LECTURE 7: UNEMPLOYMENT
BENEFIT AND ALMPS



Definination of Unemployment

According to the criteria of the International
Labour Organisation (ILO), the unemployed
comprise all persons above a specified age
(generally 15 years and up) who during the
reference period were:

WITHOUT WORK

AVALIABLE FOR WORK

SEEKING WORK



Without work + available for work

without work i.e., were not in paid employment or
self-employment

currently available for work, i.e. were available
for paid employment or self-employment during the
reference period (generally two weeks)



Seeking work

had taken specific steps in a specified recent period
(generally four weeks) to seek paid employment or
self-employment

The specific steps may include registration at a public
or private employment exchange; application to
employers; checking at worksites, farms, factory
gates, market or other assembly places; placing or
answering newspaper advertisements; etc.



Unemployment Benefits

intended to provide (partial) compensation for
lost income during a period of involuntary
unemployment.

In macroeconomic terms, such a system represents
an “automatic stabiliser” that supports demand
during economic downturns.

For recipients, it primarily provides an income to
help them through a period without earnings while
also allowing them to take the time to look for a
job without having to accept the first one that
comes along.



Pros

UBs improves the quality of reintegration and
provides a better fit between the jobseeker’s
profile and the requirements of the vacant position.

Over the long term this can have positive effects on
the stability of employment and on income, which is
beneficial for the national economy



Cons

Generous support for the unemployed can raise the
level of the “reservation wage” below which an
unemployed person is unwilling to accept a new job.

That prolongs the period of unemployment, which in
turn can cause it to become entrenched.



Activation = incentives + sanctions

The consequence is long-term unemployment.

To prevent this, countries with comparatively high
earnings replacement rates have included activation
mechanisms (incentives and sanctions) for the
unemployed in their unemployment compensation
systems.



Werner & Winkler (2004)

Compare the following aspects for 10 OECD
countries:

the financing schemes,

qualifying periods, and the level and
duration of unemployment compensation.

Sanction mechanisms and activation
measures

compensation system



Unemployment rates in 2001

France 8.7%
Germany 7, 3%
Canada 7.2%
United Kingdom 2, 1%
Ausirna 4 5%
United States 4. 8%
Cenmark 4, 3%
Sweden 4,0%
Metherdands 2.0%:
Switzerland 1.6%%

sournce: DECD (2002), Economic Outlook Mo. 72, Statistics Appendix,
Unemploymenst rates: commaonly used definiions. Paris & 1AB




Figure 2

Unemployment rates 1995 bis 2002
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Passive and active labour market
policies

Active and passive labour market policies overlap
in some areas.

The aim of active labour market policies is
primarily to solve mismatch problems.

An effort is made to strike a balance between the

supply of labour (jobseekers) and demand for
labour (jobs).



Mismatch problem

These problems can occur due to discrepancies
among regions or related to qualifications or are
manifested in certain groups such as young people,
ethnic minorities, or people with a low level of
qualification.



Passive labour market policies

0 providing an income so that a person can get
through a period without work.

1 comprise earnings replacement benefits in the event
of unemployment.



Dependent, overlap and interlink

Unemployment and the efforts to combat it through
active and passive measures are not independent
of each other.

They overlap and are interlinked

Documented unemployment is reduced by the extent
to which people participate in active labour market
programmes. (Not Avaliable for work)



Overlap and interlink

continued payment of unemployment
compensation requires participation in @
training course or taking up state-
subsidised employment



Revolving-door effect

It is problematic when participation in
a programme like subsidised
employment is accepted as a
prerequisite for again receiving an
unemployment benefit.

programme — receipt of benefits —
programme



Activation

The “concept of activation” also blurs the line
between active measures and the payment of
earnings replacement benefits.

incentives to increase individual initiative and the
intensity of the job search.

to reduce the period of time during which people
receive unemployment benefits.



Activation/ Workfare

reintegration premiums paid to people who are
out of work and immediately accept a job
(quick end to the payment of benefits),

sanctions for people who do not take up
reasonable employment,

documenting the job search

individual integration plans and the
accompanying adyvisory services that “insist on
performance”






FINANACE SCHEME

Active and passive policies can be
paid for from the

general state budget,

earmarked tax revenues, or

social insurance contributions.



Finance Scheme

In organisational terms, the two policies can be
conducted separately or together. Mixed
forms are usually found in actual practice.

The German system is more centralised than
those in other countries. It is also striking that
except for Austria and Switzerland,

Germany is the only country where active and
passive labour market policies are primarily
financed by contributions.
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Expenditure as % of GDP

The lowest levels are found in the United States.
The Netherlands is at the upper end of the scale.

Generally speaking — as expected — there is @
certain positive correlation between the
unemployment rate and the level of expenditures
for it.

However, that is not always the case, as shown by
the example of the Netherlands, where the level
of the earnings replacement ratio is very high.



CRITERIA FOR RECEIVING
UNEMPLOYMENT
COMPENSATION



Obijective availability

the registered unemployed person is fit for work

in other words that he or she can and may take
up employment under the usual conditions of the
general labour market.

With regard to his or her suitability, health
status, and physical abilities, s/he must be able
to take a job (s/he “can” do so).



Obijective availability

Legal grounds such as lack of a work permit,
limitations pursuant to protective provisions
(protection of mothers or young people in the work
place), or the lack of a required driver’s license
should not prevent him or her from taking a job
(s/he “may” do so).



Subjective availability

involves the jobseeker’s wish to take up
reasonable employment (s/he “wants” to do so).

The trend of making the receipt of benefits
subject to active participation in the job search
can be observed in almost every country.

The “active job search” has therefore become
an integral part of availability.



Subjective availability

"personal efforts” by the
jobseeker to find an appropriate
position.
it is primarily the task of the
unemployed person to make an
effort to achieve his/her own
vocational reintegration.



Type of system and financing

Unemployment insurance is mandatory in most
countries;

it is voluntary only in Sweden and Denmark,
where about 90% of the people concerned
belong to an unemployment insurance fund.

Self-employed people in those two countries can
also obtain voluntary unemployment insurance.



Contributory

Most unemployment benefits in the
European countries are financed by
contributions paid by insured workers
and their employers.

Tax revenues are also needed to cover
deficits.



Ratio between employer and employee
—

-1 Equal contributions: Germany, Austria, and
Switzerland

-1 Employers larger share: France, the Netherlands,
and Canada



Denmark: Worker only

Workers in Denmark pay the whole contribution to
the “labour market fund” (Arbejdsmarkedsfonden),as
well as an additional annual lump sum to cover the
costs incurred for earnings replacement benefits.



Sweden: Employer only

Employers in Sweden pay the entire contribution,

In Great Britain by employers and employees a
global contribution must be paid to the National
Insurance, which includes unemployment protection



Expire arrangement

After entitlement to the unemployment benefit
expires in France, the Netherlands, Austriq,
Sweden, and the United Kingdom, an additional
earnings replacement benefit is paid

which is comparable to the principle of German
unemployment assistance [Arbeitslosenhilfe].

It is generally financed from tax revenues.



US: Experience Rating

There is an unusual procedure in the United States,
where only employers are included in financing
within the framework of an “experience rating”.

The individual contribution rate of each employer
is calculated at the end of each year for the next
year using two quotients, the “benefit ratio” and
the “replenishment rate”:

When employee dismissals increase, the
companies incur greater non-wage labour costs.
Companies that dismiss few if any employees are
“rewarded” by lower contribution rates.



Qualifying periods

contributions from the wage or salary
must have been paid into the system
that pays the benefit for a certain
length of time before the occurrence of
unemployment



Qualifying periods of employment with contribution payments before entitlement

Denmark h2 weeks during the last 3 years
Gemmany 12 months during the last 3 years
France 4 months during the last 18 months
Canada 420 to 700 hrs. during the [ast year (staged according to regional unemployment rates)
Netherlands 26 weeks during the last 39 weeks and during the last & years
minimum of 4 years with over 52 paid working days
Austria 1 year during the last 2 years
Sweden Minimum of & maonths of 70 hrs./month
Switzerland 6 months during the last 2 years
United States | 6 months during the last year, a certain minimum wage must have heen eamed

United Kingdom

Minimum contribution paid in during the last 2 tax years




Duration of unemployment
compensation

often an exclusion period (waiting period)
between the time the job is lost and payment
of the unemployment benefit, which can be up
to two weeks long depending on the country.

Consequently, no benefits are paid for a brief
transitional period.

no such waiting period in Denmark, Germany,
the Netherlands, Austria, and the United States,
but the other countries in this report all have
one.



Longer contribution = longer duration
of benefit

Payment of contributions beyond the minimum
qualifying period affects the duration of the
entitlement to a benefit in some countries,

prolonging the time during which a benefit is
received (Germany, France, Canadaq, the
Netherlands, and Austria)



Older people = longer duration

People above a certain age may receive benefits
for a longer time in Denmark, Germany, France, the
Netherlands, Austria, Sweden, and Switzerland. The
main intention of this is to facilitate the transition to
an old-age pension.



Activation & duration

activation also influences the duration of
unemployment compensation.

For example, after the first year of unemployment
benefits, recipients in Denmark are required to
participate in labour market programmes to
promote integration into the first labour market.



No. of max. months for 40-year-old

Figure 4

Maximal entitelment to unemployment compensation
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Amount of the benefit

almost always determined by the last income
that was earned, although the benefit rates — as
percentages of the last income earned — differ
in the various countries.

With the exception of Denmark, France, and
Sweden, people with dependants are paid a
higher benefit rate or supplementary allowances
are paid.



JK: contribution-based vs. income-

based

In the United Kingdom, there is a flat-rate
benefit independent of actual income for the
contribution-based jobseeker’s allowance and
the income-based jobseeker’s allowance which
takes available income into account.

Additional flat-rate amounts for dependants are
paid only for the income-based jobseeker’s
allowance.



Flat rate = Min. Wage

Uniform flat-rate unemployment assistance is also
paid in France and Sweden. Flat-rate payments in
the Netherlands are based on the legal minimum

wage.



Income adjustment

Unemployment assistance in the countries is
generally paid only in the case of indigence

(poverty).

The level of the benefit is reduced by income that
must be offset or by the reasonable liquidation of
assets.



Figure 3

Unemployment benefit as percentage
of last net wage considered

- 40-year-old unemployment persons, no children in percent -
i
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Figure 6

Net earnings replacement rate after taxes
upon onset of unemployment
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Replacement Rate

the net earnings replacement rates during the first
month for a 40-year-old industrial worker with
average earnings in the countries included in this
report (Figure 5)

Figure 6 also shows the net earnings replacement
rates for a married unemployed person with two
children. Social transfers are included.



Different payment structure

A comparison of Figure 5 and Figure 6 is of interest.
The sequence in which countries are listed according
to the level of their unemployment benefit is
changed by taking into account taxation and family
allowances.



Nordic: Individual not Family

Denmark and Sweden, the leaders in terms of the
level of benefits paid when looking solely at the
share of the relevant earnings (percentage), are in
the middle when the comparison is based on the net
payment,

while the Netherlands and Switzerland move to the
top. Germany is located in the middle in both cases.






Sanctions

intended to ensure that benefits are not claimed
without justification.

They apply to both unemployment benefits and
unemployment assistance, which does not
represent an insurance benefit.

In the countries considered here, the earnings
replacement benefit is temporarily or
permanently suspended



Sanction

An employment relationship is terminated by the
worker without good cause

Behaviour in violation of the employment contract
was the reason for dismissing the worker



Sanction

Reasonable work was refused
No jobseeking activities are proved

The unemployed person refuses to participate in a
labour market programme



Ineligibility period

To protect the community of insured persons, the
legal consequence of such behaviour in most
countries is a so-called “ineligibility period” during
which entitlement to a benefit is suspended.

Repetition of the above may be subject to complete
suspension of benefits.



Resignation without grounds

such an ineligibility period
lasts four weeks in Austriq,
eight weeks in Sweden,
12 weeks in Germany, and

up to 26 weeks in the United Kingdom, at the
discretion of the labour administration.



Amount cut

The amount of the benefit paid in the
Netherlands is cut in half for 26 weeks if a
worker resigns without good cause

In the U.S. a person responsible for his or her
own unemployment is not entitled to any benefit
at all.



Varied system

The systems can be financed to different extents by
employers and workers.

In some cases the system is financed only by
employers.

That is the case in the United States, where the
amount of the contribution that must be paid varies
with the frequency of dismissals (experience rating)



Sweden: voluntary and basic
supplement

There is no uniform state unemployment
insurance system in Denmark and Sweden, which
instead have a series of insurance funds in which
membership is voluntary for workers.

In some countries, “basic protection” is provided
if the requirements for qualifying periods have
not been fulfilled or — as is possible in

Sweden — a person is not a member of an
unemployment fund.



No second tier protection

Only a small portion of the countries have a second
level of support for the unemployed after
expiration of their entitlement to the unemployment

benefit (this is known as unemployment assistance in
Germany).



Regionalization according to

unemployment level
—

7 In Canada, the qualification period and the
payment of benefits vary according to region,
depending on the regional unemployment level.



Wage-linked vs. Flat Rate

In most countries, the level of the unemployment
benefit that is paid is determined by the level of
the wage or salary that was earned.

In contrast, only flat-rate benefits are paid in Great
Britain. In France, the level of support declines as
the length of unemployment increases.



Trend: sanction made stricter

Looking at the unemployment compensation
systems over time, there is generally no major
cutback in benefits.

Criteria for what can reasonably be expected
and possibilities for imposing sanctions have been
made stricter.

Qualification periods have been tightened in
some cases. This has been linked to stronger
“activation” of the unemployed, who are now
required to make more individual efforts.



Sanction made stricter

the active job search must be appropriately
documented.

There are also sanctions for failure to participate in
a qualification programme or take a subsidized job.



Level and Duration

The political discussion continues to concentrate on the
level and duration of unemployment support.

However, there can be no ideal, generally-applicable
form of unemployment compensation.

The system for payment of unemployment benefits
reflects the traditional and historical background,
societal priorities, and economic strength of each
country.



Anglo-Saxon vs. Continental European

Payment of an unemployment benefit in the United
States and the United Kingdom — like social welfare
in Germany — is only a type of minimum protection
to provide a temporary guarantee of mere
subsistence.

That results in considerable pressure to find a new
job, if necessary one that pays less. On the other
hand, a temporary “inferior” job need not
stigmatise anyone who is looking for work.

In contrast, unemployment insurance in continental
Europe can maintain an approximately comparable
standard of living, at least temporarily.



World Labour Report 2000

duration of payments has a certain influence on how
long people remain unemployed.

In contrast, the connection between the level of
wage replacement payments and the unemployment
rate is much less pronounced.



structural features

qualifying periods, criteria for reasonability and
how they are implemented in practice,

documentation of a job search, and sanctions.

It is also important whether participation in active
labour market programmes restores the entitlement
to unemployment benefits.



Active Labor Market Policies ALMPs

Public spending on labour market programmes
absorbs significant shares of national
resources in many OECD countries, these
policies being expected to achieve a variety of
economic and social objectives.



ALMPs

Active: comprise a wide range of policies
almed at improving the access of the
unemployed to the labour market and jobs,

job-related skills and the functioning of the
abour market

Passive: relate to spending on income
transfers



Five Areas of ALMPs

Public employment services and administration.
Labour market training

Youth measures.

Subsidised employment

Measures for the disabled



Public employment services and
administration

71 job placement,

-1 administering unemployment
benefits

-1 referring jobseekers to available
slots on labour market programmes.



Labour market training

11 spending on vocational and remedial training for
the unemployed

1 training for employed adults for labour market
reasons.



Youth measures

training and employment programmes targeted to
the young unemployed;

apprenticeship training, which is mainly for school
leavers, not the unemployed.



Subsidised employment

hiring subsidies, i.e. subsidies paid to private-sector
employers to encourage them to hire unemployed
workers;

assistance to unemployed persons who wish to start
their own business;

direct job creation for the unemployed in the public
or nonprofit sectors.



Measures for the disabled

vocational rehabilitation training and related
measures to make the disabled more employable

Sheltered work programmes which directly employ
disabled people.



Figure 1. Public spending on total labour market measures, 1997’
Percentage of GDPFP

Share of expenditures on active
measures in total public expenditure
on labour market measures

Total 19854 1997
Denmark 23 431
Metherlands 25 431
Finland 41 33
Swedeaen 1 4.9
Ireland 30 2.1
Belgium 28 33
Sermany 38 33
France 22 4.2
Spain 11 23
Mew Fealand 58 33
Switzerland 42 35
Poland 15
Itz ly 55
Paortugal S50 A8
Austria 23 28
Australia 25 31
M orvway 568 58
Canada 26 431
Lnited Kingdom 26 31
Hungary 41
Luxembourg 35 31
Greece 33 4.2
Japan 33 17
United States 33 4.1
Czech Republic 36
Korea 88
= 34 38
Total OECD 3 3s 35

(83 1 2 3 4 5 B

5

- - Data not awvailable.

1. Data refer to 1996 for Ireland, Italy, Poland and Portugal.

2. Unweighted average, excluding taly.

3. Unweighted average, excluding Cxrech Republic, Hungary, Italy, Korea and Poland.

i Data refer to 1986 for Denmark and Paortugal, to 1987 for Japan. Germmany refers to Western Germany.
Sowrce: OECD Database on labour market programmes.



Programme Impact Evaluation

measure the impact of programme participation
on individuals’ employment and earnings after
they have left the programme

judging the outcomes against the experiences of o
benchmark or control group of similar individuals
who did not participate in the programme.

for those active programmes which attempt to
make participants more productive and
competitive in the open labour market, e.g.
training and job-search assistance.



Evaluate net effects of programmes

measure the net effects of programmes on aggregate
employment and unemployment by estimating what
are called in economists’ jargon “dead-weight”,
“substitution” and “displacement” effects.

These evaluations are mostly relevant for employment
programmes, i.e. programmes that attempt to
stimulate job creation in the private sector (including
self-employment), as well as direct job creation in the
public sector.



Dead-weight effects

Since subsidised employment programmes have the
explicit objective of increasing the number of jobs in
the economy at large and/or raising the
employment prospects of the target group

Evaluations must determine whether the subsidised
jobs would have been created anyway in the
absence of the subsidy.



Substitution effects

_

1 They must also seek to quantify whether
improved employment prospects for the
target group come at the expense of
worsened employment prospects for other
non-subsidised workers,



Displacement effects
=

-1 whether the subsidized jobs have
displaced, or have been substituted for,
unsubsidised jobs elsewhere in the
economy



WHAIT WORRKO AND WHAI
DOES NOT

-economic policy
Since one of the main objectives of active
measures Is to assist the unemployed to get
back into work,

require a reasonably buoyant supply of job
vacancies in order to be effective.

If an economy Is generating few vacancies,
one should not be surprised if active measures
prove to be relatively ineffective.



Aggregate Demand Matters

Aggregate demand matters too. As The OECD
Jobs Study has stressed, more effective active
policies are only one element in a
comprehensive strategy of macroeconomic
and microeconomic measures required to cut
unemployment significantly.



Formal classroom training

Help: Women re-entrants

Don’t help: Prime-age men and older workers with low
initial education

Lessons:

Important that courses signal strong labour market
initial relevance,

signal “high” quality to employers.

Keep programmes relatively small in scale.



On-the-Job-Training

Help: Women re-entrants, single mothers
Don’t help: Prime-age men
Lessons:

Must directly meet labour market needs.

Hence, need establish strong links with local employers,

but this increases the risk of ‘displacement’



Job Search Assistance
- (Job Clubs, individual counselling)

71 Help: Most unemployed but in particular women and
sole parents

71 Don’t help:
1 Lessons:

Must be combined with increased monitoring of the job-
search behaviour of the unemployed and enforcement
of work tests.



Re-employment Bonus

Help: Most adult unemployed
Don'’t help:
Lessons:

Requires careful monitoring and controls on both
recipients and their former employers.



Special youth measures
]

0 training, employment and subsidies, direct job
creation measures

1 Help: Disadvantaged youths
o1 Don’t help:



Special youth measures
]

1 Lessons:

Effective programmes need to combine an
appropriate integrated mix of education,
occupational skills, work-based learning and

supportive services fo young people and their
families.

Early and sustained interventions are likely to be
most effective.

Need to deal with inappropriate attitudes to work
on the part of youths. Adult mentors can help.



Subsidies to employment

Help: Long-term unemployed and women re-entrants
Don'’t help:
Lessons:

Require careful targeting and adequate controls to
maximise net employment gains, but there is a tradeoff
with employer take-up.



Aid to unemployed starting

entererises
1

0 Help:
o1 Men (below 40, relatively better educated)
o1 Don’t help:

1 Lessons:

21 Only works for a small subset of the population.



Direct Job Creation

Help: Severely disadvantaged labour market
groups (2)
Don’t help: Most adult unemployed

Lessons:

Typically provides few long-run benefits and principle

of additionality usually implies low marginal-product
jobs.



Recommendations on ALMPs

to maximise ALMPs effectiveness:

(1) rely as much as possible on in-depth
counselling, job-finding incentives (e.g. re-
employment bonuses) and job-search
assistance programmes.

combined with increased monitoring of the jobsearch
activity of the unemployed and enforcement of the
work test.
(2) keep public training programmes small in scale
and well targeted to the specific needs of both
job seekers and local employers.



Recommendations on ALMPs

(3) early interventions, reaching back to pre-
school, can pay dividends for disadvantaged
youths, but they must be sustained.

reduce early school-leaving targeted on at-risk
students combined with policies to ensure that they
leave the schooling system equipped with basic skills
and competencies that are recognised and valued by
employers.

Improve poor attitudes to work on the part of such
young people and adult mentors can help in this
regard.



Recommendations on ALMPs

(4) as the duration of unemployment spells
lengthens, various forms of employment
subsidies may serve to maintain workers’
attachment to the labor force.

However, employment subsidies should be of
short duration, targeted and closely monitored.

(5) use subsidised business start-ups for the
minority among the unemployed who have
entrepreneurial skills and the motivation to
survive in a competitive environment.



Curb unemployment traps

The most direct step to curb the unemployment
trap is to cut replacement rates.

However, where actions were taken to cut
replacement rates, they were usually motivated
by budget considerations rather than out of
concern about the possible emergence of
benefit dependency or work disincentives.



Actions Taken

political difficulties: make only marginal cuts in
the generosity of benefit entitlements, but to
tighten up on eligibility conditions for receipt of
benefits and to develop “activation” strategies
for the unemployed.

The aim of activation strategies Is to encourage

the unemployed to be more active in job search
and keep more Iin touch with the labour market.



Different Strategies

Such strategies range from attempts to provide more
effective job-search assistance to the unemployed and
monitoring their search activity at one end of the
spectrum

to making it obligatory on the unemployed to satisfy
work tests or participate in active programmes

or in education and training if they are to continue to
draw benefits.

Such activation strategies are becoming guite common
for young people in OECD countries

(e.g. Australia, Denmark, Ireland, United Kingdom), and
they are even being

extended to other groups of the unemployed in some
countries.



Workfare

The recent US welfare reform, with its emphasis on
work requirements, time limits for benefits and sanctions
for non-compliance, can be viewed as an extreme
example of this approach, also known as workfare.

The role of active labour market policies changes subtly
In the context of an activation strategy.

They can then be viewed as a vehicle for enforcing a
work test on the unemployed, especially in cases where
the supply of job vacancies is low.



conditional

In such cases, continued receipt of unemployment
benefits becomes conditional on programme
participation, as is the case in Denmark or Switzerland,
and/or by offering a sufficiently wide range of
programmes so that a maximum number of the
unemployed will choose to enter them voluntarily.

In a related manner, there is a growing interest in many
countries in the potential role which the rules used to
control job-search behaviour and curb benefit abuse by
claimants of unemployment benefits can play as part of
an effective activation strategy.



Results of workfare

the evaluation literature suggests that these
rules, if used intelligently and supported by
effective sanctions, can help stimulate job
search and serve to keep benefit claimants in
touch with the labour market.

It Is Impossible at this stage to draw any
definitive conclusions since most of the
Initiatives taken by countries are relatively
recent and there are almost no rigorous
evaluations of them available yet.



some scattered evidence: UK

combining elements of carrots and sticks, can work In
terms of producing better labour market outcomes for
the unemployed.

The UK Restart programme, which was started in 1987,
can be viewed as a prototype for such strategies.

Under this programme, all persons unemployed for six
months were obliged to attend a Restart interview at the
PES. The interview assessed the individuals’ job-search
behaviour and motivation and assisted them with
availing of other services and programmes to help them
find a job.



Workfare in UK

A rigorous evaluation indicated that Restart did
work and, as a result, the periodicity of Restart
Interviews was increased during the 1990s.



Workfare in UK

The recent steps taken in Denmark to introduce
activation strategies have been evaluated by the
Danish authorities.

Madsen (1998) argues that the preliminary
evidence from the evaluations suggests that the
activation strategies have been successful in
terms of improving employment prospects for
the unemployed, especially for the young
unemployed.



Workfare in USA

many workfare experiments were designed and
operated by individuals US states in the 1980s and
1990s in advance of the 1996 welfare reform.

Solow (1998) reviews the rigorous evaluation evidence
on the effectiveness of these workfare

Initiatives and concludes that they did have statistically
significant effects in raising the employment and
earnings prospects of welfare recipients, but the effects
were not large.



Workfare in USA

Of course, as Solow recognises, one cannot
generalise from the results of these individual
workfare experiments to draw conclusions about
the likely effects of the 1996 welfare reform.

There has been a sharp drop in welfare rolls
since the reform, but there is an on-going
debate as to how much of this decline is due to
the booming US economy and how much to the
policy changes.
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Research by the Administration, summarised in OECD
(1999c), suggests that almost one-third of the decline Iin
welfare rolls since 1996 can be attributed to the reform,
with most of the policy-induced effect being the result of
sanctions for non-compliance.

In sum, while it is too early to judge the effectiveness of
the range of activation strategies that have been
iIntroduced by some OECD countries in recent years, the
early signs are gquite promising.
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It seems that a mix of carrot-and-stick elements
INn such strategies, combining use of active
labour market policies and benefit sanctions in
case of non-compliance, may well contribute to
better labour market outcomes for benefit
recipients.

However, other argues that the workfare just
Induce migration of unemployed from one state
to another.



