’s estimate being the higher
of the two, at 27% of jobs supported. One should note, however,
that, on the basis of case study evidence, Rajan adds 5% to his first
year estimate of 16%, in order to reflect the continuing effects of the
subsidy in the years after its introduction.

These latter effects included increased youth-adult earning wage
differentials, and improved competitiveness on the part of recipient
firms. Rajan concludes, however, that the second round, and thus
also the cumulative effects of the subsidy on employment, were sub-
dued in particular by the strength of traditional wage structures, col-
lective bargaining, and Wages Council Orders (legal minimum
wages), which reduced the extent to which youth-adult wage dif-
ferentials could widen. The most marked effects were observed in
smaller establishments, with the result that Rajan expected stronger
employment effects the higher the take-up of the subsidy by smaller
employers. Bushell seems broadly to confirm these findings; in the
short run, the YWS was estimated to have reduced the average start-
ing wage of young people by around 6% of that prevailing in its
absence. Moreover, the introduction of the subsidy coincided with a
slowdown in the rate of pay increases of those aged 18 and under
(although the YWS was unlikely to have been the only factor contri-
buting to this). Perhaps significantly, however, he identifies the stron-
gest downward pressure in establishments where deadweight was
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low and substitution high; the pattern which Rajan discovers to be
typical of smaller establishments.

As for other effects, Bushell reports that 51% of respondents in the
special 1985 survey considered the YWS to have enabled them to
improve their products; 14% believed that it had enabled them to
avoid price increases, and 11% believed that it had enabled them to
increase capital investment. Fifteen per cent considered the subsidy
to have improved their overall competitive position, a factor that
Rajan posits as a contributor to the cumulative job-creation effect of
the subsidy. in view of this, it is rather surprising that Rajan makes no
attempt to consider displacement effects, considering these unlikely
because of the modest total Exchequer outlay, and its low concen-
tration amongst recipients. Bushell, however, does approach estima-
tion of displacement, even though recognising this to be very difficult
to identify in the case of a relatively small-scale subsidy. He reports
that 40% of establishments in the 1985 survey considered the YWS
to have enabled them to increase output, although further investiga-
tion of the same respondents suggested that any such increase was
small in relation to their total turnover. Rajan is probably justified,
therefore, in his view that significant major disptacement effects were
unlikely to occur as a result of the YWS,

Table 6.11: Initial employment effects of the YWS per 100
jobs subsidised

Rajan Bushell
% %
Deadweight 80 63
Substitution 4 10
Net jobs created 16 27
Total 100 100

Source: Rajan {1985); Bushell (1986).
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Jobstart Allowance

The final targeted subsidy under consideration is the Jobstart Allow-
ance (Jobstart for short), which cperated between 1986 and 1991,
and was targeted at people who had been registered as unemploved
for more than 12 months. jobstart shared the same basic policy ra-
tionale as the NWS/YWS, in that it attempted to expand low-wage
employment. Unlike the NWS, however, the subsidy was paid to
employees rather than employers, in an effort to overcome the so-
called ‘unemployment trap’, which may result in prolonged unem-
ployment of individuals with high replacement ratios. The subsidy
was thus paid to employees in the form of a taxable wage allowance
(currently £20 per week) for up to six months, to any eligible person
entering a job paying less than £90 per week (originally £80).

Jobs had to be full time - over 35 hours - had to last for up to three
months, and claimants had to accept jobs before applying for the
allowance (just under a quarter had applications turned down). The
employer did not need to know about the payments, the allowance
being paid direct to the recipic.it. The scheme was not open to those
entering self-employment (for which a separate subsidy, the Enter-
prise Allowance, is available, see below) or private domestic service.
By rnid-1989, around 40,000 people had entered employment and
had claimed the allowance. Gross expenditure on the scheme in
1988/89 amounted to around £8 million.

The subsidy contained no mechanism to discourage the obvious
problem of deadweight, other than the: application prcedure, which
mignt well nave been fallible. Moreover, it is quite possible that in-
dividuals returned to claim Unemployment Benefit once the allow-
ance period was exhausted, although voluntary job quitters in Britain
cannot claim unemployment assistance within six months of leaving
employment. Alternatively, those supported by Jobstart may have
subsequently progressed to higher-paid jobs, or have applied for
other assistance from the state, in the form of means-tested, in-work
benefits or wage credits (such as Family Credit), available to low-paid
workers. Each, or a combination of all of these outcomes was clearly
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possible, and required close investigation if the effectiveness of the
subsidy was to be properly evaluated.

There are no published estimates of the cost effectiveness of Job-
start, although results of the first independent national evaluation of
the subsidy are available. On behalf of the Depariment of Employ-
ment, Wood and Hamilton (1989) performed a survey in July/ August
1988 of all individuals starting a Jobstart job in October 1987 and
April or early May 1988. There were thus twe samples of Jobstart
recipients, the first consisting of those who had exhausted their job-
start entitlement three months prior to the survey, and the second
consisting of those about halfway through their entitlement. The first
sample resulted in 379 interviews, the second 391, the response rates
being 76 and 81% respectively.

A distillation of the findings, which are similar for both groups, is
reported in Tatles 6.12 and 6.13. Around twe-thirds of individuals
interviewed from each sample said they would have taken the job-
start job without the subsidy, providing a measure of deadweight.
There was a marked relationship between deadweight and the pre-
vious level of berefit. Half those individuals with previous benefit of
£60 or more per week said they would not have taken the job without
jobstart, compared with only one-fifth of those who had been getting
less than £25. Individuals with dependants generally had higher
benefit levels, and were also less likely to have taken the job without
the subsidy. The high level of deadweight was clearly a major reason
for the withdrawal of the subsidy in 1991.

Most of those receiving jobstart were young - about half aged
under 25 - and very few were aged over 40. The subsidy nonetheless
appeared to be serving its client group; roughly halfthose interviewed
in both groups had been, prior to Jobstart, continuously unemployed
and looking for work for two years or more. Somewhat surprisingly,
however, about 10% had been unemployed for less than a year. It is
unclear whether this reflects poor administration of the scheme or,
as the Department of Employment suggests, was simply due to the
fact that because respondents were asked to give their subjective
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assessment of how long they had been unemployed, answers were
unlikely always to correspond with the official record of their dura-
tion of unemployment.

The survey found that most people on Jobstart worked in small
firms in the private sector, commonly retailing, clothing and footwear
manufacture, and construction. Average gross starting earnings were
around £66 per week, or £1.70 per hour. For all but 6% of the sample,
take-home pay plus their allowance was higher than basic benefit.
About a fifth, however, had taken up Family Credit (an in-work
benefit) while receiving the allowance, whilst a quarter had suffered
a loss of, or reduction ir, Housing Benefit.

Of those interviewed after the period of the allowance had been
completed, two-thirds were still with their employer and half had
experienced an increase in earnings. Only 40%, however, had
broken the subsidy wage threshold (£80 per week at the time of the
survey), although the study makes no attempt to assess whether the
subsidy had had any effect on wage levels in firms employing Jobstart
employees. Of those not with the original Jobstart employer, half had
moved to another employer, and half had returned to unemployment.

Table 6.12: Some characteristics of people on Jobstart

3 mth sample 9 mth sample

Age under 20
20-24
25-29
30-39
4049
50+

Unemployment duration prior to

Jobstart job
Under one year
One year 42
Two years 17
Three years 10
Over four years 22
Unclear 1

Source: Wood and Hamilton (1989). Sample definitions as given in text.
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Table 6.13: Jobs created by Jobstart as percentage of jobs
supported

(a) All interviewed 3 mth sample 9 mth sample
% %

Deadweight 65 69
Net jobs created 32 30
Unclear 3 2

{b) 9 mth sample by previous weekly benefit

£ per week
<25 25-34 35-59
% % %

Deadweight 79 71 57
Net jobs created 19 27 39
Unclear 2 1 3

Source: As Table 6.12.

A self-employment subsidy: the Enterprise Allowance
Scheme

The Ente:prise Allowance Scheme, piloted in 1982 and introduced
nationally in 1983, is a subsidy to encourage unemployed people to
set up their own small businesses or enter self-employment. The
scheme is restricted to those who are unemployed and in receipt of
benefit for eight weeks or more, able to provide £1,000 as business
start-up capital. The objective of the subsidy, paid at the rate of £40
per week for one year, is, therefore, to assist those with the initial
financial ability and desire to start a business, but who might other-
wise be deterred, because to do so would result in the loss of unem-
ployment assistance and, thus, necessary income. In principle, the
canital requirement might be expected to limit the ability of many
unemployed people to take up the subsidy. In practice, however, the
requirement is not a great handicap, because it will be met by evi-
dence of an overdraft facility. Moreover, the sum of £1,000 has not




been raised in seven years. The EAS is thus quite popular, supporting
a total of around 470,000 businesses since 1982. In 1988/89 the
government spent around £200 million (gross) on the scheme.

As Lindley (1986) points out, the EAS presents somewhat different
problems of evaluation than more straightforward employment sub-
sidies, because it is more akin to a business incentive than an em-
ployment measure. Long-run considerations, such as business
survival rates, are thus as important, if not more so, than short-run
effects on employment and unemployment. The scheme has been
the subject of several published evaluations of its progress, based
largely on evidence from periodic MSC/Training Agency follow-up
surveys of cohorts of individuals setting up in business under the
scheme. Stern (1988) reports the results of some of these surveys and,
from this, offers an assessment of the effectiveness of the EAS in terms
of short-run net cost to the Exchequer, medium-term direct effects,
and long-run supply performance effects.

The surveys reviewed by Stern indicated that just under half of
EAS participants would have set up in business without the subsidy,
perhaps not too high a deadweight element when compared with
some of the subsidies discussed earlier. The most recent survey esti-
mates suggest that 36% of EAS applicants are pure deadweight, and
a further 20% partial deadweight (would have set up in business
within a year). Stern assumes a comparatively high displacement ef-
fect, with around 50% of EAS businesses displacing similar busi-
nesses. This is to be expected, in view of the predominance of
sole-trader businesses amongst those supported by the EAS, and the
high incidence of the subsidy in sectors such as construction, per-
sonal domestic services and retailing (see Table 6.14)."° The latest
figures on the register effect of the EAS suggest that, for every 100
EAS entrants, 37.4 people leave the unemployment count, and that
the net cost to the Exchequer of one person off the count is approxi-
mately £1,850, or 33% of the gross cost.
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Table 6.14: Some characteristics of businesses set up under
the Enterprise Allowance Scheme

Survivors Non-survivors

% %
(a) Sector
Construction 16 15
Retail 14 17
Personal/domestic service 12 14
Repair 9 10
Undefined 49 44
{b) Business type
Sole trader 77 82
Partnership 14 17
Co-operative - -
Limited company 8 1
Other - -

Source: RBL Research International (1987).

Turning to medium-term direct effects and supply performance
effects, Stern reports that 65% of those who completed their EAS year
were still working in the same business two years after they stopped
receiving the subsidy (after three years in total). Moreover, for every
business still trading after three years, 114 employees had been taken
on, 84 full-time and 30 part-time. On supply performance effects,
Stern, in fact, lists expected effects rather than observed or estimated
effects of the EAS. He points out that the EAS was likely not only to
have increased the stock of small businesses, but also the supply of
entrepreneurship. In addition, the EAS probably reduced wvage press-
ure in the economy by way of inducing an increase in the active
labour supply by raising the participation of marrica women. Surveys
of businesses developing out of the EAS showed that a quarter of their
employees after three years worked part-time, over a third of whom
were the spouses of the former EAS recipients." From these expected
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supply performance effects, Stern concludes that the EAS will have
generated higher levels of output and employment and lower unem-
ployment, although the subsidy probably did little to contribute to
higher productivity or higher real wages.

6.7 Miscellaneous direct measures

Brief mention must also be made of a number of other measures that
have assisted unemployed adults into employment in Britain. These
include work-sharing and early retirement measures, as well as spe-
cial employment provision for people with disabilities. This section
will concentrate on work-sharing and early retirement measures,
namely, the Job Splitting Scheme (now renamed Jobshare), and the
job Release Scheme. Help for people with disabilities, in the form of
the Sheltered Employment programme, which provides work for
those unable to compete in the labour market on equal terms with
others, is not considered, since few, if any, of those helped would
otherwise appear on the unemployment register. Details of a recent
official evaluation of Sheltered Employmc . are provided by Dutton
et al. (1989).

In general, work sharing and early retirement are regarded as sec-
ond-best solutions to unemployment. Their prime merits are the
equity they instil in the labour market by spreading existing work and
thus the burden of unemployment. Neither solution, however, results
in higher output or net additions to employment in terms of full-time
equivalents, and neither serves to reduce inflationary pressure in the
labour market that constrains economic expansion. indeed, both
will, if anything, raise wage pressure, thereby threatening output and
jobs; early retirement, because it reduces the active labour supply,
and work sharing, because, in the absence of corresponding wage
sharing, it is likely to result in higher unit labour costs. Despite these
drawbacks, Davies and Metcalf (1985) suggest that work sharing and
earlv retirement might  anetheless be worthwhile, so long as they
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are voluntary (and are thus not imposed as general solutions to un-
emplioyment) and prove to be cost effective.

The Job Splitting Scheme/Jobshare

The Job Splitting Scheme (JSS), now called Jobshare, was introduced
in 1982. The scheme offers payments to employers prepared to create
part-time jobs. by splitting existing work or combining regular over-
time working, and filling them with people taken off the unemploy-
ment register. In 1987/88 emplovers could claim £1,000 for each
part-time job created in this way, on the stipulation that the jobwould
last for at least one year.

The main plus point for Jobshare is its extremely low net cost per
person no longer unemployed. At only £400 per person per year, this
is less than one-fifth of the cost of the most cost effective of special
employment measures. Indeed, in the early years of the JSS, the net
cost was negative, so the Exchequer saved £100 for every job cneated
under the scheme, because savings in benefit and tax retums were
greater than payments to employers. Unfortunately, this low net cost
was reflected in a lack of employer interest in the scheme. In five
years only 2,000 shared jobs were created under the }SS and, despite
higher payments to employers, Jobshare currently supports only 200
shared jobs per month. According to Meager (1988), however, lack
of employer interest reflects not the level of payment on offer but
rather the stipulation that recruits must be taken off the unemploy-
ment register; employers felt that recruits from this source would be
unsuitable for the posts they might consider sharing or splitting.

No published evaluations of the scheme are available, so it is
unclear what proportion of part-time jobs supported would not have
been created in its absence. The tiny numbers supported by the
scheme, however, mean that its impact on unemployment is mini-
mal, regardless of the extent of deadweight.




The job Release Scheme

The Job Release Scheme, a form of early retirement subsidy, by con-
trast, had a considerably greater impact on unemployment. The
scheme, which operated between 1977 and 1988, offered financial
help to people accepting early retirement, if this released a job that
would be filled by a person taken off the unemployment register.
People eligible for the scheme were those within one year of the
formal state retirement age of 65 for men, and 60 for women, and
received payment under the JRS until eligible for the state retirement
pension. Retirees were paid (in 1987/88) up to £74 per week, if mar-
ried with dependents, or up to £52, if single.

Employers had, of course, to agree to the procedure, and had the
right of veto. Those agreeing to participate received a fee to cover
necessary administrative costs. Jobs released could be replaced di-
rectly or indirectly. Indirect replacement would occur, for example,
where an employer replaced someone retiring from a senior post by
means of internal promotion, leaving vacant a more junior post to fill
from the unemployment register. At its peak in 1983/84, some 85,000
previously unemployed people were in employment in any given
month, as a result of jobs released under the JRS, at a gross total cost
for the year of around £150 million.

Evaluation of the JRS has been concerned to measure the extent
of two main problems. First, there is the obvious problem of dead-
weight, since some jobs may have been released anyway. Second, is
the problem of non-replacement, where released jobs are, in fact,
lost, or are not filled by an unemployed person. This latter problem
should, of course, have been avoided as a result of administrative
checks on the operation of the scheme. In practice, however, moni-
toring is never perfect and, in the case of the JRS, was complicated
in particular by indirect replacement. In the event, as Metcalf (1982)
reports from the findings of Department nf Employment evaluations
of the scheme, around 15% of jobs released were not replaced, a
further 10% of those released representing deadweight. The net re-
duction in unemployment induced by the JRS is thus calculated at
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75% of jobs released as a result of the scheme, enablirg the Depart-
ment of Employment to calculate the net cost per person no longer
unemployed at £676 in 1978. The equivalent published figure for
1987/88 was £1,950; the estimates of net job creation had risen to
88%, as a result of tighter monitoring of replacement in the 1980s
(see Table 6.4 above).

Metcalf, referring to the 1978 figures, calculated that the JRS was
over three times more cost effective than any alternative early retire-
ment solution to unemployment, for example, a general compulsory
reduction in the retirement age. For this reason, although accepting
the second-best nature of such a policy, Davies and Metcalf (1985)
advocate an expansion of the JRS, as well as other, and generally
preferable, cost-effective special employment measures which
generate output and net employment. Their suggestion was that JRS
eligibi'ity should be extended to able-bodied men aged 60-65.

Regardless of the merits or otherwise of this suggestion, the gov-
ernment decided to abandon the JRS in 1988. This reflects, in part,
a gradual decline in interest in early retirement since the mid-1980s,
as unemployment had fallen and policies designed to enhance rather
than reduce the supply of labour have come to greater prominence.
The official reason given for the decision was that the JRS did not
offer help specifically to the ior;g-term unemployed, nor did it ensure
training for those entering jobs which were released.

6.8 Counselling and intensive job-search
measures

This section discusses measures that do not in themselves directly
provide unemployed people with employment, but are designed to
increase the intensity and efficiency of job search. The measures to
be considered here are the Restart programme of counselling inter-
views, Jobclubs, Restart courses, and the relatively new Job Interview
Guarantee Scheme.




The Restart programme

The Restart programme of Jobcentre interviews for all registered long-
term unemployed people was introduced nationally in july 1986. In
view of the numbers of long-term unemployed at that time (1.3 mil-
lion unemployed benefit claimants had been out of work for more
than 12 months), Restart represented a major extension of the work
of the Employment Service, every long-term unemployed claimant
being invited by letter to attend a short counselling interview. More-
over, the programme was extended still further in April 1987, to cover
those register2d as unemployed for six months or more, with inter-
views being repeated at six-: onthly intervals for those remaining
unemployed. By the end of the fiscal year 1988/89, over 3 million
counselling interviews had been conducted, the programme in the
latter year costing £40 million.

Restart has often been cited as a major factor underlying the fall
in claimant unemployment in Britain that occurred between 1986
and 1990 (indeed, the fall began in the month that the programme
was introduced). At first sight, this is a remarkable claim for a coun-
selling measure, although less so when one considers the variety of
effects exerted by Restart.

Firstly, Restart seeks to re-motivate ‘discouraged’ workers, and
those unemployed people who may have lost touch with the Employ-
ment Service. Such individuals are made aware of available vacan-
cies and/or what help they can be offered by way of direct special
employment measures. In official descriptions of Restart, the inter-
view is depicted as an event during which interviewees are offered
a range of training or job-search ‘options’, only one of which is the
offer of notified vacancies.

Secondly, Restart interviews can also filter out those amongst the
unemployed with health or related problems, who need different
help from that available from the Employment Service. And thirdly,
Restart allows for a more rigorous assessment of claimants’ availa-
bility for work, and is therefore able to detect the fraudulent, such as
those drawing benefit whilst working in the so-called ‘black econ-




omy’; although this feature of Restart is played down in official pub-
licity, interviews are, in effect, compulsory, and failure to attend or
co-operate at interviews can result in referrals to benefit claims as-
Sessors.

The second and third effects will result in reductions, mainly in
registered unemployment, in the form of a ‘shake-out’ of claimants.
This will generate savings in outlays on unemployment assistance
and will remove any overstatement of the extent of unemployment
that might otherwise bz contained in claimant statistics.”

Reductions in unemployment brought about in the latter way will,
of course, only lead to higher employment if, in the process, individ-
uals take jobs otherwise rejected because benefit was available with-
out job-search conditions attached. But whatever the outcome for
employment, the shake-out effect is likely to be a once and for all
effect, unless ever-tougher job-search conditions are attached to the
receipt of unemployment assistance. In fact, progressively tighter
conditions have been attached. This has involved the gradual intro-
duction, since 1986, of stricter ‘availability for work’ criteria and,
most recently, under the terms of the Social Security Act, 1989, a new
stipulation requiring unemployed benefit claimants to demonstrate
that they are ‘actively seeking wor .

The strength of the first effect of Restart, mentioned above, will be
the greater the more job or training opportunities are readily avail-
able. In the absence of sufficient jobs or necessary training provision,
those passing through Restart wil! either remain ur.2mployed, or take
jobs that would have gone to other workers, although if, in the pro-
cess, the programme were to generate a net increase in the outflow
rate from long-term unemployment, it may exert a downward effect
ontotal unemployment in the manner discussed by Haskel and Jack-
man (1988) in their study of the Community Programme.

Ideally, one would wish to estimate the combined effect of Restart
and decompose this into each of these individual effects. Clearly
inadcquate, though often cited, are official figures of the ‘effects’ of
Restart, which suggest that approximately 20% of those called to
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interview subsequently leave the unemployment count. These pro-
vide no account of why individuals leave the count, nor any indica-
tion of the net effect of Restart. Somewhat more detailed estimates,
however, can be derived from the results of a number of MSC pilot
studies of Restart and, in addition, independent econometric studies.

The pilot exercise was carried out in the six months prior to the
introduction nationally of the programme, and involved nine lo-
calities throughout Britain (see Smith, 1986). Invitations to attend an
interview were sent to 34,000 long-term unemployed claimants and,
of these, 21% left the unemployment register during the course of the
pilot period. Clearly, some of these would have left anyway, requiring
a comparison to be made between the pilot areas and a number of
control group areas. Unfortunately, the latter were not defined, so it
is not possible to assess how comparable they were, in terms of labour
market conditions, to the pilot arezs. The comparison indicated that
around half of those ieaving the count after being approached for an
interview did so as a result of Restart, roughly 10% of al | those invited.

The MSC did not provide a published breakdown of the charac-
teristics and final destination of this 10%, but did publish some find-
ings relating to the 21% who left the register in total. Five per cent
were helped straight into a job, or were provided with places on the
Community Programme, a further 2% entered a govemment training
programme, or took advantage of the Enterprise Allowance Scheme.
Three per cent were almost certainly directed to another form of
benefit, as a result of previously undetected sickness or disability,
whilst a fu'ther 2% were probably deemed ineligible for unemploy-
ment assistance because genuinely not available for work. As for the
remainder, some may have taken jobs sooner than otherwise, as a
result of the prompt of Restart, and others will simply have stopped
claiming because they were in receipt of undeclared earnings in the
black economy (a cohort likely to have left the unemployment reg-
ister prior to the interview itself).” Finally, one should note that, in
addition to this 21%, around 8% of those interviewed were directed




to more intensive help with job search (Restart courses and Job Clubs,
see below), while remaining on benefit.

An alternative approach to estimating the effects of Restart, has
been to enter the number of Restart interviews conducted within a
given period into time series regression equations, constructed to
examine the relationship between employment and registered unem-
ployment. Gregg (1989), for instance, estimates an unemployment
equation using quarterly data for the first quarter of 1974 to the first
quarter of 1988, with the number of Restart interviews per quarter
included for each quarter following the introduction of the pro-
gramme. The other regressors include employment and demographic
variables, the log of the real post-tax wage, and a lagged dependent
variable. A broadly similar approach, using a Restart variable of the
same form, is that of Dicks and Hatch (1989), who estimate the effects
of Restart within a more wide-ranging analys - of changes in the em-
ployment-unemployment relation. They i.iclude sectoral employ-
ment, broken down by sex and full-time/part-time distinctions, and
demographic variables within a number of unemployment equa-
tions, using quarterly data covering a slightly longer period than that
of Gregg."

Gregg finds the Restart variable significant, the estimated effect of
the programme being to raise the outflow from long-term unemploy-
ment by 11% per quarter so that, for every 100 interviews, 11 people
left the register. Dicks and Hatch offer a number of estimates of the
effect of Restart, based upon different specifications of their model.
They suggest that between 11 and 18% of those interviewed leave
the unemployment register each quarter, the lower end of this range
being similar to Gregg’s estimate, and comparable to the findings
from the Restart pilot exercise for the net effect of the programme.
On the basis of their estimates, Dicks and Hatch conclude that at
least 50% of the fall in registered unemployment since 1986 may be
attributed to Restart. Further econometric analysis of the overal | effect
of Restart, derived from estimates of the net effect of the programme




on outflow rates from unemployment, is contained in the next chap-’
ter.

These results are subject to a number of caveats. Gregg, for
example, points out that the accuracy of estimates of the effects of
Restart are bound to be affected by the quality of employment data.
For the period since 1986, these have been subject to several quite
substantial revisions. The Department of Employment, meanwhile,
makes the important point that the data used by Dicks and Hatch
only go up to 1988, two years after Restart was introduced, with the
consequence that their estimates of the effect of the programme are
based on few data points."

Dicks and Hatch are themselves concerned that their Restart vari-
able might, at least partially, be proxying the effects of the tougher
availability for work rules mentioned earlier, which first began to
come into effect at the time that Restart was introduced. Given that
these were general rules, and were applied to all unemployed claim-
ants and not just the long-term unemployed, Dicks and Hatch thus
estimated a trend equation for short-term (less than six months) un-
employment, with the Restart variable as a regressor. The latter vari-
able would be expected to prove non-significant in such a regression,
since Restart is aimed solely atthe long-term unemployed. Somewt at
surprisingly, however, Restart is found to have an impact on short-
term unemployment, leading Dicks and Hatch to conclude that their
variable may indeed be picking up effects of both Restart and tighter
benefit regulations.'® The more recently introduced ‘actively seeking
work’ rule will probably also have an effect upon short-term unem-
ployment, in addition to any effect of Restart upon long-term unem-
ployment.

Dicks and Hatch also point to the likelihood that the effects of
Restart are unlikely to be sustained into the future at the levels of
1986-88, partly because the number of interviews will fall as the
client group gets smaller, and partly because the remainder of the
client group will contain a higher proportion of individuals who have
been unable to find work, despite several interviews. This indicates
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that there are limits to what was earlier described as the ‘shake-out’
and that, for those continually passing through Restart, the process
will come to resemble something of an ‘(un)merry-go-round’.
Finally, it should also be pointed out that econometric studies of
the type discussed above cannot offer a full account of the effective-
ness of Restart as an employment measure rather than as a means of
‘policing’ claimants. The Dicks and Hatch study, for example, carries
the implication that Restart forced people off the count before they
went into jobs, even though it is quite possible, as the Department
of Employment prefers to suggest, that people were leaving the count
to take up jobs or to enter training. Similarly, it is possible that miany
of those leaving the register as a result of Restart simply join it again
quite quickly. These qualitative rather than quantitative effects of
Restart can only be evaluated proper* using micro-based survey data
(see Chapter 111}, in order to discover the destinations of those passing
through the programme. The Employment Service is undertaking fol-
low-up surveys of people passing through Restart, and may even con-
template allowing a cohort of claimants to avoid interview, in order
that they might form a control grouo. it remains unclear as to if, and
when, such evaluations will be published. In the absence of such

evidence, it is difficult to be precise about the overali effects of Rest-
art.

Intensive job-search measures

As mentioned earlier, a proportion of individuais may, as a result of
their Restart interview, be referred to jobclubs or Restart courses.
These measures, introduced prior to Restart interviews, provide ad-
ditional help with job search, at a gross cost per year of around £20
million and £1C million respectively (estimates for 1988/89).

The short-duration Restart courses, originally providing places for
over 100,000 people per year, attempt to re-motivate and build up
the confidence of the unemployed. Methods include the provision
of information on how best to submit job applications and design
cvs, etc. In addition, personal and communicative skills are de-
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veloped by ‘role-playing’ exercises, intended to improve interview
techniques. Jobclubs, based on the American model, and introduced
well before Restart interviews in 1984, cater for the already more
motivated and basically ‘job-ready’ unemployed, for whom are pro-
vided practical facilities, such as free use of telephones, stationery,
photocopiers and postage etc., and a structured programme of help
designed to improve the quality of job search. Jobclub members are
expected to attend for four half-days in every week.

Jobclubs and Restart courses are provided either at jobcentres (job-
centre Jobclubs) and are staffed by Training Agency team leaders, or
by subcontracted private agencies (Agency Jobclubs), the role of the
latter having been expanded in recent years to provide more places.
There are, at present, for example, over 1,000 Jobclubs, with some
150,000 passing through annually. The remainder of this section con-
centrates on Jobclubs and examines studies of their effectivenass.

The effectiveness of jobclubs

it must, from the outset, be made clear that there is no immediate
correspondence between numbers of Jobclub members and reduc-
tions in the unemployment register, since those engaged in job search
in this way remain unemployed. Evaluation of the immediate net cost
per person off the register is therefore inappropriate. The Department
of Employment measures instead the number of subsequent job en-
tries of Jobclubs, and publishes the ‘gross cost per Jobclub job entry’.
This is calculated at around £282. Unfortunately, this does not rep-
resent a measure of cost effectiveness, since it ignores, in particular,
the problem of dezdweight, a problem also ignored by the preferred
official Employment Service indicator of Jobclub performance, the
Job Entry Rate (JER), that is, the proportion of Jobclub members in any
given period leaving to enter jobs.

Official MSC evaluations of the initial 29 Jobclubs in operation
throughout Britain, discovered a JER of 63% for the six months to
February 1986 - a further 13% of Jobclub members entered a tem-
porary wor': or training programme. Caution is needed in interpreting
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these results, however, because Jobclubs maintain fairly strict selec-
tion criteria, requiring, in particular, that participants demonstrate a
reasonable degree of literacy, in order to be able to follow up job
leads effectively. Jobclubs thus tend to draw upon the most able long-
term unemployed, and often younger individuals with relatively short
durations of unemployment. In 1987, for exampie, Table 6.15 indi-
cates that a third of Jobclub members were aged under 25, two-thirds
under 50, and almost half had been unemployed for only between
six months and one year. Many such individuals may well have been
able to find jobs without Jobclubs, the existence of such ‘creaming’
imparting an upward bias to JERs, and suggesting the possibility of
deadweight.

Table 6.15: Some characteristics of Jobclub members
%

Aged under 25 30
25-39 38
40-59 32
60+ 1

Duration of unemployment
Six months - one year . 46
One - two years 24
Two - three years 10
Over three years 20

Source: Spillsbury (1988).

The significance of this seems to have been overlooked, or at least
ignored, in the decision to expand the number of Jobclubs from 200,
in 1986, tothe current 1,000. Itis not surprising, therefore, to discover
that the average JER declined to just over 50% by the end of 1987,
although the Employment Service suggests that this may be partly
due to less under-reporting of early leavers. It remains unclear




whether this was a consequence of more disadvantaged individuals
participating in the expanded number of Jobclubs, or simply that, in
the more buoyant British labour market of 1986-87, many of those
most likely to benefit from Jobclubs found employment without the
help they provided - a fact which might, of course, imply a lower
deadweight element in the JER.

JERs can also be misleading for other reasons. For example, indi-
viduals can remain in a Jobclub until they find a job, as long as they
pursue a target number of job vacancies, normally ten, each day. This
will tend to bias performance indicators, because those finding it
difficult to leave will either remain in the Jobclub or simply crop out.
After six months’ attendance, a member’s progress is reviewed, with
the possibility of continual three-weekly extensions or referral back
to a Restart counsellor. In addition to this, there is a suggestion that
Jobclub members receive advance notification of vacancies; JERs
may therefore be raised at the expense of reducing job entry by non-
Jobclub jobseekers (Unemployment Unit, 1989). This suggests that
Jobclubs can give rise to a particular form of substitution effect (dis-
placement of employment within a firm, see Chapter 11l). It is, of
course, true to say that, to some extent, they are intended to do so,
in order that long-term unemployed people might be substituted for
the short-term but, given the make-up of Jobclub members, there is
still nonetheless a possibility of substitution of Jobclub members for
long-term unemployed non-Jobclub members.

Deadweight and substitution effects of the type identified here are,
of course, somewhat more difficult to calculate precisely, given the
nature of Jobclubs as a job-search measure. Indeed, no attempts have
been made to identify such effects with accuracy, research into Job-
clubs being concerned either with the labour market destinations of
ex-members, for example, those of Spillsbury (1988) and Demery
(1988) for the Employment Service, and/or with the determinants of
variation in individual Jobclub performance, as in Green (1989).

Spillsbury examines a sample of 400 official records of those in-
dividuals leaving Jobclubs, and their reasons for leaving. He dis-



covers a JER of 59% amongst those examined, but indicates much
greater success for those with relatively short durations of unemploy-
ment. Demery’s study is based on a representative sample of 3,000
individuals, who had joined Jobclubs between September and Oc-
tober 1987 and had left by Marct: 1988. This showed that, on aver-
age, 55% of people leaving Jobclubs during that six-month period
entered jobs, and 2% became self-employed. A further 14% left,
either to enter the Community Programme or full-time educatisn or
training. Jobcentre Jobclubs showed better results in terms of job
entry than Agency Jobclubs, as demonstrated in Table 6.16. Demery
also finds that only 58% of jobs obtained by former Jobciub members
were full-time and permanent, this being interpreted as a reflection
of labour market conditions rather than an indication of deficiencies
in the Jobclub approach.

Table 6.16: Destinations of people leaving Jobclubs,
October 1987 - March 1988

Jobcentre  Agency
Jobclubs  Jobclubs
% %

Job 57 50
Self-employment 2 - 2
Community Programme 9 8
Full-time education or training 6 4
Other 25 33
Not stated 1 2

All 100
N=

Source: Demery (1988).

Green, by contrast, seeks to estimate the causes of variation in two
measures of Jobclub performance - JER and Jobclub Employment




Probability (EP) - the latter defined as the number of members leaving
to enter jobs in a given period, as a proportion of the number still
searching at the beginning of the period, and the inflow of new mem-
bers over the same period. Using data provided by the Employment
Service on individuals and Jobclubs, covering 90% of jobclubs in
existence in September and October 1987, Green discovered an
average JER of 52%. JEP was 21%, the average stay in a Jobclub being
between six and seven weeks.

Green uses regression techniques to estimate separately the rela-
tionship between JER and JEP, and a range of individual variables,
f-omthe characteristics of Jobclubs themselves, to the structura! char-
acteristics of localities and local labour markets in which clubs were
situated, and characteristics of Jobclub members. Over 20 such re-
gressors were entered in linear form into an equation, the dependent
variables JER and JEP subject to a logit transformation. Estimates for
“full’ and ‘final’ models vere obtained, the latter excluding variables
found to be non-significant in the full model. The fit of neither model
was good - in both cases 80% of the variance in Jobclub performance
measures was left unexplained - as one might expect in variance
models of this kind, but individual coefficients were sufficiently ro-
bust to allow reasonably confident conclusions to be drawn. The
findings suggest that the single most important influence on individ-
ual Jobclub performance is the local unemployment rate, the higher
the rate the lower JER and JEP. The individual characteristics of most
importance were found to be the proportion of Jobclub members
unemployed for at least two years, and the proportion of non-white
members, both of which depressed pe/iormance.

More intensive job search was founa to improve performance,
although performance suffered if Jobclubs were situated in London
or the West Midlands region. Individual Jobclub performance was
also found to be positively associated with the importance of manu-
facturing and construction in the local labour market, and the pro-
portion of female members. Finally, Agency Jobclubs were found to
perform less well than Jobcentre Jobclubs. Most of these findings
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conform to prior expectations, although a weakness in the analysis
lies in the failure to provide an explicit rationale of the findings, for
those variables the effects of which are not, a priori, obvious; for
example, the relatively poor performance of Agency jobclubs
- throughout Britain and that of all Jobclubs in London and the West
Midiands. The Employment Service itself attributes the worse perfor-
mance record of Agency Jobclubs largely to a relative lack of experi-
ence.

The job Interview Guarantee scheme

The Job Interview Guarantee (JIG) scheme is a new special employ-
ment measure, introduced nationally in 1990 after this chapter was
first drafted, following a series of pilot schemes in 20 inner-City areas.
The scheme, which will provide help for 82,000 people a year, is
intended to bring prospective employers directly into contact with
long-term unemployed people who are ready for employment, but
might be overlooked in normal recruitment, and involves a quid pro
quo between employers and the Employment Service. The Employ-
ment Service promises, free of charge, to match, as far as possible,
potential recruits from amongst the long-term unemployed to the
needs of an employer, so long as the employer guarantees the
‘matched’ individual a job interview. The scheme, which is being
promoted to employers as a means of ‘taking the uncertainty out of
recruitment’, thus, to some extent, resembles the schools’ Compacts,
under which employers guarantee to interview school-leavers with
a proven record of achievement at school.

The scheme consists of four essentially separate elements: “Work
Trials’; ‘Job Preparation Courses’; ‘Adopeed Jobclubs’; and ‘Cus-
tomised Training’. Work Trials offer employers up to two weeks to
screen a long-term unemployed person free of charge on the job,
prior to the guaranteed interview. Unemployed participants in the
trials receive their benefit plus travel and meals expenses. job Prep-
aration Courses, normally lasting one week, are, in some ways, simi-
lar to the Restart courses described earlier, but involve employers in

224




tailoring the course content to their recruitment needs. Course par-
ticipants are told about vacancies and are prepared for their guaran-
teed interviews. Similarly, employers can ‘adopt’ Jobclubs, at which
they can make company presentations or hold mock interviews etc.
Jobclub members showing interest in their vacancies are then guar-
anteed an interview. Finally, Customised Training is designed to pro-
vide long-term unemployed people with short ET-style training,
matched to the expressed preferences of employers who, in turn,
agree to interview trainees reaching agreed standards of competence.

At the time of writing, just over 1,000 individuals and 258 em-
ployers had participated in the pilot initiatives in one form or another,
and almost 60% of those passing through a Job Preparation Course
have entered jobs (although clearly the same caveats apply to this
figure as to Job Entry Rates of ex-Jobclub participants). Having said
this, however, it must be made clear that only two employers had
shown interest in Work Trials in the first two months of the pilot, and
only two individuals had participated in them. It would appear that
many long-term unemployed people are understandably wary of
working for nothing more than their benefit, whilst some employers
have experienced trade union opposition to the scheme.

6.9 Conclusion

This chapter has reviewed evidence of the effectiveness of various
special measures to assist the adult unemployed in Britain. Such
measures represent an extremely cost-effective means of reducing
unemployment, indeed, in the short-run, much more cost effective
than any other fiscal means of reducing unemployment. Temporary
job-creation measures appear to be more cost effective than wage
subsidies in the short run," the latter being prone to deadweight and
likely to give rise to substitution effects. The more recent measures,
such as Restart and jobclubs, designed to enhance job search, have
been associated with a rapid fal! in unemployment, to which they
may have contributed, but it is difficult to disentangle macroecon-
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omic effects (see Chapter VII). A more general conclusion as to the
relative effectiveness of the different measures will, however, require
much more detailed evaluation of their wider and long-run economic
effects.

Whilst both the methods and degree of official policy evaluation
have undoubtedly become more sophisticated and wide ranging over
recent years, for the period under consideration as a whole it is dif-
ficult to observe any hard-and-fast rules governing evaluation.

it would appear that inadequacies in evaluation have, in some
cases, arisen simply because of the small numbers covered by a
measure, or its span of existence and, in others, because of the con-
trary problem of large programme size. As the Department of Em-
ployment points out, with some justification, true ‘scientific’ control
groups, for example, are not really feasible for large-scale national
programmes which have an impact on non-participants, and where
there is usually a strong element of self-selection.” As mentioned
earlier, the policy of not excluding people who are eligible for a
programme was a major reason for not having a scientific control
group for use in evaluation of the Community Programme.

However, while the relative absence of control group evaluation
may be excused in this way, there seems less reason to excuse another
key weakness of many of the evaluations under review in this chapter.
This is their almost total concentration on partial policy impacts, such
as those on individual employment prospects, a fact reflected also in
a perhaps unwarranted concern with substitution and displacement
effects (for a view on this see Jackman and Layard (1987)). The De-
partment of Employment says that it does take indirect policy impacts
into consideration, but they are less likely to be published because
both are more sensitive and tentative. Nonetheless, there appears to
be a strong case for extending and improving the scope of evaluation
of broader policy impacts, and this is why the more ana'ytical chap-
ters of the current study will place a much stronger emphasis on the
effects of particular policy measures on aggregate unemployment.




Finally, it must be said that one does not observe an obvious link
between the significance of a measure, in terms of its coverage or
required expenditure, and subsequent evaluation. Moreover, there
appears to be no clear relationship between evaluation and decisions
to expand, adapt or withdraw individual measures. Indeed, some of
the best evaluations referred to in this chapter have been published
long after policy measures have been withdrawn. it may be, of
course, that even though a direct link between evaluation and policy
is not always apparent, evaluation has an effect on the design of new
measures, and on the choice of future policy options. Indeed, it
would be surprising if some form of diffusion did not occur. None-
theless, the nature of the relationship is, to say the least, oblique, and
one must surely conclude that the operation and evolution of special
employment measures in Britain owes as much to the theories or
pragmatism of policymakers as to the results of evaluative studies.




Appendix A

Approaches to evaluating British government
‘training programmes: the example of the
Youth Training Scheme

Background

The Youth Training Scheme (YTS; now called Youth Training), intro-
duced in 1983, originally guaranteed one year of integrated work
experience and vocational training to all 16 year-old school-leavers
and, if places were available, offered training to 17 year-olds. The
scheme was extended, in 1986, to two years tor 16 year-olds, and
the guarantee of one year of training was extended to 17 year-olds.
Entry to the YTS is not restricted to the unemployed and, indeed,
many employers have used the :heme as an alternative or support
-for their own apprenticeship schemes. It is thus seen‘increasingly as
a major training programme, and not as a means of reducing unem-
ployment, or as a last resort option for school-leavers unable to find
work or training in any other way. Moreover, while between 1983
and 1988 an average of 20,000 16 and 17 year-old labour market
entrants each year (around 5% of the total) preferred to remain un-
employed rather than participate in the YTS, this particular ‘option’
has been effectively removed, following a change in 1988 in social
security rules which withdrew from 16-17 year-olds the right to un-
employment assistance if they refused places on the YTS.

The percentage of unemployed school-leavers entering the YTS
who would otherwise remain unemployed is unknown, but it seems
likely that the number will have fallen in recent years as the labour
market prospects of younger workers has improved in Britain. in
1988/89, some 300,000 16-17 year-olds joined the YTS, roughly
60% of 16-17 year-olds entering the labour market.

The stated aim of the YTS is to provide broad-based foundation
training (both on and off the job), leading to more specific skills train-
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ing with an opportunity to obtain recognised vocational qualifica-
tions. Most of the on-the-job training is provided by employers al-
though, in some cases, training is project-based, in the manner of
Employment Training for long-term unemployed adults. At present,
training is approved and financed by the Training and Enterprise
Councils through grants paid to Managing Agents. The latter, who
may themselves be employers, but include Local Authorities and in-
dependent training organisations, are responsible for securing place-
ments and ensuring that trainees receive off-the-job training
(expected to comprise a quarter of trainees’ time).

Payment to employers is made in the form of trainees’ training
allowances and contributions to training overheads. The allowances
(paid currently at the rate of £28.50 in the first year of training and
£35 in the second) thus constitute the ‘wage’ paid to trainees and
represent a subsidy to employers. If they wish, however, employers
may provide supplementary payments. In 1988/89, gross expendi-
ture on the YTS amou “ed to £1bn, a gross cost per trainee week of
£50.

The approach to evaluation
The approach to evaluation of training programmes of this kind is not
straightforward because of their different effects.

* (i) One may seek to evaluate them simply as training pro-
grammes, looking at the long-run effects on the human
capital and earnings potential of ex-trainees and wider
supply-side effects.

(i) Since large-scale training programmes undoubtedly
serve to reduce unemployment in the short run, in a man-
ner similar to an employment subsidy or job-creation pro-
gramme, one might argue that they should also be evalu-
ated in the same way as other employment measures. The
British government does not consider the short-run register
effect of its training programmes, nor the associated net
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costs, appropriate criteria against which to evaiuate them.
There may be some justification for this in the case of the
YTS, but clearly less so for ET, which is available only to
the unemployed.

(iii) Because the basic training allowances payable under
training schemes are much lower than the prevailing wage
levels of other workers, they may give rise to wage effects,
especially in sectors where the marginal product of trainces
is similar to that of other workers.

Points (i) and (iii) emerge most c'«arly in the most detailed evaluation
of the YTS performed so far. This is the independent survey-based
study by Deakin and Pratten (1982), carried out for the Department
of Employment. Interestingly, however, they also go some way to
considering point (ii) above. The remainder of this appendix will con-
centrate on the Deakin and Pratten evaluation. in addition, the results
of econometric analysis of the YTS conducted by Main ard Shelley
(1988) will be discussed. These are not the only published studies of
the YTS (see, for example, the detailed independent study by Chap-
man and Tooze (1987), but are chosen here in order to offer an ac-
count of two distinct methods of evaluation. One hopes that both
methods will be combined in future evaluation of Employment Train-
ing.

Results of evaluation

Deakin and Pratten approach evaluation of the YTS in a manner very
similar to that of their study of the TES, discussed in section 6.6 of
this chapter. Information was obtained from interviews with 256 firms
or establishments in eight industries where the incidence of YTS users
was high. Of these, 57% had participated inthe YTS during 1984-85
and together they employed 5,000 YTS trainees. The results of the
survey, which apply only to the original one-year YTS, are used to
estimate the initial impact of the YTS on employment, the contribu-
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tion of trainees to output, what happens to YTS graduates, and any
effects on wages, competition and prices.

Main and Shelley, by contrast, base their econometric analysis on
an independent survey of a cohort of 1,000 school-leavers, who en-
tered the labour market in the summer of 1984, which ascertained
their labour market status in October 1984, 1985 and 1986. The
authors attempt to explain, first, the effect of the YTS on the prob-
ability of a school-leaver being employed in 1986 and, second,
whether the YTS had affected their earnings levels (assuming a priori
that this would be positive, as a result of the YTS generating an in-
crement to the human capital of ex-participants). One should note
that the study relates only to Scotland, although the findings have
been replicated using data from England and Wales.

Comparison between the two studies is most illuminating, and
demonstrates strengths and weaknesses in the respective methodo-
logies. In the case, for example, of the employment prospects of YTS
graduates, Deakin and Pratten find that 67% stayed with their place-
ment firm, 27% obtained employment elsewhere, and 5% became
unemployed. Main and Shelley, however, are correct to point out
that survey estimates of this kind make no attempt to control for other
influences on the probability of a YTS graduate obtaining employ-
ment. Their approach is therefore to posit the probability of a school-
leaver entering employment two years later as a function of a number
of variables, including participation in the YTS.

These variables include personal characteristics (age, sex, quali-
fications, social ciass, employment experience) and so-called ‘envi-
ronmental circumstances’ (whether father was unemployed,
unemployment rate in location of residence). A probit model was
then specified to provide maximum likelihood estimates of co-
efficients for each variable (most entered in dummy form). The results
suggest a YTS effect on subsequent employability in the range 11 to
17 percentage points, far lower than the subsequent employment
data derived by Deakin and Pratten. One should stress the fact that
the samples in question are in no sense directly comparable.

219 241




As for eamings or wage effects, Main and Shelley were unable to
derive firm conclusions. Regression of hourly earnings of those in the
survey on variables likely to influence pay in addition to the YTS
suggested no retum to any human capital that may have been im-
parted by the training. Attempts to construct more sophisticated es-
timates, taking into account the fact that YTS participants may be
atypical of schoo!-leavers as a whole, proved unsuccessful. Deakin
and Pratten provide no direct evidence on the post-scheme earnings
of YTS graduates.

The strength of the micro-firm based survey is most evident from
the detailed insights it can provide on the net employment effects of
the YTS and effects on output. Deakin and Pratten estimate dead-
weight in the YTS of 40% of places supported (averaged over estab-
lishments of different sizes), with 7% of trainees substituting for other
(mostly adult) werkers. The numbers of places induced by the YTS is
thus estimated at 53% of those supported. There is no explicit dis-
cussion by Deakin and Pratten of estimates of displacement, but they
do report that none of the firms interviewed, who did not take YTS
trainees, considered the ‘subsidy’ to have offered rivals a competitive
advantage.

An interesting observation from Deakin and Pratten’s results,
which may have some bearing for Employment Training, is derived
from employers’ estimates of the value of the weekly output of trai-
nees relative to that of trained employees. These suggest that the
average weekly output of YTS trainees for 1985-86 varied from over
£30 in many service sectors and occupations to below £10 in more
skilled manufacturing occupations.

The higher estimates are, of course, above the YTS allowance
level, and reflect the factthat, in many service sectors, and especially
in retailing, skills can be learned quickly, enabling trainees to con-
tribute to output in a very short time. indeed, one could conclude
from Deakin and Pratten’s findings that, in a sector such as retailing,
the YTS is much more akin to a wage subsidy than a training vehicle.
Moreover, whilst Deakin and Pratten conclude that the YTS has in-
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creased the level and quality of youth training, it is rather daunting
to discover that nearly half the YTS trainees in the survey were being
trained for skills which were not in short supply, or which would have
been met anyway in the absence of the YTS. This fact, allied with a
relative dearth of recognised qualifications attained by YTS grad-
uates, provides an important caveat to claims of the effectiveness of
the YTS, though one should recognise that Deakin and Pratten were
ionking at the initial one-year YTS. It is, nonetheless, a finding that
should be borne in mind by those seeking to evaluate Employment
Training for adults, which is supposed to ‘train the workers without
_jobs to do the jobs without workers’. ‘
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17.This is consistent with the evaluation studies of Germany, exam-
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18. These were amongst a variety of points made in personal corres-
pondence between the Department of Employment and the Em-
ployment Institute.




Figure 6.1: Structure of the Employment Department
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Chapter ViI

British policies: a fresh evaluation

7.1 introduction

This chapter offers scme further evidence on the effectiveness of
" labour market policies in Britain. We make use of the ‘transitions
approach’, which has already been discussed briefly in the overview
and in earlier chapters.' We first outline the assumptions underlying
this approach, and then go on to discuss how the impac”. of labour
market policies can be estimated. We then set out results for three of
the main policies which have been adopted in Britain: the Com-
munity Programme, Enterprise Allowance Scheme and the Restart
Programme of interviews for the long-term unemployed.

Our main results are that each of these programmes appears to
raise the outflow rate from long-term unemployment, but only in the
case of the Restart Programme are the results sufficiently well-defined
to allow a quantitative appraisal of the effects of the scheme. Our
estimates for Restart suggest that it has raised th= outflow rates from
unemployment of the long-term unemployed by about 50%. Other
things being equal, this would lead to a reduction in the long run in
the number of long-term unemployed people of the order of 600,000,
which is of the same order of magnitude as the actual decline in

long-term unemployment in Britain since Restart was introduced in
1986.

7.2 Theoretical framework

Our main concern is with the question of whether labour market
policies can reduce unemployment. It follows that we are interested
in the overall effects of the policies rather than with their effects on
particular individuals. A study of the effect of a programme on indiv-
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iduals can tell us whether individual A, who has been on the pro-
gramme, has a better chance of finding a job subsequently than an
otherwise similar individual B, who has not. This may be because A’s
job prospects have improved while B's are unchanged, but the pro-
gramme may simply have helped A to jump the job queue at B’s
expense and have had no effect on the total number of unemployed
people finding work. Studies of individuals cannot resolve this diffi-
culty and cannot, therefore, provide ameans of estimating the overall
impact of programmes on unemployment.

If labour market programmes are to reduce unemployment, it is
clear they must, in some way, increase the total number of jobs avail-
able. But, as we have already noted in Chapter Ili, section 2, it is quite
wrong to think of there being a rigid constraint on a number of jobs
that can exist. Firms are always considering whether or not to create
new jobs, and their willingness to do so will depend on the wage
they will need to pay, the quality of likely applicants, and the ease
of recruitment. Since any, or all of these, can be affected by labour
market programmes, there is no problem in principle in expecting
that an increase in tne supply of willing and well-qualified workers
will not bring forth an increase in demand. (There is, after a!l, no
correlation, in general, between the rate of growth of the labour force
and the unemployment rate).

But, accepting that there are no constraints on the growth of em-
ployment, there are severe constraints on the extent to which unem-
ployment can be reduced. These constraints arise because, as
unemployment falls, wage pressure rises and, after a point, further
declines in unemployment lead to accelerating wage growth and
thereby to an inflationary wage-price spiral. But wage pressures are
held in check not simply by the number of unemployed people, but
also by their energy and effectiveness in job search, and their attrac-
tiveness to employers. it is here that labour market policies have a
role. The evidence is that employers are reluctant to take on long-
term unemployed people, and that the long-term unemployed
become ineffective in job search and, to a large extent, detached from




the labour market. Their unemployment thus becomes additional to
that required to sustain equilibrium in the labour market. it follows
that measures which re-activate the long-term une.:;ployed can re-
duce the level of long-term unemployment without upsetting the
equilibrium of the labour market, and without of themselves being a
source of inflationary pressure. The overall impact of such policies
can be measured by their effects on the outflow rate from long-term
unemployment, and this is therefore the variable of prime interest in
our empirical work.

The effect of a change in the outflow rate on the numbers of long-
term-unemployed people is simple to calculate in a steady state. If
the level of long-term unemployment is constant, the inflow of people
into long-term unemployment (IL) must be equal to the outflow (AL).
Then the number of long-term unemployed people (UL) can be ex-
pressed as:

ll fiL inflow
UL= UL - =
AL ALUL outflow rate

With a given inflow,” a rise in the outflow rate will lead in the
steady state to an equiproportionate fall in the level of long-term
unemployment. (For further discussion of this methodology, and of
the relationship between outflow rates and unemployment levels, see
Haskel and Jackman, 1988, and Chapter 1il.)

Clearly, however, the outflow rate from unemployment depends
not only on the availability of labour market programmes, but also
on the general state of the economy. The Ccmmunity Programme
was expanded during the early 1980s, at a time of economic depress-
ion, while the Restart programme has been operating in the late
1980s, when the labour market, in general, has been much tighter
and job opportunities have been much more readily available. We
need to assess the incremental effects of the various policies over and
above the effects on unemployment outflows of changes in the state
of the labour market. We thus require a full analysis of the factors
affecting the outflow from unemployment.
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The outflow rate from unemployment

In deriving our model, we make use, with slight modifications, of the
approach of Pissarides (1986), Jackman and Layard (1988) and Jack-
man, Layard and Nickell (1989).

We measure A as the number of people leaving unemployment
during a period, U as the number of unemployed people, and V as
the number of actual vacancies. U and V are both measured at the
beginning of the period. We define € as the average search effective-

ness of the unemployed, when employment measures are absent.
Then, let

c* = ¢(1 +oM), whereM= ZBi E

M is a weighted sum of employment measures, Ej. We then postulate
that the number of people ieaving unemployment is determined by

V, and by the number of uriemployed people weighted by their search
effectiveness:

A =f(V,c*U), with f1,£2>0. (1

The assumption that the function f exhibits constant returns to scale
is quite reasonable, and implies that (1) can be rewritte n as

A \
— =c* (2)
U c*

Log-linearising (2) we obtain

A R
In]— 1| = Inc* + &in (3)
Y _c‘U e

Y
Silnl — |+ (1-81) Inc*

U

v
Siln|— { + (1 - 8)In{E(1+aM)}
LU
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Assuming small values of -u2M, we make use of the approximation,

A v

nj{~| = &inl — [+ 1-&)Inc + (1-5)aM  (4)
U U

We may then estimate equations of the form,
A’ v
In] — | = const. + seasonals + &ln| — |+ &In € +
U U
m
+ I O + 8t/100 + e (5)
T =1

where ©; = 830 ; (i=1,...,m) and e~N (0,69).

An assumption of constant returns to scale implies the restriction that
81 + 82 = 1, but we do not impose this restriction in estimating the
equation.

Duration-specific outflow rates

In the present context, however, our main interest is not in the overall
outflow rate from unemployment, but in the outflow rate from
long-term unemployment. We define the duration-specific outflow
rate as the proportion of those unemployed for a particular duration
at time t who leave unemployment between time t and time t+1.
Thus, the outflow rate for duration d at time t is given by

—|= Ud,t'U d+1, t+1
Ud,t




For reasons of data availability, we have only five duration ca-
tegories.” These are:

Uy = number of people who have been continuously
unemployed between 0 and 1 quarter;

Uy ¢= number of people who have been continuously
unemployed between 1 and 2 quarters;

U3 = number of people who have been continuously
unemployed between 2 and 3 quarters;

Ugr= number of people who have been continuously
unemployed between 3 and 4 quarters;

Us= number of long-term unemployed, i.e., those who
have been out of work for more than 4 quarters.

The final duration category is open-ended, but its outflow rate can
be calculated as

A
=Ygt + Ysp - Us 14
U {s. (Ust + Usy

We estimate the determinants of duration-specific outflow rates by
using a class of equations similar to (5):

V1
const. + seasonals + &1ln | —
U

A
& Inj—
Uldn

+ O B + 84/100 + e
i=1

The main difference between (6) and (5) is that we repl: ~ed € with
Sd, the ‘probability of survival’ to duration category d. The terms €
and Sd serve essentially the same purpose, that is, to allow for dif-
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ferences in search effectiveness amongst the unemployed. As is well
known, such differences may arise from two causes, heterogeneity,
or state dependence, as described in Chapter 1ll. it is of interest to
note what these two different hypotheses imply for the interpretation
of € and Sd.

if there were no heterogeneity, and the differences in the search
effectiveness of the unemployed were explained purely by the length
of time during which people had been unemployed (pure state de-
pendence), then there would be no role for Sd in the duration-specific
outflow equations, while in the aggregate outflow equation 2 would
depend only on the duration structure of the unempioyment stock.

" 1If, at the opposite extreme, there were no state dependence, and the
differences in the search effectiveness of the unemployed were ex-
plained entirely by heterogeneity, then Sd would have a positive ef-
fect on the duration-specific outflow equations while, at ieast in the
steady state, there would be no role for € in the aggregate equation.
The first of these effects arises because, with heterogeneity, the ‘bet-
ter’ people leave unemployment first, so the greater proportion of the
original entry surviving to a given duration, the better their average
quality. The second of these effects arises because, in a steady state,
and in the absence of state dependence, the average quality of the
stock of unemployed people is, on reasonable assumptions, invariant
with regard to the aggregate unemployment rate (Jackman and Lay-
ard, 1988).

However, if, as one might expect in practice, there -exist both
heterogeneity and state dependence, we would expect to see both a
role for € in explaining the aggregate outflow rate, and a role for Sd
in explaining duration-specific outflow rates, the former reflecting
the effect of state dependence, and the latter the effect of heteroge-
neity.




7.3 Results

We first describe the main features of the data, including the various
labour market policies, and then go on to present our regression est-
imates of the effect of the programmes. The quarterly series for total
unemployment, duration-specific levels of unemployment, vacan-
cies, inflows and ¢ , all spanning the period from 1979:2 to 1988:4,
are discussed in the Annex.

The outflow rates from unemployment (A/U), and from long-term
unemployment (AL/UL), are presented in Figure 7.1. There was a
steep decline in the overall outflow rate after 1979, followed by a
recovery towards the end of the 1980s. The outflow rates from long-
term unemployment show the same basic pattern, though the vari-
ation is much less marked. The prime factor causing these
movements is the general state of the labour market. The ratio of job
vacancies to unemployment, shown in Figure 7.2, falls sharply in the
early 1980s, and then rises, also quite sharply, in 1986/87. We turn
now to the labour market programmes. There are three major
schemes which have been in operation during the 1980s, for which
suitable quantitative data are available. They are:

e the Community Programme (CP);
e the Enterprise Allowance Scheme (EAS);

* the Restart Programme (REST).

Other programmes are either too recent (in particular, Employment
Training), or numerically too insignificant to allow time series ana-
lysis; but they are examined in Chapter Vi.

The Community Programme, which was introduced in 1982,
lasted until 1988, when it was replaced by Employment Training. it
targeted people who had been out of work for at least six months (if
under 25 years of age), or 12 months (if they were older than 25
years). The work undertaken by CP participants had to be on projects
designed primarily to benefit the community, which otherwise would



not have been undertaken. Although firms could, in principle, pro-
pose such projects, nearly all were undertaken by the public sector.
Because of the low pay associated with the CP, the main beneficiaries
were single people under 25 years of age. In our empirical work, we
amalgamate numbers of people on the Special Temporary Employ-
ment Programme and the Community Enterprise Programme (basi-
cally similar programmes which preceded the Community
Programme) with the CP, and we assume Employment Training was
as successful as the CP when it took over from it. Thus, for quarters
after 1988 third quarter, we assume the same rate of entrants as had
been the case with the Community Programme. The Enterprise
Allowance Scheme, which was also introduced in 1982, provides
£40 a week to any person who has been unemployed for at least eight
weeks and wants to become self-employed or open his/her own busi-
ness. The EAS remains in operation at the time of writing.

The Restart Pregramme was introduced in 1986. It offers an inter-
view to any long-term unemployed person at a Jobcentre. The main
aim of the programme is ‘to help the long-term unemployed take
advantage of the job training and other opportunities open to them’
(Jackman et al., 1986). Long-term unemployed people are expected
to attend a Restart interview once every six months, and failureto do
so can lead to loss of benefit (and hence removal from the unemploy-
ment register). It is frequently alleged that Restart has been more
effective in scaring people from claiming benefit than in assisting
them in finding work.

The schemes themselves are discussed much more fully in Chapter
VI, so we do not go into any further detail here. To measure the scale
of the schemes, we ook at the ratio of the level of activity to the level
of long-term unemployment. the reason for this is that there is an
inbuilt tendency for the number of people entering a scheme to rise
as unemployment goes up. For example, with Restart, if long-term
unemployed people are to be interviewed every six mont'ss, clearly,
the more long-term unemployed people there are the more inter-
views there will tend to be. The ratio of Restart interviews to the




number of long-term unemployed people provides a good measure
of the degree of effectiveness of the programme.

Measuring programmes in terms of the ratio of the scale of activity
to the level of long-term unemployment also avoids a problem of
spurious correlation. If, when unemployment rises, the number of
Restart interviews goes up, a crude correlatin~ would suggest that
more interviews lead to more 'memployment. By focusing on the
ratio of interviews to unemploy:d, one isolates the effect of policy
changes affecting the scale of operation of the programme from pure-
ly endogenous responses to changes in the unemployment rate.

The scale of the programmes themselves is estimated as follows:
CP is the number of pecple placed on a Community Programme
scheme in a quarter, REST the number of Restart interviews con-
ducted during a quarter, EAS the number of new entrants into the
Enterprise Allowance Scheme during a quarter. For this last variable
only annual datz wvere available. We assumed a constant inflow rate
into the scheme during a year, thus arriving at an equal number of
nev- entrants in the four quarters of a given year.

The calculation of €, and of some of the duration-specific outflow
rates, makes it necessary to cut off the sample period after the fourth
quarter of 1988. This means that we only have 27 data points for EAS
and ten data points for REST respectively.

Figures 7.3, 7.4 and 7.5 show the scale of the Community Pro-
gramme, the Enterprise Allowance Scheme and Restart respectively,
each measured relative to the level of long-term unemployment.

We first examine the question whether the schemes individually,
or in combination, have any impact on the overalt outflow rate from
unemployment. Our regression estimates are set out in Table 7.1. The
results appear to be that there is no well-defined effect of any of the
schemes on the overall outflow rate. The pattern of standard errors
suggests, however, that the regressions may suffer from multicollin-
earity, and we have therefore investigated the extent to which simi-
larity in the timing of the different schemes makes it difficult to
distinguish their effects. It turns out that there is a significant degree
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of collinearity between our measure of the Enterprise Allowance
Scheme and Restart. Both leap up sharply in 1986/87. For the analysis
of the duration-specific outflow rates, to which we now turn, we
therefore focus on the larger programme, Restart, bearing in mind its
collinearity with the Enterprise Allowance Scheme.

Table 7.2 sets out the regression equations for the duration-specific
outflow rates. The impact of the Community Programme is not well-
defined but, on statistical grounds, one cannot reject the hypothesis
that it has had no effect at all on the outflow from unemployment at
any duration. But if the estimates are taken at face value, the impact
of the Community Programme on the outflow rate from long-term
unemployment (that is, the 4+ duration category) is positive, and
quite large. The effect on the outflow rates of the various short-term
durations is much smalier (and, for one of the duration categories,
negative).

The effects of the Restart programme are rather better defined.
Restart has increased the outflow rate from long-term unemployment
with a coefficient of 0.54. This means that increasing the scale of
interviews from, say, 40% of the long-term unemployed (1986) to
80% (1988) would raise the outflow rates from long-term unemploy-
ment by about 22%.

It may also be noted that there is a significant negative impact of
Restart on the outflow rate from the shortest duration category. One
possible hypothesis is that the long-term unemployed are being made
more effective in job search, and are thus ableto find work thatwould
have otherwise gone to short-term unemployed people. However,
this would appear to conflict with much of the anecdotal evidence
about Restart which suggests that in very few cases have Restart in-
terviews led to jobs. (It is also, of course, possible that some people
denied Unemployment Benefit as a result of the Restart programme
have found work independently of any help provided by the Employ-
ment Service.)

in Tables 7.3 and 7.4 we test for the robustness of our own results
by looking at the effects of the two programmes independently of one




another. The results are essentially the same, confirming that our re-
sults in Table 7.2 do not suffer from: collinearity between the pro-
grammes. Finally, in Table 7.5, we introduce the Entc.prise
Allowance Scheme. As already noted, this programme is highly col-
linear in its timing with the Restart Programme, so we therefore ex-
clude Restart from the regression. The EAS has a similar effect to
Restart, again negative for very short durations, and positive and in-
creasing in magnitude for longer durations. Unlike Restart, the effect
is better defined for the 3 and 4 quarter duration categories than for
the long-term unemployed. However, it is difficult to disentangle to
what extent these results derive from the correlation between EAS
and Restart, rather than from the direct effeci of the programme itself.

7.5 Conclusion

In this chapter we have investigated the effect of three employment
measures: the Community Programme, the Restart Programme, and
the Enterprise Allowance Scheme, on outflow rates from unemploy-
ment and, in particular, on the outflow rates from long-term unem-
ployment. Our results suggest that the Community Programme
which, as pointed out in earlier chapters, is one of the largest and
costliest programmes of job creation undertaken by the British gov-
ernment, has very poorly-defined effects on the outflow rate from
long-term unemployment. The major expansion of the Community
Programme between 1983 and 1984 resulted in the number of places
taken up as a proportion of the stock of long-term unemployed people
increasing from around 5 to around 13% (Figure 7.3). This increase,
given the estimates in Table 7.2, will have increased the outflow rate
from long-term unemployment by about 8.5%. This effect is small,
relative to the scale of the Community Programme but, as noted
above, the estimate is itself so poorly-defined that it would be wrong
to make too much of this result.

The main result of the chapter, however, is the large and well-
defined effect of the Restart Programme which, on our estimates, as
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noted in the introduction, accounts for a very substantial part of the
fall in long-term unemployment. Further evidence for the idea that
Restart has been an effective policy, can be derived from the New
Earnings Survey, which shows that since 1986 about 80% of employ-
ment growth has been concentrated in jobs paying significantly less
than the average wage - possibly the type of jobs that unemployed
people might be reluctant to take. The Restart programme has made
if difficult for people to refuse such jobs and continue to claim benefit.
The pronounced decline in productivity growth in the economy in
the last few years also suggests the emergence of a greater number
of low-pay, low-productivity jobs. Though our results are not entirely
conclusive, they provide support for the idea that a more active pol-
icy of encouraging the unemployed to seek work can be an effective
way of reducing long-term unemployment.




Table 7.1: OLS regression on In(A/U); sample period 793
to 88Q4

MOD- In(VU) Ine¢ 100 CP/  REST/ EAS/ SE R?
EL LTUC1) LTU LTU

0 0.222 0.880 -0.185 - - - 0.087 0.873
(5.37) (3.49) (0.44)

1* 0.222 0769 -0.516 -0.121 0.054 1.186 0.091 0.863
(3.53) (236) (0.49) (0.11) (0.36) (0.35)

2 0.223 0.753 -0.383 -0.234 0.087 - 0.090 0.867
(3.54) (2.37) (0.40) (0.23) (0.73)

3 0.218 0.831 -0.457 -0.046 - 1915 0.090 0.867
(3.58) (3.06) (0.45) (0.04) (0.73)

4 0.230 0.887 -0.030 -0.223 - - 0.089 0.869
(3.98) (3.44) (0.04) (0.22)

5 0.217 0.767 -0.603 - 0.051 1.295 0.089 0.867
(5.05) (2.40) (0.90) (0.35) (0.41)

6 0.221 0.747 -0.545 - 0.086 - 0.088 0.871
(5.05) (2.39) (0.89) (0.74)

7 0.216 0.829 -0.493 - - 1.942 0.088 0.871
(5.12) (3.16) (0.85) 0.77)

Absolute t-values in brackets.

* Test for joint insignificance of coefficients on employment measures gave LM-
statistic of 0.91 (c.f. to Chi%(3) = 7.81). A Chow-test for structural stability could
not be performed, but other tests for stability did not indicate a structural break
(Lehmann, 1989).

Continued on next page
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Table 7.1: OLS regression on In(A/U); sample period 79Q3
to 88Q4 (continued)

Diagnostic tests

MO- 1-st order serial
DEL  correlation

4-th order serial Nommality Heteroscedasticity

correlation

0
1

2
3
4
5
6
7

D.W. =1.902
D.W.=1.943
D.W. =1.958
D.W. =1.932
D.W.=1.938
D.W.=1.923
D.W.=1.919
D.W. =1.925

Chi%(4) = 3.080
Chi%(4) = 5.388
Chi%4) = 5.681
Chi%(4) - 3.829
Chi%(4) = 3.596
Chi%4) = 4.557
Chi%(4) = 4.624
Chi%(4) = 3.559

Chi%2) = 7.156
Chi%(2) = 4.767
Chi%(2) = 5.038
Chi%(2) = 5.332
Chi%(2) = 7.259
Chi%(2) = 4.742
Chi%(2) = 5.045
Chi%(2) = 5.302

Chi¥(1) = 3.104
Chi¥(1) = 2.646
Chi%(1) = 2.512
Chi%(1) = 3.008
Chi%(1) = 3.142
Chi%(1) = 2.658
Chi%(1) = 2.504
Chi%(1) = 3.004

* The critical values of the various LM-tests at the 5% level of significance

are:

Chi%(1) = 3.84;
Chi2(2) = 5.99;
Chi%4) = 9.48.




Table 7.2: SURE regressions on Aln(A/U)d,-1; sample period
79Q3 to 88Q3

Dura- In(V/U) Insa  In(AfUM.y 1100 CP/ REST/  SE R?
tion LTUC-1)  LTU

01 0125 -0.406 -0.814 0692 0215 -0.256 0.0929
(1.76)  (1.19)  (5.17)  (1.02) (0.21) (2.29)

12 0141 -0.231 -1.083 -0.318 -0.448 0.119 0.0981
(2.02) (1.28) (8.63) (0.43) (0.41) (1.04)

23 0.205 0.204 -0.968 -0.599 0.142 0.212 0.0985
(3.05) (1.84) (8.36) (0.82) (0.13) (1.83)

34 0088 0.031 -0.856 -1.668 0.507 0.164 0.0737
(1.83) (035) (6.13) (2.89) (0.60) (1.78)

4+ 0.193 0.187 -0.954 -2.059 1.063 0.542 0.2031
(1.39) (1.00) (6.24) (1.16) (0.47) (2.14)

Absolute t-values in brackets.
LM-test for serial correlation: 3.59; Chi*(4) = 9.48.

Table 7.3: SURE regressions on Aln(A/U)d,-1; sample period
79Q3 to 88Q3

Duration In(V/U; Insa In(A/Ud-1  tA100 cp/ SE R?
LTU(-1)

0.063 -0.169  -0.531 0.492  -0.266 0.0997
(0.80)  (0.44) (3.41) (0.68) (0.24)

0.144 -0.225 -1.019 -0.226 -0.223 0.0997
(216)  (1.30) (8.04) (0.31) (0.20}

0.205 0240 -0836 -0.581 0.672 0.1014
(3.06) (2.39) (8.1) (0.77) (0.59)

0096 0.069 -0.695 -1.443 0.847 0.0769
(1.05) (0.81) (5.99) (2.45) (1.00)

4+ 0194 0131 -0829 -1.619 2.078 0.2166
(133) (071 (5.51) (0.89)  (0.84)

Absolute t-values in brackets.
LM-test for serial correlation: 6.53; Chi*(4) = 9.48.




Table 7.4: SURE regressions on Aln(A/U)d,.1; sample period
79Q3 to 88Q3
Duration In(VAU) Insd  In(AUMa 100 RESTATU SE R?

0-1 0.133 -0422 -0.821 0.836  -0.254 0.0929 0.553
(2.44) (1.28) (5.29) (2.89) (2.31)

1-2 0.124 -0.221 -1.080  -0.595 0.109 0.0984 0.735
(229) (1.23) (8.58) (2.32) (0.97)

2-3 0.211 0.195 -0979 -0.513 0218 0.0986  0.635
(4.21) (1.82) (8.90) (2.03) (1.93)

34 0105 0.012 -0.879 -1.369 0.177 0.0739 0.539
(2.83) (0.14) (6.45) (4.87) (1.97)

4+ 0.234 0177 -0963 -1.374 0.560 0.2033 0.713
(2.15)  (1.00) (6.49) (1.72) (2.24)

Absolute t-values in brackets.
LM-test for serial correlation: 5.26; Chi*(4) = 9.48.

Table 7.5: SURE regressions on Aln(A/U)d,.1; sample period
79Q3 to 88Q3

Dura- In(VAU) Insd In(AUd #7100  CP/  EASATU  SE R?
tion LTU(-1)

0-1 0.095 -0.454 -0.708 1.180 -0.455 -3.777 0.0957 0.526
(1.28) (1.21) (4.47) (1.39) (0.43) (1.34)

1-2 0.095 -0.286 -1.074 -1.098 0.156 5.137 0.0948 0.755
(1.38) (1.62) (8.42) (1.31) (0.15) (1.88)

23 0.163 0.231 -0.889 -1.473 1.037 5.523 0.0967 0.646
(2.38) (2.26) (8.22) (1.73) (0.95) (2.00)

34 0060 0.081 -0.738 -2.291 1.217 4.600 0.0720 0.564
(1.23) (1.00) (6.64) (3.45) (1.49) (2.25)

4+ 0111 0.38 -0.872 -3.350 2.8081 0.399 0.2075 0.702
(0.77) (0.75) (5.81) (1.57) (1.14) (1.72)

Absolute t-values in brackets.
LM-test for serial correlation: 0.65; Chi*(4) = 9.48.



Annex

Thetotal stock of unemployment, Ut, is represented by the X-11 series
of male unemployment (excluding school-leavers) in Great Britain,
provided by the Department of Employment. It is consistent with the
1988 definition of unemployment. We use male unemployment, be-
cause it better reflects true unemployment than does aggregate un-
employment.

We did use the following duration specific stocks of male unem-
ployed:

1979(2)-1983(1):

U1t U2, Uzt Us Usp Uet Ust Uz Urzae

(U1t e.g., means ‘the person counted at t was between 0 and 1
quarters continuously unemployed’);

1983(2)-1989(1):
Ut,t Uzt Uzt Usy Usp U Ugt Uiz Ureg Uaoe Uaoes

They were computed from data published in the Employment Gaz-
ette and adjusted, where necessary, to ensure consistency with the
total stock of male unemployment.

To get a series of actual vacancies, Vt (here we use total vacancies
for males and females, since they reflect the true state of the labour
market, as does male unemployment), we adjusted the published
series of vacancies, which are notified vacancies at employment ex-
changes, by the procedure outlined in Jackman, Layard and Pis-
sarides (1989); € was constructed as a weighted sum of steady state
duration-specific outflow rates, where the weights are given by the
proportion of the duration stock of unemployment with respect to the
total stock. If we take 1984(1) as the steady state period,

A

U
v =|l] Geat 9 ey

U




Note that for 1984(1) ¢ and (A/Uh must be equal by construction. A
complete description of how &t is constructed can be found in the
annex of Jackman and Layard (1968).

REST and EAS were calculated from published data in the Employ-
ment Gazette (Apri! and October issues 1986, 1987, 1988, 1989,
Section 9.2). CP was partially taken from the same source and from
Haske' and Jackman (1988).




Figure 7.1: Time series of A/U and AL/UL
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Figure 7.2: Time series plot of LN (V/U)
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Figure 7.3: Time series: CP/LTU(-1)
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Figure 7.4: Time series: EAS/LTU
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Figure 7.5: Time series: REST/LTU
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References

. See, in particular, the relevant sections of Chapters 1, V and VL.

. The assumption of a given inflow can be justified on the grounds
(i) that overall inflow into unemployment is approximately con-
stant over time (Pissarides, 1986) and, (ii) that the level of short-
term unemployment is given by the requirements of equilibrium
in the labour market. It is, however, possible that one (or both) of
these magnitudes may also be affected, indirectly, by labour mar-
ket programmes, and this issue clearly requires further research.

. More detailed disaggregation of the long-term unemployed by
duration has become available during the 1980s. The data we
have allow estimation over the period since 1979.
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-
Unemployment remains one of the greatest social evils in Europe. In Britain, !
after a period of unemployment falling in the late 1980s, it is back onan - “
upward trend. In Germany, rising unemployment in the 1980s was areadya .
concern, but the unification of Germany and the ending of the various
employment protection measures in the ex-GDR in July 1991 seem likely to
exacerbate the unemployment problem for the unified Germany. Hand in
hand with the rise in unemployment is the problem of long-term
unemployment, accounting for over a third of all the unemployed.

This volume examines the course and nature of unemployment in both
countries and the policies of the two governments in combatting it, focusing
on measures such as

e- the training of aduits;

- recruitment subsidies; .
e- job creation; ‘
«. employment advice and placement. .
The authors also present a new econometric evaluation of the overall effects

of such measures.

The authors recommend the following steps:

e an active system of placement and counselling which both helps the
individual and insists that they accept any reasonable offer of training or
work;

* a system which makes high-quality training and re-training available;

* a system of recruitment subsidies to help hard-to-place workers;

e as a last resort, a system of publicly supported temporary work of
reasonable sociai value, provided at regular workplaces.

This book is the result of research carried out at the London School of
Economics, the Employment Institute, the University of Kent, the University
of Konstanz and the Bundesanstalt fiir Arbeit and was supported by the
Anglo-German Foundation.
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