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Most OECD nations are experiencing high and persistent unemployment. Increasing recognition of the social and economic costs of unemployment to individuals and society has led to an increasing willingness to invest in unemployment prevention. In 1992 Labour Ministers of the OECD nations endorsed a framework that proposed a progressive shift of resources from passive income support, like unemployment benefits, to active measures directed at increasing the job prospects of unemployed people.

Policies and programmes that are intended to reduce unemployment, from tax rebates for job creation to remedial education for unemployed youth (and everything in between), are referred to as "active labour market policies", or "ALMPs". Unemployment prevention programmes are big business in some European OECD nations with some countries reporting expenditures of up to one percent of GDP, or around $800 million a year in New Zealand terms. New Zealand is a moderate spender by OECD standards, but there is increasing interest in expanding the range of programmes available (e.g. Rochford 1995).

Internationally, however, expenditure on active programmes is coming under fire. The outcomes of ALMP spending have not been well evaluated in the past and many national scale programmes appear to have been built on faith. But accumulating empirical evidence from a range of recent and more reliable sources points to mixed and uncertain outcomes. This finding applies across the full range of expected results, from stimulation of the economy as a whole to enhancing the employability of selected groups. The more thorough the examination of outcomes, the more limited the benefits identified. Thus there is a sizable gap appearing between the current theory of active labour market programmes, which results in OECD ministers endorsing universal implementation, and the outcomes of practice in this area, which suggests that few programmes achieve their intended objectives.

Consequently, there is a need for a rather more critical review of experiences, with active labour market policies, concentrating in particular on reliable findings about real achievements. In this paper I compare the current theory of why ALMPs are a good thing with outcomes reported by recent statistical and experimental studies. From those findings I distil a set of recommendations for active labour market policy in New Zealand. This study does not find that ALMPs are either universally worthwhile or worthless. The key finding is contained in the title of this article: We should be careful out there. 

KINDS OF PROGRAMMES

Active labour market policies come in many different kinds. In this paper I am concerned with the following kinds:

Job search assistance. These are low-cost brokerage-type services that provide information about vacancies to job seekers and information about job seekers to employers.

Welfare-to-work programmes. More intense job-search counselling assistance for beneficiaries which are often compulsory.

Vocational skills development. Practical training in sought-after occupational skills or subsidized short-term job placements.

Youth vocational training. Remedial education or occupational training for unemployed youth with limited job prospects.

JUSTIFICATIONS FOR ACTIVE LABOUR MARKET POLICIES

Some of the uncertainty about the worth of active Labour market policies comes about because of unclear objectives. What exactly are these programmes intended to achieve?

Internationally, active programmes are justified at three levels. At the highest level are the macroeconomic justifications. ALMPs are believed to stimulate the economy as a whole and thereby to increase the number of jobs available. At the second level is the argument that properly formulated publicly funded active policies can reduce government expenditure on income support for unemployed and low-paid people. Fiscal savings can be seen as an end in themselves or it may be argued that lower government spending stimulates the economy, leading eventually to more jobs. Finally, it is argued that on the individual level ALMPs help unemployed people by increasing their employability or their earning capacity. Each of these claimed outcomes is examined in more detail below.

Macroeconomic Outcomes

The macroeconomic justifications for active programmes are that they increase employment in at least three different ways. First, they can reduce the time taken to fill jobs; second, they may improve the productivity of the labour force; and third, they reduce wage rates. All of these are considered to increase the number of jobs.

At any one time there will be a number of vacant positions in the job market. Eventually, most of these will be filled. But the normal process of matching available workers to available jobs may be slow, so that there are many positions unfilled at any one time, and some positions may never be filled. A more efficient matching process can reduce both the time taken to fill positions and the number of positions unfilled. Further, good matching can help get workers into their most productive positions, thereby increasing both their own income and the productivity of the workforce. Good matching will therefore create second round effects as the more efficient economy generates further jobs. All forms of active programmes may increase the number of applicants for any position. Competition for jobs is believed to keep wages down, which is believed to increase the number of jobs.

If these theories are true then we ought to see the results in macroeconomic practice. Expenditure on active programmes varies significantly across OECD nations, from more than one percent of GDP in Ireland to less than one tenth of that in Switzerland. It also varies within countries from year to year (OECD 1993). Analysis of cross-country time series data should reveal the extent to which greater spending on ALMPs brings about growth in employment.

The OECD Employment Outlook for 1993 reports the results of a study of this kind. Data from 21 OECD nations were examined by linear regression methods. The authors examine the hypothesis that-

...the rate of employment growth can be expected to depend on the following variables; the growth rate of real wages; the growth rate of real GDP; the growth rate of the measure for active labour market policy effort; an interaction term between the last two variables; and a constant.

The results of the analysis are illuminating. As expected, growth in GDP increases growth in employment and growth in wages decreases it. But expenditure on active programmes does not increase the number of jobs. In fact, "…the growth of expenditure on active labour market policies seems to be negatively related to employment growth". In all four models presented by the authors, the active programme expenditure term has a negative coefficient. Active labour market programmes, it would seem, are associated with reduced growth in employment.

The authors of the OECD study suggest that the most reasonable explanation for this unexpected result is that governments spend more on active programmes when GDP is stagnant or declining and less when it is growing. Their conclusion is that this is the origin of the negative coefficient and ALMPs should still be seen as a worthwhile investment in macroeconomic terms.

This is rather too simple a way out. If active programme spending stimulates growth in jobs then a properly conducted regression study would reveal that effect, even if the stimulation appeared most during periods of job decline. In general, governments that spent more would experience less severe declines in job availability. 

My conclusion for this analysis is as follows: when the effects of changing GDP and changing wage rates are partitioned out it is not possible to find in the remaining variance evidence that spending on active programmes increases job availability. We have no theoretical reason to support a conclusion that ALMP spending reduces the growth in jobs, so this is not a proper conclusion. A study that should have revealed the hypothesized positive effect of ALMP spending on job growth does not do so. The analysis produces a statistical finding that is at variance with current theory about how ALMPs work.

Savings in Welfare Expenditure

Unemployed people get jobs. Some kinds of unemployed people get jobs reasonably quickly. In New Zealand around one half of unemployment beneficiaries leave the register in less than seven months. Some also return quickly. Currently, one quarter of unemployment beneficiaries quitting the register have returned within ten months. One half have returned within two years. On the other hand some jobless people have very low prospects of ever gaining employment. In particular, youth who have never worked and adults out of work for longer than two years have low prospects of leaving income support.

Beneficiaries have varying levels of employability. For some it is high; for others it is very low. In between are the individuals who are marginally employable and will experience intermittent periods of unemployment.

Welfare-to-work programmes are intended to reduce fiscal expenditure by reducing the time on benefit that individuals might have had in the absence of the programme. They are often evaluated on a benefit/cost basis; the saving in income support brought about by reducing the average time on benefit for programme participants are compared with the average cost of the programme per successful participant. A benefit/cost ratio of more than one is given as evidence of fiscal savings.

Welfare-to-work programmes do reduce time on benefit for some people. Low unit cost programmes can also show a profitable benefit/cost ratio. Meyer (1995) reports that some of the recently reviewed Aid to Families with Dependent Children (AFDC) job-search assistance programmes produced small but statistically significant reductions in time on benefit.

Charleston, New York and Washington [programmes] all show reductions of about one half week of [benefit] receipt from the treatments with more intense services and oversight… The costs of the job search treatments were always low compared to the savings in … benefits. In both Nevada and Wisconsin the costs of the additional services and oversight was much less than half the savings in … benefits 

Gueron and Pauly (1991) report benefit/cost ratios of around three for the key programmes intended to reduce AFDC participation implemented during the 1980s. Friedlander and Burtless (1995) found that two of four current American programmes produced benefit/cost ratios of between one and two. The other two did not return their cost.

However, a surplus of savings over costs for programme members does not mean that a programme will bring about savings in welfare expenditure. If the pool of available jobs is fixed then reducing time on benefit for some beneficiaries can only be obtained by increasing time out of work for other job seekers. A welfare-to-work programme may increase the flow off the welfare register for programme participants at the expense of reducing the outward flow for all other beneficiaries who are seeking work, a phenomenon called "substitution". The programme may also increase the flow into the register from employed others whose job security has been reduced (called "displacement"). In fact, if all out-of-work people were eligible for benefits, and if all received benefits of equal value, then welfare-to-work programmes would be a zero-sum game from a fiscal standpoint. Reductions in time on benefit for some would be purchased at the expense of corresponding increases in time on benefit for others. Programme administration costs would be an extra. 

If there is a fixed number of jobs available, therefore, the only way a welfare-to-work programme can bring about fiscal savings is by shifting joblessness away from those who are benefit eligible and onto those who are unemployed but ineligible for benefits. The largest pool of unemployed but benefit-ineligible people are women with partners who have an income.

Is there any empirical evidence that welfare-to-work programmes reduce the fiscal cost of welfare when all inflows and outflows are taken into account? There is not. A number of programmes (not all) have been shown to increase the outflow of programme participants from welfare registers (Gueron and Bailey 1991, Meyer 1995). Outflows are most rapid where programmes are designed to remove identifiable obstacles faced by client groups whose employability is otherwise good, such as adult women re-entering the workforce (OECD 1993). Some have been shown to cover their administrative costs at programme level (OECD 1995a, Friedlander and Burtless 1995). But no programme has yet been shown to reduce welfare spending overall when all inflows and outflows from the register are taken into account.

Assistance to the Unemployed and the Low Paid

When examined from the point of view of individual programme participants, ALMPs can be evaluated against three objectives: they can be intended to shorten the time spent in unemployment, to increase participants' incomes, or to increase the employability or income of people with special needs, such as long-term beneficiaries. A recent review of studies conducted by Meyer (1995) reports that:

Several conclusions can be drawn from the limited number of rigorous studies of this type… First, at least some services have been moderately successful (in the sense that they yielded income gains in excess of programme costs) for every population group examined… Second, programmes are often successful for some population groups and not for others. For example, a ..study.. indicates that the programme raised the participants' earnings…of some groups (adults over the age of 22) but that for other groups-essentially youth between the ages of 16 and 21 – the programme produced no gain. For male youth the programme resulted in statistically significant losses in earnings over the 18 month follow-up and negligible impacts over the 30 month period.

The length of time for which an evaluation is continued has a significant impact on the conclusions that are drawn. The summary above deals with programmes that were followed for a period of 30 months. Judged at the end of that time the programmes were "moderately successful" in that earnings had increased for some participants but not for others. However, when the review period is extended to five years many of the gains disappear. In the five year follow-up study of four US compulsory welfare-to-work programmes described in the previous section, Friedlander and Burtless (1995) reported that:

In increasingly on-the-job earnings we find that only one of the four programmes achieved significant gains, and that success was concentrated in a comparative handful of programme enrollees. For the other programmes, the mix of high-wage and low wage, stable and unstable employment…was similar to employment among...controls.

The authors note that those participants who were more likely to have got jobs without the help of the programme, got better jobs. Those who were unlikely to get jobs did not improve their chances of their earnings if they did obtain a job. As a result, they suggest, it is possible that programs which improve participant earnings do not reduce benefit expenditure. And programmes that reduce overall expenditure do not increase participant earnings.

When comparing the results of short and long-term evaluations Friedlander and Burtless (1995) found the results of short-term studies to be misleading.  Initial income gains for the treatment group were sometimes worthwhile and greater than those for the control group. Early comparisons favour treatment. However, over several years the treatment group tend to fade back to a level of performance more characteristic of their risk profile. The control group, on the other hand, tends to make steady gains. Overtime the initial difference between programme participants and non-participants fades away.

The third objective examined by Friedlander and Burtless was that hard-core benefit recipients with a high risk of continuing unemployment should be assisted into the workforce. They found that none of the four programmes met this goal.

The reduction in joblessness over the long term was not large. The programmes made only modest inroads into long-term AFDC receipt, and a large fraction of programme enrollees remained without work and on AFDC five years after their enrollment in welfare-to-work program.

These recent evaluations suggest that ALMPs can provide a boost to participants' employability or earnings. However, they also place strict bounds around these benefits: first, the benefits are limited to those who have initially a significant degree of employability. Few benefits are obtained for those who are intrinsically difficult to place. Second, those benefits are limited in time. In the longer term, people tend to return to an inherent level of employability and income generation. In the four prgrammes evaluated over five years using an experimental group and a control, earnings in the control had caught up with the programme participant group by the end of the period.

It is possible that a more positive result may be obtained by evaluations of the Job Corps programme. This is a US Federal Government programme that provides residential occupational training, health care, and allowances for disadvantaged youth. The programme costs around $NZ35,000 per participant. While the long-term evaluation is not yet complete, preliminary results suggest that it does raise participants' earnings and improve their job prospects in the longer term.

The most recent OECD review of the American economy sums up US experiences with ALMPs as follows:

In summary, the general impression left by these outcome evaluations is that some programmes work for some programme participants and that none (with the possible exception of Job Corps) can be said to have unambiguously strong, positive results. Even more troublesome from policy design standpoint is the fact that little is understood about: why some programmes work and others do not? How important are local economic conditions in determining whether a programme works? How dependent are programme outcomes on the mix of services provided? But the problems encountered by the United States when trying to implement successful active labour market programmes are shared by many other countries (OECD 1995a).

IMPLICATIONS FOR POLICY

Active labour market policies emerge from this review as a very problematic area. On the one hand the social benefits of successfully mitigating the impacts of unemployment are very worthwhile. On the other hand the best available statistical and experimental studies show that there may be no job creation effects. Active programmes reduce time on benefit for some kinds of beneficiaries, on average by a few days or weeks, and probably at the expense of increasing time on benefit for non-participants. At an individual level, those who benefit most are those with good job prospects, and vice versa. Overall, statistical and empirical results indicating programme success are rare. What should we do?

This review suggest that there are three strong reasons why we should not be investing in active programmes. First, there is no statistical or empirical evidence that investment in national ALMPs stimulates the economy or increases the number of jobs. This is a key point. If ALMPs do not create jobs then any effects they do have are obtained by shifting the burden of unemployment away from programme participants and onto other groups of unemployed.

In social policy terms, this is affirmative action. It is Government intervention in the critical area of gaining and retaining employment in support of the interests of some and against the interests of others. Re-arranging the available chairs so that those more favoured (by Government) have a greater chance of sitting and others a greater chance of having to stand. There is clearly an obligation on agencies promoting such programmes to ensure that both Government and affected communities are clearly advised about the nature of likely winners and losers before proposing an affirmative action programme. If this is not done an undisclosed affirmative action programme has the potential to create a blaze of unfavourable publicity for the Government and the Department.

Second, reductions in income support spending may be illusory, or if they do exist, are likely to be obtained at the expense of unemployed women. If a programme does not create new jobs then it cannot reduce welfare spending overall, unless it shifts the burden of unemployment onto those who do not cost the state money; a group composed largely of women. Further, the five year follow-up studies show that programme-induced improvements to a person's employability are usually temporary. People tend to return to a pattern of employment and unemployment that is characteristic of their unemployment risk profile. Beneficiaries assisted off the register are likely to return.

The third reason for having nothing to do with active programmes is that, with one possible exception, no programme has been shown to be effective in helping those whom we most want to assist: the long-term unemployed and youth destined for this group.

All of this would suggest that there is little to be gained by implementing ALMPs. However, there are four reasons why we might wish to go ahead. First, and a matter of overwhelming importance, unemployment is personally damaging and socially divisive. It contributes to rates of substance abuse, family violence and crime. In particular, people condemned to long periods of unemployment largely by economic forces beyond their control are not being treated justly. The individual and the community together have obligations to take steps to deal with the problem.

Second, we do not yet know that outcomes are universally as insubstantial as this review would suggest. Most of the studies reported here are from America where benefit entitlements and labour market conditions are significantly different from here. In a number of important areas, we need to find out for ourselves.

Third, there may be circumstances in which substitution is an acceptable outcome. Some groups are over-represented among the unemployed. Fully briefed about the implications, Government and affected communities may support programmes that improve the employment prospects of some at the expense of others.

Fourth, good job matching is worthwhile. Programmes that minimise the pool of unfilled jobs by speeding up recruitment do, in a way, create more jobs. If there is evidence that active programmes could further reduce the pool then they should be tried. The impact may also be more significant when the job pool is growing, as in present-day New Zealand.

So where do we go from here? Uninhibited enthusiasm for active labour market policies is not warranted. But judicious experimentation may be justified. No programme should be implemented nationally without on-going evaluation. Pilot programmes need carefully defined objectives and fully professional, long-term follow-up studies that pay attention to what has been learned about how to evaluate ALMPs. For example, if a programme is intended to increase the number of jobs then it must be evaluated against this intended outcome. If it is intended to redistribute available jobs then a public policy pilot study must define both the benefits (and who gets them) and the losses (and who bears them). If the objective is to reduce income support payments then all inflows and outflows from the registers must be taken into account. If a programme is intended to help individuals with low employability then experimental studies conducted over a period of up to five years are required.

It is possible that active labour market policies may provide social or economic benefits. But we do not know enough yet, and until we know more, we really do have to be careful out there. 
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