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Foreword 
 

On November 25th 2004, The European Commission, Directorate-General Employment, 

Social Affairs and Equal Opportunities, has commissioned RWI Essen, Germany, together 

with a network of experts from other EU countries and the US, to conduct a study on the 

effectiveness of Active Labor Market Policies (ALMPs). This document constitutes the final 

report of the study. 

 The core part of the analysis regards the systematic review of the available evidence 

on ALMP effectiveness across European countries. It is set against the background of three 

frameworks, given by the European Employment Strategy, the typology of active labor 

market programs, and the methodology of program evaluation. We then focus on a set of 

reports from EU member states, and a quantitative analysis summarizing the evidence from an 

extensive set of microeconomic evaluation studies. The country reports were prepared by the 

network experts from the respective countries. 

 The project team wants to thank Africa Melis at Eurostat for excellent assistance with 

the data on labor market policy expenditure and participants, members of the DG 

Employment, Social Affairs and Equal Opportunities for valuable comments at several 

working meetings in Brussels, Eva Schulte and Peggy David at RWI for their research 

assistance, and Claudia Lohkamp at RWI for invaluable help with administrative matters. 

 
 
Jochen Kluve        Essen, December 22, 2005 
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Summary 
 

Against the background of at least two decades of unsatisfactory European labor market 

performance, at the Luxembourg Jobs summit in November 1997 the European Commission 

initiated what has become known as the Luxembourg Process. The Amsterdam Treaty 

introduced a new Employment Title, which for the first time raised employment issues to the 

same status as other key goals in the formulation of European Union economic policy. The 

Treaty represents a critical step in the development of the European Employment Strategy. 

Article 2, for instance, states that "member states [...] shall regard promoting employment as a 

matter of common concern and shall co-ordinate their actions". Article 3 formally recognizes 

that high employment should be an explicit goal "in the formulation and implementation of 

Community policies and activities". 

The Lisbon European Council in the year 2000 updated the European Employment 

Strategy, specifying that by 2010 the Union should regain conditions for full employment and 

strengthen cohesion. In particular, by 2010 the overall EU employment rate should be raised 

to 70%, and the average female employment rate to more than 60%. The Stockholm Council 

in 2001 stated intermediate targets (67% average employment rate by 2005, and 57% for 

women). The Barcelona Council in 2002 confirmed that full employment was the overarching 

objective and called for a reinforced Employment Strategy to underpin the Lisbon targets in 

an enlarged European Union. 

Active Labor Market Policies – including measures such as job search assistance, 

labor market training, wage subsidies to the private sector, and direct job creation in the 

public sector – are an important element of this European Employment Strategy. While such 

policies have been in use for many years in most countries, there is a growing awareness of 

the need to develop scientifically-justified measures of the effectiveness of different Active 

Labor Market Policies (ALMPs). Indeed, concerns about the effectiveness of ALMPs have 

become an increasingly important feature of the EU's Broad Economic Policy Guidelines, the 

Employment Guidelines, and the Recommendations for Member States' employment policies.  

A substantial number of evaluations of ALMP effectiveness has been conducted in 

Member States, by independent researchers, by researchers commissioned by government 

bodies, as part of ESF programs, or as national studies contributing to the European 

Employment Strategy evaluation. In most cases, the focus of these evaluations has been on 

the short term employment effects of active measures, disregarding the possibility of positive 

or negative interactions between ALMP participants and other employed and unemployed 
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workers (so-called "general equilibrium" effects). But even within this narrow focus the 

evidence from existing evaluations remains inconclusive: there is little consensus on whether 

Active Labor Market Policies actually reduce unemployment or raise the number of employed 

workers, and which type of program seems most promising. It is also not evident what any 

one country can learn from ALMP experiences in another country. Few overview studies 

exist, and their largely descriptive nature precludes any firm policy conclusions. 

It has been the objective of this study to overcome this deficit, by utilizing an 

appropriate conceptual framework that allows drawing systematic conclusions and deriving 

policy recommendations from the available cross-country evidence on ALMP effectiveness. 

The main part of the analysis is set against the backdrop of three frames. First, we discuss the 

role of the European Employment Strategy in shaping member states' labor market policies, 

and have described the current situation on European labor markets regarding core indicators 

such as the unemployment rate and GDP growth. The second frame is given by a discussion 

and definition of active labor market program types, and program expenditure by country and 

type of measure. The most important ALMP categories across European countries are (i) 

training programs, which essentially comprise all human capital enhancing measures, (ii) 

private sector incentive schemes, such as wage subsidies to private firms and start-up grants, 

(iii) direct employment programs, taking place in the public sector, and (iv) Services and 

Sanctions, a category comprising all measures aimed at increasing job search efficiency, such 

as counseling and monitoring, job search assistance, and corresponding sanctions in case of 

noncompliance. It is important to note that many active labor market programs in European 

countries specifically target the young workers (25 years of age and younger) among the 

unemployed. Whereas several countries also have specific active labor market programs for 

the disabled, very few evaluations of these measures exist. 

The third frame regards the methodology of program evaluation. Since the cross-

European analysis of ALMP effectiveness must necessarily rely on credible evaluation studies 

from all countries involved, appropriate outcome variables and cost measures, as well as 

feasible identification strategies that can help solve the so-called "evaluation problem" (i.e. 

the inherent unobservability of the counterfactual no-program situation) must be discussed 

and properly specified. 

Logically building on these three frames as a backdrop, the subsequent analysis of 

ALMP effectiveness concentrates on two focal points. The first focus regards a set of country 

studies from selected EU member states. Specifically, we discuss Austria, Denmark, Estonia, 

France, Germany, Italy, The Netherlands, Poland, Spain, Sweden, and the UK. While taking 
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into account idiosyncrasies of each country, for purposes of comparability the studies follow a 

homogenous structure to the extent possible, discussing (a) the economic context, (b) labor 

market institutions, (c) ALMP practice, and (d) ALMP evaluations. Unsurprisingly, both the 

economic background and the institutional set-up vary substantially across countries, from 

currently well-performing (e.g. Denmark, Estonia) to rather sluggish economies (e.g. 

Germany), and from fairly flexible (e.g. the UK) to rather heavily regulated labor markets 

(e.g. France, Germany). Substantial differences exist with respect to ALMP practice, too. 

Some countries spend a substantial share of GDP on active measures (e.g. The Netherlands, 

Denmark, Sweden) and run a comprehensive set of various types of ALMP (e.g. Germany), 

while other countries spend considerably less (e.g. the UK, Italy) and run a relatively narrow 

set of programs (e.g. Estonia, Spain). Denmark certainly has the most comprehensive ALMP 

strategy with substantial effort to activate all unemployed persons.  

Similar to differences in the implementation of ALMP, also the evaluation practice 

varies across countries. Sweden is well-known to have a long tradition of running and 

thoroughly evaluating ALMP, possible also because of a correspondingly comprehensive 

collection of data. The Netherlands and the UK, along with the one existing study from 

Hungary – stand out as countries implementing some evaluations based on randomized 

experiments. These experimental studies analyze the effects of job search assistance 

programs. On the other hand, in Spain and Italy, for instance, an "evaluation culture" hardly 

exists, which is probably in line with a limited ALMP practice that is only just emerging. 

Germany is an example of a country in which – despite a fairly long tradition of running 

ALMPs – program evaluations were almost nonexistent until few years ago, and in which a 

practice of evaluating labor market policies has developed very rapidly. It is true for all 

countries that almost every evaluation study exclusively discusses microeconomic treatment 

effects, and that only very few macroeconomic studies exist. 

Succeeding the country studies, the second focus regards the appropriate summarizing 

of the available evidence. In this regard, the study first reviews the experiences from the 

country reports and several studies from the remaining member states (as well as Norway and 

Switzerland) in a descriptive manner, and then concentrates on a meta-analysis of the 

available evidence. Before turning to that quantitative analysis, the following paragraphs 

present an overall assessment of the cross-country evidence. 

Training programs are the most widely used active labor market measure in Europe. 

The assessment of the effectiveness shows rather mixed results; treatment effect estimates are 

negative in a few cases, and often insignificant or modestly positive. Still, there are several 
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indications that training programs do increase participants' post-treatment employment 

probability, in particular for participants with better labor market prospects and for women. 

However, this pattern does not hold for all studies. Locking-in effects of training are 

frequently reported, though it remains unclear to what extent these are really entirely 

undesirable, and not rather a necessary element of this type of program.  

 The more recent literature on the evaluation of training emphasizes the need to 

consider long-run impacts. Such an assessment has become increasingly possible due to 

extended data. There are indeed indications from these studies that positive treatment effects 

of training exist in the long-run. Moreover, if negative locking-in effects were to matter, these 

would be outweighed by the long-run benefits of program participation. The existence and 

direction of a relation between the business cycle and the effectiveness of training programs is 

not clear from the evidence: Some studies report a pro-cyclical pattern, while others report the 

opposite. 

 Private sector incentive programs entail wage subsidies and start-up loans. Whereas 

the latter have rarely been evaluated in European countries, several evaluations of wage 

subsidy schemes exist. The findings are generally positive. Virtually all studies that evaluate 

private sector wage subsidy programs – such as several studies from Denmark, but also 

evidence from Sweden, Norway, Italy, etc – assert beneficial impacts on individual 

employment probability. These encouraging findings, however, have to be qualified to some 

extent, since the studies usually disregard potential displacement and substitution effects or 

deadweight loss that may be associated with wage subsidy schemes. 

 In contrast to the positive results for private sector incentive programs, direct 

employment in the public sector rarely shows positive effects. The evidence across countries 

suggests that treatment effects of public sector job creation on individual employment 

probabilities are often insignificant, and frequently negative. Some studies identify positive 

effects for certain socio-demographic groups, but no clear general pattern emerges from these 

findings. Potentially negative general-equilibrium effects are usually not taken into account. 

Though these measures may therefore not be justified for efficiency reasons, they may be 

justified for equity reasons, possibly exerting positive social impacts by avoiding 

discouragement and social exclusion among participants. Corresponding outcome measures, 

however, are difficult to assess empirically, such that the literature has focused on treatment 

impacts on actual employment. 

 A general assessment of Services and Sanctions across countries indicates that these 

measures can be an effective means to reduce unemployment. The results appear even more 
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promising given that these measures are generally the least expensive type of ALMP. 

Moreover, several experimental studies exist for this program type, producing particularly 

robust evaluation results. There are some indications that services such as job search 

assistance or counseling and monitoring mainly work for individuals with sufficient skills and 

better labor market prospects, but less so for the more disadvantaged individuals. This pattern, 

however, is not entirely clear, since some studies conclude that the opposite is the case.  

 Whereas in many countries some type of sanction for non-compliance with job search 

requirements exists, only few sanction regimes have been evaluated. The studies generally 

find a positive effect on re-employment rates, both for actually imposing sanctions and for 

having a benefit system including sanctions. The "New Deal" programs in the UK appear to 

be a particularly well-balanced system of job search services and sanctions, combined with a 

set of other active measures such as training and employment subsidies. This points to the 

conjecture that the interplay between the services provided by the PES, the requirements 

demanded from the unemployed individual, and the portfolio of active measures plays an 

important role regarding ALMP effectiveness. The comprehensive activation approach 

implemented in Denmark, for instance, also appears promising, even though it clearly requires 

substantial effort. 

 For youth programs, no clear pattern arises from the cross-country summary of 

studies. There are some indications that wage subsidies work for young unemployed 

individuals, especially the ones with a more advantaged background. However, some studies 

do not find this effect, and again potential general-equilibrium effects are disregarded. Youth 

training programs sometimes display positive treatment effects on employment probability, 

but negative results are also reported. Whereas the extensive "New Deal" in the UK illustrates 

the potential effectiveness of Services and Sanctions for youths, this result is not found in 

evaluations from other countries (e.g. Portugal).  

 Regarding programs for the disabled, due to a lack of evaluation studies no conclusive 

evidence exists. The results of the limited empirical evidence available are rather 

disappointing. Vocational rehabilitation programs seem to have no positive and significant 

impact on the employment rates of disabled unemployed. 

 The limited set of available macroeconomic evaluation studies also does not point to a 

consistent pattern. There are some indications for positive effects on net employment for 

training programs in general and also for youth, while other results indicate that these 

programs only reduce unemployment but do not enhance employment, or have no net 

employment impact due to crowding out effects. Several macro studies, however, underline 
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the dismal performance of direct job creation schemes in the public sector. Rather mixed 

results are reported for wage subsidies in the private sector. Some studies reveal an overall 

positive net employment effect, but substitution effects may outweigh a positive employment 

effect. Finally, job search assistance and counseling exert positive direct effects on the 

employment rate, but may have negative effects through shifts in wages and job search 

behavior as well. Monitoring and sanctions have the potential to improve welfare. These 

results underline the importance of collecting further empirical evidence on an aggregate 

level, since some macroeconomic results confirm corresponding microeconomic evidence, 

whereas other results indicate reinforced or even reversed effects. The number of macro 

studies is quite small relative to the set of microeconomic program evaluations in Europe. 

In summary, looking at the overall assessment of the available evidence, it is difficult 

to detect consistent patterns, even though some tentative findings emerge: Services and 

Sanctions may be a promising measure, direct job creation in the public sector often seems to 

produce negative employment effects, training measures show mixed and modestly positive 

effects.  

On the basis of these tentative findings, it is the objective of the meta analysis to draw 

systematic lessons from the more than 100 evaluations that have been conducted on ALMPs 

in Europe, and to complement the more descriptive analyses and country-level summaries in 

the preceding parts of the study. Most of the evaluation studies considered have been 

conducted on programs that were in operation in the period after 1990. This reflects the fact 

that the past 15 years have seen an increasing use of ALMPs in EU member states, and some 

improvement in the methodologies used to evaluate these programs. Thus, we believe that 

lessons drawn from our meta-analysis are highly relevant to the current policy discussions 

throughout Europe on the appropriate design of ALMPs.  

The picture that emerges from the quantitative analysis is surprisingly clear-cut. Once 

the type of the program is taken into account, the analysis shows that there is little systematic 

relationship between program effectiveness and a host of other contextual factors, including 

the country or time period when it was implemented, the macroeconomic environment, and a 

variety of indicators for institutional features of the labor market. The only institutional factor 

that appears to have an important systematic effect on program effectiveness is the presence 

of more restrictive dismissal regulations. But even this effect is small relative to the effect of 

the program type.  

Traditional training programs are found to have a modest likelihood of recording a 

positive impact on post-program employment rates. Relative to these programs, private sector 
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incentive programs and Services and Sanctions show a significantly better performance. 

Indeed, we find that evaluations of these types of programs are 40-50 percent more likely to 

report a positive impact than traditional training programs. By comparison, evaluations of 

ALMPs that are based on direct employment in the public sector are 30-40 percent less likely 

to show a positive impact on post-program employment outcomes. Also the target group 

seems to matter, as programs aimed specifically at young workers fare significantly worse 

than programs targeted at adults, displaying a 40-60 percentage points lower probability of 

reporting a positive effect. 

The general policy implications that follow from these findings are rather 

straightforward. Decision makers should clearly focus on the type of program in developing 

their ALMP portfolio, and the European Commission should spell out similar 

recommendations to member states within the European Employment Strategy: Training 

programs should be continued, and private sector incentive schemes should be fostered. 

Particular attention should be paid to Services and Sanctions, which turns out to be a 

particularly promising and, due to its rather inexpensive nature, cost-effective type of 

measure. A well-balanced design of basic services such as job search assistance and 

counseling and monitoring, along with appropriate sanctions for non-compliance, seems to be 

able to go a long way in enhancing job search effectiveness. If further combined with other 

active measures such as training and employment subsidies, this effectiveness could be 

increased, even for youths, as promising results from the UK's "New Deal" show.  

Direct employment programs in the public sector, on the other hand, are rarely 

effective and frequently detrimental regarding participants' employment prospects. On this 

account they should be discontinued, unless other justifications such as equity reasons can be 

found. Some countries have already resorted to redefining the objective of direct employment 

programs such that they should increase "employability" rather than actual employment, an 

outcome that is notoriously difficult to assess empirically. 

Young people appear to be particularly hard to assist. It is not clear if it follows from 

this disappointing result that youth programs should be abolished, or rather that such 

programs should be re-designed and given particular attention. It might also be the case that 

active labor market policies are not at all the appropriate policy for this group, and public 

policy should therefore focus on measures that prevent the very young from becoming 

disadvantaged on the labor market in the first place.  

The development of an "evaluation culture" has been positive in basically all member 

states, though different countries clearly find themselves at different stages of that 



 xiv

development. One evident conclusion of this study is that evaluation efforts should be 

continued and extended. An ever-refined meta-analysis of an ever-extended set of European 

evaluation studies would continue to produce important insight into the effectiveness of 

ALMPs, in particular as data quality and methodology will likely continue to improve. The 

substantial advances in non-experimental program evaluation notwithstanding, more member 

states' governments interested in the effectiveness of their policies should consider 

implementing randomized experiments, in light of the strength of the evidence they produce.  
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1. Introduction and Overview 
 
 

Against the background of at least two decades of unsatisfactory European labor market 

performance, at the Luxembourg Jobs summit in November 1997 the European Commission 

initiated what has become known as the Luxembourg Process. The Amsterdam Treaty 

introduced a new Employment Title and thus for the first time raised employment issues to the 

same status as other key goals in the formulation of European Union economic policy. The 

Treaty represents a critical step in the development of the European Employment Strategy 

(EES). Article 2, for instance, states that “member states [...] shall regard promoting 

employment as a matter of common concern and shall co-ordinate their actions” (Article 2). 

Article 3 formally recognizes that high employment should be an explicit goal “in the 

formulation and implementation of Community policies and activities”. 

The Lisbon European Council (March 2000) updated the European Employment 

Strategy, specifying that by 2010 the Union should regain conditions for full employment and 

strengthen cohesion. In particular, by 2010 the overall EU employment rate should be raised 

to 70%, and the average female employment rate to more than 60%. The Stockholm Council 

(March 2001) stated intermediate targets (67% average employment rate by 2005, and 57% 

for women). The Barcelona Council (March 2002) confirmed that full employment was the 

overarching objective and called for a reinforced Employment Strategy to underpin the 

Lisbon targets in an enlarged European Union.1 

Active Labor Market Policies – including measures such as job search assistance, 

labor market training, wage subsidies to the private sector, and direct job creation in the 

public sector – are an important element of this European Employment Strategy. While such 

policies have been in use for many years in most countries, there is a growing awareness of 

the need to develop scientifically-justified measures of the effectiveness of different Active 

Labor Market Policies (ALMPs). Indeed, concerns about the effectiveness of ALMPs have 

become an increasingly important feature of the EU’s Broad Economic Policy Guidelines, the 

Employment Guidelines, and the Recommendations for Member States' employment policies.  

A substantial number of evaluations of ALMP effectiveness has been conducted in 

Member States, by independent researchers, by researchers commissioned by government 

bodies, as part of ESF programs, or as national studies contributing to the European 

Employment Strategy evaluation. In most cases, the focus of these evaluations has been on 
                                                 
1 See http://europa.eu.int/comm/employment_social/employment_strategy/index_en.htm for further details on 

the European Employment Strategy. 
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the short term employment effects of active measures, disregarding the possibility of positive 

or negative interactions between ALMP participants and other employed and unemployed 

workers (so-called "general-equilibrium" effects). Even within this narrow focus, however, 

the evidence from existing evaluations remains inconclusive: there is little consensus on 

whether Active Labor Market Policies actually reduce unemployment or raise the number of 

employed workers, and which type of program appears most promising in achieving these 

goals. It is also not evident what any one country can learn from ALMP experiences in 

another country. Few overview studies exist, and their largely descriptive nature renders the 

drawing of firm policy conclusions difficult.  

For policy purposes, thus, the conceptual framework underlying most of the existing 

evaluations is limited. A substantially broader conceptual framework is required, that allows 

inference on ALMP effectiveness across countries, taking into account idiosyncrasies of a 

given country's ALMP strategy and evaluation practice, as well as institutional setting and 

macroeconomic background. This report constitutes an effort to take a step forward in 

analyzing the effectiveness of ALMPs in Europe against the backdrop of such a framework. 

The main objective of the report is to review the experiences with ALMP practice and 

ALMP evaluations across European countries. Ideally, this amounts to assessing the question 

"which program works for what target group under what circumstances?", the word 

"circumstances" describing the situation against which a program is implemented in a specific 

country, given by the institutional context and the state of the economy. We aim to get at this 

core objective by following a structure that is set against three frames. The first frame for the 

analysis of the effectiveness of ALMP in Europe is given by the European Employment 

Strategy. The European Employment Strategy has a fundamental impact on how member 

states' governments shape their (active) labor market policy, and in particular how program 

evaluation efforts in particular countries have developed recently.  

The second frame is given by the Active Labor Market Policies themselves. It is 

essential to define and classify the types of program that exist, to assess the role they play in 

terms of governmental expenditure, and to discuss the economic rationale behind running 

active measures. Finally, the third frame for the analysis is given by the methodological 

requirements for program evaluation. Since the cross-European analysis of ALMP 

effectiveness must necessarily rely on credible evaluation studies from specific countries, 

appropriate outcome variables and cost measures, as well as feasible identification strategies 

that can help solve the so-called "evaluation problem" (i.e. the inherent unobservability of the 

counterfactual no-program situation) must be discussed and properly specified.  
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Logically succeeding these three frames – (i) EES, (ii) ALMPs, (iii) evaluation 

methodology – is the main part of the analysis. This main part, in turn, consists of two focal 

points. The first focus is a set of reports from member states, in which for each country the 

particular ALMP practice and ALMP evaluation practice is discussed, in relation to the 

institutional setting and economic situation. For comparability, these country studies follow a 

common structure, yet do not disregard idiosyncratic features of the country's ALMP strategy, 

ALMP practice, and evaluation customs.  

The second focus regards the appropriate summarizing of the available evidence: First, 

the analysis contains a table listing all recent evaluation studies and their core features and 

findings, both for microeconomic and macroeconomic evaluation studies. Moreover, a 

summary section reviews the main findings from the country reports. Finally, complementing 

these descriptive and comprehensive overviews, we summarize the evidence using a meta-

analytical approach. This final step concludes the assessment of the effectiveness of European 

ALMPs, and potentially provides quantitative evidence that would allow deriving clear 

implications and policy recommendations. 

In order to attain the objectives of the analysis as described, and present the three 

crucial frames as the backdrop before concentrating on the two focal points of the study, this 

final report is structured as follows. Chapter 2 presents an overview of the European 

Employment Strategy. We discuss the historical development, including the impact evaluation 

in 2002, and describe the current situation on European labor markets. Chapter 3 continues 

with an overview of Active Labor Market Policies, focusing on the types of programs that 

exist, their suitable classification, and the money that is being spent on them. Chapter 4 

reflects the methodology of program evaluation. It discusses the core elements of any 

evaluation endeavor, formulates the evaluation problem, and details empirical solutions based 

on experimental and, as is much more common in Europe, non-experimental or observational 

data. In Chapter 5 we present reports from a selected set of EU25 member states, each 

focusing on the economic background, the institutional context on the labor market, the role 

that ALMPs play in the policy strategy, and the evaluations of these measures that have been 

conducted. In this final report, the list of countries comprises the Netherlands, Sweden, 

Austria, Germany, Italy, Denmark, Estonia, Poland, Spain, France, and the UK. Chapter 6 

discusses the findings that emerge from evaluation research. After presenting an overview of 

previous evidence and summarizing the results available from recent micro- and 

macroeconomic evaluation studies in Europe, the core of chapter 6 lies in conducting a 

quantitative analysis that correlates program effectiveness with program type, research design, 
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timing, and indicators for the institutional context on the labor market as well as the economic 

situation. Chapter 7 concludes and infers policy recommendations arising from the available 

evidence. 
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2. The European Employment Strategy 
 

2.1 Historical development2 

Employment policies officially became one of the main priorities of the European Union with 

the launch of the European Employment Strategy (EES) at the Luxembourg Jobs Summit in 

1997, while the process of integrating employment objectives into EU economic policy 

already started in the beginning of the 1990s. During this period, European countries began 

facing high and persistent unemployment rates, along with an increasing risk of long-term 

unemployment, possibly indicating structural problems in the labor markets. The European 

Union as a whole appeared to have no promising tools and strategies to tackle severe 

macroeconomic shocks and these high levels of unemployment. Increased interest about 

European solutions through co-ordination and convergence came up with the negotiation of 

macroeconomic policies through the Maastricht treaty in 1992, which finally resulted in a 

commitment to the Economic and Monetary Union (EMU). Member states agreed to pool 

their monetary sovereignty and to comply with certain targets set in the Stability and Growth 

Pact.  

However, there was rather little attention yet towards a "soft" co-ordination of 

economic policies, which sets joint targets for each country, but also leaves space open for 

national policies and processes. Inspired by the economic coordination procedures a new 

debate about European structural policies emerged. The EU Member States decided to tackle 

the unemployment problems during the 1990s with the implementation of a soft policy 

coordination, which had to be in line with the economic policies. Therefore, member states 

decided to engage in concerted action and to mimic the economic policy coordination through 

the implementation of Broad Economic Policy Guidelines (BEPGs). Nevertheless, since there 

has been no formal sanction system associated with the case of deviations from these 

guidelines, the Council could only adopt non-binding recommendations against the member 

states (cf. e.g. De la Porte and Pochet 2003). 

The important initial impulse for the launch of the EES was made by the Delors 

Commission with the development and publication of the "White Paper on Growth, 

Competitiveness and Employment" in 1993. In this paper the Commission suggests several 

                                                 
2 See also the website of the European Commission at  

http://europa.eu.int/comm/employment_social/employment_strategy/develop_en.htm for further details and, in 

particular, for full documentation of Joint Employment Reports, National Action Plans, and Employment 

Guidelines. 
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solutions and policy guidelines to tackle the economic downturn and structural problems of 

the European economy. Furthermore, they highlight the importance to develop active and 

more flexible employment measures (cf. e.g. Arnold 2001). 

Influenced by the Delors White Paper, the EES began to take shape at the Essen 

European Council in December 1994, which played an important role in the development of 

the EES. The European Council emphasized "the fight against unemployment as a long-term 

and paramount policy aim for the Union" (De la Porte and Pochet 2003), and set five key 

objectives, which had already been elaborated by the Delors White Paper: 

 Improvement of employment by investing in education and vocational training. 

 Increase of employment intensive growth through more flexible work organizations 

and working time. 

 Reduction of non-wage labor costs to foster the hiring of low-skilled workers. 

 Further development of active labor market policies through the reform of Public 

Employment Services (PES). 

 Fight against youth and long-term unemployment. 

The Essen summit introduced a new policy tool, by urging member states to translate the 

recommendations into long-term programs and to submit annual reports about their progress 

on the labor market to the European Council (cf. e.g. Goetschy 1999). Nevertheless, since 

employment policies still remained under the exclusive responsibilities of the member states, 

the conclusions by the Essen summit were non-binding mainly due to a missing legal base.  

Following the meeting at Essen, another two important European Council summits 

took place in Madrid in December 1995 and in Dublin in 1996. The summit in Madrid 

identified job creation as the main social, economic and political objective, whereas the 

European Council in Dublin once again emphasized the fight against unemployment as a 

priority task for the EU and its member states. This was declared as the "Dublin Declaration 

on Employment – The Jobs challenge" which stressed the importance of a macroeconomic 

policy favorable to growth and employment (cf. Arnold and Cameron 2001). 

A significant turning point in the development of the EES was determined by the 

Luxembourg jobs summit in November 1997. The objective of a high level of employment 

became an explicit priority for the EU in the Amsterdam Treaty, attaining an importance 

equal to the macroeconomic objectives of growth and stability. Furthermore, an employment 

chapter was included in the treaty, which considered employment as a separate policy field 

and introduced a much stronger role for the European institutions, the Council and the 

Commission.  
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The new employment chapter consists of six articles. Article 126 urges the EU and the 

member states to consider employment as a matter of common concern. Articles 127 and 128 

authorize the Commission to propose Employment Guidelines, which are adopted by the 

Council and recommended to the member states. Although these guidelines are not binding, 

the member states have become obliged to participate (cf. Arnold 2001). On the basis of these 

yearly guidelines, member states are asked to develop annual National Action Plans (NAPs, 

relabeled "National Reform Programmes" starting with 2005, cf. section 2.1.2) for 

employment, which describe the employment policies and document the annual progress and 

planned measures and actions by the countries3. The Commission and the Council examine 

the implementation of these employment policies and publish their results in a Joint 

Employment Report (JER). Moreover, this document is the foundation for reshaping the 

Guidelines and elaborating specific and individual Employment Recommendations for the 

member states’ employment policies (cf. e.g. Ardy and Umbach 2004). The Employment 

chapter of the treaty became fully operational at the Luxembourg Jobs Summit in 1997, and 

was ratified by the member states in 1999. 

With the Amsterdam Treaty the Luxembourg Jobs Summit started what has become 

known as the Luxembourg Process and finally implemented the European Employment 

Strategy in November 1997 as a framework to promote employment. Moreover, the Summit 

launched the "Open Method of Coordination" (OMC) as a new system of governance. The 

OMC seeks to encourage member states to develop and to co-ordinate their social policies and 

to exchange best practices to achieve greater convergence towards the EU goals (cf. De la 

Porte and Pochet 2003). Finally, the Summit endorsed the first set of Employment Guidelines 

(EGs), which are the central policy document dealing specifically with labor market issues 

and which shall coordinate the employment policies of the member states (Arnold and 

Cameron, 2001). Moreover, these Employment Guidelines are required to be consistent with 

the Broad Economic Policy Guidelines (BEPGs). The EGs were structured into the four 

pillars of employability, entrepreneurship, adaptability and equal opportunities: 

 Improving employability: member states should enable every young person a new start 

within the first six month and every adult within the first twelve month of 

unemployment, giving them an opportunity to participate in training, work experience 

or employment schemes; 

 Developing a new culture of entrepreneurship and job creation: the main objective of 

                                                 
3 The ten countries that became member states on May 1st 2004 prepared their first NAPs for employment in 

2004. 
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this pillar was to encourage member states to foster self employment and job creation. 

They should simplify the process of starting a business and also reduce the 

impediments of tax pressure and indirect labor costs; 

 Encouraging adaptability of business and their employees: the aim is to foster the 

modernization of work organizations and to make firms more competitive, but also to 

keep a balance between flexibility and security for workers; 

 Strengthening equal opportunities for women and men: This aims at reducing the 

discrimination against women in the labor market and halving the gender gap within 

the next five years; (cf. Goetschy, 1999). 

Overall, the main objective behind these four pillars was to foster the shift to a more active 

and preventive approach of reintegrating the unemployed into the labor market. 

Though the European Employment Guidelines have been reviewed on a yearly basis, 

the four pillars remained the underlying foundation of the EES until 2003. Moreover, 

employability became the central pillar of the EES, despite rather disappointing results 

reported from the impact of active measures in the OECD countries, which indicated that 

these measures only had negligible impacts on employment. In 1999, a "peer review guide" 

was established in the framework of the EES to identify and evaluate good practice in active 

labor market policies. This can be characterized as the qualitative component of the EES to 

assess the suitability of transferring good practice in one country to other member states (see 

De la Porte and Pochet 2003).  

The development of the EES reached a pinnacle at the Lisbon European Council in 

March 2000, when the summit set the new strategic goal to make Europe the world’s most 

competitive and dynamic knowledge-based economy, capable of sustainable economic 

growth, more and better jobs and greater social cohesion. Further, as part of the Lisbon 

Strategy the Council set full employment as the main long-term objective. Therefore it was 

decided to implement a ten-year strategy until 2010, which comprises quantitative targets of 

an overall employment rate of 70% and an employment rate of 60% for women. Furthermore, 

the first session of the Spring European Council in Stockholm in 2001 set intermediate targets 

until 2005 with an overall employment rate of 67% and an employment rate of 57% for 

women. They set an additional target of increasing the employment rates for older workers 

aged 55-64 to 50% in 2010 (see e.g. De la Porte and Pochet 2003).  

A Mid-term review of the EES was conducted in 2000, but the period of only three 

years was too short to examine the impact on employment. Therefore, the Nice European 

Council in 2000 endorsed to complete the review and impact assessment of the EES in 2002, 
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which was then conducted by the Commission and member states (cf. below). Furthermore, 

the Council highlighted the importance of quality of work as an important objective of the 

strategy. 

In addition to the employment targets, six horizontal objectives were added to the 

Employment Guidelines in 2001: to increase the employment rate, to improve the quality of 

employment, to define a coherent and global strategy for lifelong learning, to involve the 

social partners in all stages of the process, to have a balanced implementation of all four 

pillars, and to develop relevant social indicators (see De la Porte and Pochet 2003). Moreover, 

the Barcelona European Council in 2002 called for a reinforced Employment Strategy and 

highlighted the importance of "Active policies towards employment: more and better jobs" 

deserving more attention (European Commission 2002b).  

 

2.1.1 The 2002 Impact Evaluation of the EES 

This section provides a concise review of the impact evaluation of the first five years after the 

launch at the Luxembourg Job Summit. The impact evaluation comprises eight thematic 

chapters based on national impact evaluation studies conducted by the member states, an 

overall policy review and an aggregate assessment of the EU-wide employment performances 

conducted by the Commission.4 The results of this evaluation were additionally laid down in a 

Communication adopted in July 2002, which provides first orientations for future policies and 

changes of the EES. 

The results of the impact evaluation highlight clear structural employment 

improvements in the EU labor market over the first five years, with an increasing job creation 

of slightly more than 10 million jobs, of which 6 million were created for women. In addition, 

the results report a substantial decline of unemployment by more than 4 million, while labor 

force participation increased by almost 5 million. Furthermore, the Commission emphasizes 

that the EES has given a stronger priority for employment at the national level and significant 

changes in national employment policies with a clear convergence towards the objectives and 

guidelines defined under the EES. The open method of co-ordination has proved to be 

successful in fostering partnerships and new working methods across member states (cf. 

European Commission, 2002b).  

Nevertheless, important and substantial structural problems and large differences 

between member states remain. The evaluation highlights that in 2001 almost 13 million 

                                                 
4 The results of the chapter "Unemployment Prevention and Active Labor Market Policies" of the impact 

evaluation are presented in chapter 6.1. 
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people are still unemployed, with a relatively large share of 42% being long-term unemployed 

(although this rate decreased from nearly 50%). Therefore, strong and sustained efforts are 

needed to achieve the 2010 Lisbon employment targets. There are also concerns about the 

increasing productivity gap between the EU and the US and persistent substantial regional 

differences among member states, especially in terms of unemployment. 

In addition, it is also emphasized that some member states5 had implemented main 

employment policies in line with the key principles already prior to the launch of the EES. 

Therefore the EES had contributed relatively little to the policy formulation in these countries. 

Moreover, Denmark, Finland, Sweden, the Netherlands and the UK already implemented 

specific active policies in line with the active labor market principles and a focus towards the 

prevention of long-term unemployment. Nevertheless, for the remaining countries the 

implementation of the EES fostered clear convergence towards the key principles, although 

this happened at a differing pace. The activation target, which claims that 20% of the 

unemployed shall benefit from active measures, has been globally reached. 

It is also stressed that the EES affected more policy fields than just the traditional 

labor market policies. The EES had a strong influence on social inclusion especially in 

countries with low unemployment rates, such as Denmark and the Netherlands. Positive 

impacts on lifelong learning and education were found especially in Portugal, Ireland and 

Italy. Further, the EES had a strong influence on the pillar "equal opportunities", with 

increased efforts of gender mainstreaming and tackling gender gaps. Nevertheless, there are 

still differences on the degree of implementation across member states.  

Overall, the Commission concludes that "the EES shifted its priority from a 

predominant focus on long term unemployment towards a long-term approach of employment 

creation and access to employment" (European Commission 2002a) and points out a clear 

convergence towards the key principles of activation and prevention. 

 

2.1.2 The 2003 revision and the 2005 revamp of the EES 

Following the 2002 evaluation and a decision on the streamlining of the annual economic and 

employment policy coordination cycles at the Barcelona Council (March 2002), the 

Commission adopted a Communication on the future of the EES in January 2003. In 

accordance with the results of the Impact Evaluation, the Communication identified four 

major issues for the reform of the EES: clear objectives in response to policy changes, 

simplified policy guidelines, improved partnership and governance, and greater consistency 

                                                 
5 This was the case for Denmark, Finland, Sweden and the Netherlands. 
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with other EU processes and guidelines (e.g. the BEPGs). Most importantly, in this 

Communication, the Commission outlined the revision of the strategy with concrete 

objectives and targets, highlighting three overarching objectives: (i) Full employment, (ii) 

Improving quality and productivity at work, (iii) Strengthening social cohesion and inclusion. 

Subsequently, the European Council adopted the new set of corresponding Employment 

Guidelines and Recommendations in July 2003 (cf. Council of the European Union 2003a, 

2003b). 

 Most recently, in light of a decline in economic performance, in February 2005 the 

European Commission formulated a proposal for a revamp of the Lisbon strategy to focus on 

delivering stronger, lasting growth and more and better jobs. This process led to a complete 

revision of the EES, the guidelines of which will from now on be presented as integrated 

guidelines in conjunction with the macroeconomic and microeconomic guidelines, and will be 

fully reviewed only once every three years. Accordingly, in July 2005, the Council of the 

European Union (2005) formulated the integrated guidelines for growth and jobs for the time 

period 2005 to 2008 as follows: 

 Guideline No 17: Implement employment policies aiming at achieving full 

employment, improving quality and productivity at work, and strengthening social and 

territorial cohesion. 

 Guideline No 18: Promote a lifecycle approach to work. 

 Guideline No 19: Ensure inclusive labor markets, enhance work attractiveness, and 

make work pay for job-seekers, including disadvantaged people, and the inactive. 

 Guideline No 20: Improve matching of labor market needs. 

 Guideline No 21: Promote flexibility combined with employment security and reduce 

labor market segmentation, having due regard to the role of the social partners. 

 Guideline No 22: Ensure employment-friendly labor cost developments and wage-

setting mechanisms. 

 Guideline No 23: Expand and improve investment in human capital. 

The three overarching objectives mentioned above retain their importance. Also, the targets 

and benchmarks set for the EES in 2003 continue to hold (cf. Council of the European Union 

2005). 

 

2.2 The current situation on European labor markets 

Over the past years there have been not only substantial differences between the 

unemployment rates of the EU and the US, but also large differences across the European 
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member states. 

 

Figure 2.1 Total unemployment rates in the EU15, EU25, and the US, 1993-2004 
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 Source: Eurostat. 
 

Figure 2.1 depicts the development of the total unemployment rates in the EU15 and EU25 

compared to the US. Following a period of a high and persistent average unemployment rate 

of around 10 percent in the EU15 over the years 1993 to 1996, average unemployment 

subsequently decreased and dropped to a rate of just over 7 percent in 2001. It then increased 

again and reached around 8 percent in 2004. The average unemployment rate for the EU25 

did not decrease as strongly after 1998 and currently amounts to 9 percent. In contrast, the US 

unemployment rate declined from around 7 percent in 1993 to approximately 4 percent in 

2000, with an average gap to the EU15 of almost 4 percentage points over that time period. 

However, US unemployment increased to an average rate of 5.5 percent in 2004, reducing the 

gap to the EU15 to 2.5 percentage points. 

Figure 2.2 shows the large heterogeneity of unemployment rates across member states 

in 2004. The range goes from relatively low unemployment rates of around 4-5% for Austria, 

Ireland, Luxembourg, the Netherlands, the United Kingdom, and Cyprus up to rather high 

unemployment rates for Poland and the Slovak Republic of 18% and more. The remaining 

countries lie in between these bounds; some large member states such as France, Germany, 

and Spain average around an unemployment rate of 10%. 
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Figure 2.2 Unemployment rates of EU member states in 2004 

Total unemployment rates in 2004

0.0
2.0
4.0
6.0
8.0

10.0
12.0
14.0
16.0
18.0
20.0

A
us

tri
a

B
el

gi
um

D
en

m
ar

k

Fi
nl

an
d

Fr
an

ce

G
er

m
an

y

G
re

ec
e

Ire
la

nd

Ita
ly

Lu
xe

m
bo

ur
g

N
et

he
rla

nd
s

P
or

tu
ga

l

Sp
ai

n

S
w

ed
en

U
ni

te
d 

K
in

gd
om

EU
15

C
yp

ru
s

C
ze

ch
 R

ep
ub

lic

E
st

on
ia

La
tv

ia

Li
th

ua
ni

a

H
un

ga
ry

M
al

ta

P
ol

an
d

S
lo

ve
ni

a

S
lo

va
ki

a

EU
25

N
or

w
ay

S
w

itz
er

la
nd U
S

%
 o

f l
ab

ou
r f

or
ce

Source: Eurostat. 
 

Table 2.1 Youth unemployment rates in the EU and US, 15-24 years of age, 1998-2004 

  1998 1999 2000 2001 2002 2003 2004

        
Austria 6.4 5.4 5.3 5.8 6.7 8.1 9.7
Belgium 22.1 22.7 17.0 17.5 18.5 21.0 19.8
Denmark 7.3 8.8 7.0 8.4 7.9 9.9 8.2
Finland 23.5 21.4 21.4 19.8 21.0 21.8 20.7
France 25.6 23.4 20.1 19.4 20.0 21.1 22.0
Germany 15.0 12.7 10.6 12.8 14.2 14.7 15.1
Greece 30.1 31.9 29.2 28.2 26.8 26.8 26.9
Ireland 11.3 8.4 6.7 6.7 8.0 8.3 8.3
Italy 29.9 28.7 27.0 24.1 23.1 23.7 23.6
Luxembourg 6.9 6.9 7.2 7.3 8.3 11.4 12.9
Netherlands 7.6 6.8 5.7 4.5 5.0 6.3 8.0
Portugal 10.6 9.1 8.9 9.4 11.6 14.4 15.4
Spain 31.3 25.8 22.9 21.7 22.3 22.7 22.1
Sweden 16.1 12.3 10.5 10.9 11.9 13.4 16.3
United Kingdom 13.1 12.8 12.3 11.9 12.1 12.3 12.1
EU15 19.0 17.1 15.3 15.1 15.6 16.3 16.6
Cyprus . . 11.5 10.3 9.7 10.7 10.6
Czech Republic 12.8 17.7 17.8 17.3 16.9 18.6 21.1
Estonia 15.2 22.0 23.6 23.5 19.3 23.4 21.0
Latvia 26.8 23.6 21.4 23.1 23.9 17.9 19.0
Lithuania 25.5 26.4 30.6 30.8 23.8 26.9 19.9
Hungary 15.0 12.7 12.1 11.1 12.0 13.5 14.8
Malta . . 13.7 19.0 18.3 19.1 16.7
Poland 22.5 30.1 36.3 39.8 41.8 41.2 39.5
Slovenia 17.8 17.9 16.2 16.0 15.3 15.7 14.3
Slovak Republic . 34.2 37.1 39.0 37.6 33.8 32.3
EU25 . . 17.4 17.6 18.1 18.6 18.7
Norway 9.1 9.4 9.9 10.3 11.1 11.6 11.4
US 10.4 9.9 9.3 10.6 12.0 12.4 11.8
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Regarding the situation for unemployed youth under 25 years, Table 2.1 shows a wide 

disparity of unemployment rates among member states for the year 2004, ranging from 

around 8.0% for the Netherlands and Denmark to up to 32.3 % for the Slovak Republic and 

39.5% for Poland. Furthermore, quite a few countries – including Belgium, Finland, France, 

Greece, Italy, Spain, the Czech Republic, Estonia and Lithuania – have youth unemployment 

rates around 20% and more. 

 

Table 2.2 Long-term unemployment as a percentage of the total active population in the 

EU and US, 1993-2004 

  1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 
EU 25  : : : : : 4.4 4.1 3.9 3.8 3.9 4.0 4.1 
EU 15  : 5.0 4.9 4.9 4.8 4.4 3.9 3.4 3.1 3.1 3.3 3.4 
Belgium  4.5 5.6 5.8 5.7 5.4 5.6 4.9 3.7 3.2 3.6 3.6 3.9 
Czech Rep.  : : : : : 2.0 3.2 4.2 4.2 3.7 3.8 4.2 
Denmark  2.6 2.5 2.0 1.8 1.5 1.3 1.0 1.0 0.9 0.9 1.1 1.2 
Germany  3.1 3.7 3.9 4.1 4.6 4.5 4.1 3.7 3.7 3.9 4.5 5.4 
Estonia  : : : : : 4.2 5.0 5.7 5.7 5.0 4.7 4.8 
Greece  4.2 4.4 4.6 5.2 5.3 5.8 6.5 6.2 5.5 5.3 5.3 5.6 
Spain  9.2 11.0 10.5 9.6 8.9 7.7 5.9 4.8 3.9 3.9 3.9 3.5 
France  3.9 4.5 4.4 4.5 4.7 4.5 4.1 3.5 3.0 3.1 3.7 3.9 
Ireland  9.5 9.2 7.6 7.0 5.6 3.9 2.4 1.6 1.3 1.3 1.5 1.6 
Italy  5.7 6.5 7.1 7.3 7.3 6.8 6.7 6.3 5.7 5.1 4.9 4.0 
Cyprus  : : : : : : : 1.3 1.0 0.8 1.1 1.4 
Latvia  : : : : : 7.9 7.6 7.9 7.2 5.7 4.3 4.3 
Lithuania  : : : : : 7.5 5.3 8.0 9.2 7.2 6.1 5.6 
Luxembourg  0.8 0.9 0.7 0.8 0.9 0.9 0.7 0.6 0.6 0.8 0.9 1.1 
Hungary  : : : 5.2 4.5 4.2 3.3 3.0 2.5 2.4 2.4 2.6 
Malta  : : : : : : : 4.4 3.7 3.4 3.3 3.5 
Netherlands  3.3 3.3 3.1 3.0 2.3 1.5 1.2 0.8 0.6 0.7 1.0 1.6 
Austria  : 1.1 1.0 1.2 1.3 1.3 1.2 1.0 0.9 1.1 1.1 1.3 (b) 

Poland  : : : : 5.0 4.7 5.8 7.6 9.3 10.8 10.8 10.2 
Portugal  1.8 2.6 3.1 3.3 3.2 2.2 (b) 1.8 1.7 1.5 1.7 2.2 3.0 
Slovenia  : : : 3.4 3.4 3.3 3.2 4.0 3.5 3.4 3.4 3.1 
Slovakia  : : : : : 6.6 8.0 10.2 11.4 12.2 11.4 11.8 
Finland  : : : : 4.9 4.1 3.0 2.8 2.5 2.3 2.3 2.1 
Sweden  1.4 2.3 2.3 2.7 3.1 2.6 1.9 1.4 1.0 1.0 1.0 1.2 
UK  4.3 4.1 3.5 3.1 2.5 1.9 1.7 1.4 1.3 1.1 1.1 1.0 
Bulgaria  : : : : : : : 9.4 11.9 11.7 8.9 7.0 
Croatia  : : : : : : : : : 8.9 8.4 7.3 
Romania  : : : : 2.5 2.3 2.8 3.5 3.2 4.0 4.2 4.5 
Turkey  : : : : : : : 1.4 1.8 3.1 2.5 4.0 
Iceland  : : : : : : : : : : 0.2 0.3 
Norway  : : : : : : : 0.3 0.4 0.5 0.6 0.8 
United States  0.8 0.7 0.5 0.5 0.4 0.4 0.3 0.2 0.3 0.5 0.7 0.7 
Japan  0.4 0.5 0.6 0.6 0.7 0.8 1.0 1.2 1.3 1.7 1.8 1.6 

 
Source: Eurostat, "Eurostat Structural Indicators", Long-term unemployment rate (12 months and more) as a 
percentage of the total active population. 
Notes: (:) not available, (b) break in series. Data lack comparability due to changes in certain survey 
characteristics: between 1997 and 1998 for PT, and between 2003 and 2004 for AT. TR – data source: national 
Labor Force Survey. JP, US – data source: national Labor Force Survey (source: OECD)  
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The importance of tackling long-term unemployment as one of the key objectives of the EES 

is underlined by the data presented in Table 2.1, which depicts the incidence of long-term 

unemployment as a percentage of the total active population. The proportion of individuals in 

the labor force who are unemployed for more than 12 months has persisted on a rather high 

level for the EU15 over the last years, and currently (2004) amounts to 3.4% in the EU15, and 

4.1% in the EU25. Although countries like Austria, Denmark, Finland, Sweden and the 

United Kingdom have a below-average long-term unemployment rate, Greece and Germany 

are clearly above this average, with 5.6% and 5.4%, respectively, of the labor force being out 

of work for more than 12 months. Both countries perform even worse than most of the new 

member states, which, in turn, frequently have long-term unemployment rates above the 

EU15 average (Poland and the Slovak Republic being particularly bad examples, each having 

more than 10% of their labor force in long-term unemployment). In stark contrast to Europe, 

the US show a rather modest incidence of long-term unemployment with a rate of 0.7% of the 

labor force in 2004. Note also that, in comparison to the 1990s, most countries in the EU15 

managed to reduce their long-term unemployment rates, especially Spain and Ireland being 

outstanding examples. 

Figure 2.3 illustrates an increasing economic growth for the EU15 and the EU25 in the 

second half of the 1990s, reaching its peak of 3.7% in the year 2000. The subsequent three 

years were characterized by a slowdown of growth down to 0.9%-1% in 2003, followed by an 

increase of up to 2.2%-2.3% in 2004.  

 

Figure 2.3 GDP growth in the EU15, EU25, and the US, 1995-2004 

0.0
0.5
1.0
1.5
2.0
2.5
3.0
3.5
4.0
4.5
5.0

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

ch
an

ge
 in

 % EU 25
EU 15
US

 
 Source: Eurostat. 
 

The US got hit more severely than Europe by the economic downturn in the year 2000 
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reaching a very modest GDP growth of 0.8% in 2001. Nevertheless, they showed an 

immediate and strong recovery with a growth rate of 4.4% in 2004, while the downturn in 

Europe lasted until 2003. Overall, the current economic situation in Europe is characterized 

by substantial regional differences across the European countries regarding the economic 

situation, the unemployment rates and the labor market performances of youth and long-term 

unemployed.  

 

2.3 The Joint Employment Report 2004/2005  

Every year the Commission and the Council publish the Joint Employment Reports (JER, cf. 

section 2.1 above). The JER 2004/2005 summarizes the results from the 2004 National Action 

Plans about the implementation of the Employment Guidelines, and it also includes an 

overview of the economic situation in the EU.6 Furthermore, the JER analyses the progress 

towards the three overarching objectives of full employment, quality and productivity of work 

and social cohesion and inclusion.  

Regarding the first target of full employment, the JER emphasizes that recently there 

has only been little progress towards the EU employment objectives. Despite favorable 

economic growth over the period 1997-2001, the subsequent economic slowdown retarded the 

progress towards the Lisbon Strategy's 2010 targets. However, overall employment increased 

since 1999 from 60.0 percent to a current rate of 63.3 percent in 2004. Although the 

employment rate for older workers also slightly increased over this period, the current rate of 

40.5 percent in 2004 constitutes the largest distance from the Lisbon targets. In contrast, at 

least the employment rate of 55.8 percent for women is close to the intermediate targets. 

Nevertheless, as a result, the intermediate targets for 2005 of an overall employment rate of 

67% will not be attained. Table 2.3 depicts the different employment rates in 2004.7 

There are a few countries (Denmark, Sweden, and the UK) that already exceed all EU 

employment targets in 2004. These three countries, along with the Netherlands, already have 

an overall employment rate of over 70%. Another set of countries including Finland, Ireland, 

Austria, Cyprus, Germany, Portugal and Slovenia are in a range between 65-70% regarding 

their employment rate, whereas most EU25 countries have an overall employment rate below 

65%. Poland displays the largest distance from the target with an employment rate of 51.7%.  

Since the mid-1990s labor productivity in the EU has fallen dramatically and Europe 

                                                 
6 As implicated in footnote 3, this is the first report including the NAPs of the new Member States. 
7 The Joint Employment Report 2004/2005 is based on 2003 data. It was possible in this report to update the 

information with recent 2004 data from Eurostat.  
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has been outperformed by the US. Although the productivity growth in the new member states 

is clearly catching up, the entry of workers into low-productivity sectors, low participation of 

employees in training programs and rather mixed results concerning the quality of work are 

some reasons for the substantial decrease of labor productivity. 

 

Table 2.3 Employment rates for the EU25 countries in 2004   

Overall employment rates in 2004 (2010 target 70%, 2005 target 67%) 
        
EU15 64.8%, EU 25 63.3%       
> 70% Denmark, Sweden, UK and the Netherlands  

65-70% 
Finland, Ireland, Austria, Cyprus, Germany, Portugal 
and Slovenia  

< 65% Spain, Hungary, Italy, Belgium, Estonia, France, 
Luxembourg, Latvia, Czech Republic, Greece, 
Lithuania, Malta, Poland and the Slovak Republic  

        
Female employment rates in 2004 (2010 target 60%, 2005 target 57%) 

        
EU15 57.0%, EU25 55.8%       

> 60% 
Denmark, Austria, Finland, Portugal, Sweden, UK, 
Slovenia, Estonia and the Netherlands  

55-60% 
Czech Republic, Lithuania, Germany, France, Cyprus, 
Latvia and Ireland  

<55% 
Malta, Poland, Slovak Republic, Belgium, Greece, 
Hungary, Spain, Italy and Luxembourg  

        
Employment rates of older workers (55-64) in 2004 (2010 target 50%) 

        
EU15 41.9%, EU25 40.5%       

> 50% 
Cyprus, Estonia, Portugal, Sweden, Finland Denmark 
and the UK  

40-50% 
Czech Republic, Spain, Lithuania, Ireland, Latvia and 
the Netherlands  

<40% Austria, Germany, Poland, Greece, Slovenia, Slovak 
Republic, Belgium, Italy, Luxembourg, Malta, France 
and Hungary  

              
Source: Eurostat. 

 

Moreover, the economic slowdown increased social inclusion problems. There are indications 

for deteriorating job prospects for the more disadvantaged groups (e.g. young and low-

skilled). Therefore, more attention is needed towards the integration of those excluded from 

the labor market through active labor market policies and social services. 

It is emphasized that an economic recovery is essential but not sufficient for progress 

towards the Lisbon targets. Instead, further structural reforms are needed not only in the labor 

market, but also in the services, product and financial markets. Regarding active labor market 

policies, some countries already reached the 25% target of activation of the long-term 
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unemployed8, whereas some countries still do not provide comparative data.9 Overall, the 

efforts seem insufficient to tackle unemployment, especially for young unemployed, and 

therefore further reforms and a modernization of the public employment services (PES) are 

crucial in most member states. 

 

                                                 
8 Belgium, Germany, Spain, Finland, Italy, Luxembourg, Latvia, Lithuania, Sweden, UK and France reached the 

25% target based on data for 2002. 
9 This was the case for Cyprus, Czech Republic, Estonia, Ireland, Malta, Netherlands, Poland, Portugal, Slovenia 

and the Slovak Republic. 
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3. An overview of Active Labor Market Policies 
 

Having faced high and persistent unemployment rates for more than a decade, EU Member 

States continue to feel the need for appropriate policies that aim at reducing (long-term) 

unemployment and enhancing the employability of the unemployed, as well as policies aimed 

at preventing unemployment for those individuals at risk. These are the main objectives of 

active labor market policies in Europe, in line with the labor market problems they are 

targeted to combat. In the US, by contrast, active policies much more frequently intend to 

alleviate poverty, rather than bring down overall unemployment. As described in the previous 

chapter, the important role of ALMPs in Europe is underlined by the EES. 

The provision of ALMPs can be justified for equity and efficiency reasons. Equity 

reasons justify active policies targeted at long-term unemployed and the most disadvantaged 

individuals for redistributive reasons; these individuals are the most vulnerable and poorest 

group in the labor market. Efficiency reasons justify active policies, if negative external 

effects like wage pressure, resulting from a high share of long-term unemployed, affect the 

functioning of the labor markets. Furthermore, ALMPs could potentially have positive effects 

during times of high unemployment and could help to maintain the size of the effective labor 

force (see Kluve and Schmidt 2002).  

 

3.1 Types of ALMPs 

There is a large variety of programs among EU member states. It is possible to classify these 

programs into a set of six core categories. The categories we use in this study are very similar 

to corresponding classifications that have been suggested and used by the OECD and 

Eurostat. Note that the first four categories indeed describe program types, whereas the last 

two categories rather describe target groups, which is not mutually exclusive. That is, a youth 

training program obviously constitutes both a training program and a youth program. 

 (Labor market) Training: This type of program encompasses measures like 

classroom training, on-the-job training and work experience. The measures can either 

provide a more general education (e.g. language courses, basic computer courses or 

other basic courses) or specific vocational skills (e.g. advanced computer courses or 

courses providing e.g. technical and manufactural skills). Their main objective is to 

enhance the productivity and employability of the participants and to enhance human 

capital by increasing skills. Training programs constitute the "classic" measure of 

Active Labor Market Policy. 
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 Private sector incentive programs: This type of program comprises all measures 

aimed at creating incentives to alter employer and/or worker behavior regarding 

private sector employment. The most prominent measure in this category are wage 

subsidies. The objective of subsidies is to encourage employers to hire new workers or 

to maintain jobs that would otherwise be broken up. These subsidies can either be 

direct wage subsidies to employers or financial incentives to workers for a limited 

period of time. They are frequently targeted on long-term unemployed and more 

disadvantaged individuals. Another type of subsidized private sector employment is 

self-employment grants. Unemployed individuals who start their own business will 

receive these grants and sometimes also advisory support for a fixed period of time. 

 Direct employment programs in the public sector: In contrast to subsidies in the 

private sector, these measures focus on the direct creation and provision of public 

works or other activities that produce public goods or services. These measures are 

mainly targeted at the most disadvantaged individuals, pursuing the aim to keep them 

in contact with the labor market and preclude loss of human capital during a period of 

unemployment. Nevertheless, the created jobs are often additionally generated jobs not 

close to the ordinary labor market. 

 Services and Sanctions: This type of program encompasses all measures aimed at 

enhancing job search efficiency. Using this category, we propose a slight re-definition 

of the standard "Job Search Assistance" category, mainly by including sanctions. We 

believe that the overarching objective that all these measures – including job search 

courses, job clubs, vocational guidance, counseling and monitoring, and sanctions in 

the case of noncompliance with job search requirements – share, justifies this 

classification: all are geared towards increasing the efficiency of the job matching 

process. Although public and private services exist in many member states, public 

services clearly prevail. The public employment services (PES) often target the 

disadvantaged and long-term unemployed, whereas private services focus on the more 

privileged employees and white-collar workers. These programs are usually the least 

expensive. Benefit sanctions (e.g. reduction of unemployment benefits) are imposed in 

some countries if the monitored job search behavior of an unemployed is not sufficient 

or if he refuses an acceptable job offer.  

 Youth programs: These measures encompass specific programs for disadvantaged 

and unemployed youth, including training programs, wage subsidies and job search 

assistance. 
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 Measures for the disabled: These services include vocational rehabilitation, sheltered 

work programs or wage subsidies for individuals with physical, mental or social 

disabilities.  

Since specific national programs frequently combine two or more of these categories (e.g. the 

trainee replacement schemes in Sweden, which entail both training and job creation, cf. 

Calmfors et al. 2002), a strict classification is not always feasible. In general, training 

programs, wage subsidies and direct job creation entail aspects that encourage desirable 

behavior, which are often called "carrots". In contrast, benefit sanctions that exert threats and 

impose sanctions on undesirable behavior are often called "sticks" (cf. e.g. Kluve and Schmidt 

2002). 

 

3.2 ALMP Expenditure   

The growing interest and activity in utilizing ALMPs as a policy measure to combat 

unemployment is reflected in the money that is being spent on these measures. EU member 

states are spending large amounts on active measures; for instance, total spending on ALMPs 

was 66.6 billion euros for the EU15 in 2003.10  

 

Figure 3.1 Total spending on ALMPs in 2002 
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Source: OECD (2004). 

 
                                                 
10 See Eurostat (2005), "European Social Statistics: Labor Market Policy – Expenditure and participants - Data 

2003". 
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Nevertheless, there is a large heterogeneity across member states. Figure 3.1 depicts 

expenditure on ALMPs as a percentage of GDP in 2002 and shows a wide disparity of 

spending on active measures among EU countries. There are numerous countries with high 

public spending on ALMPs (more than 1 percent of GDP) including Belgium, Denmark, 

Finland, France, Germany, Sweden and especially the Netherlands with the highest amount of 

spending (1.85 % of GDP) on active measures. In contrast, there are still a few countries with 

rather modest spending on ALMPs (less than 0.5%) including Greece, the Slovak Republic, 

the United Kingdom, and the Czech Republic (with the lowest spending of only 0.17 % of 

GDP). Furthermore, the remaining countries (Austria, Hungary, Italy, Norway, Portugal, 

Spain and Switzerland) spent somewhere between 0.5 and 1% of their respective GDP. In 

contrast, active measures receive rather little attention in the United States; their spending of 

only 0.13% of GDP is lower than for any European country. 

 

Figure 3.2 Spending on active measures by type in the EU15, 2003 
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Figure 3.2 illustrates the spending by type for the EU15 in 2003. Training measures amount to 

the largest share of active spending with around 40 percent. Taking employment incentives, 

direct job creation and self employment grants together as "subsidy-type" programs, amounts 

to almost 45 percent of the overall active spending. In addition, measures for the disabled 

amount to 16 percent. 

The more detailed Tables A1.1 and A1.2 in the appendix reveal a large heterogeneity 

regarding the division of ALMP spending on the several measures across member states, for 

the time period 2000-2002. While some countries have a clear focus on labor market training 

(e.g. Austria, Denmark, Finland, Greece and the Netherlands with 30% or more of their 
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spending on active measures for training), other countries are devoting less attention towards 

training measures (e.g. Italy, Norway, and the UK). Measures of direct job creation receive 

particular attention in Belgium, France, Ireland, Germany, and the Netherlands, while playing 

a negligible role in Denmark and Sweden. Employment incentives are relatively important in 

the Southern countries Italy, Spain, and Portugal, but also in Denmark. Worth noting is the 

large share that the Netherlands spend on their programs for integration of the disabled. 

 

3.3 A brief theoretical framework 

ALMPs are expected to work through various channels and may have intended and 

unintended effects. They may enhance the matching efficiency, increase the human capital or 

exert positive signaling effects towards potential employers. Nevertheless, these measures 

may also have detrimental side effects not only on participants but also on non-treated 

individuals.  

First, ALMPs are expected to increase the efficiency of the matching process. For 

example, programs providing job search assistance may increase the search intensity of the 

participants and therefore directly enhance the matching efficiency between vacancies and 

unemployed job seekers. This may result in a higher expected return for a posted vacancy and 

an increase in labor demand. This phenomenon, at least theoretically, will have a raising 

effect on the real wage. Nevertheless, the increased labor supply enables a better bargaining 

position for the employer, and thereby reduces the real wages. A better matching efficiency 

tends to increase employment, whereas the effect on the real wage is ambiguous (Calmfors 

1994).  

Furthermore, ALMPs may raise the productivity and skills of participants in order to 

make them more competitive. Participation in training measures and employment programs 

may help to increase the participants’ human capital and to adjust the skills of a participant to 

the needs of the labor market, which will increase their employability. The increased human 

capital may result in higher reservation wages, which tends to offset the positive employment 

effects. Moreover, the stronger competition for a given number of jobs may cause the real 

wage to decrease (cf. Calmfors et al. 2002). Participation, especially in employment 

programs, can be regarded as a substitute for work experience and therefore enhance the 

participant’s employability (Calmfors 1994). Program participation may also exert positive 

signaling effects to employers, which nevertheless depends on the reputation of the program. 

In addition, ALMPs may reallocate the work force from low-productivity sectors to high-

productivity sectors (Calmfors et al. 2002). Furthermore, active measures may have a positive 
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impact on labor force participation. They may maintain the size of the labor force by reducing 

the risk of long-term unemployed leaving the labor force. 

In addition to the positive effects, labor market interventions might have some 

unintended and detrimental effects not only on participants but also on non-treated 

individuals. Even if ALMPs reduce unemployment, they may have negative displacement, 

substitution and deadweight effects that could crowd out regular employment. 

Displacement effects occur when active measures crowd out regular employment, e.g. 

a subsidized firm may increase its output and thus harm firms receiving no subsidies. 

Substitution effects can be regarded as displacement in a firm. An employer may be tempted 

to replace a certain group of workers for another due to changes in relative wages, which 

results in a net short-term employment effect of zero. An additional detrimental effect 

associated with general-equilibrium effects is deadweight loss. This effect occurs when jobs 

that are funded by the state would have been created also in the absence of the program. 

These potentially negative effects are mainly associated with subsidy-type programs, in 

particular with subsidies in the private sector, but also with direct job creation in the public 

sector. Despite all these negative aspects, the above mentioned effects might have a positive 

competition effect as well; the employment of long-term unemployed might crowd out the 

employment of insiders (Calmfors et al. 2002).  

Moreover, some programs (e.g. direct job creation in the public sector) may have 

negative stigmatization and signaling effects to employers. Programs associated with 

participants having poor employment prospects, e.g. long-term or more disadvantaged 

unemployed may have a negative impact on their employment probabilities (cf. Raaum et al. 

2002). Training programs and measures providing job search assistance might be of limited 

use when there is a lack of labor demand (cf. Bechterman et al. 2004). Furthermore, especially 

training programs, wage subsidies in the private sector and direct job creation in the public 

sector are associated with locking-in effects. These effects occur when participants reduce 

their search efforts while they participate, or if they are not able to exit into employment 

before the programs are completed. However, a positive net employment effect depends on 

the balance of these ambiguous effects (cf. Calmfors et al. 2002). Also, a locking-in effect 

may well be desired by the policy, since it is most likely in the spirit of the program (and 

more likely cost-effective) if, for instance, participants in a full-time qualification measure 

aimed at obtaining a degree (certainly a costly measure) actually stay in the program until 

completion. 

In addition to economic and political objectives, ALMPs might have important social 
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effects for the participants. Being out of work might result in discouragement or a loss of self-

esteem for the unemployed. Therefore, program participation may exert positive effects on the 

participants’ well-being and motivation, which might reduce the discouraged worker effect 

and mental problems (Raaum et al. 2002). Although this is not their primary objective, 

ALMPs may be a successful means to avoid social isolation. As mentioned earlier, social 

cohesion and inclusion has been emphasized as one of the key objectives of the EES. 

Therefore social impacts should be taken into account when assessing the impact of active 

measures.  

Overall, theoretical grounds predict rather ambiguous effects of ALMPs, which are 

expected to work through various channels with potentially positive and negative effects on 

efficiency and equity. Therefore, empirical evidence about the effectiveness of active 

measures is crucial. 
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4. The methodology of program evaluation  
 

Far from being a simple matter of accounting, the evaluation of policy interventions faces 

serious theoretical and methodological problems11. Recent developments in the field of 

evaluation research can be of help in identifying these problems and offer some guidance in 

their solution. The goal of this chapter is to outline what constitutes the evaluation problem 

and how this problem can be solved empirically. The principal solution possibilities offered in 

the literature are discussed both formally and informally. 

In the first section of this chapter, the general problem of program evaluation will be 

placed into perspective and the fundamental elements of evaluation research, (i) the choice of 

the appropriate outcome measure, (ii) the assessment of the direct and indirect cost associated 

with the intervention, and (iii) the attribution of effects to underlying causes are briefly 

discussed. The second subsection provides a formal account of the evaluation problem as it is 

stated in modern evaluation research, supplemented by an intuitive explanation. In this section 

it will also be highlighted that the essential task for any evaluation analysis is the construction 

of a credible counterfactual, i.e. a precise statement of what would have happened in the 

absence of the policy intervention. In technical terms this is known as the identification 

problem. The third part of the chapter proceeds to introduce several approaches proposed in 

the literature to solve the evaluation problem, both based on experimental and observational 

data, and places them into perspective by outlining the underlying identification assumptions 

that justify their respective application.  

 

4.1 Major Elements of Program Evaluation 

Any evaluation effort requires that for the units of observation under study – e.g. unemployed 

workers – relevant outcomes, measured in terms which are suitably defined, be compared in 

situations that differ in their relevant aspects only in the fact that one is with and the other 

without the intervention. Then any impact attributed to the intervention should be compared 

further to the costs involved. The first issue discussed here is the suitable choice of outcome 

measure; this discussion comprises several alternative single outcomes, multiple outcome 

variables, and the theoretical and practical aspects of integrative outcome measures. Second, 

since a complete evaluation of interventions necessitates a comparison of both effects and 

costs of the program, various cost components arising from interventions will be discussed. 

Program costs generally comprise both direct and indirect (opportunity) costs. Similar to 
                                                 
11 Henceforth the terms program, treatment and policy intervention will be used synonymously. 
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estimating the impact of interventions on outcomes, estimation of costs could rely on 

experimental and non-experimental studies. Special emphasis will be given in the discussion 

here to the measurement of indirect cost components. 

The third issue taken up in this section is the evaluation of the impact of interventions. 

This is the aspect of the evaluation problem that enjoys most of the attention by scientists, 

mostly because it seems to pose the largest intellectual challenge. This aspect will also be the 

topic of extensive discussion in sections 4.2 and 4.3. Wherever possible, one would like to 

base the evaluation on a suitable experiment, for reasons that will become transparent in these 

sections. However, since the experimental evaluation of policy interventions is frequently 

precluded by political, ethical or cost considerations and is often hampered by conceptual 

problems, the potential and the limitations of both experimental and non-experimental 

evaluation strategies will be explored. 

 

4.1.1 Choice of Outcomes 

The first question to clarify in any evaluation study is what should be considered a success. 

Often a natural outcome measure suggests itself. In the example of interventions tailored to 

unemployed workers, this outcome measure would arguably be a measure that captures 

whether the intervention was bringing the unemployed back into (stable) employment. But the 

same qualitative outcome (improvement in the employment situation, say) may plausibly be 

measured in several ways, for instance by hours per week in the new job, by a simple 

distinction between employment and unemployment, or even by a self-reported scale 

indicating workers’ satisfaction. 

Moreover, it is very likely that a single intervention affects several outcomes. In the 

example, this could be employment and wages in the new job. It might well be that one 

intervention raises employment substantially, albeit at low wages, whereas another 

intervention brings fewer workers into better jobs. By the same token, it is important to 

consider possible side effects on outcomes other than the primary ones that attract immediate 

policy attention. For instance, participation in a wage subsidy program may bring the 

unemployed participants back into employment successfully, but at the expense of accepting 

poor working conditions. 

Furthermore, qualitatively different outcomes might be affected by measures which 

are competing for a share of the budget. One may be a program targeting the employment 

prospects of elderly workers; another may be attempting to raise the wages of employed 

women, say. Thus, although it may be obvious which outcome measure to use for an 



28 

intervention targeted at a narrow population with a specific problem, in many other cases the 

choice is more complicated. In addition, outcomes may not be comparable across 

interventions. 

Finally, perhaps the most severe difficulty is that, although a comparison of benefits 

and costs of an intervention has to rely on some understanding of the value of the program 

impact, program outcomes are normally not translated into money terms. Instead, it is more 

common to express results in terms of measurable outcomes, such as employment rates. 

Therefore one might want to use integrated effect variables such as, to borrow an example 

from health economics, “quality-adjusted life years”. In the context of health interventions, 

such integrative measures incorporate premature mortality and disability due to disease into a 

single measure. Naturally, integrative concepts will spark considerable debate as to their 

explicit value judgments with regard to the weighting of different types of outcomes as well 

as the time preferences (determining the trade-off between changes in outcomes occurring at 

different points in the future) or even group preferences (determining the trade-off between 

changes benefiting different societal groups). The choice of such parameter values is not 

trivial since it will strongly influence the rank order of policy interventions. 

One might want to base the parameter choice on evidence from survey data. However, 

a further problem for the translation from survey information into numerical estimates of the 

key parameters is the qualitative and self-reported nature of the underlying data, in contrast to 

the easily measurable quantitative data one would like to process. In particular, in their self-

assessment individuals might imply different meanings with the same statement (e.g. being 

impaired in some societal function to some degree) depending on their societal and cultural 

context. Comparable problems have plagued the literature on contingent valuation which tries 

to estimate the values of non-market goods from survey data. Thus, particular emphasis 

should be given to the impact of measurement errors on the conclusions – the potential trade-

off between a theoretically satisfying outcome variable prone to mis-measurement and 

theoretically less attractive proxies should always be kept in mind. 

 

4.1.2 Measuring Program Costs 

For the economic evaluation of policy interventions, valid estimates of the ensuing costs are 

as important as estimates of their impact. The second key aspect of the evaluation problem is 

therefore the estimation of the costs of interventions. In contrast to the evaluation of program 

impact or efficacy, so far relatively little methodological work has been done on how to assess 

the efficiency of policy interventions, that is their impact per dollar spent. Although in 
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principle the estimation of resource use can be carried out simultaneously with the estimation 

of efficacy, and therefore roughly the same tools can be applied, there are some issues specific 

to evaluation of efficiency that demand special emphasis. For example, for reasons of data 

availability and because of measurement problems the difficulty of extrapolating results to 

other situations is even more profound in efficiency analysis. Most importantly, in most 

economic evaluations of policy interventions so far only the direct outlays for the program 

have been determined, whereas the costs for the program participants and their families have 

been neglected. 

The full costs of program participation include three components: the time cost of 

participation (the opportunity cost foregone by the unemployed person, either wages in a less 

attractive job or the value of leisure); the time cost of administrators and those involved in the 

delivery of the program (the opportunity cost of administrators); and the financial costs of 

treatment (the expenditures incurred by the unemployed worker in participating in the 

program, including fees, transport cost, and the cost of subsistence at a distant program site). 

The second of these cost components – including costs that arise from administrative 

overhead – are often neglected. However, it is quite naive to think that the efforts of existing 

administrative agencies are costless. Instead, in a comparison of costs and effects of different 

policy interventions, it is the total consumption of societal resources that should be 

incorporated. 

While most of the emphasis in evaluation research is on the self-selective nature of 

program participation regarding program impact (workers with higher expected impact being 

more likely to participate, see sections 4.2 and 4.3), one could even explore the consequences 

of heterogeneous participation cost on the endogenous selection of treatment. For instance, 

highly educated individuals may benefit more from a given intervention, thus tending to 

distort the sample of treated individuals to display a disproportionately high average 

education level. On the other hand, they also face higher opportunity cost of participation and 

may be underrepresented instead. It is not clear a priori what direction the resulting biases 

will ultimately take. The conditions leading to positively or negatively biased assessment of 

cost via some sort of self-selection and the potential remedies offered by a variation in 

empirical strategies could be an avenue for further research. 

 

4.1.3 Evaluation Strategies 

Since labor market success and, in particular, the successful return to employment from a 

spell of unemployment is influenced by numerous factors such as educational endowments, 
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the regional structure of labor demand or individual search effort, a major scientific challenge 

is the attribution of labor market success to specific policy interventions. Since it will not be 

possible to ascertain the effect of any program, the researcher must choose an appropriate 

estimation strategy. Clearly, not all estimation approaches are equally desirable. One minimal 

property that one might require in order to select an appropriate strategy is identification. 

While in actual applications no estimator can be expected to exactly find the object of interest, 

one would then only want to work with estimators that would yield exactly the correct answer 

in a hypothetical ideal situation (see section 3.1 below). 

In the evaluation of interventions, the randomized controlled trial (RCT) is generally 

considered as the gold standard. In the natural sciences, this is especially true for 

interventions that can be implemented in a tightly controlled environment, such as medical 

interventions at the hospital level. In this context, the interventions are randomized to 

different people on an individual basis. The impact of an intervention can then be evaluated 

by comparing average outcomes of those provided the intervention (the so-called “treatment 

group“) versus those provided some alternative intervention or no specific treatment (the 

“control group”). 

Policy interventions affecting the labor market are certainly different. Often they do 

not lend themselves to controlled implementation, and even more often they are implemented 

before a controlled experiment can be designed and executed. One does not even have to 

emphasize the constraints on the controlled implementation of policy interventions in the 

particular context of the labor market, though, to make a case for the general relevance of 

non-experimental or observational approaches to evaluation (see section 4.2 below). Thus, 

observational approaches form a serious alternative to experimental analysis in labor 

economics. The next two sections discuss this third major element of program evaluation in 

more detail. First, the evaluation problem is stated more formally in terms of modern 

evaluation research. Then, this framework is used to contrast experimental and observational 

approaches to evaluation. 

 

4.2 The Evaluation Problem: A Formal Statement 

In recent years the evaluation literature in statistics and econometrics has developed a unified 

formal framework that facilitates the exploration of the potential and the limits of both 

experimental and non-experimental evaluation strategies, following origins for instance to be 

found in Rubin (1974). The current evaluation literature in economics has emphasized the 

potential of social experiments and the limits of non-experimental approaches (see for 
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instance LaLonde 1995 or Heckman et al. 1999), but before these approaches will be 

compared in section 4, the fundamental evaluation problem will be stated explicitly. For the 

purposes of this section, we abstract from all considerations of cost. We also presume that it is 

clear what the relevant outcomes are, and that the relevant unit of observation is the 

individual. 

 

4.2.1 The Construction of Counterfactuals 

For the purpose of addressing the problem in a sufficiently abstract way some degree of 

formalism will be unavoidable. In particular, it is fruitful to describe each individual in the 

realm of the program under scrutiny by several key characteristics. Denote the state associated 

with receiving the intervention by “1”, and the state associated with not receiving the 

intervention by “0”. Receiving the intervention is indicated by the individual indicator 

variable Di. That is, if individual i receives training under this program, then Di=1. What we 

would like to compare is what would happen to individual i on the labor market, if i received 

the treatment (Di=1), say a training program, as well as if i did not (Di=0). 

Specifically, the labor market outcomes in post-treatment period t are denoted by Yti, if 

individual i did not receive treatment, and by Yti+∆i, if individual i received treatment. To 

exemplify these concepts in terms of a training program, these outcomes are defined here as 

indicator variables (with the possible realizations 0 = ”not employed“, 1 = “employed“). That 

is, if individual i were employed in t after receiving training (Di=1), then Yti+∆i=1, if not, then 

Yti+∆i=0. To summarize, for any individual, the pair of individual outcomes (Yti+∆i,Yti) could 

be (0,0), (0,1), (1,0), or (1,1), respectively. This setup directly allows the formulation of the 

causal impact of the intervention on the labor market status of individual i as ∆i
12

. Naturally, 

this concentration on a single individual requires that the effect of the intervention on each 

individual i is not affected by the participation decision of any other individual. We might 

refer to this as the assumption of independence of i's treatment impact from the treatment 

status of the rest of the population. In the statistics literature (Rubin 1986) it is referred to as 

the stable unit treatment value assumption or SUTVA. Its validity facilitates a manageable 

formal setup; nevertheless, in practical applications it is frequently questionable whether it 

holds. 

                                                 
12 For notational convenience, the discussion here is confined to a single pre-treatment period t' (to be introduced 

below) and a single post-treatment period t. Thus, the causal impact of the intervention is written without time-

subscript as ∆i. In a general setting with several post-treatment periods, however, one might very well consider 

treatment effects that vary across post-treatment periods as well as across individuals. 
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Unfortunately, and this is the core of the evaluation problem, we can never observe Yti 

and Yti+∆i simultaneously for a given individual – a worker can either participate in the 

training or not. Instead, only one of these two outcome variables can actually be observed for 

each individual i. That is, the outcome Yti is the counterfactual outcome for those individuals 

who do participate in the program (Di=1), whereas Yti+∆i is the counterfactual outcome for 

non-participants (Di=0). Furthermore, we cannot even make any concrete statements 

regarding which combinations of Yti and Yti+∆i are more or less prevalent across the 

population of workers. That is, we cannot observe the joint frequency distribution of these 

individual outcomes in any sample and, thus, cannot estimate the probability distribution of 

the ∆i in the population. 

The only frequency distributions that we can estimate, are the frequency distributions 

of Yti+∆i for participants (Di=1), and that of Yti for non-participants (Di=0), respectively. In the 

training example, if individual i underwent the training program, i's observed outcome in 

post-treatment period t, Yti+∆i, could take the value of 1, if i is employed in t (Yti+∆i=1, Di=1), 

or 0, if i is not employed in t (Yti+∆i=0, Di=1). Similarly, if individual i did not participate in 

the training program, i's observed outcome in the labor market in post-treatment period t, Yti, 

could also take the value of 1, if i is employed in t (Yti=1, Di=0), or 0, if i is not employed in t 

(Yti=0, Di=0). It is program participation, i.e. the value of Di, that decides which of the two 

entries will be observed. 

To give further structure to the discussion, presume that the underlying frequency 

distributions of the outcomes Yti+∆i and Yti across the population are characterized by a set of 

individual characteristics Xi and by pre-intervention (period t') outcomes Yt'i. That is, for each 

and every possible configuration of the characteristics (Xi, Yt'i), the respective conditional 

frequency distributions of Yti and Yti+∆i (which we don’t know, but whose central aspects we 

want to estimate) describe the frequency with which every possible realization arises in the 

sub-population defined by X and Yt'. Knowledge of these conditioning variables will allow 

correcting for „selection on observables”, in a way formalized below. Suppose, for purposes 

of illustration, that Xi would capture education and could take on three values (k = 0,1, 2 with 

0 = ”low”, 1 = ”medium”, 2 = ”high”). What is important is the so-called exogeneity of these 

conditioning characteristics: the participation in the program must not alter the value of (Xi, 

Yt'i) for any individual i. That is, it is crucial not to condition on variables that themselves are 

outcomes of the treatment. 

Now let us return to the real world where counterfactual outcomes are not observed. 

Instead, the available data comprise, in addition to observed outcomes Yti or Yti+∆i, and 
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characteristics Xi and Yt'i, the indicator of treatment Di. In general, we would be very hesitant 

to impose that ∆i is equal for all workers, not even for those workers sharing the same values 

of Xi and Yt'i. Some workers might be better off as a result of treatment, some worse. There 

will thus be no opportunity to ever estimate individual gains with confidence. Yet, one might 

still hope to be able to assess the population average of gains from treatment, since we know 

that the population averages of the frequency distributions of Yti+∆i and Yti can be estimated 

for participants and non-participants, respectively (henceforth, population averages are 

denoted by the mathematical expectations operator E(.)). 

Interest in program evaluation is therefore on specific evaluation parameters, i.e. 

values that summarize the individual gains from treatment appropriately. The most prominent 

evaluation parameter is the so-called mean effect of treatment on the treated, 
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conditional on the specific realization of the exogenous variables, where in our example 

k=0,1, or 2. In this equation, individual subscripts are dropped to reflect the focus on 

population averages. The mean effect of treatment on the treated appropriately summarizes 

the individual gains in the population of those individuals who do receive the treatment, 

without restricting their heterogeneity. 

Yet, it is not enough to define the population parameter of interest. As a final step, one 

has to link population averages and their estimates in a sample of limited size. Whenever a 

sample is used to estimate a population average, the answer given by the estimate will 

unlikely be exactly the true population parameter itself. Instead, the estimate can only give an 

approximation to the true parameter, since it has been derived on the basis of only a subset of 

all members of the population. A successful estimation strategy requires that, as the sample 

taken from the population becomes larger and larger, the approximation become more and 

more exact. In the limit, the approximation should be indistinguishable from the true 

parameter. In all samples of limited size the distinction between bias and noise is important 

(see also section 3.2). Bias means a systematic deviation of the estimate from the true value 

that would consistently arise in independent replications of the process of data collection and 

estimation, if that process could indeed be repeated arbitrarily often. To the contrary, noise is 

unsystematic deviations of the estimate from the true value that would wash out in such 

repetitions. These are the conceptual ideas behind the formulations offered here. 
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Specifically, a population parameter is identified from observable data, if it could be 

estimated correctly with infinite precision by collecting abundantly many observations from 

the underlying population. If the sample size could be made abundantly large, statistical 

inference would simply be based on relative frequencies, since the relative frequency 

distribution would converge (that is, come closer and closer until complete resemblance) to 

the probability distribution in the population. One of the two population averages featured in 

equation (1) is identified from observable data, while the other is not. In principle, one could 

estimate E(Yt+∆i | X=k, D=1) with infinite precision from the available data on program 

participants, but one could not even hypothetically estimate the population average E(Yt | X=k, 

D=1), since no sample size would alleviate the fact that Yt'i is not observed for participants. 

This clarifies the nature of the fundamental problem facing program evaluation. This 

evaluation problem is the problem of finding an appropriate identification assumption that 

allows replacing this counterfactual population average E(Yt | X=k, D=1) in (1) with an entity 

that is identified from observable data. It is a counterfactual because it indicates what would 

have happened to participants, on average, if they had not participated in the program. It is a 

problem that cannot be solved by more or by refined measurement. It can only be resolved by 

finding a plausible comparison group. 

In principle, three conceptually distinct and non-exclusive errors may plague any 

attempt of program evaluation. First, one might not find comparable individuals who did not 

participate. For instance, it would be impossible to assess the impact of an intervention 

affecting low-skilled workers (X=0), if every low-skilled worker participated in the program. 

In that case, the corresponding evaluation parameter is undefined. Second, while there might 

be comparable workers among participants and non-participants for every configuration of 

observable characteristics, their relative shares might be disproportionate. For instance, if 

more low-skilled workers are among the treatment participants, but one were to take simple 

averages over low-skilled and medium-skilled workers, then the average of the participants’ 

outcome would be relatively disfavorable. However, this problem can be solved by 

appropriate weighting. 

Third, there might be selection bias. Even when one compares comparable individuals 

for all relevant configurations of observable characteristics and weighs the corresponding 

means appropriately, there might be unobservable factors that invalidate the comparison. In 

formal terms, we would have 
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for at least one of the relevant k. For instance, more motivated workers might perform better 

in terms of employment, but might also be more likely to participate in a training program. 

Then, in the absence of treatment, the population average of the counterfactual outcomes Yti 

would have been higher among the participants (Di=1) than the average observable outcome 

is among the non-participants (Di=0). 

 

4.2.2 Sampling Distributions 

In this section, the discussion will return briefly to the distinction between bias and noise. It 

was stated above that whenever a sample is used to estimate a population average, the answer 

given by the estimate will unlikely be exactly the population parameter itself. Instead, the 

estimate can only give an approximation to the true parameter, since it has been derived on 

the basis of only a subset of all members of the population. Moreover, although a successful 

estimation strategy requires that, as the sample taken from the population becomes larger and 

larger, the approximation becomes more and more exact, it does not mean that one will ever 

receive the correct answer in any given estimation attempt. 

Instead, what one would have with such a strategy is the confidence that, if one were 

to perform many repetitions of the sequence drawing a random sample – estimating the 

population parameter – storing the estimated parameter value, then the central tendency of 

the resulting frequency distribution would be on the correct value. That is, in following this 

estimation strategy one would be correct on average, but irrespective of the sample size in 

each of these replications, there would be some dispersion around the true population 

parameter. Generally, this dispersion would decrease with growing sample size, but never 

vanish completely. This remaining uncertainty or noise about the true value (or better said, 

some estimate of it) should be reported in any decent empirical study. Only then will the 

recipient of the results be able to assess, whether large confidence should be placed in the 

conclusions of the study or not. Typically, researchers report standard errors or confidence 

intervals to this effect. 

Yet, the remaining uncertainty that will be reported will always reflect the researcher’s 

conviction that all systematic deviations between the answer given by the estimation strategy 

and the true population parameter have been successfully eliminated by invoking the correct 

identification assumption. Stricter identification conditions typically lead to lower 

assessments of remaining uncertainty. To take an extreme example, a researcher could decide 

to estimate the program impact always by the number 0.3, irrespective of the context and the 

data material at hand. Asked to provide an assessment of the variability of this estimate as 
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various samples are taken from the population, one could truthfully argue that this remaining 

uncertainty is zero (the estimate never changes at all), although it would be completely absurd 

to proceed in such a way. Thus, small noise is not the only important aspect of an empirical 

study. 

Instead, any evaluation effort that wants to be taken seriously should aim at a 

convincing strategy that eliminates all systematic tendencies to deviate from the correct 

population parameter, i.e. bias. For this reason, the identification assumptions underlying any 

empirical evaluation analysis take center stage in this essay. The following section 4 is 

devoted to the choice of identification assumptions.  

 

4.3 Empirical Approaches to the Evaluation Problem 

All empirical approaches that will be discussed in this section follow a common principle of 

analogy. In order to formulate an estimate of population parameters, one searches for the 

corresponding concept in the sample at hand. If the population parameter of interest is in fact 

identified from observable data, there will be noise around the estimate in each and every 

practical application, but this noise would vanish in the hypothetical case of an abundantly 

large sample. Noise is therefore not a conceptual hurdle for finding the correct population 

average. Instead, what is decisive on a conceptual level is the choice of the identification 

strategy. Therefore in what follows, each evaluation approach will be characterized by the 

identification assumption that justifies its application; this discussion will always be in terms 

of the corresponding population averages. 

Actual estimation in the sample is then performed by taking the appropriate averages. 

The estimator will therefore always be given in terms of observable entries in the sample. In 

what follows N1 is the number of individuals in the sample of participants, with indices i ∈ I1. 

The sample of non-participants consists of N0 individuals, with indices j ∈ I0. Subsets of these 

samples are denoted in a straightforward fashion. For instance, the number of medium-skilled 

participants is N1,X=1, the set of indices of all non-participants with characteristics Xi=1 and 

Yt'i=0 is I0,X=1,Yt'=0. Accordingly, the corresponding number of observations is N0,X=1,Yt“=0. 

 

4.3.1 Experimental Studies 

Under the fundamental requirement that an experiment completely replicates the intervention 

that will be implemented in the field, experimental studies generally provide a convincing 

approach to the evaluation problem. The key concept of any experiment is the randomized 

assignment of individuals into treatment and control groups. For workers who voluntarily 
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would be participants in the program (Di=1) the random mechanism decides whether they are 

in fact allowed to enter the program or whether they are excluded from the program instead. 

This assignment mechanism is a process that is completely beyond the workers’ control and 

that also does not discriminate as to who will receive treatment. Thus, interventions are 

particularly good candidates for experimental evaluation, if treatment is delivered on the 

individual level with considerable control by the researcher about the delivery and about 

individual compliance with the program. In effect, if sample sizes are sufficiently large, 

randomization will generate a complete balancing of all relevant observable and unobservable 

characteristics across treatment and control groups, thus facilitating comparability between 

experimental treatment and control groups. 

Let Ri be an indicator of randomization status, that is, the status given to the individual 

in the assignment procedure (1 = “in” and 0 = “out”), and concentrate all attention on the 

population of would-be participants (Di=1). Then, the identification assumption invoked here 

is13 

 

 .)R,D|Y(E)R,D|Y(E tt 0111 =====  (5) 

 

To reiterate, all observations are on individuals which applied for treatment but then were 

assigned to treatment or control groups by a random mechanism, all individuals in the control 

group have been randomized out, but would have chosen to be in had there been no random 

mechanism. Thus, one can infer the average treatment effect from the difference of the 

average outcomes of these randomly selected individuals, i.e. 
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As long as the randomization is uncompromised (and samples are not outrageously small), 

there is no need for any sophisticated statistical analysis since randomization ensures a 

balancing of treatment and control groups with respect to observable as well as unobservable 

characteristics. Generations of natural scientists have been raised in their training with the 

conviction that if an experiment needs any statistics, one simply ought to have done a better 

experiment. 
                                                 
13 In the background there is another identification assumption, namely that the process of randomization does 

not disrupt the usual course of affairs (see Heckman 1996). 
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 It is important to keep in mind, however, that a randomized controlled trial might not 

be a feasible approach at all, for political, ethical, logistic, or financial reasons, or a 

randomized trial might be contaminated by influences beyond the control of the researcher 

designing the study (this is called the problem of internal validity). Furthermore, in 

experimental studies the question arises whether and to what extent the results derived for the 

population under study can be extrapolated to other populations (external validity). 

 

4.3.2 Observational Studies 

By contrast to experimental analyses, in non-experimental or observational studies (a seminal 

source is Rosenbaum 1995) the data are not derived in a process that is completely under the 

control of the researcher. Instead, administrators might have offered the program to 

individuals for whom they held favorable expectations regarding the program’s impact. Or 

participants decided to apply for program participation because they (correctly) anticipated 

the intervention as particularly beneficial for them. 

What is collected instead of the desired experimental data, is an account of how 

individual workers actually performed after the intervention. For participants this means 

observation of Yti+∆i, for non-participants observation of Yti. The objective of any 

observational study is to use this information in an appropriate way such as to replace the 

comparability of treatment and control groups by design – the cornerstone of experimental 

analyses – by a plausible alternative identification condition. 

In experiments, random assignment of treatment ensured a balancing between 

treatment and control groups of all aspects relevant to the process, observable and 

unobservable. The desire in any observational study is to use the observable information (on 

Xi and on Yt'i) such that in sub-populations defined by these observables, for instance low-

skilled workers who were employed in t', any remaining differences between participants and 

non-participants can be attributed to chance. Then, using a random sample from this sub-

population, the impact of the program can be estimated by forming the difference between 

means of actual outcomes for participants and non-participants. One of the considerations in 

choosing an appropriate identification strategy is sample size. Neither would one place high 

confidence in averages taken only over a handful of individuals, nor would one be able to 

derive any result for a configuration of characteristics Xi such that every worker in this sub-

population decided to participate. 

The following sub-sections introduce four observational approaches, characterizing the 

identification assumptions necessary to justify their application and possible reasons for their 
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failure. To facilitate the concentration on the idea of identification, the issue of precision or 

sampling variability is not discussed at length. Nevertheless, this is an issue of considerable 

relevance for all practical applications – a reported impact estimate that is not accompanied 

by an indication of the sampling variability around it is absolutely worthless.  

 

Comparison of Exact Matches 

The principal idea of exact matching is to assign to one or more of the individuals i in the 

treatment sample as matching partners one or more individuals from the non-experimental 

control sample who are similar in terms of their observed individual characteristics. That is, 

the exact match procedure specifies the most general possible model of post-intervention 

outcomes in terms of the observable data (pre-intervention histories and education, say). The 

central identification assumption is that for individuals that are characterized by any specific 

configuration of observable characteristics, the participation decision is independent of any 

unobservable determinant of the post-intervention outcome14, 
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For any population cell (X, Yt') for which at least one match could be found, we estimate the 

impact of the intervention within this cell by a comparison of sample averages. Then, the 

desired estimate of the program impact MX=k is given by a weighted average over these 

sample means, 
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where N1,X=k,Yt' is the number of individuals with characteristics X=k and pre-treatment 

outcome Yt' who receive the intervention ( ∑= === 't't Y,kX,Y,kXkX, NN 11 ) and N0,X=k,Yt' is 

the corresponding number of control observations with characteristics X=k and pre-treatment 

outcome Yt'. 

Matching estimators thereby approximate the virtues of randomization by balancing 

                                                 
14 This is often called "conditional independence assumption", "unconfoundedness" or "ignorability". 
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the observables. First, the population of workers who participate in the program is partitioned 

into strata defined by all relevant combinations or cells of individual characteristics Xi and 

pre-intervention outcomes Yt'i. Only those cells will enter the calculation of program effects, 

for which one will also be able to find non-participants. Thus, matching ensures that the 

averages over treated and untreated individuals are taken over the same cells (in technical 

terms the same support of the frequency distribution of the observable characteristics). 

Second, in forming the weighted average that estimates MX=k, the relative shares of each of 

these cells among the participants are taken as weights, ensuring that the mean effect of 

treatment on the treated is identified. Thus, whatever the relative shares of these cells are in 

the population of non-participants, their outcomes are reweighted such as to generate balance 

with the population of participants. 

Validity of this evaluation approach requires that the decision to participate and the 

outcome should not be influenced jointly by factors beyond previous labor market outcomes 

Yt'i and current characteristics Xi. If, for instance, a favorable mix of unobservable factors were 

particularly common among the population of participants, then, via the identification 

assumption (7) the low population average of the Yti among non-participants in at least one (X, 

Yt')-cell would lead to too low an estimate of the average of Yti among the participants in this 

cell and, thus, an overstated estimate match-exact
kXM̂ = . 

It would not be detrimental for this estimator if workers’ employment success 

followed a cyclical pattern: in period t participants’ counterfactual outcomes under no 

treatment would then typically be higher than in t', but one would only treat those non-

participants as comparable whose outcome in t' was equally unsatisfactory. Intertemporal 

changes in economic conditions that affected, on average, the change between t' and t equally 

for participants and non-participants, as long as they shared a common set of characteristics 

(X, Yt'), would not be consequential either. What would be consequential were changes that 

affect participants differently from untreated even within these narrowly defined cells. 

 

Difference-in-differences Estimation 

Forming exact matches is computationally demanding and, depending on the application, 

might lead to the problem of relatively small samples in each relevant population cell. One 

might therefore entertain an alternative approach that retains the ideas of using non-

participants as a control group and of accounting for changes in the macroeconomic 

environment. The difference-in-differences approach continues to focus on a comparison of 

the changes between t' and t. The major difference to the exact matching procedure is that one 
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does no longer condition on the exact pre-intervention outcome in defining comparable strata 

of the population. Instead, it is postulated that the population average of the change in the no-

program outcome of participants between t' and t is equal to that experienced by non-

participants, i.e. 
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The corresponding estimator then implements a sample analogue of this idea, by comparing 

the sample averages of the changes in outcomes for random samples of participants and non-

participants (with individual characteristics Xi), 
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As the exact matching approach, this strategy is vulnerable to the presence of unobservable 

factors affecting the participation decision. The estimator match-exact
kXM̂ =  is able, though, to 

account for all such unobservable factors that were associated with the labor market outcome 

in the pre-treatment period. It is not unlikely that workers who are unemployed in t’ are more 

likely to participate in the program and that, at the same time, the economic upswing benefits 

more those being unemployed in t’. As a consequence, the difference-in-differences estimator 
diff.-in-diff.

kXM̂ =  will attribute the relatively large change in observed outcomes for participants 

exclusively to the program. 

 

Before-After Comparisons 

Perhaps the most common evaluation strategy for attempting the construction of a plausible 

counterfactual is a comparison of treated individuals with themselves at a time t' preceding the 

intervention, i.e. a before-after comparison. In this approach, what is defined as the 

comparable non-participants are the participants themselves before the program was 

implemented. Based on longitudinal data, information on the effects of the program is then 

extracted exclusively from changes between t' and post-treatment period t. To estimate 

treatment impact, one forms the average over all pairs of before-after observations for the 

individuals in the treatment sample.  

The underlying identification assumption is that, taken over the population of all 



42 

treated individuals, the population average of actual outcomes in period t' is equal to the 

population average of what these individuals would have experienced in period t had they not 

participated in the program. Formally, this is 
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That is, for each individual pair of observations before and after treatment, there might be 

differences in the counterfactual outcomes for the no-treatment state, even substantial ones, 

but on average these are canceling out. In effect, one can take a mean over the corresponding 

individual pairs of pre-/post-intervention observations in a random sample of the population 

of the treated and estimate the impact of the intervention consistently as 
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The validity of this identification assumption requires that the outcomes before treatment are 

not influenced by an anticipated intervention. For instance, if members of the treatment 

sample know in t' that they will be trained, they might not try to be very successful in t'. A low 

Yt'i would be the consequence, and, via the identification assumption (11) the low population 

average of the Yt'i would lead to too low an estimate of the average of Yti and, thus, an 

overstated estimate after-before
kXM̂ = . Similarly, if workers’ employment success follows a 

cyclical pattern, and bad times (that is a spell of unemployment) are typically temporary 

episodes followed by improvements, this approach is problematic. In period t participants’ 

counterfactual outcomes under no treatment would then typically be higher than in t', the so-

called Ashenfelter’s dip (Ashenfelter 1978), and, thus, the natural tendency to return to a long-

run average (so-called mean reversion) would lead estimator (12) to overstate the program 

impact. By contrast, permanent dips in labor market performance are not detrimental to the 

approach, because they will affect Yt'i and Yti in an identical way. 

In addition, this approach requires considerable stability of the economic environment: 

if period t' was a bust period, say, and period t that of an economic upswing, then 

counterfactual outcomes in the absence of treatment, Yti, would exceed the outcomes in the 

pre-treatment period t' because of the business cycle – yet, estimator (12) would attribute this 

improvement to the intervention. 
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Cross-section Estimators 

In before-after comparisons, program participants serve as their own controls. Following this 

approach might be precluded, either because no longitudinal information on participants is 

available or because macroeconomic conditions shift substantially over time. In that case, the 

population average of the observed outcome of non-participants could serve as the entity to 

replace the population average of the unobservable Yti for participants. The formal statement 

of this identification condition would read 
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That is, although the populations of participants and non-participants might be quite different 

in size and within each of those populations the (counterfactual) outcomes for the no-

treatment state might differ widely, on average these are canceling out. In effect, one can take 

the means over the corresponding observations in random samples of participants and non-

participants, and estimate the impact of the intervention as 
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For this identification assumption to be valid, selection into treatment has to be statistically 

independent of its effects given X, the case of exogenous selection. That is, no unobservable 

factor (such as „motivation” which would increase the desire to participate in a training 

program but also increase the (counterfactual) no-treatment outcomes) should lead individual 

workers to participate. Otherwise equality (13) would not hold any longer. This property was 

ensured in a controlled randomized trial by randomizing some individuals out of the potential 

treatment group into a control group and by preserving the composition of treatment and 

control groups by close monitoring as the experiment proceeds. When working with non-

experimental data, however, individuals who received treatment and those who did not might 

have been selected into these two groups in a systematic fashion. The underlying selection 

process might, among other aspects, reflect individual gains from treatment. Consequently, a 

cross-sectional approach might be a very poor evaluation strategy. On the other hand, 

Ashenfelter’s dip will not pose a relevant problem for this approach, since the temporary dip 

in labor market performance in period t' will not play a role in the construction of the 

counterfactual E(Yt|X,D=1). 
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Finally, note that all estimators always implement the sample analogue to the 

appropriate population averages implied by the identification assumption. None of the 

identification assumptions (7) to (13) is superior to the others. Choosing the appropriate 

strategy has to depend on outside knowledge of the processes of program implementation and 

participation. Furthermore, given sample size, some of the approaches, in particular exact 

matching, but also difference-in-differences are more demanding, that is involve fewer 

individuals in the formation of the relevant averages than others. 

 

Alternative Strategies 

All four approaches introduced above do rest on identification assumptions, sets of minimal 

assumptions to generate an estimate of the impact of the policy interventions. Conventional 

econometric research usually went further, resting on a priori information about various 

aspects of the process, either in terms of functional forms, in forms of restrictions on the 

impact of treatment or in terms of information on the determinants of the choice of treatment 

regime. In particular, parametric modeling, implying an explicit assumption of the functional 

form of the frequency distribution of unobservable factors across the population of 

participants and on an assumption on the homogeneity of program effects, has been so 

prevalent that many outside observers think of regression adjustments or standard nonlinear 

discrete choice models as the econometric approach. 

Two alternative approaches at the evaluation problem should be mentioned here 

nevertheless. The first is instrumental variable estimation (see e.g. Bowden and Turkington 

1984). The principal idea in this approach is that one or several observable characteristics of 

the individuals under study may well induce people to participate in the program but do not 

impinge upon subsequent labor market success. The distance between the home of an 

unemployed youth enrolled in a training program and the treatment site may be such a factor 

– once an individual graduated from the program, whether he or she had a long commuting 

distance is irrelevant to labor market success. It turns out that a comparison of average labor 

market success between individuals with short and long commuting distances – each 

including a corresponding number of participants (more prevalent in the group experiencing 

shorter distance to the treatment site) and non-participants – can replace the comparison of 

participants with a randomized control group. Heckman (1996) elucidates the correspondence 

between randomized experiments and the application of instrumental variables techniques. 

The second idea is the so-called control function approach, which addresses the 

individuals’ participation decision in the program directly. The principal idea is to exploit 
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observable variables such as age or education to extract information on unobservables such as 

motivation. If one finds an individual in the data set whose characteristics seem to speak 

against participation – for instance an unemployed high school drop-out – yet this worker 

chooses to participate, one could presume that in terms of the unobservable factor 

„motivation“ this worker is lying above average. The predicted motivation is the higher the 

less likely the observable determinants make program participation. Thus, it is possible to 

construct a correction factor capturing the predicted motivation – typically a non-linear 

function of observable characteristics. This factor can counteract the lacking 

representativeness of the participants. The initial work in this area (Heckman 1979) dates 

back about a quarter of a century, originally based on assumptions about functional form of 

the distribution of unobservable factors as jointly normal. This contribution has inspired a lot 

of methodological work. A recent survey of advances in this field is Vella (1998). 
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5. Reports from selected EU25 member states 
 

This chapter contains a country-by-country review of the ALMP experience in a set of EU25 

member states, specifically the Netherlands, Sweden, Austria, Germany, Italy, Denmark, 

Estonia, Poland, Spain, France, and the UK. The structure of each country study follows a 

partition into (a) a summary of the economic situation, (b) an overview of the institutional 

context, (c) a delineation of the labor market policy and the role of ALMPs therein, and (d) a 

review of evaluation studies of the particular country's measures of ALMP.  

 

5.1 Active labor market policies in The Netherlands 

 

5.1.1 The general economic situation 

From 1970 to 2000 the Dutch population has grown from about 13 million to 16 million 

inhabitants. In this same period also the age structure in the population changed. The fraction 

of individuals between 15 and 64 years old increased from 62.6% in 1970 to 69.0% in 1989. 

After 1989 this fraction slightly decreased to a level of 67.8% in 2000.  

In the 1970s and the early 1980s benefit uptake (either unemployment insurance, 

welfare, sickness and disability insurance) became more popular. Between 1970 and 1985 

benefits recipients as fraction of the employed population increased from 14% to 37%. Only 

after 1995 this fraction started to decrease again, mainly due to increased labor force 

participation. The high fraction of benefits recipients in combination with the relatively low 

economic growth in the early 1990s triggered the introduction of active labor market policies 

in the Netherlands. Figure 5.1.1 displays the development of GDP growth and the 

unemployment rate over the time period 1990 to 2004. 

 

Figure 5.1.1 GDP growth and unemployment rates in The Netherlands, 1990-2004. 
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5.1.2 Labor market institutions 

The main benefits programs for individuals between 15 and 64 years old, who are not in full-

time education anymore, are unemployment insurance, disability insurance, welfare and early 

retirement. 

 Unemployment Insurance: Individuals with a substantial work history are often 

entitled to collecting unemployment insurance benefits. The benefits level depends on 

the previous wage and entitlement period depends on the work history (see for details 

Van den Berg and Van der Klaauw, 2006). Currently about 310.000 individuals collect 

unemployment insurance benefits. 

 Disability Insurance: A worker enters disability insurance after one year of sickness 

absenteeism. During the period of sickness absenteeism the employer continues 

paying the worker's salary. The level of disability insurance benefits depend on the age 

of the worker at the moment of entering disability insurance and the previous wage 

(see De Jong, Lindeboom and Van der Klaauw, 2005). The fraction of individuals on 

disability insurance has been steadily increasing between 1970 and 1990. Since then it 

remained at a relatively constant level. Currently about 964.000 individuals collect 

disability insurance benefits and 380.000 individuals are on sickness absenteeism. 

 Welfare: Welfare is a safety-net for households without sufficient income and who are 

not covered by any other benefits program. Welfare benefits is means-tested, the level 

of welfare benefits depends on the household composition (see Van den Berg, Van der 

Klaauw and Van Ours, 2004). Currently, about 360.000 individuals collect welfare 

benefits. 

 Early retirement: Early retirement is organized at the sector level. About 265.000 

individuals are early retired. 

In the remainder of this country survey we ignore early retirement. The nationwide public 

insurance administration is responsible for both unemployment and disability insurance. 

Welfare is organized at the level of the municipalities. 

 

5.1.3 Measures of Active Labor Market Policy  

In 2001 in The Netherlands approximately 5 billion euro was spent on active labor market 

policies (the Dutch GDP is currently 450 billion euro). The Ministry of Social Affairs and 

Employment expressed the intention to provide each unemployed worker with guidance 

within 12 months after becoming unemployed. For youth unemployed workers this should 

occur within 6 months. This guidance can consist of job search assistance, language courses, 
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training, work experience programs etc. The type of guidance depends largely on the 

characteristics of the unemployed worker. At the start of unemployment, both unemployment 

insurance recipients and welfare recipients are profiled into 4 types. Type I should have 

sufficient skills to find work (75-80% in the inflow into unemployment insurance). Type II 

and Type III require assistance such as training and schooling. Type IV are most often not 

obliged to search for work. 

The responsibility for assigning individuals to programs lies with the nationwide 

public insurance administration for unemployment insurance and disability insurance 

recipients and with the municipalities for welfare recipients. However, recently there has been 

a shift from public provision of active labor market policies to private provision. The 

nationwide public insurance administration and the municipalities do not offer active labor 

market programs, but instead contract commercial agencies. The underlying idea is that 

competition between these commercial agencies should lead to better programs and more 

efficient spending of resources. An essential problem is that contracts hardly depend on 

success and that there is much room for cherry-picking to meet minimal targets. Since the 

commercial agencies offer different programs, there hardly exist nationwide training and 

schooling programs for unemployed workers. 

Below we give a short discussion of recent labor market policies. 

 

Private and public incentive schemes 

Earned income tax credit: In the Netherlands, each employed worker is entitled to an earned 

income tax credit. The amount of the earned income tax credit is about 1200 euros for 

workers until 57 years old with a full-time job and higher for older workers. The amount of 

the earned income tax credit is increased for individuals with children. 

 

Private and public employment programs 

Subsidized employment: In the recent past there were some relatively large programs for 

subsidized employment in the Netherlands. In 2003, subsidies to employers for low income 

jobs (SPAK) have been abolished. These were lump-sum payments to the employer in the 

form of payroll tax deductions for workers earning less than 115% of the minimum wage. 

And since 2004 employers cannot apply anymore for subsidies for hiring long-term 

unemployed low-skilled workers (ID-banen). 
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Services and Sanctions 

Counseling and monitoring: The first active labor market policies in the Netherlands involved 

advising unemployed workers in the search for work and checking their actual search 

behavior. These policies started in the late eighties and were implemented somewhat ad hoc 

by the public insurance administration. During the nineties counseling and monitoring became 

nationwide standard practice in the treatment of unemployed workers. However, the content 

of the policy and the target population changed regularly. 

 

Sanctions: If an unemployed worker does not comply with the rules of the unemployment 

insurance agency or the welfare agency, then the worker can be punished with a sanction. 

Reasons for giving a sanction are insufficient job search effort, unnecessary job loss, fraud or 

a lack of willingness to participate in training or schooling programs. The key element of a 

sanction is a temporary benefit reduction. However, if a sanction has been imposed, the 

individual gets a detailed explanation on the reasons for the sanction and which behavior is 

expected to avoid future sanctions. Furthermore, the sanctioned worker enters a stricter 

monitoring regime. 

The length of the sanction period and the size of the benefit reduction depend on the 

reason why the sanction is imposed. For unemployment insurance recipients a sanction can 

vary from a 5% reduction during 4 weeks to a 25 to 30% reduction during 13 weeks. For 

welfare recipients sanctions are almost always 1 or 2 months and the benefit reduction is 5, 10 

or 20%. Only in case of fraud the sanction can be more severe. 

Sanctions to unemployment insurance recipients exist since the introduction of the 

Unemployment Law in 1987. The rate at which sanctions are imposed to unemployment 

insurance recipients increased enormously in the beginning of the nineties. Sanctions to 

welfare recipients have been frequently imposed since 1992. 

 

Other policy measures 

Screening: Each benefit program has a screening procedure for checking eligibility criteria. 

Eligibility to collecting unemployment insurance benefits depends on the employment history 

of the worker. If the worker meets the required work history, the individual will receive 

unemployment insurance benefits. Only in case of unnecessary job loss the individual might 

get punished with a reduced benefits level during the first few months of unemployment 

insurance. 

Eligibility for disability insurance depends on the medical conditions of the individual. 
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The degree of disability depends on the potential earnings loss as a consequence of the 

condition that caused disability. However, recently the disability insurance agency also started 

checking if the applicant and the employer devoted sufficient effort in getting the worker back 

to his job during the period of sickness absenteeism. 

Welfare benefits are means-tested and the level of welfare benefits depends on the 

household composition. Therefore, screening of eligibility focuses on potential eligibility for 

other benefits programs, the income and wealth of the applicant and other household 

members. 

 

5.1.4 Evaluation studies 

On September 7, 2001, the Minister of Social affairs wrote to the parliament that supported by 

the economic growth, eight years of (active) labor market policies caused an increase of 1.2 

million jobs. To support this claim a report was sent along with a summary of all available 

evaluation studies of active labor market policies. The list of evaluation studies only contains 

two studies that account for selectivity in the treatment assignment (and in the report both 

studies are criticized for their lack of observed individual characteristics). 

Most evaluation research is done by commercial bureaus. These commercial bureaus 

lack the econometric skills for high quality quantitative evaluation research. The Netherlands 

does not have a tradition in which policies are evaluated at the start. Many large-scale 

programs have never been evaluated. Policy evaluation in the Netherlands suffers from the 

lack of suitable high quality data and the unwillingness to have well designed experiments. 

More striking is that many policies do not have a clearly defined and well motivated goal. 

Goals like spending all resources or minimizing the dropout of participants are not seldom. 

This limits the impact of the evaluation research on actual policy. 

Currently active labor market programs are provided by many commercial agencies, 

which each have there own programs or treatment. This implies that it is difficult to 

distinguish general programs and that there is not much public knowledge about the 

effectiveness of programs. In this section we focus on specific policies that have been 

evaluated empirically. In particular, we focus attention on microeconometric studies in which 

serious attention has been paid to selective participation in the program.  

 

Counseling and monitoring 

In the Netherlands there have been two social experiments that investigated the effect of 

counseling and monitoring of unemployed workers. In both studies the target population 
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consists of individuals collecting unemployment insurance benefits. Counseling and 

monitoring implies regular meetings between the case worker of the unemployment insurance 

administration and the unemployed workers. During these meetings recent job search effort is 

evaluated (monitoring) and the unemployed workers are advised in their future job search 

(counseling). An important element in the monitoring is that if the case worker detects a lack 

of job search effort, the unemployed worker can be punished with a temporary reduction of 

the unemployment insurance benefits. 

The first social experiment described in Gorter and Kalb (1996) discusses the 

introduction of a more intensified version of counseling and monitoring. For the individuals in 

the treatment group the time spent between the case worker and the unemployed worker was 

increased compared to the standard practice. Van den Berg and Van der Klaauw (2006) 

discuss a social experiment in which the individuals in the treatment group received the 

common practice and the individuals in the control group did not receive any counseling and 

monitoring at all. Therefore, the treatment population in Van den Berg and Van der Klaauw 

(2006) and the control population in Gorter and Kalb (1996) received roughly the same 

counseling and monitoring. 

Gorter and Kalb (1996): This social experiment took place in 1989/1990 in seven 

Dutch regions. In total the experiment involved 1631 unemployment insurance recipients, 

who were randomly assigned to the treatment and control group. However, due to item non-

response the empirical analyses only considered 722 individuals. The individuals who were 

randomized into the treatment group received extended counseling and monitoring meetings 

compared to the individuals in the control group. 

The key outcome variable of interest is the duration of unemployment, although 

Gorter and Kalb (1996) also investigate the effect of counseling and monitoring on the 

number of job applications. Gorter and Kalb (1996) find that the effect of counseling and 

monitoring on the job finding hazard is modest and insignificant for individuals who 

previously had a permanent contract and significantly negative for individuals who previously 

had a temporary contract. They explain this big difference by stating that the aim of 

counseling and monitoring is to provide unemployed workers with a permanent contract, 

which might be difficult to obtain for individuals who were previously in temporary 

employment. Furthermore, they find that counseling and monitoring significantly increases 

the job application rate. 

Van den Berg and Van der Klaauw (2006): The social experiment in this study was 

conducted in 1998/1999 in two cities and involved around 400 type I unemployed workers 
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collecting unemployment insurance benefits. Randomization occurred at the level of the 

individual and for those individuals who were randomized into the program, counseling and 

monitoring started with an intake meeting immediately after inflow into unemployment. After 

that the program continued until 6 months after becoming unemployed with meetings every 4 

weeks. 

The main goal of the program was to reduce the entitlement period to unemployment 

insurance benefits. Therefore, the duration of unemployment is the key outcome variable of 

interest. The empirical results show a very small and insignificant positive effect of 

counseling and monitoring on the probability of finding work. Since counseling and 

monitoring is a relatively inexpensive policy, the benefits in terms of unpaid unemployment 

insurance benefits are 6 months after inflow into unemployment approximately the same as 

the costs of providing counseling and monitoring. 

There exist some differences between the study by Gorter and Kalb (1996) and Van 

den Berg and Van der Klaauw (2006). First, the actual treatment differs as Van den Berg and 

Van der Klaauw (2006) investigate the effectiveness of the regular counseling and monitoring 

program and Gorter and Kalb (1996) study the effectiveness of intensifying the regular 

program. Second, the study by Gorter and Kalb was conducted in a period of recession, while 

Van den Berg and Van der Klaauw (2006) investigate a period with very favorable business 

cycle and labor market conditions. Third, the target population in Van den Berg and Van der 

Klaauw (2006) is restricted to type I unemployed workers, while the population in Gorter and 

Kalb (1996) also includes type II, III and IV unemployed workers. This implies that on 

average the target population in Gorter and Kalb (1996) is more disadvantaged. 

 

Sanctions 

In the Netherlands there have been two studies on the effect of imposing sanction to 

unemployed workers. Both studies only focus on the effect of actually imposing a sanction 

(the ex-post effect). One could argue that this gives a lower bound to the effects of sanctions, 

as sanctions also have a preventive effect. The threat of having a benefits system with 

sanctions most likely induces unemployed workers to spend more effort on job search (ex-

ante effect). 

Abbring, Van den Berg and Van Ours (2005) focus on unemployment insurance 

recipients and Van den Berg, Van der Klaauw and Van Ours (2004) study welfare recipients. 

In the empirical analyses the unanticipated nature of imposing sanctions is exploited. This 

implies that the process towards finding work is jointly modeled with the probability of 
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imposing sanctions. This approach takes account of unobserved differences between 

individuals who have been punished with a sanction and those who did not get a sanction. 

Abbring, Van den Berg and Van Ours (2005): This study uses administrative data 

from the records of the unemployment insurance agency. The data describe individuals who 

became unemployed in 1992 and these individuals are followed until finding work or 

September 1993. The full data set contains 182,239 unemployment spells. In 2.9% of these 

spells a sanction was imposed and 43.5% of these spells have not ended in employment 

before the end of the observation period. 

For the empirical analyses smaller samples are constructed. In particular, the study 

focuses on 7758 unemployment spells of individuals who were previously employed in the 

metal industry and 32,331 spells of individuals who were previously employed in the banking 

sector. The empirical results indicate that the sanction probability increases during the first 16 

weeks of collecting unemployment insurance and remains constant afterwards. The effects of 

imposing a sanction on the transition rate from unemployment to employment are in both 

sectors substantial and significant. Imposing a sanction increases the re-employment 

probabilities of the sanctioned worker. Sanctions seem to have a somewhat larger effect on 

the re-employment probabilities of females than of males.  

Van den Berg, Van der Klaauw and Van Ours (2004): The data used in this study 

consists of all job losers who applied for welfare benefits in the city of Rotterdam in 1994. 

This is a sample of 7978 individuals, who were followed until stopping collecting welfare 

benefits or until October 1996. About 14% of these individuals had a sanction imposed before 

October 1996, while only 39% had left welfare benefits. 

The empirical results show that the sanction rate is highest between 6 and 12 months 

of collecting welfare benefits, which coincides with the time period in which the first 

thorough investigation of files occurs. The effect of imposing a sanction on the transition rate 

from welfare to work is both substantial and significant. A sanction raises the exit rate to work 

with about 140%. 

 

Screening 

Screening focuses on checking eligibility criteria for a benefits program. The intensity of this 

screening can be seen as a policy measure. De Jong, Lindeboom and Van der Klaauw (2005) 

discuss the results from an experiment, where in two Dutch regions a stricter screening regime 

for disability insurance applications was implemented. The case workers in these two regions 

have spent on average 9.4% additional time on each disability insurance application. To 
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control for existing differences between regions, difference-in-difference estimation is used. It 

should be noted that an insufficient rehabilitation activity report cannot be a reason for a 

denial of a disability insurance application. It can only lead to a sanction to the employer of 

the worker. A sanction to the employer implies that the waiting period of sickness 

absenteeism before entering disability insurance is extended by a few months. During this 

period, the employer has to continue paying the salary of the sick worker. If the sanction is 

given to the worker, the worker receives only reduced benefits during the first few months of 

disability insurance. 

De Jong, Lindeboom and Van der Klaauw (2005): A worker should apply for 

collecting disability insurance benefits between 35 and 39 weeks of sickness absenteeism. 

During the period of sickness absenteeism the worker has a joint responsibility with the 

employer to try to get back to work. The application for disability insurance benefits should 

be accompanied with a detailed report on the rehabilitation activities of the worker during the 

period of sickness absenteeism. This study discusses the results from an experiment, where in 

two Dutch regions the screening regime was stricter than in the rest of the Netherlands. The 

case workers in these regions were instructed to devote more time on screening the re-

employment activity report and to regularly visit employers and have face-to-face contacts 

with disability insurance applicants. 

The empirical results show that this regime of stricter screening reduces the number of 

disability insurance applications. In particular, due to the stricter screening significantly less 

workers report sickness absenteeism. If stricter screening would be applied nationwide, the 

number of sickness absenteeism reports and disability insurance applications would be 

reduced substantially. A cost-benefit analysis shows that the costs of additional screening are 

ignorable compared to reduction in disability insurance benefits payments due to the lower 

inflow into disability insurance. It should be noted that the reduction in disability insurance 

applications did not increase the inflow into unemployment insurance. 

 

5.1.5 Summary 
The programs of counseling and monitoring that have been evaluated in the Netherlands have 

not been very effective. Comparing the results from these studies with the results from other 

countries suggests that the more intensive the job search assistance, the higher the exit rate to 

work. Also, the worse the labor market prospects (individual or macro-economic), the larger 

the effect of monitoring on the exit rate to work. 

Sanctions are always found to be a powerful policy measure. Targeting of sanctions is 

a crucial element. Unemployed workers with low re-employment rates benefit most from 
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having a sanction imposed. A stricter sanction policy that punishes more unemployed workers 

will therefore have smaller effects of imposing sanctions. The success of sanctions does not 

straightforwardly imply that more sanctions should be imposed. 

There seems to be a substantial moral hazard in the Dutch social insurance programs. 

It is shown that policies such as screening and experience rating reduce moral hazard in the 

disability insurance program and thereby reduces the size of the program. There is some 

(anecdotal) evidence that also welfare and unemployment insurance suffer from similar moral 

hazard problems at the inflow. 
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5.2 Active Labor Market Policies in Sweden 
 

5.2.1 The general economic situation 

Between 1960 and 1990, Sweden experienced very low unemployment rates remaining 

virtually unchanged at around 2 percent. A deep and sudden depression in the beginning of 

the 1990s, when GDP declined by 5 percent between 1990 and 1993, led to a dramatic change 

for the exemplary "Swedish Model". Whereas in 1990 the average unemployment rate was 

about 1.6 percent, this rate increased to 10.3 percent in 1994 (Andrén and Andrén 2002). This 

has lead to a new perspective on labor market policy, where the justification of high 

expenditures on such policy (about 3 percent of GDP e.g. in the year 1994) hinges on 

producing evidence of its effectiveness.  

 

Figure 5.2.1 Unemployment rate and gdp growth in Sweden 
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Source: Eurostat and Statistics Sweden 
 

Sweden has not fully recovered from the depression in the early 1990s, but it underwent an 

economic revival in the second half of the 1990s. Today the labor market is still affected by 

an economic slump between 2001 and 2003. A cutback in adult education was one reason that 

the unemployment rate rose to 5.5 percent in 2004. 

 

5.2.2 Labor market institutions 

Middle- and long-term goals of the Swedish government's economic policy are an 

employment rate of 80 percent of those aged 20-64 years, and full employment, respectively. 

During 2004 the economy expanded and exports rose sharply. Remarkable is the structure in 

today’s unemployed individuals, a large proportion of which have a university-level degree. 
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This seems to be a result of the crisis in the IT and telecommunications sectors in recent 

years. 

An indication of the leading role of Sweden in the evaluation of ALMP is the 

existence of the Institute for Labor Market Policy Evaluation (IFAU), a research institute 

under the Ministry of Industry, Employment and Communication, situated in Uppsala. By its 

own account, IFAU’s objective is to promote, support, and carry out evaluations of the effects 

of labor market policies, studies on the functioning of the labor market and evaluations of the 

labor market effects of measures within the educational system (cf. www.ifau.se ). 

An important point in the examination of ALMP in Sweden is to take into account the 

relative generosity of passive benefits such as unemployment insurance, as part of which 

unemployed individuals receive around 80 percent (with some variation over time) of the 

former wage for 60 calendar weeks. An institutional feature worth noting used to be that 

eligibility to receive unemployment compensation could be renewed by participating in a 

labor market program. On this account, one potential reason for taking part in ALMP could be 

to hold up eligibility. 

 

5.2.3 Measures of Active Labor Market Policy 

 

Training programs 

In the beginning of the 1960s training for the unemployed was started in Sweden. Labor 

market training (AMU) has been targeted at unemployed persons, as well as employed 

individuals running the risk of getting unemployed. The purpose of the program is to improve 

the chances for job seekers of obtaining a job. Two types of AMU exist: Vocational and non-

vocational labor market training. Vocational training takes place in educational companies, 

universities and municipal consultancy operations, while non-vocational training takes place 

in the regular education system. In the 1980s, 40,000 individuals participated each month. 

This increased up to 85,000 in the early 1990s and decreased after 1992 to about 30,000 to 

40,000 (1 percent of the labor force; AMU 2001). The AMU is the most expensive type of 

ALMP and has now existed for several decades in Sweden. 

Trainee replacement schemes were introduced in 1991, and consist of an unemployed 

person replacing an employed worker who is on leave for education. This measure has 

advantages for both the unemployed individual and the firm, because the skill of the latter's 

employees gets updated. The goal is to raise the qualification of the employees and to help the 

employment office to find temporary jobs. This measure mostly takes part in the public sector 
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and, in particular, in health and related community services. 

In 2005 started the sabbatical year system: Employees obtain the opportunity for 

recreation, starting an own business or education, while an unemployed individual gets the 

chance to take part in the labor market as a substitute. 

 

Private sector incentive schemes 

In 1993 relief work (cf. below) was almost completely replaced by work experience schemes 

(ALU). Participants of this measure perform tasks that otherwise would not have been taken 

care of. In contrast to relief work, displacement should be avoided. Participants in work 

experience schemes are primarily unemployed persons whose benefits are about to expire. 

The program lasts for up to six months and often takes place in non-profit private sector firms.  

Employment subsidies replaced relief work, recruitment subsidies and trainee 

replacement schemes. The target groups are long-term unemployed. The subsidy was initially 

50 percent of the wage costs for a maximum period of six months. In 1999 an extended 

employment subsidy was introduced, which has stricter regulations and a more generous 

subsidy.  

Start-up grants are subsidies for job seekers who start their own business. The target 

group consists of unemployed individuals, people at risk of losing their job and individuals of 

regional development areas.  

 

Public Sector Employment Schemes 

The oldest measure aiming at creating employment is relief work, which has existed since at 

least the 1930s and aims at counteracting cyclical and seasonal unemployment fluctuations. 

Most of the occupations are in the local public service sector. The duration is about six 

months and 50 percent of the wage costs are subsidized. This program was used up to 1998 as 

ALMPs were reformed and replaced by new types and measures. Workplace introduction 

(API) replaced a number of older job-experience programs and offers the unemployed a 

period of workplace training. The participant should only carry out work in the public or 

private sector that would otherwise not have been done.  

 

Services and Sanctions 

Since the 1970s each municipality has had the responsibility to offer education for adults. 

This program is called KOMVUX and contains education at compulsory or upper level. 

Originally vocational training programs were common, but courses like Swedish for 
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immigrants have become part of adult education. In the 1990s computer activity centers and 

IT programs were established. The Adult Education Initiative (AEI) was established in July 

1997 for the duration of five years. All municipalities in Sweden participated. It was the 

largest skill-raising program ever started in Sweden. The objective was to halve 

unemployment by the year 2000. This measure is a continuation of KOMVUX and is often 

called Knowledge Lift. The target group of this program covers employees and unemployed 

individuals with low levels of education. Everyone who had not attained the proficiency 

equivalent to a high school degree, who had reached 20 years of age, and lived in Sweden, 

was entitled to take part. 

The focus of the program lies in general skills like Swedish, English and mathematics. 

The education is organized in half-year terms supplied by each municipality, who is 

responsible for the availability and supply of courses. Participation is free of charge for 

pupils. For financing, the municipalities receive subsidies which depend on the 

unemployment rate and the distribution of skill groups in the municipality. The amount of 

subsidies spent is roughly about 300 Mio. € p.a. 

 

5.2.4 Evaluation studies 

The depression in the beginning of the 1990’s has lead to a more critical view on labor market 

policy in Sweden. Therefore, policy evaluation received particular attention at the end of the 

1990s and the beginning of the new millennium. Most of the available studies distinguish the 

time before, between and after the depression. The large number of different measures for 

unemployed individuals existing in Sweden in the present and the past leads to a wide array of 

possibilities of evaluating the Swedish active labor market programs. The relative 

effectiveness of different types of programs is examined in most studies by comparing two 

different measures and their outcomes. 

A few main databases are used for evaluation studies in Sweden. Contrary to most 

European States datasets of all unemployed, employed and participants in ALMPs are 

available. Therefore nearly all studies are based on these comprehensive, high-quality 

datasets: 

 Data from Statistics Sweden (SCB): Data are collected from different registers and are 

merged at SCB. All people living in Sweden are kept in this database. Total 

population register, the register of income and wealth (RAMS) and the register of 

adult education (KOMVUX) are registers merged together. RAMS is the official 

Swedish register of income and wealth. It is obtained from yearly income declarations. 
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KOMVUX contains individual records on participation in any adult education 

program. 

 HÄNDEL: An event history database collected by the National Swedish Labor Market 

Board (AMS) covers all unemployed persons in search of work. It is possible to 

identify if an individual is openly unemployed or if he/she takes part in some labor 

market program such as AMU. Participation in the AEI is not registered. It is a part of 

the KOMVUX database.  

 AKSTAT: The data come from the unemployment insurance fund and provide 

information on the wage level and working hours before individuals got unemployed. 

In what follows a set of studies concerning the evaluation of ALMPs in Sweden will be 

discussed. Because of the amount of such studies available for Sweden, this overview has to 

remain selective. Most Swedish studies of evaluating ALMPs consider labor market training. 

Like Calmfors et al. (2002) notice, studies on programs of the 1980s find positive effects of 

AMU participation on earnings and employment. This can be seen e.g. in the study of Andrén 

and Gustafsson (2002) that covers the years 1984 and 1985. In contrast to the findings of 

Calmfors et al. (2002) not all studies considering the 1990s find negative or only insignificant 

effects. Rather, it appears to be the case that studies considering the great depression in the 

beginning of the 1990s like Regnér (2002) do not find any positive effects. Later studies 

considering the end of the 1990s often establish small positive or insignificant effects on 

earnings and employment.  

 

Training Programs 

The study by Richardson and van den Berg (2001) investigates the impact of labor market 

training, AMU. They report a substantial and significant effect on the transition rate from 

unemployment to employment for vocational training after participation. This effect 

diminishes with time. Nevertheless, taking the time from the beginning of the program into 

account, the resulting net impact is about zero, which indicates the presence of locking-in 

effects during participation. The considered period is 1993 – 2000 and data of HÄNDEL and 

AKSTAT are used.  

Andrén and Andrén (2002) distinguish between Swedish-born and Foreign-born 

participants in AMU in the years 1993 – 1997. Regarding Swedish-born, they generally find 

small positive rewards of employment on participation in AMU. The rewards for Foreign-

born are negative in the first year, but positive for the following years. In contrast to these 

findings stands the study of Fredriksson and Johansson (2003), who investigate whether job 
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creation programs and training programs increase employment probability and mobility in the 

longer run. The authors use panel data from a dataset named LINDA which covers three 

percent of the Swedish population and consists of income registers, censuses and 

unemployment registers. The time period considered in the analysis is 1993 – 1997, which is 

the time with a continuous high unemployment rate after the peak in summer 1993. They 

estimate an outflow to employment for participants of training programs that is reduced by 

around 40 percent. Moreover, participation was associated with locking-in effects reducing 

the regional mobility and therefore the job chances outside the home region.  

Similar to many other countries, also in Sweden special attention is paid to the 

problem of youth unemployment, and special active measures for youths exist. Larsson 

(2002) examines youth practice and AMU and their impact on employment and earnings for 

youths aged 20 – 24 participate at one of these measures. With data from HÄNDEL and an 

IFAU database she finds that participation in youth practice or labor market training has 

negative short-term (one year after program start) effects on employment and earnings. These 

coefficients get insignificant regarding the long-term effects after two years of the program 

start. In summary, the author concludes that youth practice is "less harmful" than AMU, 

because the negative coefficients are smaller and the comparison of both programs leads to 

positive effects for participation in youth practice.  

In conclusion, the most frequently used and most expensive measure in Sweden, the 

labor market training AMU, does not seem to be a very effective program. In periods with 

low unemployment like the 1980s it appears to have worked well, while in periods of high 

unemployment the effects for participants on their earnings performance and employment 

probability are negative. A study by Calmfors et al. (2002) surveys empirical studies of the 

effects of ALMPs in Sweden. The results for analyses of Labor Market Training (AMU) vary 

substantially, but the authors observe differences between studies considering the 1980s or the 

1990s. In the 1980s, positive effects on income and/or employment of participants can be 

established, while the coefficients on treatment effects from studies regarding the 1990s are 

insignificant and/or negative. 

 

Private Sector Incentive Schemes 

In their examination of job creation programs like work experience schemes and recruitment 

subsidies, Calmfors et al. (2002) observe that the findings are a sign of improved performance 

of those programs which are closer to a regular employment relation like self-employment 

grants and recruitment subsidies. Furthermore, the best job-creation programs seem to work 
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better than AMU. The estimated effects of programs for young people vary, and the results 

remain inconclusive. 

In the 1990s the participation in self-employment programs increased very sharply, 

while participation in employment subsidy programs remained stable. Whether this 

development depended on the outcomes of these measures is the subject of the survey by 

Carling and Gustafson (1999) regarding inflows into programs in June 1995 to December 

1996. The empirical analysis based on HÄNDEL and AKSTAT data shows that the 

probability of getting unemployed after the end of program is twice as high for participants of 

employment subsidies programs as for individuals who received self-employment grants.  

 

Public Employment Schemes 

Since the 1990s relief work has become less important and evaluations of this program exist 

only for the time before, such as the one by Korpi (1994), who finds significant positive 

effects on the duration of employment of youth in the first half of the 1980s. Recent studies 

evaluate relief work only in comparison to other measures. For instance, Sianesi (2002) finds 

that recruitment subsidies and trainee replacement schemes generate significantly better 

results as relief work. Carling and Richardson (2001) compare, among other things, relief 

work and the workplace introduction, API. The unemployment duration is significantly lower 

for API as for relief work participants. 

 

Services and Sanctions 

The Adult Education Initiative was a large alternative to AMU in the 1990s, and many studies 

comparing these measures have been conducted. One example, Stenberg (2005), investigates 

the impact of AEI on unemployment incidence and duration, both measured immediately after 

completion of the program, relative to the vocational part of AMU. The data used in this study 

consist of all individuals who were registered in adult education at KOMVUX in the autumn 

semester of 1997 and the participants of AMU on 15 October 1997 (HÄNDEL). The author 

reports a decreasing incidence of unemployment for AEI participants, but an increase of the 

unemployment duration compared to participation in AMU. Stenberg (2002) and Stenberg 

(2003) compare AEI and AMU with regard to earnings effects and also find negative 

treatment effects for AEI participants compared to AMU participants. Albrecht et al. (2005) 

examine the influence of participation in the AEI on income and the employment probability 

compared to non-participation. The period of examination is 1991 - 2000 and the data used 

are from HÄNDEL, KOMVUX, RAMS and AKSTAT. They report positive employment 
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effects for young men, but no significant impact on their average income. The results for 

women are insignificant for both outcomes. Finally, they stress that the participants among 

young men are on average more disadvantaged than the non-participants.  

Dahlberg and Forslund (1999) investigate the direct displacement effects of ALMPs. 

The data contain 260 Swedish municipalities over the period 1987 - 1986. Data on 

employment and income by gender, industry and municipality are from Statistics Sweden. 

These data are combined with data about ALMP from the National Labor Market Board. Only 

data for recruitment subsidizes and subsidized self-employment is not available for the whole 

period. These programs are excluded. Estimation of a dynamic model with the instrumental 

variables method and GMM suggests that subsidized labor leads to displacement effects, 

while training has no displacement effects. Different forms of sensitivity analysis show that 

the findings are relatively robust. 

 

5.2.5 Summary 

A large literature in evaluating ALMPs in Sweden exists. Many of the recent studies compare 

different measures and do not regard the effect of different measures relative to non-

participation. The great depression in the beginning of the 1990s led to reforms of the active 

labor market policy, and a fairly wide range of measures is now in use. The evaluation studies 

that compare measures show that recruitment subsidies, trainee replacement schemes and 

work placement schemes work better than AMU and relief work. While relief work is an old 

measure and has been almost irrelevant in the last years, AMU is the most expensive measure 

with a large group of participants. The alternative to AMU is KOMVUX and AEI, 

respectively. However, the evaluation results do not show that the output is better for 

participants in those programs. The bottom line is that programs in which the participants 

obtain subsidized work experience provided by firms work better than training and adult 

education. 
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5.3 Active Labor Market Policies in Austria  

 

5.3.1 The general economic situation 

After years of high GDP growth during the late 1990’s, the Austrian economy slowed down 

considerably in 2001 and growth almost stagnated in the following 2 years. Supported by a 

more dynamic international economic environment, economic activity accelerated again in 

2004 with a GDP growth rate of 2%. Unemployment has been traditionally low in Austria, the 

unemployment rate is on average 4%. Low unemployment is seen as a consequence of the 

early retirement programs run in the past, and strong supply reactions to fluctuations in labor 

demand. Nevertheless the unemployment rate has been continually rising during the 1980’s 

and 1990’s, with the only decline occurring during 2000-2001. As a consequence of slow 

economic development unemployment has, however, increased again during the last years up 

to a rate of 4.8% in 2004. Employment growth usually follows the business cycle. The 

number of employees in active employment has risen during 2003 and 2004, after a reduction 

in 2002. Figure 5.3.1 shows the development of real GDP growth, employment growth and 

the unemployment rate since 1993. 

 

Figure 5.3.1 Macroeconomic development in Austria 
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The average number of individuals in active employment during 2003 was 3.184.759 (Table 

5.3.1). The average number of unemployed individuals was 240.079. These numbers hide, 

however, the strong labor turnover in the Austrian economy. The number of individuals at 
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least one day unemployed in this year was 774.242. The turnover phenomenon is to a large 

extent the result of strong seasonal fluctuations in employment in Austria. The number of 

individuals ever enrolled in an ALMP program in 2003 was 253.133, almost one third of the 

unemployed.  

 

Table 5.3.1 Labor market indicators in 2003 

Labor market participation rate 72.7% 

Average active employment 3.184.759 

Average unemployment 240.079 

Individuals ever unemployed 774.242 

Individuals ever in ALMP program 253.133 

 

 

5.3.2 Labor market institutions 

The labor market institutions worth discussing in connection with ALMP are the 

unemployment insurance system and the centralized wage bargaining system. Other specifics 

of the Austrian labor market are early retirement regulations and the recent pension reform, 

the apprenticeship education system, and the strong component of seasonality in demand for 

labor. 

The system of unemployment insurance in Austria is almost universal, that is to say 

compulsory for all except the self-employed. It is articulated in the administration of 

unemployment benefits (Arbeitslosengeld) and, after these expire, unemployment assistance 

(Notstandshilfe). In order to qualify for unemployment benefits a worker has to have been 

employed and insured under the scheme for at least 52 weeks in the past two years. This 

requirement is lowered to only 26 weeks within the past year for young people below 25 and 

for those repeatedly unemployed. The duration of the period of unemployment benefits can be 

up to 30 weeks, depending on the duration of the employment period preceding the spell of 

unemployment. The replacement ratio is about 55 per cent of net income, which is low by 

European standards, but becomes substantially higher once family allowances are taken into 

account. According to OECD figures for 1994, for example, the net replacement ratio for a 

single-earner household earning two-thirds of the average wage of blue collar workers was 

between 58 and 74 per cent, depending on the presence of children (OECD 1997).  

After unemployment benefits are exhausted, the worker can apply to receive 

unemployment assistance. The duration of this program is potentially indefinite and under this 
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scheme the worker receives up to 92 per cent of the amount of the previous unemployment 

benefits. The main difference with the previous scheme consists of the fact that 

unemployment assistance is means tested and therefore depends on the presence and the 

economic condition of the partner. To give an example of the incidence of means testing 

Lalive et al. (2004) estimate that in 1990 the unemployment assistance payment was about 70 

per cent of the median unemployment benefit check. 

In Austria wages are set by collective agreements stipulated between employer, 

employee representatives, unions and government officials. It is often argued that this 

centralized wage bargaining process increases real wage flexibility at the macro level but at 

the same time decreases the single firm's ability to react to idiosyncratic shocks. The 

consequence are quantity adjustments in the form of relatively high job turnover rates. 

Stiglbauer et al. (2003) find that yearly job creation and destruction rates in Austria are 

comparable to the US. Fischer and Pichelmann (1991) show that in Austria about one-third of 

all unemployment spells per year and almost one-fourth of total unemployment can be 

ascribed to seasonal fluctuations, similarly to the USA or Canada. Collective agreements fix 

minimum wages at the industry level, but employers are of course free to negotiate higher 

wages with individual workers. 

Early retirement regulations used to be very generous in Austria, leading to a low 

average entry age into retirement age of 58. This system is often mentioned as one of the 

reasons for low unemployment rates in Austria, compared to similar European economies. 

The demographic development, however, threatens the sustainability of this retirement 

system. A first pension reform, implemented in 2003, has the objective to raise the effective 

retirement age and impose pension cuts depending on retirement entry age. 

Another factor reducing, primarily, youth unemployment in Austria is the 

apprenticeship system as an alternative way of secondary schooling. Apprentices receive 

training in a particular occupation in a firm. In addition, the apprentices attend a part-time 

vocational school, for one or two days a week. About 40 percent of a cohort complete 

apprenticeship in Austria.  

A feature which sets Austria apart from its neighboring countries are the high seasonal 

fluctuations in employment. The variation in aggregate employment over the year is about 5 

percentage points from peak to trough. In magnitude this is similar to the fluctuations 

observed in Canada or Scandinavian countries. Seasonal fluctuations can be explained by the 

big share the construction and tourism sector have in the economy. Among the institutional 

features, which promote seasonal employment fluctuations, we note the role of the 
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unemployment insurance system which does not have an element of experience rating, and 

the relatively mild and industry-specific regulations on hiring and firing for blue collar 

workers. 

 

5.3.3 Measures of Active Labor Market Policy  

Active labor market policy includes counseling, placement and a broad range of active labor 

market programs. To be eligible for ALMP participation in Austria a person must be 

unemployed, or face the risk of becoming unemployed. Since the Austrian Ministry of Social 

Affairs does not specify the eligibility criteria more narrowly, this leaves a great deal of 

discretion to the program administrators. The guidelines instruct the employment office 

advisors actively to offer training to the unemployed who lack specific skills, and in particular 

to individuals with placement disadvantages (school dropouts, long-term unemployed, 

disabled, women with long work interruptions). During training participation, individuals 

receive compensation which amounts to the level of unemployment benefits. 

Among ALMP programs in Austria a formal distinction is made between training 

programs, employment subsidies, and support programs. (Support programs are programs to 

facilitate the start up of an enterprise of child care for jobseekers with kids.) The main strategy 

of ALMP in Austria aims at improving individual skills. In 2003 83% of treated individuals 

were enrolled in a training program, 18% received an employment subsidy, and 12% received 

a support measure (BMWA 2004). Because of repeated program participation, these numbers 

do not sum up to 100%.  

Training programs can be further classified into formal training, job search assistance, 

orientation, and integration programs. Training programs focus on education and on 

qualification enhancement of participants. Courses offered are vocational training courses 

which result in a certified education equivalent to an apprenticeship degree. Other courses 

train specific skills like languages or computer abilities. Course durations vary from 4 weeks 

to one year according to the course type. For the participants training courses are time 

intensive and participation may reduce their search effort and attachment to the labor market. 

Job search assistance programs aim at the activation of unemployed individuals at an 

early stage. The programs are not focused on specific target groups but should be available for 

the majority of the unemployed. Job search assistance programs are designed to increase 

search effort and search efficiency by motivating and encouraging participants. The programs 

should lead to immediate transitions into employment either during the course or shortly 

afterwards. During the course job application practices (writing application letters, behavior in 
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job talks) are trained. Course durations are 6 - 7 weeks, but not full time: three course days 

during the first week and one day during each of the following weeks. In contrast to formal 

training programs participation in job search courses is mandatory and noncompliance is 

subject to benefit sanctions (cf. also Scherhammer and Adam 2002). The aim was that every 

new entrant into unemployment should enroll in a course before completing the first 4 months 

of unemployment. In practice these entry regulations were, however, difficult to enforce. 

Orientation programs should prepare participants for participation in a formal training 

course or for taking up a job immediately. During this orientation phase decisions on 

occupational opportunities and a future career plan should be supported. 

Integration programs deal with social problems like those arising as a consequence of 

long term unemployment. Their aim is a psychological and social stabilization of participants 

in order to reintegrate them into the labor market. During integration the participant is 

supposed to work in a sheltered workplace for at least 50% of the course duration. 

 

ALMP participation 

Figure 5.3.2 shows the development of participation for the 4 types of training programs over 

time. The two most important programs are formal training and job search. For those we also 

see a rapid increase in participants over time. Orientation and integration programs play a 

minor role. A major change in the composition of programs occurred when job search 

assistance programs were extended beginning with 1999 and 2000, following the 

recommendation of the guidelines in the European Employment Strategy. 

 

Figure 5.3.2 Number of program participants by program type 
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Figure 5.3.3 shows the monthly ratio of program participants to unemployed persons. Even 

this graph displays some seasonality, as fewer programs seem to be run in July and August. 

We see a sharp increase in the share of program participants from about 10% of the 

unemployed to almost 20% in 1999. This break is a consequence of two factors. First, the 

development of program participation did not follow the business cycle: while unemployment 

declined in 2000 and 2001, the number of program participants was still rising. Second, an 

additional increase in the number of program participants results from the expansion of job 

search assistance programs from 1999 onwards. Job search assistance programs are relatively 

cheap compared to formal training.  

 

Figure 5.3.3 Monthly ratio of program participants to unemployed individuals 
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ALMP expenditures 

The share of total expenditures for passive and active labor market policies in GDP has risen 

from about 1% in the early 1990s to 1.5% in 2004. The share of spending on active labor 

market policies is about 0.5% of GDP. Figure 5.3.4 shows the development of labor market 

policy expenditures for unemployment insurance, unemployment assistance and ALMP over 

time. The largest part of these is spent for unemployment insurance. The costs for this system 

have particularly risen during the late 80’s and early 90’s. Thereafter they follow the business 

cycle. The expenditures for active labor market policies show higher growth rates from 1999 

onwards, which is in line with the increase in the number of program participants during that 

period. 
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Figure 5.3.4 Yearly expenditures for active and passive labor market  
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Splitting up ALMP expenditures by program types allows a comparison of program costs per 

trainee. Table 5.3.2 lists yearly expenditures for course participation in the four types of 

training programs. These are only the training costs paid to course providers; UI benefits for 

participants, extra allowances for travel expenses, or course materials are not considered. On 

average a course participation costs about 1,500 € per participant. There are huge differences 

in course types. By far the cheapest measures are job search programs, which are only 500 € 

per participant. These courses have shorter durations and are only part time. The costs for a 

formal training slot are almost 4 times higher.  

 

Table 5.3.2 Course costs per participant 

 Yearly expenditure in € Number of participants Average cost per participant 

Job search 30,491,288 57,756 528 

Formal 
training 193,744,933 91,564 2,116 

Orientation 20,280,479 17,945 1,130 

Integration 10,729,729 3,332 3,220 

Total 255,246,429 170,597 1,496 
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Data used for ALMP evaluations  

The most accurate information on ALMP participation can be found in administrative records 

in the database of the Austrian employment office (AMS). These data include individual 

information on entry and exit dates into an d out of a program, a program identifier, and the 

reason for exiting from the program. From 2001 onwards also a strict classification of the 

program type is available. For earlier years this information is incomplete. 

From 2001 onward the AMS also releases monthly information on the number of 

program participants, by program type, region, sex, and other characteristics. In addition, 

yearly program expenditures by program type are available. This information should make it 

possible to calculate average program costs per participant. 

In a separate database the AMS also keeps records of assignments or invitations to 

programs. This information can be compared with actual program participation to evaluate the 

incentive or threat effects of program assignment. This data source has not been investigated 

so far and needs to be checked for consistency with the standard records. 

 

5.3.4 Evaluation studies 

A large part of evaluation studies on Austrian ALMP focuses on surveying participants. 

During the so called "massnahmenbegleitende Evaluierung" (i.e. program-accompanying 

evaluation) participants are typically asked to give their opinion on the program and its 

potential use for them. Although these surveys collect detailed subjective information they 

neglect any economic objective. For example program participants are not asked questions 

concerning their wages, or labor market careers. This kind of evaluation study mainly serves 

the purpose of controlling program providers. But no effort is made to evaluate the effects on 

the participants. 

Further, the Austrian employment office (AMS) engages in the evaluation of single 

programs for specific target groups, e.g. for single mothers or long term unemployed. The 

evaluation method used is usually to compare labor market outcomes for program participants 

before and after the program. Again this method completely abstracts from any effects of 

program selection. 

 

Training Programs 

There are few scientifically rigorous evaluation studies on ALMP in Austria. In an early study 

Zweimüller and Winter-Ebmer (1996) focus on public training programs in the 1980's. They 

evaluate the effect of training on job stability in a sample of unemployed who enter 
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employment in 1986. Program participation and a binary indicator for 12 months employment 

stability are jointly modeled using a bivariate probit model. The results indicate positive 

treatment effects on employment stability once selection is controlled for. 

Winter-Ebmer (2001) evaluates a special training scheme which was offered to 

workers affected by large-scale downsizing during privatization and restructuring of the 

national steel firms in the late 1980s. One special feature of these "Steel Foundations" is that 

they were financed jointly by the unemployment insurance funds and the steel firms 

themselves. The other feature is that the long-term program was composed of orientation, re-

training and placement assistance elements. The program resulted in considerable wage gains 

and improved employment prospects for the participants. 

 

Services and sanctions 

In a more recent project, funded by the Austrian National Bank, Weber and Hofer (2003) 

evaluate the effects of different types of ALMP measures on the exit rate into employment for 

individuals entering unemployment in 1999. They use the timing-of-events method which 

estimates the program effect as a shift in the transition rate from unemployment to jobs at the 

moment of program entry. They find that the immediate employment effects differ 

substantially by program type. Job search assistance programs increase the transition rate into 

jobs considerably. The probability of finding a job within four months is increased by 15% for 

job search participants. Training programs, on the other hand, have a small but negative effect 

on transitions into employment. Investigating the dynamics of the treatment effect they find 

that the negative effect from training programs is due to a lock-in period of 60 days. After that 

training programs have a positive effect on the employment probability. Program effects 

differ for women and men. Women benefit from participation in all types of programs. There 

is even a positive overall program effect for women from training programs. These results 

also indicate that after controlling for all observable information, selection into programs by 

unobservable characteristics still occurs. 

A second study investigates the dependence of the program effect on varying entry 

times for job-search assistance programs in Austria (Weber and Hofer 2004). The Austrian 

targeting policy is to admit every unemployed to a job-search program before the fourth 

month. The program effect is measured by a shift in the transition rate into employment upon 

program entry, using the timing-of-events method. The main findings are that the program 

effect is positive and does not vary significantly for program entries during the first year of 

unemployment, but it drops drastically thereafter. Project extensions focus on the evaluation 
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of long term program effects on employment durations, the effects of repeated program 

participation, and the threat effects of program assignment among others. 

A major project still in progress is the evaluation of employment subsidies co-financed 

by the European Structural Funds. According to the mid-term project report the authors use 

propensity score matching to evaluate the program effects. 

 

5.3.5 Summary 

The importance of ALMP has clearly been rising during the last 10 years in Austria, with 

public expenditures now amounting to about 0.5% of GDP. The most common programs in 

Austria are training programs. Only during the last years the focus has shifted from pure 

educational programs to job search assistance programs as well.  

With the rising importance of ALMP spending in Austria, also the necessity of 

scientific evaluation studies has been recognized by public authorities. Whereas positive 

effects of training programs were found in early evaluations during the 1980s, more recent 

studies find that these programs increase unemployment durations. The effects are more 

negative for men than for women. Job search assistance programs, on the other hand, help to 

significantly reduce unemployment durations.  
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5.4 Active Labor Market Policies in Germany 

 

5.4.1 The general economic situation 

Since unification, Germany has suffered from a slow growth dynamic. Between 1991 and 

2003, GDP grew by only 18% (cf. Figure 5.4.1), which is only half the growth rate of the 

United Kingdom (35%) or the Netherlands (34%) over that time period. The German labor 

market, especially in the Eastern part of the country, has suffered severely from this poor 

performance. Despite of high spending on active labor market policy, employment decreased 

by 0.4% since 1991, while unemployment has been rising constantly. Today, unemployment 

rates are higher than ever, ranging between 9.6 % in the West and 18.6 % in the East. In these 

days, the government’s ability to reduce unemployment is viewed as the key criteria for its 

success. Therefore, labor market policy has become one of the central German policy fields 

and politicians have started to recognize the need for a thorough evaluation of measures to 

assess their effectiveness in bringing down German unemployment. 

 

Figure 5.4.1 GDP growth in Germany, 1992-1994 
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However, despite increasing numbers of unemployed persons, the number of participants in 

active labor market measures has been declining since unification (cf. Figure 5.4.2). This 

development might reflect a tightening of the budget in Germany as well as the attempt to 

target measures more specifically to certain problem groups. The share of participants has 

always been higher in East Germany compared to West Germany, especially shortly after 

unification, but has been converging in recent years.  
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Figure 5.4.2 Unemployment and ALMP participation in Germany, 1991-2005 
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Source: IAB Nürnberg. 

 

In what follows we will first describe the measures of German active labor market policy and 

then review results of existing evaluation studies.  
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5.4.2 Labor market institutions 

In Germany, active labor market policy has a long tradition. Both active and passive policy 

measures are financed by the unemployment insurance system, which was founded in 1927. 

The legal basis for active measures was the work support act (Arbeitsförderungsgesetz, AFG) 

for the time period 1969 to 1998, and has been the Book of Social Law III (Sozialgesetzbuch, 

SGB III) since then. Especially after unification, when the abrupt transition from a centrally 

planned to a market economy came as a shock to the East German labor market, active labor 

market measures played a central role in the attempt of policy makers to alleviate the 

consequences of transition, and adjust East German workers' skill composition. 

By international standards, the institutional setting of ALMP in Germany has been 

particularly generous, complex and rather unspecific for many years. Recent reforms however 

point towards higher efficiency and higher self-responsibility of the unemployed (the so-

called principle of "rights and duties"), while essentially maintaining the system's relative 

generosity. 

The government implemented two important reforms, the "JobAcqtiv" law in 2002, 

and the so-called "Hartz Reforms" (four extensive laws with the objective "to improve the 

public services provided on the labor market") between 2003 and 2005. The reforms aim at 

ameliorating the labor market's mechanisms by reducing employment protection, promoting 

flexible forms of work and providing labor supply incentives for low wage earners. 

Furthermore, a re-organization of local employment agencies and the introduction of quasi 

markets into some programs are expected to raise the efficiency of job seekers placement. 

Additionally, some new policy measures have been introduced, for instance the so-called 

"Ich-AG" subsidies to promote business start-ups of unemployed persons.15 

Most importantly, the Hartz Reforms changed the general institutional setting in which 

active labor market policies is imbedded. Before 2005, unemployment benefit payments and 

ALMP participation were conditional on unemployment insurance contributions. Both benefit 

payments and ALMP measures were implemented by the federal employment agency and its 

local agencies. The monthly benefit of up to 67% of last net income was paid for up to 6 to 32 

months. People with no or no sufficient contributions to the unemployment insurance system 

received means tested social assistance from the local authorities and had no access to ALMP 

measures. Since 2005, in contrast, unemployment benefit payments and ALMP participation 

are conditional on a person’s ability to work. Those capable of working are assigned to the 

                                                 
15 Fertig and Kluve (2004) and Fertig et al. (2004) contain a detailed description of the set of Hartz Reforms I-III 

along with a comprehensive concept to evaluate their effectiveness. 
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employment agencies while only those who are not capable of working due to sickness, 

disability or care responsibilities, receive means tested social assistance from the local 

authorities. Now, an unemployed person capable of working receives a so-called benefit type 

I, which is now paid for a reduced period of 6 to 18 months. Thereafter, the unemployed 

receives a means tested benefit type II, same as any other employable person who never made 

contribution payments. ALMP measures are now open for any person capable of working. 

Program participation does not restore eligibility for benefit payments. 

Besides the reduction in benefit payments and duration, there are some further 

elements in the institutional setting that realize the reform’s principle of "rights and duties" 

(or, as it is called, "supporting and demanding", "Fördern und Fordern"). Since 2005, every 

person who enters unemployment has to undergo a so called profiling by the case-worker. 

Based on this, a personalized placement strategy is set out in a binding integration agreement, 

which specifies both the services that will be provided to the job seeker as well as the job 

seekers obligation regarding job search activities and ALMP participation, where required. 

Although assignment to ALMP measures is regulated by law, which states eligibility 

conditions and priority target groups, there still seems to be a wide scope for case worker’s 

discretion. If the unemployed deviates from the integration agreement or does not cooperate 

appropriately, benefit payments may be reduced as a sanction. 

 

5.4.3 Measures of Active Labor Market Policy 

Active Labor Market Policies are generally perceived as important policy tools in Germany, a 

fact that is reflected in ALMP expenditure clearly above the EU15 average (cf. Figure 3.1. 

and Table A1.2 in the appendix). This perception is also reinforced by the huge set of 

different active labor market programs that are used in practice. The remainder of the chapter 

describes the various measures of German active labor market policy in more detail. Although 

some evaluation studies refer to earlier years, the description will focus exclusively on the 

period after 1998, when the SGB III was introduced. Modifications of the law will be made 

explicit as far as possible.  

 

Training Programs 

Training is by far the most important ALMP measure in Germany. Programs are intensive, 

long and generous by international standards. After unification, they were utilized extensively 

to (re-)qualify the labor force in East Germany, to adjust their skills for the demands of the 

market economy. Only recently, in 2003, the Hartz reforms changed the set up of training 
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programs considerably by cutting back financial support, tightening eligibility rules and 

introducing quasi markets onto training provision.  

General target groups of training programs supported by the SGB III are the 

unemployed as well as persons directly threatened by unemployment, vocational apprentices, 

re-entrants to the labor market and immigrants. The federal employment agency (FEA) may 

pay subsistence allowances and bear training costs, as well as indirect costs like traveling 

expenses, costs of childcare, etc. Individuals who fail eligibility criteria set by the SGB III 

may receive support by the means of the European Social Fund (ESF). The main types of 

training programs are the following (1998-2005): 

 

Vocational training 

The FEA may support participants of training courses that award a first professional degree. 

Subsistence allowances are granted for trainees when financial difficulties prove to be an 

obstacle to qualification. Payments are therefore means tested taking into account the trainee's 

living and training expenses as well as his/her income and the income of parents and the 

spouse. Other programs aim at preparing hard-to-place young people who lack basic skills for 

vocational training. Direct costs of preparatory training measures are generally paid by the 

FEA. There is a wide variety of preparatory measures, some of which may last up to one year. 

Furthermore, there are programs providing support for vocational training for those with 

learning difficulties or social disadvantages.  

 

Further vocational training and retraining 

Further vocational training and retraining programs are measures that assess, maintain or 

extend vocational knowledge and skills, and adapt them to technical developments. They 

enable the participants to work in other employment (retraining) or may even provide a 

vocational qualification when missing. Since 1998, further training subsumes both further 

vocational training and retraining. As a prerequisite for participation, the caseworker has to 

deem the training measure "necessary" for integrating the participant in the labor market or 

for preventing future unemployment in the case that the participant is still employed.  

Before the Hartz reforms, subsistence allowance levels for further training were equal 

to unemployment benefits (63% or 60% of the previous net income). If the person was not 

currently receiving unemployment benefits, he/she must previously have been in contributory 

employment for a given period. Apart from costs of training, participants may also receive 

reimbursements of transportation and childcare costs (up to 130 EUR per month). 
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The Hartz-Reform cut down support for further training substantially and increased 

competition in the market of training provision. The local employment office issues a training 

voucher to the employee confirming his/her eligibility. The employee is then free to choose 

any course provided by a list of approved bodies. Furthermore, receiving support for further 

vocational training reduces the duration of eligibility for unemployment benefits (two days of 

training reduce eligibility by one day). Furthermore, in 2005 subsistence allowance was 

abolished for those who are not unemployed, while unemployed participants just continue to 

receive their unemployment benefit. As before, participants who do not receive grants by the 

SGB III (mainly female re-entrants to the labor market) may receive support by means of the 

ESF-BA program.  

 

Measures to improve prospects of integration  

These measures comprise rather short term training courses or practical activities aiming at (i) 

assessing skills and willingness to work, (ii) supporting job search, e.g. by job-application 

training, counseling on job search possibilities and (iii) providing knowledge and abilities to 

facilitate a placement in work or the completion of a training measure. Recipients of 

unemployment benefits continue to receive their payments. Non-recipients of unemployment 

benefits or assistance are allowed to participate since 1999. They can apply for reimbursement 

of costs of the program as well as transportation and childcare costs and may receive 

subsistence allowance by means of the EFS.  

 

Subsidies towards measures included in social plans and short time working allowance 

These measures are available for workers who, because of working hours lost unavoidably, 

temporarily or for economic reasons, are directly threatened by unemployment. Both 

measures may but need not come along with training measures as long as the employer 

provides an appropriate financial contribution. Eligibility rules refer to the firm rather than the 

individual. In 2004, eligibility rules were loosened to some extent and recipients of short time 

working allowance are forced to undertake a profiling by the FEA before participating at a 

training measure.  

 

Training through job rotation 

This program came into force in 2002. It aims both at supporting small and middle sized 

companies in the further training of their employees, and at helping unemployed individuals 

integrate into working life. While the employee is undergoing training, an unemployed 
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individual can temporarily fill his /her vacant position. The FEA subsidizes up to 100% of the 

wage costs of the unemployed for a maximum period of one year. 

 

(Financial) Incentive schemes 

The SGB III makes use of a wide variety of incentives in order to influence the behavior of 

employers and workers: there are monetary subsidies on wages and social security 

contributions, as well as suspensions or reductions of benefit payments and exemptions from 

employment protection rules. Incentives on the demand side of the labor market aim at 

inducing employers to create jobs and employ certain types of workers they would not have 

employed otherwise. On the supply side, incentives are utilized to make workers put efforts in 

job search and training, increase their labor supply and flexibility. Moreover, financial 

subsidies are available that help the unemployed (or persons threatened by unemployment) 

starting their own business. 

  

a) Employer related incentives  

Integration subsidies  

Integration subsidies are a form of wage subsidies ("Eingliederungszuschüsse") that can be 

paid when the firm employs a certain type of workers. The idea is to compensate the firm for 

the presumably lower productivity of this type of worker. Integration subsidies are available 

for  

 Time of familiarization ("Einarbeitungszeit") with the new activity 

 Hard-to-place persons (mainly long-term unemployed and disabled persons) 

 Workers aged 55 and older 

 Re-entrants (mainly women) 

 Unemployed person when employer is a start-up business 

The law allows for a considerable scope of discretion with respect to duration and the amount 

of payments. Generally, maximum duration varies between 6 and 24 months, depending on 

the target group and, as a rule, the maximum rate of subsidy should not exceed 50% of the 

calculable remuneration. In order to avoid substitution effects and free riding, payments are 

not available when the employer apparently dismissed a worker in order to receive the benefit 

or when he had already employed the respective worker within the previous four years.  

 

Social security contribution subsidies for older workers  

Since 2003, this subsidy is available for promoting employment prospects of the old among 
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the unemployed. A firm who employs a worker of age 55 or older is exempt from contributing 

to the unemployment security system for this worker. However, it should be mentioned that 

the contribution amounts to only 3.25% of the gross wage. 

 

Other, non-financial forms of incentives  

Loosening employment protection rules is another way to provide an incentive for 

employment creation. In Germany, exemptions from the rather restrictive regulation of fixed 

term contracts are given for establishments with up to 10 employees (before 2003: 5 

employees) and for contracts with employees aged 52 (before 2003: aged 58) and older16. In 

these cases, firms are exempt from the rule that fixed term contracts may not last longer than 

two years without justification ("sachgrundlos"). 

 

Staff Services agencies (PSA) 

Since 2003, every local employment office sets up a Staff Service agency (PSA) that acts like 

a temporary work agency for the unemployed. To this end, the local employment office either 

may contract a private temporary work agency or, if no provider is available, may run a PSA 

by itself. The local employment office delegates unemployed persons to the PSA, which in 

turn receives a lump sum fee for each worker. The PSA may lend the worker temporarily to 

other firms or provide a permanent placement. During periods of inactivity, the PSA should 

provide training measures to the worker. Therefore, PSAs encompass aspects of training 

measures and job search assistance, too. 

 

b) Employee related incentives  

Social security contribution subsidy ("Minijobs" and "Midijobs"; since 2003) 

Employees with low working incomes receive a full subsidy for social security contributions. 

The income threshold for full subsidies changed several times over the past years and is 400 

EUR at present. Since 2003, further social security subsidies are paid at a decreasing rate for 

incomes between 400 and 800 EUR. The aim of the subsidy is to make work pay for low 

wage workers and to foster employment in the respective segments of the labor market. 

 

"Mainzer Modell" 

This program was implemented for a short period between 2000 and 2003. It was set up as an 

                                                 
16 In fact, this regulation has recently (November 2005) been ruled null and void on equity grounds by the 

European Court of Justice. An adjustment of the regulation is pending. 
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experimental program in 2000 in the federal state of Rheinland-Pfalz. In 2002, it was 

implemented throughout Germany and finally ended in 2003. It aimed at providing work 

incentives to the long-term unemployed and persons with lower level qualification. The 

program offered a social security contribution subsidy for persons with incomes of up to 810 

EUR as well as a top-up to the child benefit for parents of underage children. The level of 

payments depended on the number of underage children, the gross working income, as well as 

total household income. The program became obsolete by the introduction of Mini- and 

Midijobs (see above). 

 

Wage protection for older employees 

Since 2003, unemployed persons of age 50 and older may receive a wage subsidy when they 

accept a job offer that pays less than their previous job. The wage subsidy amounts to 50% of 

the difference between the previous wage and the actual wage. It is paid for the same duration 

as the unemployment benefit would have been paid if the person had remained unemployed.  

 

Mobility allowance 

In order to improve the matching process in the labor market and reduce unemployment, the 

FEA may provide financial support for persons who take up employment at a long distance 

from their place of residence. Mobility allowances may reimburse expenses for traveling, 

moving and maintaining a second household for up to 6 months. Moreover, workers can apply 

for an interest-free loan to remove financial obstacles to take up a job.  

 

Sanctions 

Reduction or suspension of benefit payments may be imposed when it appears that an 

unemployed person puts too little effort into job search activities, turns down job offers, or 

refuses to participate in training measures deemed necessary for a successful placement. 

Furthermore, if the unemployed person lost the previous job on his/her own fault, the 

employment agency can suspend benefit payments. Since 2003, activities expected by the 

jobseeker are set in a binding agreement between the employment agency and the jobseeker 

and the unemployed person has to be able to give proof of her job search activities. 

 

Start-up subsidies – "Bridging allowance" 

Unemployed persons and those threatened by unemployment can receive a grant on entering 

self-employment. The benefit is paid for 6 months and is equal to the unemployment benefit 
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that the recipient had previously received or could have received plus a lump-sum social 

security contribution. In order to receive the grant, the FEA has to approve the business plan 

of the new entrepreneur. 

 

Start-up subsidies – " Ich-AG" subsidy 

Since 2003, new entrepreneurs have the choice between the bridging allowance and the so-

called Ich-AG subsidy. The Ich-AG subsidy is the same for every claimant, that is to say it is 

independent of prior social security contributions. It is paid for a maximum period of three 

years as long as the claimant’s income does not exceed 25,000 EUR per year. It amounts to 

600 EUR per month in the first year, 360 EUR per month in the second and 240 EUR per 

month in the third year. There are no special conditions regarding the business plan. 

 

Direct Job Creation Schemes 

Direct job creation schemes have played an important role over the last one or two decades, 

especially in Eastern Germany, where they were implemented on a large scale to compensate 

for the large reduction in employment after unification. They aim at activating, maintaining 

and adapting the person’s professional capacities for later integration in the regular labor 

market. Job creation works through a wage subsidy paid by the FEA. Public and, under 

certain circumstances, even private firms can apply for participation at the local employment 

agency. They must give proof that the activity is of value for society and that it is additional in 

nature, that is to say, without the subsidy the activity would either be delayed substantially 

into the future or not be performed at all. Before 2002, participation required being 

unemployed for more than one year and being eligible for unemployment benefits. Selection 

gave priority to the most disadvantaged, mainly the long-term unemployed and the elderly. 

Since 2002, the scale of the program has been reduced substantially, and at the same time, 

local employment agencies were given a wider scope of discretion, and eligibility criteria 

became less restrictive. There are four types of direct job creation schemes: 

 

Active Measures Promoting the Creation of Jobs (ABM) 

These measures are usually carried out by private firms or non-profit institutions. They 

typically last for one year, but may be shorter or longer under special conditions. Since 2003, 

duration can last up to three years for older workers. Until 2003, the participant received the 

regular wage in contributory employment, which entitled to a new round of unemployment 

benefit payments after completing the measure. As a rule, the wage was subsidized by the 
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FEA at a rate of 50 to 75% and could be increased to up to 100%. Since 2003, the subsidy is a 

lump sum transfer that varies by qualification level. Until 2003, private firms had to provide a 

minimum amount of training to the participant, but this is no longer required at present. 

 

Structural Adjustment Measure (SAM) 

Structural adjustment measures originally were a policy for the eastern part of Germany after 

unification, and were extended to the western part in 1998. In 2003, SAM was subsumed 

under ABM in 2003. Such measures included environmental conservation, social services, 

cultural activity etc. The main difference to ABM is the fact that employers received a lump 

sum subsidy equal to the average amount of unemployment benefit or assistance saved by the 

specific measure. 

 

Employment generating promotion of the infrastructure 

Public institutions can apply for financial support by the FEA for activities that improve the 

infrastructure. The support requires that a private firm carries out the activity and employs a 

certain number of unemployed persons assigned by the FEA. These persons may not make up 

more than 35% of the total number of employees of the firm and the entire subsidy must not 

exceed 25% of total costs of the measure.  

 

 "1-Euro-Jobs" 

Since 2005, unemployed persons receiving unemployment benefits type II (ALG II) may be 

assigned to additional activities created by public institutions even when these activities are 

not supported by the AMB scheme. Such activities do not constitute regular employment. 

Participants continue to receive the unemployment benefit plus 1 Euro per working hour.  

 

Job Search Assistance 

The local employment agencies offer job search assistance to the unemployed. Recent reforms 

aimed at enhancing efficiency in job placement as well as introducing quasi markets through 

placement vouchers. Provision was decentralized giving a wider scope of discretion on the 

local level with respect to spending and implementation of active labor market policies. 

Moreover, local agencies will have more caseworkers, changing figures from 400 

unemployed people per caseworker to 150 (75 for young people) per caseworker. Assistance 

is implemented as case-management, meaning that the same caseworker will be responsible 

for one unemployed person. While prior to the reforms job search assistance was the main 
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activity of caseworkers, now their responsibility is wider and comprises aspects of social 

work, too.  

 

Counseling and placement assistance, (Job Center since 2005)  

The FEA offers both, financial and personal assistance to jobseekers. The FEA reimburses 

costs of application of up to 260 EUR per annum, as well as travel costs in order to enable job 

searchers to participate in assessment centers, interviews and the like.  

 

Assessment of chances (profiling) and Integration agreement  

Since 2003, every jobseeker who receives some unemployment benefit payments has to 

undergo a thorough assessment of his or her chances. Based on this profile, the caseworker 

and the jobseeker will elaborate a personalized placement strategy. Profiling helps match the 

most suitable measures to the unemployed and therefore is expected to enhance the efficiency 

of the measures (before 2002, unemployment duration was the key eligibility criterion for 

participation). The personalized placement strategy will be set out in a binding integration 

agreement. The agreement defines both the services provided by the local employment office 

(e.g. training measures) and the activities required by part of the jobseeker. For instance, the 

jobseeker could be expected to participate in a training measure and to make a certain number 

of applications in a given period.  

 

Involvement of third parties in the placement of unemployment-assistance recipients  

If the local unemployment agency was unable to place the jobseeker for a specified period, 

the jobseeker can claim a placement voucher from the local employment agency and employ a 

private placement agency for job search assistance and placement. 

 

Youth programs 

Support for vocational preparation training measures for young people 

Young people who lack basic skills for vocational training may receive financial support for 

participating in preparatory training measures. Measures may last up to one year. They 

include basic training courses, supported courses for disabled people and combinations of 

ABM and preparatory vocational training (working and learning).  

 

Intensive vocational guidance 

Local employment agencies offer career counseling regarding vocational chances and 
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prospects for young people. Measures include workshops, placement fairs as well as one-on-

one interviews.  

 

Immediate Action Program against youth unemployment (JUMP) 

The program comprises the conventional measures of active labor market policies, mainly 

vocational preparation training measures, vocational training, further training and integration 

measures. The main difference to conventional programs is the fact that it is open to young 

persons under 25 years of age who do not meet all eligibility criteria set by the SGB III. The 

program is financed both by the FEA and by the ESF-BA program. In 2004, subsistent parts 

of the program became part of the SGB III.  

 

Measures for the disabled 

The SGB IV summarizes regulations on the integration of the disabled into the labor market. 

For instance, it forces employers to employ disabled people. Generally, they must fill 5% of 

all vacancies by disabled persons. If they fail to do so, a contribution is to be paid to the 

competent integration authority (Integrationsamt). The competent integration authority must 

approve any dismissal of a severely disabled person. Furthermore, many paragraphs of the 

SGB III contain measures of active labor market policy for the disabled. They comprise 

training measures, integration subsidies and job search assistance: 

 

Integration subsidies for severely disabled people 

In order to compensate employers for the presumably lower performance of severely disabled 

employees, they may receive wage subsidies amounting to up to 70% for a period of 24 

months.  

 

Measures to help integrate disabled people into working life (training) 

These measures provide vocational rehabilitation measures that help physically, mentally or 

psychologically handicapped people and those threatened by such disabilities integrate into 

working life, restore, and maintain their earning capacities. Measures may take place in 

vocational rehabilitation institutions supported by the FEA. The participant and his or her 

family may receive subsistence benefit payments.  
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Specialized integration services for the severely disable (counseling and job-search 

assistance) 

The FEA and the integration authority provide special integration services for disabled 

employees and jobseekers. They assist in adapting the workplace to the special need of the 

disabled worker and provide legal advice and information on financial support for both, 

employers and employees.  

 

5.4.4 Evaluation studies 

For a long time the evaluation of German ALMP suffered from the lack of suitable data. Only 

very recently good quality data has become available to researchers. Early studies were based 

on the GSOEP or, for East Germany, the Labor Market Monitor East. The main drawback of 

these data is that, due to rather small overall sample sizes and panel mortality, they contain 

only few observations on participants of active labor market measures. Researchers often had 

to group together heterogeneous measures and some programs could not be evaluated at all 

because participation was not documented in the data. Only in 1998, when the SGB III was 

implemented, the government acknowledged the need for a thorough evaluation of active 

labor market policies, and, in the following years, considerable effort was made to derive 

large data sets from administrative data of local employment agencies (Bender et al. 2005). 

They provide many observations, cover large periods and, therefore, allow detecting short- as 

well as long-term effects. Furthermore, they provide enough information to better distinguish 

different types of treatment. Recently, these merged administrative data have become 

available to some researchers and seem to be able to provide robust results.  

Most of the studies concentrate on training and job creation schemes, which are the 

most important measures in terms of expenditure and number of participants. To our 

knowledge, only two studies address wage subsidies and one study addresses job search 

assistance. We are not aware of any econometric study specifically analyzing programs for 

youths and the disabled. Fitzenberger and Speckesser (2000) provide a survey on early 

evaluation studies in Germany, most of which are based on the above-mentioned data with the 

corresponding limitations. For each type of measure, we will summarize early results very 

briefly and concentrate on the more recent results, which are based on the better data 

mentioned above. 

 

Training in East Germany 

Early evaluation studies on training in East Germany include Lechner (1998, 1999), Hujer and 
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Wellner (2000), and Lechner (2000), which are based on the GSOEP. Studies based on the 

Labor Market Monitor East are for instance Hübler (1997), Fitzenberger and Prey (1998). 

Bergemann et al. (2000) use the Labor Market Monitor East of the federal state Saxony-

Anhalt, as does Bergemann et al. (2004). Reinowski et al. (2003, 2004) use the Mikrozensus 

Saxony. Recent studies which are based on the new merged administrative data are Hujer, 

Thomsen and Zeiss (2004), Fitzenberger and Speckesser (2005) and Lechner et al. (2005). 

Many of the early studies either find positive effects or are unable to find any 

significant effects of training programs in East Germany. An exception is Hübler (1997) who 

finds negative effects for women. This result contrasts with the finding of Bergemann et al. 

(2000) who find significantly positive effects of second treatments for women only. 

Bergemann et al. (2004) find positive effects in the early nineties and negative ones in later 

years. In general, studies that have been published from 2000 onwards tend to be more 

pessimistic. Besides Bergemann et al. (2004), also Lechner (2000) and Reinowski et al. 

(2003) find negative effects of training participation. By and large, the results are mixed and it 

is rather unclear what lesson shall be learned from these studies on the programs' 

effectiveness.  

Recent studies based on better administrative data seem to derive more consistent 

results. Hujer, Thomsen and Zeiss (2004) use data from the period 1999-2002 and 

Fitzenberger and Speckesser (2005) cover the period 1993-1997. The most comprehensive 

study is the one by Lechner et al. (2004) who use data covering the period of 1993 to 2002. 

Due to the richness of the data, various types of training programs can be distinguished. 

Fitzenberger and Speckesser (2005) concentrate on "provision of specific professional skills" 

which is a special type of further vocational training programs. Lechner et al. (2004) 

distinguish short training (up to 6 months), long training (over 6 months), retraining, and 

training in practice firms.  

All studies based on the new data find significant evidence of locking-in effects for 

virtually all types of training programs. That means that the labor market performance is 

worse for participants compared to non-participants during and shortly after participation. The 

central question is whether there are positive effects in the medium and long run that are big 

enough to be able to compensate these negative short run effects. 

The answer seems to depend on the outcome variable. For unemployment duration, 

Hujer, Thomsen and Zeiss (2004) do not find significant long term effects of short and 

medium training programs but find negative effects of long programs, which means they 

increase unemployment duration (here, a participating person is considered unemployed). 
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This contrasts with the other studies, Fitzenberger and Speckesser (2005) and Lechner et al. 

(2005), who take the employment rate as an outcome measure and find positive effects in the 

long run for programs that provide specific professional skills (Fitzenberger and Speckesser 

2005) as well as for short training and retraining programs (Lechner et al. 2005). Lechner et 

al. (2005) also use monthly earnings as an outcome variable and again find positive effects in 

the long run. 

 

Training in West Germany 

Early studies on training in West Germany include Pannenberg (1995), Hujer et al. (1998) and 

Hujer and Wellner (2000). These studies use models of unemployment duration and are based 

on GSOEP data covering the second half of the 1980s and the early 1990s. Again, the results 

are mixed: Pannenberg (1995) and Hujer et al. (1998) do not find significant positive effects, 

while Hujer and Wellner (2000) find positive effects, however, for short term programs only. 

Studies based on the better merged administrative data are Klose and Bender (2000), 

Lechner et al. (2004) and Fitzenberger and Speckesser (2005). Klose and Bender (2000) use a 

preliminary version of the data. Fitzenberger and Speckesser (2005) use the final data 

covering the period 1993-1997, while Lechner et al. (2004) base their study on data covering 

the larger period of 1993 to 2002.  

Klose and Bender (2000) do not find any positive effects, which might be due to the 

preliminary character of their data. In contrast, Lechner et al. (2004) as well as Fitzenberger 

and Speckesser (2005) come to quite optimistic results. Fitzenberger and Speckesser (2005) 

find negative locking-in effects on the employment rate in the short run and significantly 

positive effects in the long run for training programs providing specific professional skills.  

The findings of Lechner et al. (2004) suggest that short and long training have positive 

effects on employment rates in the short run. In the long run, short training and retraining 

show positive results. Furthermore, they find significantly positive effects on monthly 

earnings for short and long training.  

 

Job Creation Schemes 

For a long time, job creation schemes could be evaluated only for East Germany because data 

sources that provide information on participation in job creation schemes were limited to East 

Germany only. These are the Labor Market Monitor East which is used by Hübler (1997), the 

Labor Market Monitor of the federal state Saxony-Anhalt, which is used by Bergemann et al. 

(2000), Eichler and Lechner (2002) and Bergemann (2005), and the Mikrozensus Saxony 
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used by Reinowski et al. (2003). 

None of the studies finds positive effects on the employment rate, apart from Eichler 

and Lechner (2002) who find positive employment effects, although for men only. Reinowski 

et al. (2003) use the hazard rate of transition from unemployment to employment as a 

dependent variable, where spells of unemployment include periods of participation. They do 

not find positive effects of program participation. Bergemann (2005) finds that participation 

significantly increases the reemployment probability, but for women only. Furthermore, she 

reports significantly positive effects on men’s and women’s probability to remain employed. 

Caliendo et al. (2003, 2004, 2005a, 2005b) use the recently derived administrative data 

for the years 2000-2002, which provides information on program effects in West Germany for 

the first time. Their results are pessimistic, too, revealing negative mean employment effects. 

Positive employment effects are limited to few socio-demographic groups, namely women 

over 50, long-term unemployed and hard-to-place women in West Germany as well as female 

long-term unemployed in East Germany (Caliendo et al. 2005a). However, since the 

observation period is rather short, the negative effects might represent locking-in effects like 

the ones that have been found for training programs.  

 

Wage subsidies 

There are only two studies on the effects of wage subsidies. Jaenichen (2002) collects 

administrative data from selected FEA districts throughout Germany covering the period 

1999-2001. She finds that receiving integration subsidies significantly reduces the probability 

to be registered as unemployed. Hujer, Caliendo and Radi (2004) examine whether employing 

subsidized workers affects the employment development of firms. They use the IAB 

establishment panel data covering 1995-1999. They cannot find any significant effects.  

 

Job search assistance 

Hujer et al. (2005) is the only study on the effects of job search assistance we are aware of. It 

is limited to the West German federal state Hessen and studies the effects of two new 

measures of job search assistance ("Stellenmarktoffensive") in 2001-2002. Firstly, the 

regional employment agency publishes a magazine for employers containing employment 

wanted advertisements among other things. The study finds positive effects of this measure, 

especially for women. Secondly, the employment agencies offer courses on job search 

activities that advise on writing application letters, CVs, participating in job interview etc. No 

significant effects of this measure could be found. 
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Macroeconomic studies 

Microeconomic studies focus on the impact of labor market programs on participants, 

neglecting the fact that non-participants might also be affected by labor market policy 

measures. This is likely the case in regions, like eastern Germany, where labor market 

programs are implemented on a very large scale. A considerable number of studies try to 

grasp such indirect effects in Germany, focusing on the macro-economic impact of active 

labor market policies. Most recent studies include Schmid et al. (2001), Fertig et al. (2002), 

Hagen (2003), Blien et al. (2003), Vollkommer (2004) and Hujer et al. (2005). All studies use 

administrative data from regional employment agencies. Most studies focus on some 

indicators of matching efficiency. Exceptions are Pannenberg and Schwarze (1996) who 

examine wage effects, as well as Blien et al. (2003) who use regional employment growth as 

dependent variable. 

The study by Pannenberg and Schwarze (1996) indicates a small negative impact of 

training measures on monthly wages in East Germany. Blien et al. (2003) provide evidence 

for positive effects of training and job creation programs on employment growth in East 

Germany. There seems to be evidence of replacement effects by job creation schemes, as 

Hagen (2003) suggests. Further results regarding the effect on matching efficiency and 

unemployment rates are very mixed and rather inconclusive.  

 

5.4.5 Summary 

Results of evaluation studies of German active labor market policies have been rather 

inconsistent for many years. Probably this was due to unsatisfactory data quality as well as the 

use of different, perhaps occasionally inappropriate, identification strategies. However, due to 

better data, advances in methodology and a higher consensus on identification strategies, 

recent evaluation studies seem to be able to provide more robust and consistent results. It 

seems to be safe to draw the following preliminary conclusions: 

 Most training measures seem to show a considerable dynamic in program effects, 

having negative (locking-in) effects in the short-run and positive ones in the longer 

run. Based on such results, future cost-benefit analyses might be able to trade costs of 

negative short-run effects against benefits of positive long-run effects. 

 There is evidence for job creation schemes performing badly on average in the short 

run. Whether this is true in the long run too remains an open question for future 

research.  

 Many evaluation studies seem to prove that all programs that have been evaluated so 
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far work differently for specific socio-economic groups. While by and large, women 

seem to benefit more than men, general conclusions are still difficult to draw. 

 The evidence on other types of ALMP programs is very rare (wage subsidies, job 

search assistance), or still nonexistent (programs for the youth or the disabled, start-up 

subsidies). 

Policy makers should also bear in mind that macro- and microeconomic evaluation studies use 

very specific success indicators. These might be insufficient to learn about the entire societal 

impact of such measures. Especially in East Germany, programs might have played an 

important role in alleviating the social consequences of adjusting the bad labor market 

conditions, even if they were unable to strongly increase individual employment probability. 
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5.5 Active Labor Market Policies in Italy  

 

5.5.1 The general economic situation 

In the late 1990s the Italian economy reports an extremely positive employment result, with a 

better performance than expected on the basis of GDP growth. Figures 5.5.1 and 5.5.2 show 

the GDP growth rate and total unemployment rate for the period 1990-2004 respectively.  

 

Figure 5.5.1 GDP growth rate at constant prices (1995) 
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Source: Eurostat 

 

Figure 5.5.2 Total unemployment rate 
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Source: Eurostat, ILO unemployment definition is used. 
 

It appears that in 1998-1999 the unemployment rate starts to decrease in spite of a relative 

stagnation in economic growth. If we compare the period 1996-2002 with a similar, previous 

one, we find that in 1985-1991 GDP raised by 2,7% and employment by 1%, whereas in 

1996-2002 GDP raised by 1,7% only and employment by 1,2%.  
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The recovery in economic growth after the slowdown in 1996 certainly furthered employment 

to a considerable extent. However, at the same time, Italy experienced pervasive structural 

improvements of the labor market mechanisms. First of all, since the Agreements 1992-1993 

providing for policies of wage moderation, the social dialogue kept on improving over the 

years. By redefining general rules governing working conditions, company-wide contracts 

and wage dynamics, the social concertation succeeded in attaining a proper balance between 

the flexibility requirements and the security guarantees for workers. 

 

5.5.2 Labor market institutions 
Important reforms have affected the labor market in recent years, e.g. part-time work, 

temporary work, new apprenticeship schemes, tax incentives, reduction of the indirect labor 

costs. These interventions are slowly changing the picture of the Italian labor market, which 

has always been characterized by employment rates well below the EU average, high 

unemployment rates, especially of women, low participation, low labor market mobility and 

limited part-time and temporary work. 

The structure of the new employment in 2000 witnesses a definite increase in female 

employment, in full-time and permanent employment, and a pervasive diffusion of temporary 

work, achieving a percentage of temporary workers over total employees equal to 10.1 per 

cent (9.5 in 1999). Temporary workers are mainly males, less than 30 years old, employed in 

the industry sector and highly geographically mobile (both in 1999 and in 2000 more than one 

third of the workers residing in the South of Italy was working in the North). Besides its 

functioning to meet the flexibility requirements in the labor market over the business cycle, 

temporary work seems also to play an important role in the recruitment policies. In fact, more 

than one fifth of the workers contacted by a firm for short collaborations are then permanently 

enrolled by the firm.  

The positive employment growth result might also be due to the surfacing of hidden 

labor, as is indirectly signaled by the slower dynamics of wages with respect to labor costs. 

This fact, together with the higher female employment, contributes to a relatively better 

performance of the South of Italy, where irregular work and female unemployment have 

always been high historically.  

Over and beyond the overall positive result in employment growth, it is worthwhile to 

highlight the important qualitative changes occurred over the past ten years in the composition 

both of the demand and in the supply of labor. The demand side reports a significant shift 

towards high skilled jobs, as a result of the introduction of new technologies in the production 



95 

processes. The period 1995-2000 shows a decrease in the number of manual employees and 

workers in traditional sectors, almost entirely in permanent and full-time contracts. At the 

same time, the period records an increase in professional workers, mainly in the service sector 

and in highly specialized occupations, all in permanent and full-time contracts. However, this 

relocation of the labor demand is not comparable to the one observed in other countries 

(particularly in the US) and it was not even sufficient to meet the qualitative improvement of 

the labor supply. 

In the period 1995-2000 the average level of education of the Italian population aged 

15 and above (measured in minimal number of years necessary to achieve each qualification) 

increased from 9.6 to 10.3 years. This stems both from the substitution of older and less 

educated cohorts with younger and more educated ones and from the steep increase of the 

education attainment of younger cohorts. However, although the percentage of population 

holding a high school degree raised from 30 to 48 per cent, Italy still lags behind the EU 

average (66 per cent), with only Spain and Portugal reporting values below Italy for the 

percentage of high school graduates (40 and 32 per cent, respectively). 

The higher education level of the workforce translated in enrolling more skilled 

workers in the existing jobs rather than promoting the flourishing of new professional 

occupations with higher skill requirements. As a result, Italy experienced a decrease in wage 

differentials across education levels. In 1995 the average (after taxes) wage of a college 

graduate was 152 per cent higher than the one of a worker with basic education. In 1998, this 

percentage dropped to 145 per cent. This decrease in the education wage premium indicates a 

widening of the portion of the labor market where the returns to human capital are quite low.  

In spite of the implementation of policies aiming at reducing the labor cost, the cost of 

labor per product unit keeps on raising more than in the other EU states. This slowdown in 

competitiveness mainly depends on the low level of labor productivity in Italy. Between 1997 

and 2000 the average yearly growth rate of the value added per worker in Italy is 0.9 per cent, 

in comparison with 1.4 per cent and 1.3 per cent in Germany and France, respectively. The 

growth rate of the value added per standard employee decreased from 2.1 per cent in the 

period 1986-1995 to 1 per cent in the period 1996-2000. This negative trend in labor 

productivity seems to reflect the similar performance in total factor productivity. The average 

yearly growth rate of total factor productivity decreased from 1.2 per cent in the period 1986-

1990 to 0.1 per cent in the period 1996-1999. 

To conclude, Italy has experienced a promising economic and employment 

performance in the recent years. However, the employment rate of the residing population 
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between 15 and 64 years in 2000 (53.5 %) remains well below the EU average (60%) and far 

from the Lisbon targets (70%). The extent of the regional differences in the Italian labor 

market remains substantial. For instance, in 2000 Italy realized an unemployment rate equal to 

10.6 per cent, the lowest level since 1994 (a year of substantial economic growth). In the 

South, however, the unemployment rate remains very high, especially youth unemployment 

among the up-to-25-years old, being still 49.3 per cent for males and 63.1 per cent for 

females. One should note that the unemployment rate is not an appropriate indicator of the 

available human resources in the South of Italy. Indeed, the requirements set in the Italian 

Labor Force Survey to define the group of unemployed are quite strict. In particular, the 

classification based on the frequency of the action actually taken in searching for jobs (e.g. a 

worker is unemployed if she/he has actively looked for a job in the last four weeks) is 

inappropriate in a context where family contacts and friends constitute the typical channel to 

find a job. In addition, the large use of family support, welfare benefits and irregular jobs 

pushes people to wait for jobs in the Public Sector, that are created with low frequency and 

characterized by a long time between the application for a job and its result. However, 

although these mechanisms and low participation rates might bias the indication obtained 

using the unemployment rate in the South, the magnitude of the North-South divide remains 

substantial.  

 
5.5.3 Measures of Active Labor Market Policies  

The flavor of the Italian culture in policy monitoring and evaluation is fundamental to 

understand both the huge delay in Italy in respect of Active Labor Market Policies (ALMP) 

implementation and evaluation and more generally the lack of an appropriate information 

system. Economic policies in Italy have always been used as instruments to please the public 

opinion and typically they have been designed and implemented on the basis of the 

"ideological principles" of the political party leading the country regardless of the real needs 

of the Italian economic structure. Consequently, policymakers have never been interested in 

monitoring and evaluating the effects of these policies. Obviously, this practice had limited 

relevance in a context where the leading party was changing very quickly and new policies 

were implemented on the basis of the new political ideas without taking into consideration 

what has been done by the previous government.  

This general political attitude is also at the basis of the scarce importance given to the 

data collection process in Italy. Similarly, as borne out by the cross-country comparison of 

active spending (cf. Figure 3.1. in chapter 3 and Table A1.2 in the appendix), Italy is among 

the countries with relatively little ALMP expenditure, lying below the EU15 average in 2002. 
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However, this political culture is recently slowly changing. The essential motivation 

comes from the need of managing co-financed programs within the European Social Fund 

(ESF). In 1999, the European Commission and the Italian Ministry of Labor and Social 

Policies asked ISFOL’s Evaluation Unit (hereafter IEU) to undertake the mid-term evaluation 

of the Objective 3 Community Support Fund within the new Structural Funds 2000-2006. The 

IEU has been created within the Italian Ministry of Labor and Social Policies in 1995 for the 

specific purpose of monitoring the previous ESF (1994-1999). Nevertheless, the actual 

evaluation research had initiated only in 2000. Indeed, this evaluation unit faces substantial 

difficulties. 

First, consider the Italian institutional context. It is a complex and multi-actor 

institutional system, where a plurality of actors are involved in a specific policy. The State is 

no longer the single body defining the guidelines of a policy and the tools to use but also 

Regions, Provinces, Local Authorities, public and private executing agencies have a relevant 

role. This situation is complicated by the decentralization of the same policy into several 

levels (i.e., National, Regional, Local). In principle, the reorganization of the system that was 

implemented in the last decade was designed to enhance its efficacy and transparency, but in 

fact the roles of the different actors are not clearly defined and their coordination is based also 

on informal rules. These features of the Italian system render it quite difficult to get timely, 

good quality and clear information, and they leave the different bodies a large degree of 

discretion in the administration of the funds. In addition, the IEU faces a highly structured 

ESF program, proposing a large variety of types of interventions with detailed global and 

specific objectives and asking a detailed activity of monitoring of the different policies. 

The main point is that Italy was not prepared to face this new scenario. The IEU was 

created within the Ministry of Labor and Social Policies by a simple reorganization of human 

resources that were not used to this practice. This may contribute to the delay in delivering 

information and/or in the scarce quality of the information being delivered. Furthermore the 

IEU is not an independent organization.  

Nevertheless, huge steps forward have been made. Although the work of the IEU is far 

from a proper evaluation study, it is really important at least in the data collection stage. The 

figures taken from the mid-term report (2003) with respect of Labor Market Policies (LMP) 

are reported in Table 5.5.1. 
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Table 5.5.1 Labor Market Policies Expenditure in Italy (in 1,000 €) 

 1996 1998 2000 2002 2004* 
Training programs 600.383 1.407.023 594.773 611.950 1.380.042 
Private sector incentive schemes 2.141.409 3.920.831 5.412.347 7.979.650 6.044.181 
Public sector employment programs 426.783 671.020 712.649 481.194 184.586 
Measures enhancing job search efficiency 0 0 1.346 173.458 202.317 
Total active policies 3.168.575 5.998.874 6.721.115 9.246.252 7.811.126 
Other measures 4.486.177 2.957.714 3.233.644 3.895.397 4.860.144 
Total active and country-specific policies 7.654.752 8.956.588 9.954.759 13.141.649 12.671.270
Unemployment subsidies 6.668.857 6.334.088 6.058.631 6.765.504 7.439.864 
Early retirement 2.910.689 1.886.569 1.254.155 1.244.203 1.341.218 
Total passive policies 9.579.546 8.220.657 7.312.786 8.009.707 8.781.082 
Total labor market policies 17.234.298 17.177.245 17.267.545 21.151.356 21.452.352
      
* estimated values      
 
 
Although the values for 2004 are still estimates, the table provides the expenditures on LMP 

broken down by measure for the years 1996-2004, in biannual steps. Following the common 

set-up adopted in the other country chapters, the policies are grouped into four (standard) 

types plus a fifth one (other measures) collecting country-specific programs. In Italy these 

measures are: a) tax-relieves for workers residing in the South, b) measures supporting 

specific sectors (mainly the agriculture), c) or specific contract schemes (in particular the ones 

allowing wages to be partly a function of the workers’ productivity), d) measures to enhance 

higher education and professional training not targeted to specific labor market groups. 

Figure 5.5.3 plots these figures as percentages of GDP. It appears evident that the year 

2000 is a clear break point. In the period 1996-2000 the values for the total of labor market 

policies (TLMP) remain roughly unchanged. This aggregate evidence is mainly the result of a 

decrease in passive labor market policies (PLMP) compensated by a contemporaneous 

increase in active labor market policies (ALMP) over that period. The period 2000-2004, on 

the other hand, shows an important increase of the shares of total labor market policies in 

GDP, and this result is due to an increase both in active and in passive labor market policies 

expenditures. Also the values for the other policies, which are specific to the Italian economy 

(SLMP), increase over the last years. 
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Figure 5.5.3 Labor market policy expenditure over GDP in Italy 
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Considering in more detail the relative importance of active and passive labor market policies, 

it appears that the relevance of passive policies with respect to active ones has decreased over 

time. Equalized to a sum of 100% the expenditure in these two types of measures, Figure 

5.5.4 shows that the active policies roughly doubled their share in the period 1996-2004 (from 

25% in 1996 to almost 50% in 2004).  

 

Figure 5.5.4 Active vs. Passive Policies in Italy 
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From a closer look at the figures for the years 2000-2004 emerges the fact that the change of 
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tendency in total labor market policies is driven by the active component of the policies. 

Indeed, although passive policies expenditures raises because of the stagnation in economic 

growth, and new incentives to promote education and the development of specific skills are 

implemented over the period, the leading factor is the steep increase in active policies 

expenditures, starting from 2001.  

Figure 5.5.5 plots the expenditures in the different types of active policies for the 

period 1996-2004. The apparent peak in the pink line (i.e. private sector incentive schemes) in 

2001-2003 is responsible for the steep increase in active labor market expenditures. In 

particular, it is due to the effects of a particular law (law 388/2000), which had a pervasive 

impact. This law had quite loose eligibility requirements and it was possible to cumulate the 

corresponding incentives with others. The design of this law has been subsequently revised, as 

it appears from the decrease in active policies expenditures from 2003 to 2004 already.  

 

Figure 5.5.5 Expenditure on active policies by type (in 1,000€) 
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Private sector incentive schemes, which include mixed type contracts and other measures to 

promote employment growth and stability, are the most important types of ALMP in Italy, 

and with an increasing level of expenditures in the period 1996-2002. Observe that Figure 

5.5.5 shows that the second group of measures by level of expenditures is the one collecting 
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the policies deriving from the peculiarities of the Italian economy, whose importance seems 

also to be increasing in the last years.  

 

5.5.4 Evaluation studies 

What are the effects of these policies? As it has already been said, the period 1996-2002 

corresponds to a considerable positive cycle of increase in employment in spite of a relative 

stagnation in economic growth. This positive cycle is certainly due to the introduction of new, 

more flexible forms of contracts (i.e. the so-called atypical contracts), to an increase of the 

employment of women and in the service sector, and to a period of wage moderation. But 

how much can be attributed to the implementation of LMP? Is there a substitution effect, 

selection effects in the eligibility criteria, are they really effective?17 These questions are still 

unresolved. 

The existing empirical literature on ALMP evaluation in Italy is in fact quite scarce, 

preliminary and fragmented. The main problem, once again, is the lack of data on program 

participants and on control groups. In what follows, we briefly review the main existing 

studies. 

The available relevant studies using micro-economic data merge different 

administrative data sets that are available for particular regions, and thus are case-studies 

rather than studies with a general validity. For instance, Paggiaro et al. (2005) evaluate the 

Italian Mobility List, which is a policy that combines an active component, i.e. a wage 

subsidy to employers who hire a worker from the List, with a passive component, i.e. an 

income support to selected workers in the List. The aim is to investigate the effects of the 

Italian Mobility list on the probability of transition to a new job, dividing between workers 

eligible for the active component only and workers having also an income support. The 

analysis is made possible by the availability of detailed administrative data collected in a 

particular Italian region (NUTS2 area) for different purposes, which is the Veneto region, and 

in addition they focus their attention on two provinces (NUTS3 areas) only: Treviso and 

Vicenza. The time period under analysis is 1995-1999. The methodology used is propensity 

score matching. They find that an additional year of eligibility has a significant and positive 

impact on employment rates for men eligible for the active component only, whereas the 
                                                 
17 The number of workers involved in each program are not reported here. Indeed, the absolute levels have a 

poor information content and we face data limitation problems when estimating the degree of coverage of the 

different policies. In fact, the only data source for the overall universe is the Italian Labor Force Survey which 

has very small sample sizes when selected groups are considered. As a result, quite often the coverage of one 

policy comes out bigger than 100%. 
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effect is significant but negative for those having income support also. It is irrelevant for 

females. 

Another existing study by Caroleo and Pastore (2001) evaluates the effects of different 

ALMP targeted to the youth long term unemployed. The aim is to investigate the effects of 

the different policies on the probability of transition to a different labor market status 

(unemployed, formal, informal sector, apprenticeship contract, etc.). Also in this case, the 

information comes from particular data, that is an ad hoc-survey within the EU Targeted-

Socio-Economic-Research Program on Youth and Social Exclusion. The information is 

related to two regions only (Veneto and Campania ). A multinomial logit model is estimated 

and the results show that the policy variables are never significant. Other variables seem to 

play the major role.  

Because of this data limitation on the micro level, resorting to aggregate data might be 

a valuable alternative. However, to the best of our knowledge, only one paper by Altavilla and 

Caroleo (2004) exploits this approach. The policies evaluated in this study are mixed-cause 

contracts and other employment growth and employment stability incentives. The purpose is 

to investigate whether ALMP effects on unemployment and employment dynamics are 

different across Italian regions. The analysis uses regional-level data, separated between 

North and South Italy for the period 1996-2002. Two methodologies are adopted: GMM panel 

estimation and panel vector autoregression models estimation. The study shows two main 

results: 1) the effects of the different ALMPs are different in the North and in the South, both 

on the unemployment and employment rate; 2) unemployment dynamics is differently 

explained in the two areas, but it is not driven by ALMP shocks. 

There are also other studies on the evaluation of particular start up incentives using 

mainly firm level data (e.g., Battistin et al., 2002), but once again they are quite limited in 

number and focus on particular case-studies, having consequently a limited information 

content.  

 

5.5.5 Summary 

The message that emerges from this analysis is that while monitoring of labor market policies 

seems now established in Italy, little evaluation has been carried out so far. 

Advances in this direction are crucial to understand how the different policies relate to 

the marked peculiarity of the Italian labor market. In principle, an effective active labor policy 

implementation needs to consider the country-specific economic situation. In the Center and 

North of Italy, active labor policies take priority in an improvement in the rate of employment 
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of youths, women and older workers. On the other hand, the South needs to support active 

policies with measures aiming at increasing the demand for labor, decreasing the labor cost as 

well as tackling long term unemployment and encouraging the surfacing of hidden labor and 

hidden enterprises. The data on LMP expenditures, showing an increase in measures deriving 

from the peculiarities of the Italian labor market (see Figure 5.5.4), seem to indicate an effort 

of policy makers along these lines. However, in practice, little is known about the actual 

effects of these policies.  
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5.6 Active Labor Market Policies in Denmark 

 

5.6.1 The general economic situation 

During the last decade, the Danish economy has been characterized by a long upturn actually 

starting in 1994 and lasting until the slowdown in the global economy in 2001. 

Unemployment in Denmark (see Figure 5.6.1) has been steadily declining from 1994 until 

2002 followed by a slight increase in the most recent years, but has in 2005 started to decrease 

again and the unemployment rate is currently around 6 per cent.18 

 

Figure 5.6.1 The unemployment rate in Denmark, 1994-2003 
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Source: Statistics Denmark. 

 

The Danish economy had a fairly strong GDP growth during the second half of the 1990s (see 

Figure 5.6.2), but Denmark experienced an economic slowdown in 2001-2003 with GDP 

growing at less than 1 per cent per year. This experience was in line with a low international 

GDP growth, but GDP growth has picked up again in 2004 and is now above 2 per cent 

annually. 

 

 

                                                 
18 The figures on unemployment used here and in the following subsections are based on national statistics from 

Statistics Denmark. This is the most widely used source in Denmark for research, public debate, etc. In general, 

these national statistics differ from standardized unemployment rates used for international comparisons (as e.g. 

by Eurostat). The difference is due partly to differences in concepts and definitions and partly to measurement 

problems. In general, the unemployment rates show the same development and display the same cyclical pattern, 

but the standardized unemployment rate is below that of the nationally defined unemployment rate, typically by 

1-2 percentage points (but sometimes more).  
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Figure 5.6.2 Real GDP growth rate in Denmark, 1996-2004 
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Source: Eurostat. 

 

5.6.2 Labor market institutions 

Two parallel systems 

In Denmark there are two parallel administrative systems for individuals experiencing 

unemployment: one system providing active labor market policy (related to unemployment 

insurance) and another system providing active social policy (related to welfare)19. The 

distinction between the two systems is related to the unemployment insurance system. In 

Denmark, membership of an unemployment insurance fund is voluntary, and only members 

will receive UI benefits if they become unemployed20. The active labor market policy is 

designed for unemployed insured workers. On the other hand, non-insured workers who 

become unemployed can obtain social assistance benefits, and part of the active social policy 

is designed for unemployed non-insured workers. In addition, the social system also covers 

non-workers, sick and disabled people, and persons with other social problems. The active 

social policy distinguishes between these two groups: those who have unemployment as their 

only problem, and those who have other social problems in addition to unemployment. 

Basically, the former are unemployed workers who receive means-tested unemployment 

benefits, while the latter are the more traditional welfare recipients. 

As it should be clear from this brief description, some very similar persons (non-

insured unemployed workers with no problems besides unemployment, and insured 

unemployed workers) are treated quite differently in two different systems. The systems also 
                                                 
19 This is in contrast to a number of other European countries where labor market and social policy are organized 

in the same system. In Denmark, the labor market system is the responsibility of the Ministry of Employment 

and the social system is the responsibility of the Ministry of Social Affairs. However, the two systems are 

currently being redesigned and will eventually be merged into a common system. 
20 Around 80 per cent of the labor force is member of an unemployment insurance fund. 
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differ markedly with respect to benefits and organization. The UI benefits of the labor market 

system are not means-tested (apart from own labor earnings) and they are of limited duration 

(up to four years), whereas the welfare benefits (social assistance) are means-tested and they 

are of unlimited duration. The labor market system is quite centralized, whereas the social 

system is decentralized and run by the municipalities. 

 

ALMP 

Denmark currently has a very comprehensive, large-scale ALMP system that originates from 

initiatives taken in the late 1970s. The labor market system is responsible for the activities 

related to unemployed individuals insured against unemployment and eligible for UI benefits. 

The public employment service organizes various activities (e.g. job provision and ALMPs) 

with the intention of alleviating the unemployment problem of the UI benefit recipients. In the 

social system, the municipalities are responsible for the organization and administration of the 

different measures available to assist the welfare benefit recipients in becoming self-

supporting. The measures that can be used to remedy the unemployment problem of UI 

benefit recipients and welfare benefit recipients are very similar. Since 2003, the two parallel 

systems have used the same types of programs, and from 2007, the two systems will be made 

even closer to each other, e.g. with common "jobcentres" that will be responsible for 

providing ALMPs to unemployed individuals regardless of their benefit status and which 

system they belong to. 

The main guiding principle behind the active labor market and social policies can be 

described as a "right-and-duty" principle21, which means that in order to receive benefits 

unemployed persons have to undertake an activity. The basic principle is thus that the 

unemployed person has a right to assistance in the form of an ALMP offer, but at the same 

time a duty to participate in the ALMPs and other activities when offered to retain eligibility 

to UI benefits or welfare benefits. Basically, the "right-and-duty" principle means that 

participation in ALMP is compulsory after a certain period of unemployment. 

 

Rules for assignment 

The time at which unemployed persons have to participate in ALMPs differs between the two 

systems and between persons at different ages. Furthermore, there have been several changes 

in the rules over the last decade, following a major reform of the ALMP system in 1994. 

In the UI system, benefit recipients below 30 years have to receive an ALMP offer 

                                                 
21 This is also sometimes referred to as a ‘mutual obligation’ principle or as workfare. 



107 

after 6 months of unemployment, whereas benefit recipients above 30 years have to receive an 

ALMP offer after 12 months of unemployment. The 12 months limit has been in effect since 

2000, and it is a result of a gradual decreasing of the time limit from 48 months in 1994 down 

to 36 months and later on to 24 months. This gradual shortening of the period until 

compulsory program participation has been employed in some of the evaluation studies to 

identify possible motivation effects (see later in this chapter). After the first 12 months on UI 

benefits (the 'passive' period), unemployed individuals have to participate in an ALMP in 

return for benefits. Individuals can participate in ALMP up to three years, and until 2003 the 

unemployed should spend at least 75 per cent of the three years in some kind of program. 

Individuals who refuse to participate initially lose their benefits for a limited period and 

eventually lose their eligibility for benefits altogether. It should be noted that program 

participation does not restore benefit eligibility (that possibility was actually abandoned in 

1994). The ALMP offers are given by the public employment service and the decision to offer 

a specific program to an unemployed is made by a caseworker at the public employment 

service. There are, however, meetings between the unemployed and the caseworker, where a 

plan to get the person back to work is worked out. 

The municipalities have had the possibility to assign welfare benefit recipients to 

ALMPs since 1977. Before 1994, when a new legislation was implemented, the ALMPs were 

primarily used to alleviate the unemployment problem of young welfare benefit recipients. 

But today, all welfare benefit recipients have to participate in an ALMP if they do not become 

self-supporting after a certain period.  

At present, welfare benefit recipients below 30 years of age have to receive an ALMP 

offer not later than 3 months after the first day on welfare. If they do not succeed in becoming 

independent of welfare benefits after the end of an ALMP, they have to receive a new ALMP 

offer 3 months after the end of the previous program period at the latest. Hence, welfare 

benefit recipients below age 30 are subject to a more or less continuous treatment in programs 

while on welfare. Welfare benefit recipients above 30 years of age should participate in an 

ALMP after 12 months at the latest. They only have a right to receive one ALMP offer during 

a welfare spell. But most municipalities choose to give a new ALMP offer if the first program 

was not successful in bringing the welfare benefit recipients from welfare to a situation where 

they are self-supporting.22 In addition, it should be noted that the time limits are minimum 

                                                 
22 Before mid-1998, the current rules regarding the ALMPs for welfare benefit recipients below 30 years of age 

only applied to welfare benefit recipients below age 25. The rules regarding the ALMPs for welfare benefit 

recipients above 30 years that are effective today applied to welfare benefit recipient above 25 years. Another 
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requirements and that many municipalities have chosen to give program offers at a much 

earlier stage. 

The decision to assign a welfare benefit recipient into a given program is made by 

caseworkers in the municipality. For all welfare benefit recipients the type of the ALMP offer 

should depend on the background and desires of the individual welfare benefit recipient. If 

possible, the welfare benefit recipients should receive a selection of programs to choose from. 

However, apart from the desires and needs of the welfare benefit recipients, the caseworkers 

have to take into account the availability of different program types, the cost of the programs 

and the current state of the regional labor market. 

The main purposes of the ALMPs are to improve the labor market prospects of the 

welfare benefit recipients by upgrading their skills and to increase the intensity of job search 

by testing job-readiness and reducing 'leisure time'. However, for welfare benefit recipients 

with problems in addition to unemployment (e.g. problems related to health, childcare or lack 

of self-confidence) participation in a program should primarily improve everyday life (e.g. 

through support for the handling of everyday activities, for the creation of a basic network, 

and for building of self-esteem). The hope is that the improvement in everyday life in the long 

run will bring this group of welfare benefit recipients closer to the labor market and towards a 

situation in which they are self-supporting. Ideally, the program chosen for each individual 

should be the program that meets these purposes in the best way. 

 

Types of programs 

There is a broad range of different types of programs that the caseworkers can choose from 

when assigning unemployed persons to active labor market measures. The programs can be 

categorized in four main categories:  

 private sector employment programs  

 public sector employment programs  

 classroom training 

 other programs  

The program category "private sector employment programs" consists of programs where the 

participants work in a private firm. During the program period the participants receive a wage 

subsidy (the subsidy is actually paid to the private sector employer). The subsidy corresponds 

                                                                                                                                                         
difference compared to the present rules is that the municipalities were not obliged to give ALMP-offers to 

welfare benefit recipients below 25 years of age with problems in addition to unemployment. However, a large 

part of the municipalities chose to offer ALMPs to this group as well, even if they were not required to do so. 
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to approximately 50 per cent of the minimum wage. The participants are employed on a time-

limited contract typically lasting 6-9 months.  

In public sector employment programs the participants either work in a public 

institution or in a special employment project created by the municipalities. The participants 

in these programs often carry out work that would otherwise not be done. This can be e.g. 

snow clearing for senior citizens, nature preservation and assistance of the permanent staff in 

municipal institutions (schools, youth hostels, theatres, sports centers, museums etc.). The 

jobs are temporary, typically lasting 6-12 months. 

Participants in classroom training attend classes to upgrade their qualifications in 

different fields. This category consists of all types of classroom training including vocational 

training, language courses, computer courses, and in some cases even ordinary education. It 

typically lasts only a few months, but in some cases it may last much longer. 

The residual category of programs termed "other programs" consists of programs that 

cannot be placed in the three other program categories. These include job-search assistance, 

counseling programs, self-employment grant programs (now abandoned), etc. Depending on 

the definition of ALMP, this category could also include rehabilitation programs. These 

programs are available for individuals whose working capacity is reduced (because of e.g. 

physical or psychological problems) to such degree that there is a very limited chance that 

standard ALMPs will help bringing the individuals from public assistance to employment. 

A more detailed description of the programs can be found in Danish Ministry of Labor 

(2002) and Graversen (2004). 

 

5.6.3 Measures of Active Labor Market Policy 

In addition to people being unemployed, there is a considerable number of persons who are 

participating in ALMPs in Denmark (see Figure 5.6.3). Throughout the last decade, around 

3.5 per cent of the labor force (measured in full-time equivalents) has been participating in 

some kind of ALMP. More than half of the participants are welfare benefit recipients. When 

unemployed persons and program participants are added together, the total rate has declined 

from 16 per cent in 1994 to 9 per cent in the early 2000s. 

The declining level of unemployment in combination with the almost constant level of 

program participation has resulted in an increasing relative use of ALMP. Figure 5.6.4 shows 

the fraction of unemployed persons (i.e. unemployed plus program participants) participating 

in ALMPs during the period 1994-2003. It is seen that the importance of ALMP participation 

has increased from around 20 per cent in 1994 to almost 40 per cent in 1999-2002, with a 
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slight decrease thereafter. Since participation in ALMP is compulsory after a certain period of 

unemployment, this development primarily reflects the gradual decreasing of the time limit 

during the late 1990s (described in detail in the previous subsection). 

 

Figure 5.6.3 The unemployment rate and the total unemployment and program 

participating rate in Denmark, 1994-2003 
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Source: Statistics Denmark. 

 

Figure 5.6.4 The fraction of unemployed persons participating in ALMPs in Denmark, 

1994-2003 
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Source: Statistics Denmark. 

 

The extensive use of ALMP in Denmark is also reflected in the percentage of GDP spent on 

ALMP (see Figure 5.6.5). In 1997-2000 it has been between 1.6 and 1.8 per cent of GDP, 

making Denmark one of the countries with the highest spending on ALMPs as a proportion of 

GDP. All figures in this subsection show that ALMP is a very important part of both the 

Danish labor market and the Danish economy. The Danish system of ALMP extends to all 
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unemployed persons. 

 

Figure 5.6.5 The percentage of GDP spent on ALMP in Denmark, 1997-2000. 
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Source: OECD. 

 

Based on the most recent published data, it is possible to calculate a distribution of 

participants (measured in full-time equivalents) on types of programs in 2002: 

 Training programs  44 %  

 Wage subsidy programs  36 % 

 Direct job creation schemes 14 % 

 Job search assistance  7 % 

 Youth programs   - 

 Measures for disabled  - 

It should, however, be noted that it is quite difficult to distinguish between the two categories 

"wage subsidy programs" and "direct job creation schemes", since e.g. some public sector 

employment programs may entail a wage subsidy from one public authority to another. 

Therefore, the distribution on these two categories is probably more equal than the figures 

given above. It should also be noted that the published statistics do not allow a split according 

to age, which is the reason that no youth programs are reported above. As mentioned earlier, 

the rules for assignment differ for persons below and above 30 years of age. 

 
5.6.4 Evaluation studies 

The extensive system of ALMP in Denmark has resulted in a number of evaluation studies 

that have estimated the effects of various program types for different groups of participants. In 

particular, the introduction of several years of compulsory participation in ALMP in Denmark 

inspired several Danish economists to analyze the incentive or threat effects of this policy. 

These studies typically analyze the UI system and the compulsory participation after 1994. 
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Individuals could in 1994 receive UI benefits for up to four years without participating in 

ALMP, but the period on 'passive' UI benefits was shortened during the 1990s.  

A special challenge in evaluating the effects of the Danish ALMPs results from the 

fact that all benefit recipients have to participate in an ALMP, if they do not find employment 

before a certain time limit. Hence, it is not possible to create a "standard" control group for 

the purpose of estimating the effect of the programs. Several studies have circumvented this 

problem by using the variation in the timing of the programs to estimate the program effects. 

In this subsection, the most recent evaluation studies are discussed and their findings are 

summarized. Only evaluation studies done by independent researchers are included in the 

survey, i.e. studies by government agencies and consultancy firms are excluded. Furthermore, 

only quantitative/econometric studies of the employment effects are included.  

Since most of the studies evaluate the universal system of ALMP in Denmark rather 

than single program types, this subsection first summarizes each study and its results very 

briefly. At the end of this subsection, the results are summarized by program type. A number 

of evaluation studies analyze the incentive or threat effects of ALMP (Kyhl (2001), Geerdsen 

(2003), Geerdsen and Holm (2004), Rosholm and Svarer (2004), and Graversen (2004)) and 

in those studies the “threatening” program could be of any type, depending on what type of 

program the unemployed person would have been assigned to. The large majority of 

evaluation studies analyze the program effects of the whole system with all the different 

measures (Rosholm and Svarer (2004), Bolvig et al. (2003), Graversen (2004), Graversen and 

Jensen (2004), Munch and Skipper (2004), Danish Economic Council (2002), and Jespersen 

et al. (2004)). Finally, the study by Jensen et al. (2003) analyzes the effects of a training 

program targeted at unemployed youth. 

 

Kyhl (2001) 

This study focuses on the incentive effect of ALMPs, i.e. the employment effect resulting 

from the threat of having to participate in an ALMP. The study analyzes individuals in 

Denmark between 25 and 60 years of age who received UI benefits in the period 1995-1998. 

The study is based on a 10 per cent sample of the Danish population and data were drawn 

from administrative registers collected by the insurance funds and municipalities and handled 

by the Ministry of Employment. Kyhl models the transitions out of the UI system by a 

piecewise constant hazard model. The incentive effect of compulsory ALMP participation is 

not directly identified in the study. Kyhl finds increases of 20 to 70 per cent in the hazard out 

of unemployment, when he compared hazard rates in 1996 and 1998. The increase in the 
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hazard rate after 52 weeks of unemployment is supposed to be the result of the threat of active 

labor market programs. Correcting the estimates for unobserved heterogeneity reinforces the 

results. 

 

Geerdsen (2003) 

This study also focuses on the incentive effects of the Danish UI system in the period 1994-

1998. Only individuals born between 1947 and 1969 are included. The study is based on a 10 

per cent sample of the Danish population. The data were collected by Statistics Denmark from 

various administrative bodies. Individuals’ hazard rate of leaving the UI system is modeled 

using a discrete logistic model where the incentive effect is modeled by indicators of 

individuals’ remaining time until compulsory program participation. The incentive effect is 

identified through a legislative cut in the benefit period until compulsory program 

participation. Geerdsen finds a significant threat effect that increased the hazard rate by up to 

100 per cent. The start of the program participation is set to be equivalent to the end of the 

period on passive UI. The threat effect is estimated using indicators for the remaining time on 

passive unemployment insurance benefits and without taking account of unobserved 

heterogeneity. 

 

Geerdsen and Holm (2004) 

This study is an extension of Geerdsen (2003). Instead of modeling individuals’ time until 

compulsory program participation, this study models individuals’ probability of participating 

in a program. The reason is that various aspects might reduce individuals’ risk of entering a 

labor market program even though the law states that participation was a prerequisite for 

receiving benefits. If individuals knew this, they could have adjusted their labor market 

behavior accordingly. The empirical model as well as identification assumption resemble that 

of Geerdsen (2003). Geerdsen and Holm (2004) find a threat effect of more than a 100 per 

cent increase in the hazard rate out of unemployment, which is similar to the result found by 

Geerdsen (2003). They use estimations of the risk of being enrolled in active labor market 

programs to ensure that the timing of the incentive effect was correct. They take account of 

unobserved heterogeneity by using a random effects model, and the results show that some of 

the long-term unemployed had very small probabilities of entering ALMP even though they 

were entitled to them. 

 



114 

Rosholm and Svarer (2004) 

This study focuses on program effects as well as incentive effects of the Danish UI system for 

the period 1998-2002. The data set is a sample collected by the Danish National Labor Market 

Authority. Similar to Geerdsen and Holm (2004), this study models the incentive effect 

through individuals’ risk of participating in a program. The study is based on data collected 

from various administrative registers. Individuals’ hazard rate of leaving UI unemployment is 

modeled using a mixed proportional hazard model. Identification of the incentive effect is 

obtained through functional form assumptions on the hazard rate.  

Rosholm and Svarer find a strong and significant threat effect for men prior to the start 

of the active labor market programs. The effect is only significant up to one year of 

unemployment and the magnitude is highest from the 10th to the 12th month. The average 

threat effect is estimated to reduce unemployment duration by nearly 3 weeks. Regarding the 

program effects (i.e. the 'pure' effect of program participation), they find that only private 

sector employment programs reduce unemployment duration and that this effect is not 

statistically significant. Training and public sector employment programs are actually found 

to increase unemployment duration, primarily due to large locking-in effects. The total effect 

of the presence of ALMPs is to shorten unemployment duration even though actual 

participation in a program did not, but the threat effect is found to be large enough to make 

the total reduction nearly 3 weeks. 

 

Jensen, Rosholm and Svarer (2003) 

This study analyzes a Danish youth program for UI recipients under the age of 25 years 

initiated in 1996. According to the program, individuals without any formal education beyond 

secondary school who had been unemployed for 6 months within the last 9 months had to 

participate in a labor market program in return for benefits. Furthermore, individuals 

participating in a program experienced a significant cut in the level of their benefits. The 

ALMP had a duration of 18 months and contained various types of education. Individuals lost 

their right to UI benefits altogether if they refused to participate. The study is based on survey 

data collected from approx. 3500 individuals. Individuals are interviewed repeatedly in the 

period April 1996 to December 1996. The Youth Unemployment Program was gradually 

implemented during 1996 due to capacity constraints. Individuals, who were eligible for 

ALMP participation, were randomly assigned to ALMP participation during the year. 

However, the authors suspect that individuals were not selected randomly into treatment and 

therefore they model the selection process. Identification is based on a set of exclusion 
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restrictions, where the excluded variables are indicators for whether the individual lives with 

his/her parents, an indicator for whether the individual is a homeowner, and a set of county 

indicators.  

The authors use a competing risks duration model. They do not find a significant 

incentive effect of the special Youth Unemployment Program in Denmark for the treatment 

group. The authors suggest that the control group was not fully aware of the fact that they had 

not been selected for the educational program. This could have weakened the result. The 

increase in the baseline hazard rate for the treatment group is 150 per cent, while the increase 

in the baseline hazard rate for the control group is 50 per cent (and in both cases the hazard 

rate dropped again the month after to the previous levels), so the hazard rates increased for 

both groups, but the difference was insignificant. Participation in the program itself had an 

effect by significantly raising the transition rate from unemployment to schooling. A 

somewhat weaker effect is found on the transition rate from unemployment to employment.  

 

Bolvig, Jensen and Rosholm (2003) 

This study investigates the program effects of ALMPs for welfare benefit recipients in the 

period 1997-1999. The timing-of-events method is applied to estimate the effects of various 

types of programs. The overall effects of ALMPs are evaluated by the calculation of net 

effects on the expected duration of welfare spells. The results show that employment 

programs improve the chances of leaving welfare dependence, whereas training and other 

programs prolong welfare spells by decreasing the exit rate from welfare spells after 

participation in the programs. The optimal timing of ALMPs is also investigated and the 

results show that there is a case for assigning individuals to early participation in employment 

programs, as the net effect is larger the earlier participation begins. For all types of programs 

locking-in effects are found, but with the strongest effects for training programs. The study 

also finds differences between the effects for men and women, primarily showing that 

locking-in effects are stronger for women that for men. 

 

Graversen (2004) 

This study focuses on unemployed males above 25 years of age receiving social assistance 

(welfare benefits) in the period 1994-98. The municipalities had an obligation to offer those 

who received welfare benefits participation in ALMP no later than six months after the start 

of the unemployment spell, but most municipalities aimed to make an offer sooner than that. 

The study is based on a 10 per cent register sample from Statistics Denmark. Survey 
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information is used to describe the municipalities’ timing of ALMP. The incentive effect is 

identified by applying the differences in practice among the municipalities. The effect is 

modeled using a mixed proportional hazard specification.  

Graversen finds that the ALMP had an incentive effect on the hazard rate out of 

unemployment, but the importance of the effect was modest. The effect is estimated as the 

reduction of the hazard rate out of welfare benefits due to the differences in timing of 

implementing the ALMP to the welfare benefit recipients. The differences between the groups 

are largest for the first three to six months, but some of the coefficients are not significant at a 

five per cent level. The results on the program effects show that participation in a training 

program or a public sector employment program would prolong the welfare spell due to a 

large locking-in effect and a modest treatment effect. However, participation in a private 

sector employment program would decrease the duration of welfare spells because of a 

modest locking-in effect and a large treatment effect. 

 

Graversen and Jensen (2004)  

This study also evaluates the employment effects of Danish ALMPs aimed at welfare benefit 

recipients. However, in this study the effect of the private sector employment programs is 

estimated relative to the effect of other program types. The advantage of this approach is that 

only participants have to be included in the empirical analyses. The disadvantage is of course 

that the effect of program participation relative to the effect of non-participation cannot 

identified. However, given the fact that the welfare benefit recipients had to participate in 

ALMPs, the study provides essential information on which programs fulfill the purposes of 

the programs in the best way. The authors do not find any significant mean effects of 

participation in private sector employment programs compared to participation in other 

programs, but evidence of heterogeneity in treatment effects is found.  

 

Munch and Skipper (2004) 

This study focuses on the program effects of Danish ALMPs for UI benefit recipients. The 

data set used is a 10 per cent random sample of entrants into unemployment in the years 1995 

to 2000, but the study restricts attention to UI fund members between 19 and 66 years of age. 

The timing-of-events method is applied to estimate the effects of various types of programs 

on the unemployment duration, accounting for selection into programs based on observed and 

unobserved characteristics. They find that most types of programs have negative net effects 

on the transition rate from unemployment to employment, which is often attributed to 
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negative locking-in effects, but sometimes also negative post-program effects. One exception 

are private sector employment programs, which tend to have a small positive net effect.  

 

Danish Economic Council (2002), and Jespersen, Munch and Skipper (2004) 

All the evaluation studies discussed above investigate the effects of the ALMP on the job 

prospects of the unemployed. However, a comprehensive evaluation of the policy must take 

costs as well as benefits into account. Only very few studies exist that attempt to perform a 

cost-benefit analysis of ALMP in Denmark. Two such studies are by the Danish Economic 

Council (2002) and Jespersen, Munch and Skipper (2004). The latter study is actually an 

extension of the former. Unfortunately, the two studies do not find similar results, which 

basically serve to illustrate that the results are sensitive to methods. The common results are 

that private sector employment programs give rise to a net economic surplus, whereas training 

programs and public sector employment programs sometimes give rise to a surplus and 

sometimes to a deficit. 

 

These studies can summarized by program type as follows: 

 

Training programs 

This is the most commonly used type of program in Denmark. However, the findings of the 

evaluation studies about the employment effects of training programs are rather disappointing. 

Most evaluation studies find that training programs have negative effects by increasing 

unemployment duration, primarily due to large negative locking-in effects, but sometimes 

also due to negative post-program effects. This is the general picture found by five out of six 

studies (Rosholm and Svarer (2004), Bolvig et al. (2003), Graversen (2004), Munch and 

Skipper (2004), Danish Economic Council (2002)), whereas only one study (Jespersen et al. 

(2004)) finds some evidence that training programs give rise to a net economic surplus for 

some cohorts in the case where long-term effects are analyzed. A training program targeted at 

unemployed youth is found to have positive effects (Jensen et al. (2003)). 

 

Private sector incentive programs 

This type of program is clearly the most successful measure used in the Danish ALMP. A 

common result of all evaluation studies is that participation in a private sector employment 

program has positive effects (Rosholm and Svarer (2004), Bolvig et al. (2003), Graversen 

(2004), Munch and Skipper (2004), Danish Economic Council (2002), and Jespersen et al. 
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(2004)), although one study does not find a statistically significant effect (Rosholm and 

Svarer (2004)) and another study only finds a small positive net effect (Munch and Skipper 

(2004)). One exception to the general picture is the study by Graversen and Jensen (2004). 

This study finds that there are no significant mean effects of participation in private sector 

employment programs compared to participation in other programs. However, the study finds 

evidence of heterogeneity in the employment effects, pointing to the need for improvements 

in the assignment or profiling process. 

 

Public sector employment programs 

This type of program has negative effects similar to those of training programs, i.e. 

participation in a public sector employment program tends to increase unemployment 

durations. Again, this result is primarily due to strong locking-in effects. Four out of six 

studies (Rosholm and Svarer (2004), Graversen (2004), Munch and Skipper (2004), Danish 

Economic Council (2002)) find these negative effects, whereas one study (Jespersen et al. 

(2004)) finds that public sector employment programs sometimes give rise to a net economic 

surplus and another study (Bolvig et al. (2003)) finds positive effects, but is analyzing private 

and public sector employment programs together, i.e. as one type of program. Hence, the 

results of the latter study are not pointing directly at public sector employment programs as 

having positive effects. 

 

Services and Sanctions 

The studies that evaluate the universal Danish system also look at a residual category denoted 

“other programs”, which include job search assistance, counseling programs, etc. as well as 

various other programs. This residual category is very heterogeneous. In general, these 

evaluation studies find that participation in other programs have no effect or a negative effect. 

Finally, a number of evaluation studies find strong incentive or threat effects of ALMP (Kyhl 

(2001), Geerdsen (2003), Geerdsen and Holm (2004), Rosholm and Svarer (2004), and 

Graversen (2004)). These studies do not analyze the threat of separate program types, but of 

the prospect of participating in a program of any type. 

 

5.6.5 Summary 

Denmark has a very comprehensive, large-scale ALMP system with compulsory participation 

in ALMP after a certain period of unemployment. This universal system extends to all 

unemployed persons and it has a broad range of different types of programs that the 
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caseworkers can choose from when assigning unemployed persons to active labor market 

measures. ALMP is a very important part of both the Danish labor market and the Danish 

economy.  

In summary, the general findings that can be extracted from the recent evaluation 

studies are that there is strong evidence of threat effects of ALMPs in Denmark, but more 

mixed results on program effects. In general, private sector employment programs appear to 

have positive effects, whereas training programs and public sector employment programs 

mainly have no effects, but both positive and negative effects are found in various studies. 

Cost-benefit analyses of ALMPs are very sparse in Denmark, and unfortunately the results 

seem to be very sensitive to methods and the evaluated time period. Hence, no firm evidence 

exists on whether ALMPs give rise to a net economic surplus or deficit in Denmark. 
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5.7 Active Labor Market Policies in Estonia 

 

5.7.1 The general economic situation 

Economic transition in the beginning of 1990s has led to profound changes in the labor 

market. Labor force participation and employment rates have declined remarkably and are 

currently well below the average of EU countries. The average unemployment rate has risen 

from virtually zero in 1991 to 14% in 2000 as a result of the so called Russian crises. 

Thereafter the unemployment has been falling and was around 10% in 2004. 

Recent developments in the economy and the labor market have been predominantly 

positive. After the initial downturn in the beginning of the 1990s Estonia has experienced a 

solid GDP growth. The average GDP growth rate during the last five years has been around 

5% (see figure 5.7.1). In 1999, the economy was hit by the Russian crises, which was 

followed by a slowdown of economic growth. From 2000 onwards the economy has been 

growing again, exceeding the average growth rate of the Euro zone. However, Estonian GDP 

per capita is still substantially lower than the EU average, reaching only 46% of the average 

of the old EU members in PPS in 2004 (Statistical Office of Estonia 2005). 

 

Figure 5.7.1. GDP growth and unemployment rate (15-64)* in Estonia. 
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*For 1990-1992 age group 15-69 
Source: Statistical Office of Estonia 
 

Since 2000, the employment rates have increased and the unemployment decreased. However, 

the increase in the employment rates has been modest. Compared to 2000 the employment 

rate grew only by 1.5 percentage points in 2004 and reached the level of 62.6%. This is lower 

than the average of the old EU members and well below the Lisbon employment target of 
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70% for 2010. The reduction of unemployment has mainly happened at the cost of an increase 

in the number of inactive people. Compared to 1990 the number of inactive people in Estonia 

has increased by 73,500.  

The evaluation of a training program described below covers the period 2000–2002. 

During that period the business cycle was in an upturn and overall unemployment decreased. 

Some evaluation literature suggests that during the cyclical upturn the efficiency of active 

labor market policy is increased, which means that the results of the study may overestimate 

the true average effect (Dar et al 1999). 

 

5.7.2 Labor market institutions 

There is a lot of discussion in the literature about the impact of labor market institutions on 

labor market performance. In Estonia, the labor market institutions have been relatively weak, 

and therefore it is generally believed that their impact on labor market outcomes has been 

small, if not nonexistent. This section focuses on institutions such as unemployment benefit 

system, social assistance, early retirement, trade unions, wage bargaining and employment 

protection legislation; the role of active labor market policies is discussed in the following 

section. 

The unemployment benefit system in Estonia consisted of a flat rate unemployment 

assistance benefit until 2003, which was launched in 1991 and is financed from the state 

budget. Since January 2003, the unemployed are also entitled to unemployment insurance 

benefits. The Unemployment Insurance Act came into force in January 2002 and the 

payments out of the Insurance Fund started in 2003. This means that currently there are two 

complementary unemployment compensation systems in Estonia: unemployment insurance 

and unemployment assistance. The last one is paid to those who fail to fulfill the insurance 

criteria (e.g. students) or when unemployment insurance benefits run out (Leetmaa 2004). 

The unemployment insurance operates as a compulsory insurance. According to the 

Unemployment Insurance Act (Unemployment Insurance Act, RT I 2001, 59, 359) the 

contribution rate for the employee is 0.5-2.0% of the wages and the rate for the employer is 

0.25-1% from the total wage bill paid out to all employees. The levels of the contribution 

rates are decided annually. Self-employed persons are not covered by the unemployment 

insurance scheme.  

The precondition for collecting the unemployment insurance benefits is an 

employment record of at least 12 months during the previous 24 months. Unemployment 

insurance benefits are not paid to those who leave their job or service voluntarily or who lose 
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their job because they do not perform as agreed, lost confidence of their employer or behaved 

in an indecent manner. These persons still receive unemployment assistance benefits. 

The duration of the unemployment insurance benefit ranges from 180 days up to 360 

days depending on the length of contribution payments. During the first 5 years of the system, 

the insurance benefits are paid up to 180 days, afterwards the entitlement period will be 

gradually extended up to 360 days. After expiry of the insurance benefit, the unemployed can 

apply for assistance benefits for the remaining 90 days and for social assistance thereafter. 

The replacement rate of the unemployment insurance benefit is 50% of the previous income 

during the first 100 days and 40% afterwards.  

As with insurance benefits, in order to get the flat rate unemployment assistance, 

persons have to be registered as unemployed in the public employment service and been 

employed for 6 months during the previous year. Unemployment assistance is paid up to 270 

calendar days in the amount of 400 EEK23 (26 EUR) per month.  

In 2003 only 17% of the newly registered unemployed were eligible to the insurance 

benefits and on average 49% of the registered unemployed received unemployment assistance 

benefits. The replacement rate of unemployment assistance benefit relative to average net 

wage has been very low in Estonia. In 2000-2002 the respective indicator amounted to only 6-

7%. (Leetmaa 2004).  

After unemployment benefits are exhausted, the unemployed can apply for social 

assistance, which is called the subsistence benefit in Estonia. Subsistence benefits are means-

tested and depend on the income of all family members living in the same household. Persons 

whose income after payment for housing expenses is below the subsistence level are entitled 

to these benefits. Currently, the subsistence level is 500 EEK (32 EUR) for the first member 

of the household and 400 EEK for each following one.  

Taking into account the subsistence benefits and family benefits, the total benefits 

relative to average net wages24 for different family types in 2000 were 33% for a single 

person25, 27% for couple, 39% for a couple with two children and 48% for the single parent 

with 1 child. Relative to the minimum wage the respective indicators were 100% for the 

single parent with one child and 85% for the couple with two children. This shows that the 

incentive to take up a job with the minimum wage is low for these family types (Kuddo et al, 

                                                 
23 1 EUR=15.6 EEK 
24 Relative to 66,7% of the average wage of the production worker 
25 The ratio of the unemployment benefit relative to the 66,7% of the wage of the average production worker was 

16% 



123 

2002). 

In the framework of state pension insurance system, there is a possibility to take early 

retirement, which can also be classified as a passive labor market policy measure. The option 

of retiring 3 years before statutory retirement age has been available since 2001. If a person 

retires early, the pension payments will be reduced by 0.4% for each month between the 

actual date of retirement and statutory retirement date. In 2002 there were 2.1% of all old-age 

pensioners receiving early retirement pensions. Around 80% of the people who retired early 

were previously unemployed or inactive.  

In general, there is a decentralized collective bargaining system in Estonia, only 

minimum wages are bargained centrally. Decentralized collective bargaining usually goes 

hand in hand with low unionization and low coverage of collective bargaining. This is also the 

case in Estonia, where union membership and collective agreement coverage are low 

compared to EU and Central and Eastern European countries and the bargaining power of the 

trade unions is weak. Trade union membership is small, around 14%-17% (2002) of 

employment, depending on the data source used26, and declining (almost 100% in the end of 

the 1980s, 21% in 1996). Union membership is higher in the public sector and among non-

Estonians. The low level of membership is accompanied by a low level of collective 

agreements coverage, for which there is no adequate estimate. The available estimates range 

from 18-24% depending again on the data source used (Kallaste 2003). The minimum wage in 

Estonia was 34% of the average wage in 2004, and around 11% of the workers are paid 

according to the minimum wage. The long-term agreement signed in 2001 between social 

partners foresees the gradual increase of the minimum wage up to 41% of average gross 

wages by 2008. (Kokkulepe palga alammäära muutmise põhimõtete kohta 2001). 

The strictness of employment protection legislation (EPL) is usually estimated using 

the EPL index, which is calculated based on the strength of legal framework governing hiring 

and firing. Paas et al. (2003) calculate the respective indicators for Estonia and find that, on 

average, dismissals are less regulated in Estonia compared to the EU average. However, the 

regulations covering individual dismissals are stricter in Estonia than in the EU, while the use 

of fixed term contracts is less restricted. Hence, the authors conclude, that "the use of fixed-

term contracts may counterbalance the negative effect of restrictions on dismissals on labor 

market flexibility" (Paas et al 2003). 

                                                 
26 There is no reliable estimate on membership available. The lower estimate comes from Labor Force Surveys 

and higher estimate is from unions’ central organizations. The true indicator of membership is probably between 

these two. 
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5.7.3 Measures of Active Labor Market Policy 

The current Employment Service Act specifies 7 types of active labor market programs in 

Estonia, which can be classified as follows:  

 Job Search Assistance: information on the situation in the labor market and the 

possibilities of employment; employment mediation; vocational guidance; 

 Labor Market Training: general and vocational courses; 

 Wage Subsidies: employment subsidy to start a business (business start-up grant); 

employment subsidy to employers to employ less competitive unemployed persons 

(wage subsidy); 

 Direct Job Creation Schemes: community placements (public works). 

In addition there are various pilot projects for different disadvantaged groups (young people, 

disabled, older) financed by different sources (Phare, ESF, state budget). Unfortunately, there 

is no information available on the number of participants and expenditures. 

The prerequisite for participating in labor market training, wage subsidies and 

community placement programs, or the so called "formal selection criteria", was the 

obligation to register as unemployed at the PES. To become registered as unemployed a 

person must have worked (or having had a formally equalized activity, such as being a 

student, being on maternity leave) at least 180 days during a previous year in 1995-2000. This 

was changed in October 2000, when the new Labor Market Service Act came into force. 

According to the Act, a previous work record was no longer required for registering as 

unemployed and for participating in active labor market policies. The previous employment 

record is now required only for applying to unemployment benefits. This means that before 

October 2000 most of the ALMP participants had some kind of previous work experience and 

there were no long-term unemployed among them.  

Labor market training is the most important active labor market program both in terms 

of expenditures and in terms of participants (see Tables 5.7.1 and 5.7.2). Employment training 

may take the form of 1) vocational training or 2) more general training aimed at providing 

information on the labor market situation and psychological preparation for competing in the 

labor market. Most of the participants belong to the first group. Training is organized by the 

local labor offices. The duration of the courses is limited up to 6 months. In 2001 the average 

duration of the training course was 25 days. Participants in training receive a retraining 

allowance equal to 1.5 times the unemployment benefit. The number of participants in labor 

market training decreased between 1995 and 1999 and rose thereafter. As unemployment 

increased over these years the proportion of unemployed who participated in training declined 
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and was about 10% of all annually registered as unemployed in 2002. Until 2001 there was no 

formal decision criteria for selecting people into training except for being registered as 

unemployed (see above): The decision was up to the PES officer. Since 2001, there is some 

kind of selection criteria established by PES, according to which the PES officer must 

consider the personal characteristics and labor market situation when making the decision. 

Business-start-up grant is the second largest measure in terms of expenditures. 

However, only a small number of unemployed (between 380 and 460 annually since 1995) 

participate in the program. To apply for a start-up subsidy the unemployed must be at least 18 

years of age and have undergone relevant training or showing "sufficient" experience. The 

upper ceiling of the subsidy was 10.000 kroons in 1998–2002 and 20.000 kroons (1.280 

euros) since December 2002, which is about 4 times the average net wage in Estonia.  

Wage subsidy to the employer for recruiting less competitive persons has been the 

least important active measure both in terms of expenditure and participants (only between 

120 and 350 persons annually since 1995). The following persons who are registered as 

unemployed are considered to be less competitive in the labor market: disabled persons, 

pregnant women and women who are raising children under six years of age, young people 

aged 16–24, persons who will be retiring within 5 years and persons who have been released 

from prison. The level of the wage subsidy is 100% of the minimum wage during the first 6 

months and 50% of the minimum wage during the next 6 months of the person’s employment 

period.  

Community placements are temporary public works organized by public employment 

offices. Since 2001 these are no longer financed by the state budget but local municipalities, 

and the number of participants has fallen remarkably as a result (see Table 5.7.1). 

 

Table 5.7.1 Number of participants in active labor market programs (1995–2002) 

 1995 1996 1997 1998 1999 2000 2001 2002 

Participants in labor 
market training 

9809 9454 8241 7956 7095 8156 10233 10021 

Employed with subsidies 
to employer 

121 246 216 136 265 189 332 215 

Received business start-up 
grant 

459 456 434 380 433 441 425 374 

Participants in community 
placement 

5741 4089 4661 3771 3667 4177 125 453 

Total number of 
participants in ALMPs 

16130 14228 13552 12243 11366 12929 11134 10806 

ALMP participants as a 
fraction of unemployed 
according to LFS 23.9 21.0 20.6 18.6 14.3 14.5 13.6 16.5 
Source: Estonian Labor Market Board 
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The total public expenditures (see Table 5.7.2) on labor market policies measured as a 

percentage of GDP have been very low in Estonia ranging from 0.2 to 0.3% of GDP. The 

comparable indicator in EU countries was 2.6% on average in 2000. The expenditures on 

active labor market policies in Estonia account for only 0.08% of GDP, which is more than 

ten times less than the amount spent in EU countries with comparable or even lower 

unemployment rates. In 2001 only 26.8% of the total spending on labor market policies was 

allocated to active measures in Estonia. Furthermore, only a small fraction of the unemployed 

participate in active labor market policies in Estonia. In 2002, the share of participants in 

ALMP-s amounted only to 16.5% of the unemployed according to LFS definition. 

 

Table 5.7.2 Expenditures on labor market policies in Estonia 

 1994 1995 1996 1997 1998 1999 2000 2001 
Expenditures on labor market policies, % of GDP 

Total on labor market policies 0.24 0.17 0.17 0.17 0.16 0.34 0.33 0.30 
Passive labor market policies 0.11 0.07 0.07 0.08 0.08 0.26 0.25 0.22 
Active labor market policies 0.13 0.10 0.09 0.09 0.08 0.08 0.08 0.08 

Expenditures on active and passive policies, % of total expenditures 
Passive labor market policies 45.8 40.5 44.8 47.3 49.9 75.7 77.0 73.2 
Active labor market policies 54.2 59.5 55.2 52.7 50.1 24.3 23.0 26.8 

Breakdown of the expenditures on active labor market policies, % 
Labor market training 62.5 55.5 57.9 59.6 55.4 59.3 58.1 63.7 
Community placement 5.2 2.7 4.6 4.1 3.3 5.2 4.9 0.0 
Start-up grants 4.7 9.1 7.7 7.1 6.4 6.6 6.6 5.3 
Subsidy to employer 0.5 0.9 1.7 1.7 1.9 2.8 3.2 4.1 
PES administration 27.2 31.9 28.2 27.5 33.0 26.1 27.1 26.9 
Source: Estonian Labor Market Board, Statistical Office of Estonia. 
 

5.7.4 Evaluation studies 

Active Labor Market Policies including various pilot projects have not been accompanied by 

scientific evaluations in Estonia. The main reason is lack of data as well as understanding of 

the rationale of these studies. The National Labor Market Board (NLMB) collects data on 

registered unemployed (participation in ALMPs, personal characteristics, benefit receipt). The 

Estonian Tax Office collects data on employment histories. However, the microdata from 

NLMB and Tax Office are not available, so it is not possible to carry out evaluation studies 

based on administrative records. 

There are no macro level evaluation studies available for Estonia. The only micro level 

evaluation study that has been carried out so far, Leetmaa et al. (2004), follows a non-

experimental research design and focuses on analyzing the individual treatment effects of 

labor market training participants. The study was carried out on the initiative of PRAXIS 
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Center for Policy Studies and co-financed by the Estonian Ministry of Social Affairs. 

The study is based on data gathered through a follow-up survey of registered 

unemployed, who had in 2000 participated either in labor market training and/or received 

unemployment benefits. The follow-up study was carried out in September 2002, hence, the 

labor market status was fixed on average 32 months after the start of training and/or 

unemployment benefits. The sample drawn was based on administrative records from the 

National Labor Market board. 

The treatment group consisted of labor market training participants and the control 

group of unemployment benefit recipients during the same time frame. As in 2000 both the 

training participants and unemployment benefit recipients were required to have a previous 

employment record of 180 days during the last 12 months, the pre-treatment histories of the 

treated and controls are similar. Furthermore, to further reduce the heterogeneity in the 

unemployment histories of the treated and controls, only the unemployed who registered 

themselves for the first time in 1999 or 2000 were considered. This means that there were no 

previous unemployment spells in the pre-treatment histories. Observations with inconsistent 

dates were dropped. In addition socio-demographic characteristics (age, sex, ethnicity, 

education categories, indicator for previous work experience, and region of living) were taken 

into account in the matching procedure.  

To take into account the possible cream-skimming effects and differences in 

motivation between treated and controls a sensitivity analysis with different sub-samples was 

carried out. First, those individuals were dropped from the treatment group who in order to 

participate in training had to present a certificate by an employer confirming that he/she will 

be hired after graduating from the training course. Second, only those unemployed who made 

inquiries on participating in training themselves, but still ended up not participating, were 

taken into account for the control group. This should ensure that the control group contains 

only those unemployed who are as motivated as those who actually participated in training. 

Finally, the combination of both restrictions was used. The method used for the analyses is 

propensity score matching using a probit model including various socioeconomic variables.  

The analysis shows a positive and statistically significant impact of labor market 

training on participants' employment probability, but no effect on wages, conditional on being 

employed. The impact of training is a 4-6% increase in employment probability after one 

year, and a 8-12% increase after two years from the registration as unemployed. The study 

also includes a preliminary cost-benefit analysis, which shows that training was cost 

beneficial. 
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Based on the study the authors conclude that as the expenditures and the number of 

participants in training programs in Estonia are very small, and as the programs seem to have 

positive treatment effects, it is likely that there is further room for the expansion of the 

programs. However, the expansion should go hand-in-hand with the proper monitoring and 

evaluation of these programs. Therefore, building up a database that could be used for 

evaluations, is of utmost importance (the study contains detailed recommendations for 

building up the database). Lack of quality data usable for evaluations is probably also a 

problem in most of the other new EU member countries. 

 

5.7.5 Summary 

Active labor market policies in Estonia have been used on a very small scale compared to the 

old EU member countries. Despite the economic downturn and increasing unemployment in 

the 1990s and in 2000, the level of expenditures on these policies remained at a low level of 

0.08% of GDP. Only a small fraction of the unemployed participate in these programs. 

Active labor market policies in Estonia have not been accompanied by scientific 

evaluations. The main reasons for that include the lack of suitable data as well as the lack of 

interest of policy makers for that kind of studies. The only evaluation study available follows 

a non-experimental approach and focuses on analyzing the individual treatment effects of 

labor market training in 2000-2002. The results of the study indicate that labor market training 

increased the employment probability of the participants and that the training was cost 

beneficial. This might indicate that labor market training is a suitable policy tool during the 

period of rapid structural changes when the skills of the workforce become obsolete quickly. 

However, the use of active labor market policies should be accompanied with proper 

evaluations based on high quality data, which is often missing in new EU member countries. 
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5.8. Active Labor Market Policies in Poland  

 

5.8.1 The general economic situation  

The labor market in Poland is an example of a typical continental European labor market. 

However, on the top of this typical structure there is a number of specific features that 

concern, e.g., labor market outcomes such as the highest unemployment rate in the European 

Union, around two times higher than the EU average. The unemployment rate, although it 

varies with business and political cycles, has remained persistently high irrespective to a 

strong growth – on average – since 1990. The explanation of this situation is not 

straightforward and needs an analysis going beyond standard international comparisons. 

Persistently high unemployment rates have characterized Poland from the beginning of 

transition in 1990. The unemployment rate reached two digit level in 1991 and since that time 

it has been above 10 percent irrespective of various developments. The initial jump was 

caused by a number of reasons, of which the following ones appear to be most relevant: 

 Large scale labor hoarding existed in Poland in the 1980s. Excess labor kept in 

enterprises was estimated to be even more than 25 percent of entire employment. 

Shading the excess labor led to a large inflow into unemployment (cf. Góra and 

Rutkowski 1990) 

 Various incentives existed (to an extent they still exist) for people from outside of the 

labor market to register at labor offices. In particular, easily available and rather 

generous unemployment benefits may have played an important role in stimulating the 

sharp increase of unemployment. In the early 1990s unemployment increased more 

than employment decreased (Góra 1997a,b). 

It needs to be stressed that the two digit unemployment rate has been maintained for the entire 

period until now. At the same time the Polish economy has been growing very strong, 

reaching one of the highest average GDP growth rate among current EU-25 member countries 

(Figure 5.8.1). 

It is a nontrivial problem how to explain developments that can be summarized as 

long-term coexistence of very high unemployment and very high growth. Three factors can be 

identified that seem to have the strongest impact on that development: 

 Still a large source of inflow into unemployment exists due to unfinished reduction of 

labor hoarding in part of the economy, especially in public firms that usually operate 

within declining industries. 

 The tax wedge is high in Poland. It is one of the highest in the EU and it has recently 
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been even growing. It should be particularly stressed that the scale of the tax wedge 

for low income households in Poland is the highest among the EU countries. 

 The Polish labor market is rather inflexible. 

 

Figure 5.8.1. Unemployment and GDP growth in Poland, 1994-2004 
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Sources: Eurostat, Polish Statistical Office. 

 

These factors affect the situation on the labor market in Poland. However, similar factors 

probably affect (to varying extent) other European labor markets. The situation in Poland is 

different because of a large inflow into the labor market from inactivity. This inflow is 

determined mostly by demography (the largest inflow in Europe relative to the scale of the 

labor market). Factors such as high tax wedge or inflexible labor market regulations create 

stronger effects in the presence of pressure from outside of the labor market. Factors that in 

other countries do not lead to very high unemployment, accelerate their effect due to this 

pressure in Poland. The specific labor market situation is reflected in the level of equilibrium 

unemployment rate that is estimated for Poland at a very high level. The most recent 

estimation based on Labor Force Survey data is 18.8 percent in 2003/2004.27 

 

5.8.2 Labor market institutions 

The institutional structure of the labor market has been changed a number of times since 

1990. Some of the changes have been substantial – such as switching from wage related 
                                                 
27 See Bukowski, et al. (2005). Previous estimations generated similarly high level of the equilibrium rate (see 

for instance Góra and Walewski 2002). 
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(previous) to flat rate benefits (early 1990s); decentralization the of public employment 

service (late 1990s). Altogether legislation defining the labor market institutional structure has 

been changed more than ten times since 1990. 

Two features of the institutional structure are particularly relevant for this study. First, 

there are strong incentives for individuals to register as unemployed; second, there exists 

delegation of responsibility of labor market policies to self-governing units at the voivodship 

(regional) and mostly county level. Among the incentives, unemployment benefits do not play 

a major role. What matters is a number of indirect benefits that depend on the status of the 

unemployed. Examples of the incentives are: free health service for the unemployed and their 

families, easier access to various programs also for people who could find a job; easier access 

to social assistance. On top of that school-leavers are motivated to register just after 

graduation – just in case. Labor offices register without any difficulties, not even checking 

whether a person is really unemployed (they are not able as well as not eager to do so). At the 

same time deregistration procedures are weak, so many people who are not unemployed (for 

instance, not really seeking any job) remain in the register. That creates an impact also on 

Labor Force Survey (LFS) data, which we commonly perceive as independent from 

registration. However, answering the LFS questionnaire people often say they have been 

seeking a job even if they have not, since they understand that being registered means seeking 

a job. 

The unemployment in Poland is very high, however, it is probably not as high as the 

statistics show. This does not mean that the statistics are wrong. In the Polish case they may 

be just misinterpreted. Both administrative and survey data present a similar picture of a very 

high unemployment rate almost reaching 20 percent. Its overestimation is caused by over-

registration. There are incentives pushing people to register in many situations that are not 

related to the labor market. At the same time registration procedures are easy and 

deregistration procedures are very weak. Labor offices are focused on monitoring the 

unemployed eligible for benefits, while those who do not receive benefits are just registered. 

A large number of the registered does not seek any job and according to international 

definitions should not be counted as unemployed. Answering questions on whether a person 

has been seeking a job (standard LFS question) he or she tends to think of registering at a 

labor office as of seeking a job. This can be checked matching individual answers on other 

questions of the questionnaire. 

In principle, the same may occur in other countries. In Poland, however, the scale of 

this situation affects the overall picture of the situation in the labor market. The three tables 
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below (5.8.1a – 1c) present an attempt to use Polish LFS individual data to estimate the scale 

of over-registration.28 

 

Table 5.8.1a LFS unemployed seeking a job (not only declaring that) (2002) 

2002 ULFS 
Seeking a job = 
registration only ULFS

* ULFS
*/ULFS (%) 

Q1. 3480000 493600 2986400 86% 

Q2. 3432000 524000 2908000 85% 

Q3. 3436000 529500 2906500 85% 

Q4. 3375000 502900 2872100 85% 

Source: Calculations based on LFS 

 

Table 5.8.1b Registered unemployed (as seen via LFS) meeting criteria (checked via 

LFS) (2002). 

2002 Uadm 
Registered U not 
meeting criteria Uadm* Uadm*/Uadm (%) 

Q1. 3533000  943600 2589400 73% 

Q2. 3502400  961400 2541000 73% 

Q3. 3513600 1010100 2503500 71% 

Q4. 3547400 1020800 2526600 71% 

Source: Calculations based on LFS 

 

Table 5.8.1c Registered unemployed who meet criteria and really seek a job (not only 

declaring that) (2002) 

2002 Uadm Registered U not 
meeting criteria 

Seeking a job = 
registration only Uadm** Uadm**/Uadm (%) 

Q1. 3533000  943600 493600 2095800 59% 

Q2. 3502400  961400 524000 2017000 58% 

Q3. 3513600 1010100 529500 1974000 56% 

Q4. 3547400 1020800 502900 2023700 57% 

Source: Calculations based on LFS 

 

The results presented above suggest that the rate of unemployment in Poland that can be 

compared with rates for other countries is somehow lower than we can see in the statistics. 

                                                 
28 A broader analysis of that phenomenon is Góra (2005). 
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Similar conclusions can be drawn from other sources such as a survey conducted among local 

labor offices (see sections below). However, for this study another conclusion matters. Active 

labor market programs may have low effectiveness due to targeting some of them to 

participants who are not really unemployed. Targeting participants for programs is not very 

strict. Local labor offices' staff members do their best; however, universal procedures that can 

help them are non-existent or weak (cf. Bobrowicz et al. 2004). 

Decentralization of the public employment service contributes to the problem 

discussed above. Decentralization also matters for implementation of labor market policies. 

Local employment offices do not have the capacity to do the job properly. There is limited co-

ordination among them. On top of that subordination to local authorities creates an additional 

– perverse – incentive to treat labor market programs as a way to get additional financing for 

localities rather than a way of solving local labor market problems. 

 

5.8.3 Measures of Active Labor Market Policy 

Poland adopted a commonly accepted framework of active and passive labor market policies 

which have been in place since the early 1990s. However, they do not play any major role. 

Expenditure on the policies is limited. Would larger expenditure contribute to better situation 

in the labor market? Answering this question is difficult since evaluation of existing policies 

is rare and sophisticated methods are not always applied. 

The Labor Fund was established in 1990 as a state fund dedicated to financing various 

expenditures related to the labor market. The Fund is in disposition of a minister responsible 

for labor issues (since 2002). Previously the role was played by the National Labor Office 

(terminated in 2002). Resources of the Fund are transferred to regional (voivodship) and local 

(county) self-governments that are directly involved in financing benefits and active 

programs. Labor Fund revenues (see Table 5.8.2) come from: 

 employers and self-employed contributions of 2.45 percent of social security basis of 

each employee or self-employed (around 63 percent of revenue in 2004); 

 subsidy from the state budget (around 35 percent of revenue in 2004); 

 European Union funds (not yet in 2004); 

 Other minor sources. 
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Table 5.8.2 Labor Fund revenue (millions zloty) 
 2000 2001 2002 2003 2004 

Labor Fund revenue 6091.7 8316.7 9276.0 9812.4 8964.0

previous year =100 -- 136.5 111.5 105.8 91.4

Contribution revenue 5105.2 5372.2 5355.7 5572.4 5640.0

previous year =100 -- 105.2 99.7 104.0 101.2

Budget subsidy 838.5 2650.0 3634.6 3944.0 3144.0

previous year =100 -- 316.0 137.2 108.5 79.7

Other revenue 147.9 294.6 285.7 295.9 130.0

previous year =100 -- 199.2 97.0 103.6 43.9

Budget subsidy as a percentage of total 

revenue 
13.8 31.9 39.2 40.2 35.1

Source: Budget 2000-2003, Budget (estimated) 2004. 
 

Labor Fund expenditure (see Table 5.8.3): 

 Financing unemployment benefits (around 36 percent of 2004 expenditure; paid out by 

local labor offices); 

 Financing preretirement benefits (around 47 percent of 2004 expenditure; paid out by 

local labor offices); [expected to decrease; since 2001 new benefits are paid out by 

Social Security Institution out of a state budget subsidy] 

 Financing active policies excluding placement services including (since 2002) costs of 

the First Job program (around 13 percent of 2004 expenditure); 

 Financing apprenticeship (around 3 percent of 2004 expenditure); 

 Co-financing expenditure on EU programs (not yet in 2004); 

 Financing other expenditure (around 3 percent of 2004 expenditure). 

Local labor offices have very limited freedom of using the funds transferred from the Labor 

Fund. Up to 90 percent of expenditure is determined by various legal obligations. As a result 

labor market policies are very passive in Poland. This situation has been observed since the 

early 1990s. Initially it was cased by the need to pay benefits to a large number of 

unemployed eligible for them, while nowadays it is rather an effect of budgetary cuts 

affecting also the Labor Fund. 

 Labor Fund expenditure amounts up to around 1.2–1.3% of GDP, of which active 

programs (excluding active placement) constitute up to 0.2 percent of GDP. It is a rather low 

expenditure at international standards. On the other hand costs per participant are usually 

relatively low. The key question is whether the resources available are used effectively. We 

first present type of programs and participation of the unemployed in the programs. 
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Table 5.8.3 Labor Fund expenditure (millions zloty) 
 2000 2001 2002 2003 2004 

Total 7159.4 8343.8 9806.8 10494.4 11128.9

Previous year = 100 x 116.5 117.5 107.0 106.0

PLMP 5784.2 7298.3 8764.5 8717.6 9228.9

Previous year = 100 x 126.2 120.1 99.5 105.9

Benefits for unemployed 3548.0 3914.6 4268.8 3741.4 4014.9

Previous year = 100 x 110.3 109.0 87.6 107.3

Pre-retirements allowances 1580.0 2189.7 2757.5 2596.2 2505.0

Previous year = 100 x 138.6 125.9 94.2 96.5

Pre-retirement benefits 655.9 1194.0 1738.2 2380.0 2709.0

Previous year = 100 x 182.0 145.6 136.9 113.8

ALMP 1175.4 807.1 790.6 1406.6 1500.0

Previous year = 100 x 68.7 98.0 177.9 106.6

Training 84.0 43.6 57.0 109.2 175.0

Previous year = 100 x 51.9 130.7 191.6 160.3

Wage subsidies 210.4 108.6 83.0 222.9 250.0

Previous year = 100 x 51.6 76.4 268.6 112.2

Public works 168.8 96.5 86.1 209.8 150.0

previous year = 100 x 57.2 89.2 243.7 71.5

Start-up loans 125.1 64.9 68.1 196.2 -

previous year = 100 x 51.9 104.9 288.1 --

School-leavers 281.1 166.3 227.7 496.8 500.0

previous year = 100 x 59.2 136.9 218.2 100.6

Special programs 39.3 17.0 8.3 30.3 40.0

previous year = 100 x 43.3 48.8 365.1 132.0

Apprenticeship 349.6 338.8 292.7 225.9 350.0

previous year = 100 x 96.9 86.4 77.2 154.9

Other expenditure (ALMP) 42.2 36.3 35.8 24.2 35.0

previous year = 100 x 86.0 98.6 67.6 144.6

Other expenditure 199.8 238.4 251.7 370.3 398.8

previous year = 100 x 119.3 105.6 147.1 107.7

Source: Budget 2000-2003, Budget (estimated) 2004. 
 

Passive labor market policies 

Passive policies are relatively expensive. However, most of that expenditure is on pre-

retirement arrangements. Unemployment benefits are nowadays much less expensive. 

 
Unemployment benefits 

Unemployed workers can receive a benefit if they have been employed or covered by social 



136 

security insurance for other reasons for at least 365 days prior to registration. The benefit is 

granted for: 

 6 months in the regions where the unemployment rate is lower than the national 

average; 

 12 months in the regions where the unemployment rate is higher than the national 

average; 

 18 months in the regions where the unemployment rate is more than two times the 

national average for people who have at least 20 years of tenure or at least one child 

up to 15 years age, if a spouse is also unemployed and already expired his or her 

eligibility period. 

There is a rational idea behind diversification of duration of the eligibility periods. However, 

as a result of that regulation some people, instead of moving to regions where unemployment 

is lower, tend to move to regions where unemployment is higher. Unemployment benefits are 

paid out very carefully. Labor offices try to reduce eligibility due to fiscal reasons. Opposite 

to the little care of registration itself, labor offices are focused on monitoring labor market 

behavior of the registered. In consequence the register is over-stated while benefits are paid 

out to few people. The share of people registered as unemployed entitled to benefits as a share 

of total registration is small and constantly shrinking, reaching around 14 percent. 

 

Table 5.8.4 Registered unemployed entitled to unemployment benefits 
 Total Entitled to benefits Share (percentage) 
2000 2702576 548622 20.3 
2001 3115056 624 20.0 
2002 3216958 538671 16.7 
2003 3175674 478105 15.1 
2004 2999601 425755 14.2 
Source: Information service of labor offices 

 
Pre-retirement arrangements 
Pre-retirement allowances (zasilek przedemerytalny) were for the unemployed who worked 

relatively long, but had not reached an age that entitled to the old-age pension (on average the 

pre-retiring are 5 years "too young"). The pre-retirement allowance equaled 120% of the base 

amount of the unemployment benefit. Since 2002, it is not possible to apply for pre-retirement 

allowances anymore (those acquired in the past are paid out until regular retirement age). Pre-

retirement benefits (swiadczenie przedemerytalne) were granted for the unemployed who had 

less than 5 years to be eligible for the old-age pension. Other requirements were: years of 

service, the employer's insolvency or difficulties that led to the employee layoff. Pre-

retirement benefit is equal to 80 per cent of accrued old-age pension. Since 2002, newly 
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granted pre-retirement benefits cannot be lower than 120% of the base unemployment benefit 

and cannot exceed 200% of this benefit. 

In principle the Labor Fund expenditure is perceived as being in line with legal 

guidelines. Criticism is focused on pre-retirement benefits that are extremely costly. It is due 

to a large number of people that are entitled. In extreme cases they are even only 41 (women) 

and 46 (men) years old. This policy has already led to large scale deactivation of workers 

from older age groups. 

 

Active labor market policies 

The level of expenditure on active labor market programs is very limited so the programs are 

unlikely to play any substantial role in labor market adjustments. However, their role cannot 

be fully neglected. They let local labor offices to do at least something that goes beyond just 

registration and paying benefits to a number of registered unemployed. 

 The types of programs are adjusted to the situation in Poland but do not really differ 

substantially from programs run in other countries. There is only one important exception. It 

is the exclusion of active job placement from the list of active programs. This affects statistics 

but much more priorities of labor offices. They tend to marginalize this activity. To an extent 

they have to, since this activity is heavily underfinanced in Poland. This is probably 

responsible for some percentage points of the unemployment rate. Additionally this 

malfunction contributes to lower effectiveness of other policies that are offered without clear 

knowledge of own labor market activity of the unemployed. 

 

Wage subsidies 

Wage subsidies aim at selected vulnerable groups to help them to integrate or re-integrate 

with the labor market. In practice, targeting the subsidies not necessarily works. This type of 

active program is broadly used, if only local labor offices can afford that. Subsidization 

should in principle lead to permanent employment. Program duration should not exceed 12 

months. For the first 6 months the employer receives a monthly subsidy equal to the 

unemployment benefit plus social security contribution. If the program lasts longer the 

subsidy equals half of the minimum wage amount plus social security contribution per months 

(paid bi-monthly). If the employer keeps the person for more than 6 months after the program 

is completed he or she gets an additional bonus of 150 percent of the average remuneration. 

Wage subsidies for school-leavers are similarly designed but the subsidies are targeted at the 

group of registered unemployed within the 12 months period after graduation. 
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Table 5.8.5 Number of participants in wage subsidies 
 Total Male Female 
2000 99448 51861 47587 
2001 39315 20603 18712 
2002 51090 28071 23019 
2003 114891 64705 50186 
2004 93883 48639 45244 
Source: Information service of labor offices 

 

Program "First Job" 

A new active program dedicated to school-leavers was started in 2002. The program is 

financed by the state via the subsidy to the Labor Fund. Employers who employ school-

leavers receive refunding of disability contribution (in the part paid by the employer) and 

work injury contribution. The same is refunded if a school-leaver starts his or her own job. 

The program aims at providing the school-leavers with basic work experience and integrate 

them with the labor market. Participation in the program requires registration as unemployed, 

which contributes to stronger incentive to register even if a person could find a job without 

problems. 

 

Public works 

Public works aim at those unemployed whose employment prospects are the most difficult, 

usually these are the low skilled workers. In principle the key goal should be to shorten 

unemployment spells. In practice public works are often used for local infrastructure 

investment. Local authorities can get additional money for that purpose if only the 

unemployment rate in their county is sufficiently high. This perverse incentive reduces efforts 

to solve unemployment problems even if that could be achieved. 

 Labor offices initialize public works and negotiate with organizers. Previously, labor 

offices, being a part of special administration independent from local authorities, could have 

played the role. Since 2002 it has been much more difficult, since labor offices are 

subordinated to local authorities who organize the works or are involved in negotiated 

projects. For a period of up to 6 months public works organizers receive an amount of up to 

75 percent of average remuneration plus social security contribution per unemployed enrolled 

on the program. After the 6-month period is expired, the organizers receive a bi-monthly 

subsidy up to the average remuneration plus social security contribution. In counties 

belonging to the regions recognized as being severely hit by unemployment, public works 

organizers can additionally receive a partial reimbursement of non-labor costs of the program 

(up to 25 percent of the subsidy to cover the labor cost). 
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Table 5.8.6 Number of participants in public works 
 Total Male Female 
2000 50302 33564 16738 
2001 29025 19172 9853 
2002 33742 21261 12481 
2003 100015 65982 34033 
2004 75770 45849 29921 
Source: Information service of labor offices 

 

Training courses 

Training courses are meant to improve or change skills of the unemployed. The courses 

should increase employability of program participants. Additionally, this type of activities 

should be in line with restructuring of local industries. The courses are in the educational 

domain. Labor offices initialize the courses and finance participation of the unemployed but 

the offices are not involved in running the courses. There is a large number of specialized 

training institutions that offer their services in the market. Training courses typically last no 

longer than 6 months. In this period participants receive a training allowance amounting up to 

120 percent of the unemployment benefit. The allowance is to be paid back if a participant 

fails to complete the course for reasons other than starting a job. Out of the resources 

available for active programs relatively little share is spent on training. According to a survey 

in 2004 only 8.8 percent of offices spent more than 20 percent of resources available for 

active programs on training (Bobrowicz et al. 2004). 

 

Table 5.8.7 Number of participants in training 
 Total Male Female 
2000 98651 48283 50368 
2001 47587 24600 22987 
2002 68564 35592 32972 
2003 132230 68877 63353 
2004 127785 66890 60895 
Source: Information service of labor offices 

 

Start-up loans 

The unemployed can apply for a start-up loan. Similar opportunities exist for firms intending 

to create a new job for an unemployed. In both cases the loan equals up to 20 average monthly 

remunerations. If the newly started workplace still exists after 24 months, the amount of the 

loan is reduced 50 percent. 

The start-up loans are not common. A special selection process meeting strict criteria 

is used. The fact that the criteria exist is good. However, they are not necessarily focused on 

expected ability of an unemployed to become self-employed but they are focused rather on 
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social characteristics of the unemployed. For instance those with unemployment spells over 

12 months or lonely parents should be accepted for the program in the first order (Bobrowicz 

et al. 2004). This appears strange given the challenges of being self-employed. 

 

Table 5.8.8 Number of participants in start-up loans 
 Total Male Female 
2000 5251 2677 2574 
2001 2679 1340 1339 
2002 2763 1472 1291 
2003 5255 2846 2409 
2004 4272 2279 1993 
Source: Information service of labor offices 

 

5.8.4 Evaluation studies 

Academic attempts to evaluate effectiveness of the policies have been seldom and produce 

ambiguous results. The latter stems – among others – from poor data sources. Active 

programs are narrowly used, so the number of participants dropping into the sample of the 

Polish Labor Force Survey (PLFS) is limited. At the same time administrative data does not 

allow for controlling selection of participants of programs. Nevertheless, evaluation of 

effectiveness of active labor market policies in Poland is possible and really needed. 

Otherwise discussions on whether to extend or not the scope of active programs will be based 

on pure beliefs that can be wrong and lead to wasting resources. 

As mentioned above relatively few studies exist that are focused on the evaluation of 

active programs' effectiveness in Poland. Prior to 2002 a specialized labor market 

administration coordinated activities of regional and local offices. Since 2002 labor offices are 

subordinated to local self-government. Apart from the already mentioned perverse interest of 

local authorities, this situation means that local labor offices are responsible for 

implementation of active programs, being virtually left without institutional support. This 

affects the methods of program evaluation. Typically local labor offices calculate and 

announce the share of program participants to the number of participants who started a job 

afterwards. So there is little to comment on from the point of view of more sophisticated 

evaluation of program effectiveness. 

Labor offices staff members do, however, their best trying to use the resources in a 

rational way. A recently conducted survey presents methods applied and opinions on what 

should and could be done in the area of active program (Bobrowicz et al. 2004). Tables 5.8.9 

and 5.8.10 present a small part of results of the survey. The rationale for the approach applied 

in the labor offices surveyed is mostly their own experience. 
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Table 5.8.9 Weight of the role of various active programs as seen by local labor offices 
(from 0 (no role) to 10 (crucial role); based on a survey) 

Type of active program Average range 
Subsidized employment 6.69 
Start-up loans 5.65 
Professional advice 6.82 
Training courses 7.37 
On the job training 4.79 
Apprenticeship 8.29 
Special programs 1.96 
Source: Bobrowicz, et al., 2004. 

 

Table 5.8.10 Average per local labor office number of people on various active programs 
(based on a survey) 

Number of participants Type of active program 
In the entire sample Average per labor office 

Subsidized employment 44527 215
Start-up loans 1840 9
Professional advice 108942 526
Training courses 54135 262
On the job training 5359 26
Apprenticeship 46705 226
Special programs 657 3
Source: Bobrowicz, et al., 2004. 

 

The survey briefly presented here gives additional light on the problem of over-registration 

leading to over-estimation of the scale of unemployment in Poland. Local labor offices staff 

members who directly work with the unemployed and know the most on their labor market 

behavior strongly support the view based on LFS individual data analysis mentioned above: 

 

Table 5.8.11 Average estimated shares of registered unemployed representing various 
attitudes towards their labor market involvement as observed by local labor offices staff 
members (survey). 
Type of attitude Share in total number of registered unemployed 

(percentage) 
Persons not interested in starting any job 20.2 
Very passive, not believing in finding a job and usually 
not taking one if there is a chance to do so 

17.8 

Passive, seeking a job means noting more but 
registration, usually taking a job if offered by a labor 
office 

28.6 

Active, wishing to take a job, ready to take offers such 
as training 

21.1 

Very active, use available opportunities, actively 
seeking a job 

12.4 

Source: Bobrowicz, et al., 2004. 
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There is a limited number of academic studies on active labor market policies. They are 

usually based on individual data from the Polish Labor Force Survey. The data set is 

occasionally extended by adding questions (supplements to the regular questionnaire) focused 

on particular issues. One of such supplements (conducted in 1996 and covering the period 

from 1992 to 1996) was focused on active labor market policies. It brought additional 

information on labor market behavior of active programs participants. Individual data from 

that supplement were used by various economists for the evaluation of effectiveness of active 

policies during the early stages of transition. 

Typically the studies lead to the conclusion that active programs analyzed were 

ineffective. This particularly applies to public works (Góra et al. 1995, Kluve et al. 1999). 

Wage subsidies programs have been analyzed much more, and results suggest the same. The 

programs do not create the desired effects. Virtually all studies present a similar picture: 

Subsidization is ineffective (Góra et al. 1995 and Puhani 2003) or may even create some 

negative effects on employment probability (Kluve et al. 2005). The only type of active 

programs that these studies find to be effective is training. The studies lead to a conclusion 

suggesting concentration of available resources on training courses. This is a conclusion that 

is in line with the needs that are natural in an economy such as the Polish one that is quickly 

modernized and restructured. 

 

5.8.5 Summary 

The very high level of unemployment in Poland needs urgent political attention. Well 

designed active labor market programs can contribute to a reduction of unemployment in the 

future. However, before more resources are allocated to active programs clear procedures on 

the way of evaluation their effectiveness need to be developed and delivered to those who are 

to implement the programs. Without the easy-to-use procedures spending more money may 

lead to wasting resources rather than to a reduction of unemployment.  

New research on active programs’ effectiveness needs repetition of the data collection 

on individual labor market behavior, similar to the one used in the PLFS in 1996. This would 

bring new data for research and possible policy advice. Additionally, a comparison of the 

situation after 10 years would create an interesting and possibly fruitful research topic. 
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5.9 Active Labor Market Policies in Spain 

 

5.9.1 The general economic situation 

Since the 1990s, the Spanish economy has been characterized by high GDP growth, caused by 

increasing domestic demand, and relatively low inflation. Between 1995 and 2003, the 

average GDP growth rate was 3.25 % (Figure 9.5.1), which is well above the EU average. The 

dynamic growth performance came hand in hand with a process of outstanding job creation 

resulting in an average increase in employment rates of 3.5 %, which is among the highest 

within the EU. At the same time, the unemployment rate has steadily fallen from a peak of 

around 20 % at the beginning of the 1990s to slightly above 11 % in 2003 (Figure 9.5.2).  

 

Figure 5.9.1 GDP growth in Spain, 1995-2004 
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Figure 5.9.2 Unemployment rates in Spain, 1993-2004 
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Source: Eurostat. 
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Despite these positive trends, the unemployment rate as well as long-term unemployment are 

still among the highest within the European Union, and in fact the highest within the Euro 

area. Spanish labor market outcomes vary substantially by gender and age. While the 80% 

participation rate of men is rather high by EU standards, the participation rate of women was 

only around 55% in 2003. The unemployment rates of women are persistently twice as high 

as unemployed rates of men. The Spanish labor market also shows large regional disparities. 

In the southern regions Extremadura and Andalucía the unemployment rates were around 

18% in 2003, while the unemployment rates in the regions of Navarra and La Rioja are only 

around 6%. This high disparity across regions points to a rather low geographical mobility of 

the labor force. 

 

5.9.2 Labor market institutions 

One of the most frequently discussed features of the institutional framework of the Spanish 

labor market seems to be the coexistence of permanent contracts with high employment 

protection on one side and temporary contracts available for regular activities on the other 

side. Temporary contracts were introduced in 1984 with the intention to reduce (long-term) 

unemployment by raising flexibility in the labor market. In fact, unemployment rates 

decreased sharply over the following decades. At the same time, however, the labor market 

became increasingly segmented with highly paid permanent employees protected by high 

dismissal costs on one side and lowly paid employees who are continuously working on fixed 

term contracts and who are exposed to a high degree of precariousness on the other side. 

Today, temporary contracts account for nearly one third of total employment, which is more 

than twice the EU average. The high share of temporary contracts kept wages on a low level 

and is considered detrimental in terms of labor productivity (Dolado et al. 1999). Since 1997, 

several reforms tried to limit the excessive use of temporary contracts by easing employment 

protection legislation for permanent workers and providing financial incentives for the 

creation of permanent contracts. However, these measures did not result in a significant 

reduction of the share of temporary workers (Dolado et al. 2002).  

It appears that successive Spanish governments put much effort in first increasing and 

later decreasing flexibility of the labor market. At the same time, activating unemployed 

people directly by means of classic active labor market measures has played a rather marginal 

role for many years. It is widely acknowledged in this context that the launch of the European 

Employment Strategy played a crucial role in the further development of active labor market 

policies in Spain (Ballester 2005, Consejo Económico y Social 2005, Alonso-Borrego et al. 
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2004).  

It is worth noting, however, that even in the field of active labor market policy the 

problem of excessive use of temporary contracts plays a central role: the highest share of 

active labor market expenditures in Spain, almost 40%, is spent on measures for the 

promotion of permanent contracts. These are subsidies paid to employers who create a 

permanent employment contract for unemployed workers or who convert a temporary 

contract in a permanent one. In the context of this study, it is clearly worth discussing whether 

such incentives should be regarded as active labor market policy in the sense of a cross-

country analysis of ALMP effectiveness.  

The Spanish unemployment benefit varies between 75% and 170% of the national 

inter-professional minimum wage (100% to 220% if the unemployed has dependent children) 

and lasts for 120 to 720 days, depending on previous contributions to the unemployment 

insurance system. After that period, the unemployed person is entitled to unemployment 

assistance, which amounts to 75% of the national inter-professional minimum wage. After a 

maximum period of 18 months, eligibility for unemployment assistance expires, and social 

assistance applies. A so-called active integration wage (75% of the national minimum wage), 

is available for up to 10 months to persons who are not entitled to unemployment benefit or 

subsidies but who agree to undertake a profiling and to sign a binding integration agreement. 

These people will get priority access to active labor market measures. In general, receiving 

unemployment assistance is not a necessary condition for participating in active labor market 

measures; however, recipients usually get priority access. 

 

5.9.3 Measures of Active Labor Market Policy 

At the beginning of the 1990s, Spanish spending on ALMP measures was among the lowest 

in the European Union. Since 1998, Spain has increased its spending on ALMP at a higher 

rate than any other European country. Finally, in 2002, the expenditure level as a share of 

GDP reached the average of the EU-15 member states. However, given the relatively high 

unemployment rate, this indicator remains rather low. Furthermore, as discussed above, if the 

promotion of permanent contracts is not considered an active labor market policy in the sense 

of this study, Spanish expenditure levels are even smaller relative to other countries.  

The Spanish spending profile shows a high share spent on the promotion of permanent 

contracts, as well as on start-up incentives. This share is higher than in any other EU-15 

country. Furthermore, the share spent on training measures is relatively low, amounting to 

less than half the EU-15 average. In terms of participants, schemes for the promotion of 
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permanent contracts are the most important ones, followed by training and direct job creation 

schemes. 

The National Employment Institute (INEM), an autonomous administrative body 

attached to the ministry of labor and social affairs, manages active and passive measures of 

labor market policy. In recent years, the INEM transferred more and more competencies to 

the realm of the autonomous regions. Today, the division of functions between the national 

level and the level of the autonomous regions is quite complex, including parallel structures in 

some cases. The autonomous regions and the municipalities may set up their own 

employment promotion bodies to complement INEMs measures. They may implement 

placement services and job search assistance, vocational training of the unemployed and most 

have agreed on their own regional employment pact with the social partners. Furthermore, the 

INEM gave up its monopoly on placement services when the government legalized non-profit 

agencies and temporary work agencies in 1994. Today both private and public regional or 

national entities may offer placement services. The following paragraphs describe Spanish 

active labor market measures in more detail. 

Training: Training targets the young, the low skilled and the long-term unemployed, 

women, disabled and migrants. Training schemes include vocational training measures for 

unemployed workers and workshop schools for the youth and for adults, respectively. These 

measures combine training with practice, sometimes via internships in private or public firms. 

For instance, the INEM set up an experimental program on training and employment 

integration in the area of information and communication technologies. It is financed partly 

(35%) by the participating company. The social partners organize further vocational training 

for employed workers. Since many different bodies both on the national level and on the level 

of the autonomous regions provide training for different target groups, the National 

Vocational Training Plan 1998-2002 established a National System of Qualifications and 

Vocational Training that provide unified and coherent training plans and certifications. 

(Financial) Incentive Schemes: The most important financial incentive scheme in 

terms of expenditure and participants is the promotion of open-ended contracts. Target groups 

are unemployed workers, older workers and workers who hold an apprenticeship, training, 

replacement or substitution contract. The second incentive scheme is the promotion of start-up 

activities. For instance, unemployed workers may receive an advance payment of their full 

unemployment benefit to start up their own business, as well as subsidies for costs of 

feasibility studies, auditing and counseling. Measures for the promotion of start-up incentives 

also include the promotion of employment in local employment initiatives and co-operatives. 
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A further incentive scheme is the support of domestic migration, which aims at the promotion 

of workers’ geographical mobility. 

Direct Job Creation Schemes: The INEM, in cooperation with other public or private 

non-profit organizations, contracts long-term unemployed people and employs them for so-

called socially useful activities in these organizations. Furthermore, the autonomous regions 

Andalucía, Extremadura and some under-developed rural areas run job creation schemes for 

agricultural employment. Employment workshops, which are already mentioned above in the 

training category, might also be considered a form of job creation measure.  

Services and Sanctions: Public employment services play a rather small role in job 

placement, especially for high-risk groups (Ballester 2005, Bertelsmann Stiftung 2004). A 

reform in 2002 aimed at improving the monitoring and placement of job searchers via an 

enforcement of the so-called principle of rights and duties. Beside a substantial reduction of 

benefit entitlements, the reform intended that unemployment benefits were to be paid only to 

those who make a written commitment to accept all proposals, which would help them find 

work. It re-defined a suitable job that has to be accepted as one that resembles any job 

previously held by the applicant for a period of 6 to 12 months at any time in his or her 

working life. The public opinion criticized these measures as being far too restrictive. A 

general strike finally forced the government to abandon most elements of the reform. The 

integration agreement is now voluntary and the definition of suitable jobs is less restrictive 

than initially intended and left at the discretion of the employment service. It is often 

criticized that the public employment services fail to provide effective job search assistance to 

the unemployed (Bertelsmann Stiftung 2004, Arellano 2005a). In recent years, redundant 

workers increasingly employed private outplacement services as an alternative to the public 

employment services (Arellano 2005a). 

 

5.9.4 Evaluation studies 

Rigorous evaluation studies of active labor market policy in Spain are scarce. One reason 

seems to be the unavailability of appropriate data. Only recently, process data has become 

available to researchers. Moreover, other issues than active labor market policy, such as the 

evaluation of successive reforms of the regulation of fixed-term contracts, as well as the 

introduction of a minimum wage, absorbed a great deal of attention from the scientific 

community. Rigorous evaluation studies in this context are the studies by Kugler et al. (2003) 

and Arellano (2005c) on the effect of reforms of fixed-term contracts, and the study by 

Dolado and Felgueroso (1997) on the effects of the introduction of a minimum wage. 
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Evaluation studies of classic active labor market measures are Mato (2002) and 

Arellano (2005a) on training measures, as well as the study by Cueto (2003) on hiring 

subsidies and self-employment programs. Moreover, Arellano (2005b) evaluates job search 

assistance by comparing the effect of private outplacement services compared to public 

employment services. Furthermore, the study by Davia et al. (2001) evaluates active labor 

market programs on a macro-economic level. 

 

Training:  

Mato (2002) evaluates training programs for unemployed and employed workers in Asturias. 

As a control group, he uses data of individuals who applied for training courses but could not 

participate because the number of places was limited. The results suggest that training slightly 

increases the employability of unemployed and employed workers but has no effect on 

earnings. Arellano (2005a) assesses the effect of four types of training courses (general 

training, professional training, retraining, and further training) on the duration of 

unemployment. The control group is composed of registered unemployed workers who do not 

participate in any training measure. All training programs apart from general training exhibit 

significant positive effects. Training participation increases the probability of women to leave 

unemployment by 50% and the one of men by 40%.  

 

Employment incentives: 

Cueto (2003) compares two types of employment incentives in the region Asturias: start-up 

subsidies and hiring subsidies for employing an unemployed worker on a permanent contract. 

The results indicate that start-up subsidies perform better than hiring subsidies in terms of job 

stability and occupation rates. 

 

Services and Sanctions: 

The study by Arellano (2005b) on the effect of private job search assistance by outplacement 

services uses two data sources: individual data generated by Creade, a private outplacement 

service firm, for the treatment group, and individual process data from INEM in the region 

Madrid for the control group. The study employs several matching methods, which lead to 

similar results. The results indicate that outplacement services compared to public services 

have significantly positive effects on the duration of unemployment, except for men.  
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Macro-economic evaluation:  

The study by Davia et al. (2001) studies the impact of active labor market programs on a 

macro-economic level. The results suggest that training programs and employment incentives 

significantly reduce the overall unemployment rate, the long-term unemployment rate as well 

as the overall exit rate from unemployment. The exit rate from long-term unemployment is 

reduced by employment incentive programs only. 

 

5.9.5 Summary 

Although the launch of the European Employment Strategy entailed a considerable increase in 

spending on active labor market policies in Spain, active labor market policies still play a 

rather small role both in public policy and in the scientific community. The most concerning 

issue for policy makers seems to be the promotion of permanent contracts, which accounts for 

the largest shares in spending on active labor market measures. Only few studies carry out a 

rigorous evaluation of labor market policies. Two studies suggest positive but small effects of 

training measures. Another two studies do not compare treatment to non-treatment but rather 

compare the effects of two treatments to one another. These studies suggest that start-up 

subsidies perform better than hiring subsidies and that private placement services work better 

compared to public ones.  
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5.10 Active Labor Market Policies in France 

 

5.10.1 The general economic situation 

It was at the very beginning of the 1970s when unemployment started to increase in France. 

Especially the youth unemployment rate has been rising rapidly and became one of the 

highest in the European Union. At 13% already in 1979, youth unemployment increased to a 

maximum of about 29 % in 1995. More recently, the youth unemployment rate was 21.8 % in 

2004, while the total unemployment rate was 9.6%. As can be seen in Figure 5.10.1 the 

annual GDP growth of the last 15 years has averaged around 2%, with a slight peak at the end 

of the 1990s, and rather small increments over the last years. 

 

Figure 5.10.1 Unemployment rate and gdp growth in France 
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Data Source: Eurostat 

 

5.10.2 Labor Market Institutions 

Active labor market schemes were introduced in France in the beginning of the 1970s. The 

high unemployment rates, and especially the high youth unemployment rates, led to many 

reforms in the labor market policy in the 1980s and 1990s. One of the most notable changes in 

these two decades was the Emergency Plan for Youth Employment (Plan d'Urgence pour 

l'Emploi des Jeunes) introduced in 1986 with strong incentives for private firms to offer 

training places. Alternating work schemes (formations d'alternance) with alternating spells of 

training and work were supported. The lower bound on the entry age for these contracts has 

been lowered to 16 years, and the upper bound has been raised from 20 to 25 years. 

The PAP program (Programme d'action personnalisé), a more generous benefit 

system (for eligible unemployed persons) with intensified counseling of the unemployed, was 
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introduced as part of the policy reform in 2001 called "Plan d'aide au retour à l'emploi" 

(PARE). It is a combination of benefits and placement. As part of it, the maximum duration of 

drawing unemployment benefits was lowered. While a more extensive reform was intended, 

these main points of the reform were realized. A meeting with an unemployment agency 

caseworker is now compulsory for all newly registered unemployed individuals and recurs at 

least every 6 months. Before the reform measures were open only to long-term unemployed 

workers. 

 

5.10.3 Measures of Active Labor Market Policy 

Since 1974 more than 50 measures were introduced in total, but only ten still exist. Because 

of the high youth unemployment rate most measures are designed for youth. About 800,000 

youths between 15 and 25 years old take part in one of these measures each year.  

 

Training  

The apprenticeship system in France is similar to the German one: Part-time work in a private 

firm is combined with part-time education in a public training centre. Young People between 

15 and 25 years of age without any diploma or formal education can reach a national diploma 

after completion of the contract and passing a test. The length of such an apprenticeship 

contract varies between one and three years with a usual length of two years. The wage of the 

apprentice is a fraction of the level of the minimum-wage. The individual level depends on 

the age and seniority of the apprentice. At the end of the temporary contract the employee 

may be hired under a fixed term labor contract. 

The Qualification Contract (Contrat de Qualification, CQ) is very similar to the 

apprenticeship contract and is a fixed-term contract for about 6 to 24 months, where at least 

one fourth of the period must be training with the objective that participants prepare for a 

diploma, similar to an apprenticeship. This program is addressed to unskilled or long-term 

unemployed young adults and is approved by collective agreement. The participant is paid by 

the employer. The wage is a fractional amount of the minimum wage. The fraction again 

depends on age and job tenure. Employers are private firms who are exempt from paying 

social security contributions and apprenticeship tax. 

The Adaptation Contract (Contrat d'Adaption) can be a fixed-term contract for about 6 

to 12 months (since 1987 at least 200 hours) or a perpetual contract. Target group are skilled 

youths having problems finding an employment. Employing firms work in handcraft, trade 

and industry, and provide some job-specific training. The amount of training depends on the 
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contract, the occupation and the skill level. The wage is at least the legal minimum wage, and 

is paid by the employer. The employers do not have to pay the apprenticeship tax but the 

Social Security contributions. 

Apprenticeship Contracts, Qualification Contracts and Adaptation Contracts are 

generally addressed to young workers with low labor market experience. Thus applicants are 

mainly young people who leave school or college. 

 Special training courses for 16 to 25 years old are offered by state training centers. 

These courses are aimed to facilitate social and professional integration of young people 

leaving the educational system without any diploma or qualification and have a length of 6 to 

9 months. Trainees receive a lump-sum from the state. 

The programs for insertion and training (Action d'insertion et de formation, AIF) were 

introduced in 1990. Participants take part in training courses of 40 to 200 hours and receive a 

lump-sum from the state. This program is now the main program addressed to long-term 

unemployed. 

The courses for preparation to the working life (stages d'initation à la vie 

professionelle, SIVP) were non-renewable temporary contracts and are no longer in use. This 

measure was targeted at youths without any professional experience and long-term 

unemployed youths. Participants received an education or training in a firm or a public 

education centre with a lump-sum from the state and complementary allowance from the firm. 

This measure was completely replaced in 1991 by the "Contrats de Retour à l'Emploi", which 

again were replaced in 1995 by the "Contrats Initiative Emploi". These two measures are very 

similar and are targeted at long-term unemployed, benefit recipients and old-age employees. 

The contract could be either a long-term or a fixed-term contract. The firms are exempt from 

paying Social Security contributions. 

The retraining program "Convention de conversion" was set up in 1987 to improve 

labor market prospects of displaced workers. For a period of six months retraining and job 

search assistance are proposed to displaced workers. The target group consists of workers up 

to the age of 57 who have at least two years of seniority in their former firm. The main 

purpose of this measure is to increase the employment probability of displaced workers and to 

avoid long-term unemployment spells for employees who were laid off for economic reasons. 

During the first two months of the program, the worker receives a specific allowance 

representing 83% of her former wage. During the following four months this reduces to 70%. 
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Private Sector Incentive Schemes 

French ALMP measures targeting private sector incentives regard mostly firms taking part in 

the apprenticeship system. Firms without any apprenticeship contracts have to pay an 

apprenticeship tax. As described above, for several measures employers are sometimes 

exempt from Social Security contributions if they employ participants of these measures. 

 

Public Sector Employment 

The program of community jobs (Travaux d'Utilité Collective, TUC) was set up in 1984 and 

discontinued in 1990, being replaced by the Contrat Emploi Solidarité. Low-skilled youths 

aged 16 to 21 years and long-term unemployed 22 to 25 years of age are recruited by public 

institutions, local administrations or non-profit associations to do work for public utility. It is 

a non-renewable temporary and part-time employment with the legal minimum wage as salary 

paid by the State. The employer is exempt from Social Security contributions except of 

Unemployment Insurance contributions.  

The Employment-Solidarity Contracts (Contrats Emploi Solidarité, CES) are part-time 

(20hrs a week) and fixed-term (from 3 to 12 months) employment contracts. They can be 

renewed two and even three times for recipients with poor employment prospects and are 

similar to TUC. The target group is extended to adults with bad perspectives on the labor 

market. Participants receive the legal hourly minimum wage, entirely paid by the state. 

Employers are exempt from Social Security contributions except of Unemployment Insurance 

This measure is still in use. 

 

Services and Sanctions 

The basic Skill Assessment lasts typically one day. The provider helps the individual assess his 

professional skills. It was introduced as part of the reform in 2001. The Project Assessment 

(Bilan de competences approfondi) is another skill assessment with an average duration of 20 

hours. It is aimed at individuals with professional experience who have difficulties finding a 

job corresponding to their skills. Individuals who wish or have to change profession and need 

time or help can take part in the Project Support. It lasts three months, during which 

participants have frequent contacts to a personal advisor. A similar program targeted at 

individuals with higher skills is Job-search support. It lasts up to 3 months, during which a 

personal advisor assists and teaches (sometimes group-based) the unemployed person. 
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5.10.4 Evaluation studies 

As described above, the problem of high unemployment rates in France is mostly a problem 

of very high youth unemployment rates. Thus, measures are mostly targeted at youths and 

most of the evaluation literature confines itself to programs for youth and young adults. The 

set of studies evaluating ALMPs in France remains limited. 

 

Training Programs 

Three studies evaluating training programs are presented in the following section. Bonnal, 

Fougère and Sérandon (1997) focus on programs of the late 1980s, Cavaco, Fougère and 

Pouget (2005) discuss programs of the late 1990s, and Brodaty, Crepon and Fougère (2002) 

compare these two periods with the datasets used in the first two studies.  

Bonnal et al. (1997) use the dataset "Suivi des chômeurs", an extraction of the 

Unemployed Follow-Up-Survey collected by INSEE between 1986 and 1988 covering all 

individuals who were unemployed in August 1986, to estimate the effects of different training 

measures. The sample is randomly drawn from the files of the public employment services 

(Agence Nationale Pour l'Emploi, ANPE). 7450 individuals were interviewed four times 

between Nov 1986 and May 1988. The data contain monthly retrospective records for this 

time period.  

Cavaco et al. (2005) use the survey "Trajectoires des demandeurs d'emploi et marché 

local du travail", which was collected by the French Ministry of Employment and Social 

Policy (DARES) between 1995 and 1998. The sample has been drawn randomly among 

workers entering unemployment between April 1995 and June 1995 in three French 

administrative regions. The surveys are not representative of all regions in France. The data 

record retrospectively every month between the second quarter of 1995 and the first quarter of 

1998. 8125 individuals were interviewed three times. The dataset was complemented by a 

second survey conducted in the same local areas as the first one, but focusing only on 

displaced workers who joined the retraining program convention de conversion. The studies 

are cast into a continuous time framework with one or two-factor individual random-effects. 

Only Cavaco et al. (2005) observe adults in their study, while the other two studies use only 

data on young workers and young male workers, respectively (Bonnal et al. 1997).  

Cavaco et al. (2005) examine the effects of the retraining program convention de 

conversion for displaced workers on the probability to find a long-term contract after 

participating. Their estimation of a duration model suggests that the probability to obtain a 

permanent job increases by 8 points for participants, while non-participants would have had 
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an increased probability of 28 points if they had participated. The authors conjecture that the 

program might have been offered more frequently to those individuals with a low re-

employment probability . 

Bonnal et al. (1997) find that SIVP have positive effects on the transition intensities of 

young men from unemployment to employment. Measures like apprenticeship contracts and 

adaptation contracts have only positive effects for young men without any diploma. A 

positive effect of the other training courses can only be identified for young men without any 

diploma. Using a propensity score matching approach to assess the effectiveness of training, 

Brodaty et al. (2002) distinguish between long-term and short-term unemployment. Although 

the two sub periods considered (1986-1988 and 1995-1998) are similar from a 

macroeconomic point of view, programs are generally found to be less effective in the second 

period. While participants, both short-term as well as long-term unemployed, experience a 

higher transition rate to employment in the first sub period, in the second sub period the short-

term unemployed experience lower transition rates, and the effect for long-term unemployed 

is insignificant. 

 Overall, training measures have positive effects on employment. The positive effects 

were higher in the 1980s than ten years later. Brodaty et al. (2002) suppose that reasons might 

be that more unemployed workers became eligible to these programs in the late nineties or 

young eligible workers were more heterogeneous in the 1990s as ten years before.  

 

Public Incentive Schemes 

Two of the studies on training measures described above also estimate effects of public 

incentive schemes using the same datasets. Contrary to the results for training measures, 

Bonnal et al. (1997) observe negative effects of participating in public employment measures 

on the transition rates to employment for young men with a technical school certificate. No 

effects can be found for young men without any diploma. While no significant effects are 

found for the first sub period (the late 1980s) in the study by Brodaty et al. (2002), 

participation in such a measure has a negative effect on the transition rates to employment in 

the late 1990s. 

On the basis of this limited set of studies, Public Employment Programs in France 

seem to have zero or negative effects on the individual employment probability after 

participation. 
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Services and Sanctions 

Crépon, Dejemeppe and Gurgand (2005) evaluate the effects of intensive counselling schemes 

by using duration models. Their dataset is a longitudinal administrative dataset containing 

about 400,000 individual unemployment spells from ANPE records. It is a 1/12 nationally 

representative sample of all unemployed persons. They analyze individual transitions from 

unemployment to employment and time spent out of employment and detect a positive and 

significant impact on the transition rate from unemployment to employment (increase by 1 

percentage point) and on the unemployment recurrence (decrease by more than 6 percentage 

points). The schemes without skill assessment have some impact on both unemployment and 

employment duration. The job-search support program has the strongest effect, while project 

assessment and project support display some lock-in effect. 

Fougère, Pradel and Roger (2005) use the survey "Suivi des Chômeurs", covering the 

years 1986 to 1988, to examine the disincentive effects of the public employment service on 

the search effort of unemployed workers and on their exit rate from unemployment. They find 

an increased exit rate from unemployment through a higher job contact arrival rate by the 

public employment service, especially for low-educated and low-skilled workers. 

 

5.10.5 Summary 

The French labor market has been characterized by a very high youth unemployment rate for 

several decades. Therefore most active labor market measures are targeted at youths, and the 

evaluation literature mostly focuses on these programs. In fact, few empirical studies 

analyzing French ALMP exist. Training schemes in terms of apprenticeships and similar 

contracts, as well as the program for displaced (older) workers, have positive effects on the 

transition to employment for participants. The measures enhancing job search activity 

introduced with the labor policy reform in 2001 also seem to be effective.  

Among the programs discussed above only the public employment schemes show zero 

effects in the 1980s and negative effects in the 1990s for young workers. However, these are 

measures designed for adults, and not for young workers specifically.  
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5.11 Active Labor Market Policies in the UK 

 

5.11.1 The general economic situation 

For more than a decade now, the British labor market has been performing excellently 

compared to most European countries. The British economy has continuously kept on 

growing at a growth rate between 2 and 4 percent while maintaining inflation at a low level. 

The unemployment rate and long-term unemployment rate have fallen steadily and are now 

on a level not seen since the 1970s. In addition, the employment rates (74.4%) are at historic 

highs, with a level well above the Lisbon and Stockholm employment targets. 

 

Figure 5.11.1 Unemployment rate in the United Kingdom 
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Figure 5.11.2 GDP growth in the United Kingdom 

0
1
1
2
2
3
3
4
4
5
5

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

 
Data Source: Eurostat 

 



158 

Nevertheless, there is concern on inactivity of certain groups, especially the elderly, lone 

parents, and the young. For example, the UK has the highest proportion of 18-year-old men 

who are neither in school nor in the labor force. For 22-year-old men the UK is second after 

Italy in this category (Van Reenen 2003). Since 1979, there has been a large overall increase 

in wage inequality, which occurs between younger and older age groups, and even within 

gender and skill class. Increasing inequality is not only caused by diverging wages but also by 

the substantial cutback of benefits and pensions.  

 

5.11.2 Labor market institutions 

Compared to most European countries, British labor market institutions appear relatively 

market orientated. Employment protection is low, limiting the minimum period of dismissal 

notice to only 1 to 12 weeks, depending on the duration of employment. Regulation on 

temporary contracts is therefore obsolete. During the 1980s, trade unions and employer 

associations lost most of their influence and roles as coordinators of wage negotiations. Over 

the past 40 years, the structure of wage determination has been progressively decentralized to 

the point that it is now very fragmented and more decentralized than elsewhere in Europe. 

This trend has been accompanied by the development of flexible payment systems that are 

responsive to performance and local labor market conditions. The coverage of collective 

bargaining has fallen from around 75% in 1980 to under 40% at present.  

Spending on active labor market measures in UK is lower than in any other EU-15 

country. Against this background, it seems that the British labor market policy achieves 

excellent performance with a minimum input in terms of expenditure on active labor market 

policy. However, it is important to bear in mind that the UK employment strategy has been 

accompanied by steady employment growth, a tight benefit system and an extensive fiscal 

policies that "make work pay". The active labor market policies have to be viewed in this 

context.  

Since the 1980s, several reforms cut back benefit levels and introduced threats of 

sanctions for benefit recipients to enforce their attachment to the labor market. The 

introduction of Restart in 1986 made compulsory interviews with the Employment Service a 

condition of benefit receipt for all those whose unemployment claims had reached a duration 

of six months or more. The program combines counseling and encouragement with tighter 

enforcement of the conditions necessary to qualify for unemployment benefits. Since 1997, 

the labor government introduced several New Deal programs involving compulsory 

participation for long-term unemployed. Today the British system can be viewed as an 
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employment assistance regime geared to remind the unemployed of their job-seeking 

obligations and, through regular contact, to encourage them to seek and take up available 

unsubsidized jobs.  

An equally important feature of the British employment policy mix is the UK tax 

system, which provides high incentives to take up work. Fiscal policies that "make work pay" 

include the national minimum wage, the exemption of social security payments for low wage 

earners, an income tax system favoring low wage earners, child-care subsidies, and tax 

exemptions for families with children. These measures cannot be regarded as active labor 

market policies, though they may work via the same mechanism as for example targeted 

subsidized employment in the private sector does (Blundell and Meghir 2001).  

Also the unemployment benefit regime, the so-called Jobseeker’s Allowance (JSA), 

which was introduced in 1996, is strictly committed to the rights and responsibility agenda. 

There are two types of Jobseeker's Allowance: the contribution-based Jobseeker's Allowance, 

which is paid for up to 6 months, and the non-contributory Jobseeker's Allowance, which is 

means tested and available for people who are not entitled to contribution-based Jobseeker's 

Allowance or whose needs are not met by the contribution-based allowance. The non-

contributory Jobseeker's Allowance automatically entitles recipients to other types of benefits, 

e.g. housing benefits. Both benefit types require certain labor market conditions: Recipients 

have to be available for work, seek work actively, and sign a Jobseekers' Agreement, which 

sets out what they will do to look for work within any agreed restriction. The Jobseekers 

Agreement will be signed jointly by the Jobseeker and a caseworker, and is reviewed 

regularly for the duration of their claim. People who are out of the labor market may receive 

other benefits, like a means-tested Income Support or disability benefits. However, working-

age benefit recipients who are inactive as well as partners of benefit recipients may also be 

asked to attend compulsory work-focused interviews. It is the aim of the employment service 

to reduce welfare dependency by assisting any benefit recipient with job search and increasing 

help as duration of benefit receipt increases. 

Until 2001, the welfare and benefits system was administered through different 

delivery organizations, while Jobcentres dealt solely with Jobseekers. Since then, there has 

been gradual closure of Jobcentres and Social Security offices and the creation of an 

integrated service known as "Jobcentre Plus", offering both employment and benefit services 

under one roof. The re-organization intends to implement the principle of rights and 

responsibilities, which links benefit receipt to certain obligations, in a more efficient way.  
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5.11.3 Measures of Active Labor Market Policy 

As already mentioned, the UK employment strategy relies heavily on services and sanctions 

while training, employment incentive programs and direct job creation schemes only play a 

minor role. Such active labor market measures are mainly part of New Deal programs. 

Therefore, in this chapter we will not describe them separately, but rather within the context 

of the New Deal programs.  

The New Deal programs are universal measures for the long-term unemployed. They 

are packages of treatments, tailor made for certain target groups. Joining one of the New Deal 

programs is compulsory for most unemployed after claiming Job Seekers Allowance for a 

given period. Unemployed people with severe disadvantages may be eligible for early entry to 

the programs. Everyone on a New Deal program gets a personal adviser who will be his or her 

point of contact throughout the program. The program consists of several stages. The first 

stage is a series of individually tailored advisory interviews, which may be followed, if 

necessary, by measures like confidence building courses, help with job applications, grants to 

meet the costs of starting work, or even help with issues like drug or alcohol misuse. The 

second stage involves compulsory active labor market measures if the long-term unemployed 

person fails to integrate in the regular labor market within the first stage. There are special 

New Deal programs for age groups 18-24, 25+, and 50+, as well as New Deal for Lone 

Parents, New Deal for Disabled People, and New Deal for Partners of Unemployed People. 

For example, the New Deal 18-24, which is the largest program, is compulsory for 

benefit recipients aged 18-24 after six months of unemployment. First, participants go through 

a period of intensive job-search, known as Gateway, which lasts for up to 4 months. Second, 

if the participant is still unemployed, she must enter one out of four options, which encompass 

temporary work experience and training. These are a) full-time education and training option, 

aimed at those lacking basic qualifications, b) employment option, with wage subsidies paid 

to employers, c) voluntary sector, and d) environment task force. The work options b) to d) 

also include education and training of one day a week. The employment option (b) usually 

takes place in the private sector and may be viewed as an employment incentive program. The 

options c) and d) could be labeled direct job creation schemes. These options last up to six 

months, with the exception of full time education and training which can last up to one year. 

Alternatively, participants may receive promotion to set up their own business (Youth 

Enterprise Initiative). Depending on the chosen activity, participants continue to receive 

Jobseeker’s Allowance or an equivalent allowance or wages. Finally, those who could not be 

placed during the program enter the follow-through stage which is essentially the same as the 



161 

Gateway period with intensified help and guidance. Participants can only leave the program 

by entering employment or ceasing to claim Jobseeker's Allowance for more than 13 weeks. 

The design of other New Deals is similar. Unemployed people aged 25 and older have 

to join the New Deal 25+ after 18 months of unemployment. The options of the second stage 

are either full time subsidized employment or full-time education or training for up to 6 

months. Those aged 50 and older can participate in a New Deal 50+ on a voluntary base. In 

the second stage, they may receive an Employment Credit and in-work training and support. 

Furthermore, there is a New Deal for Lone Parents, a New Deal for Disabled People and a 

New Deal for Partners of Unemployed People. These programs are on a voluntary basis, too, 

and may include training programs. The New Deal for Partners of Unemployed People 

illustrates the serious intention of the UK employment strategy to reduce welfare dependency. 

If an unemployed person claims Jobseeker’s Allowance for himself and a partner for six 

months or more, not only the jobseeker himself but also the partner can get involved in New 

Deal.  

 

5.11.4 Evaluation studies 

Since active labor market programs only play a minor role in the United Kingdom, it is not 

surprising that there are only few evaluation studies. Several macro-econometric evaluations 

exist; however, in these studies the policy being evaluated is essentially indicated by a set of 

time dummies. It is therefore difficult to assess whether the observable effects are due to the 

introduction of a labor market program, or due to other macro-economic events occurring 

simultaneously. For example, using a time series model the Employment Service suggests that 

a rule changes in Jobseeker's Allowance reduced claimant unemployment by about 15 000 to 

20 000 (Sweeney and MacMahon, 1998). Large positive effects of Restart were found by 

Dicks and Hatch (1989) and Disney et al. (1991). More recently, Riley and Young (2001a, 

2001b) found moderate effects of the New Deal 18-24 when they used a macro-economic 

approach (about 28,000 extra jobs).  

The micro-econometric evaluation is difficult, since many programs are compulsory, 

which makes it difficult to find an appropriate control group. Fortunately, however, there was 

an experiment in 1989 that provides useful insights for the effect of the Restart program from 

a micro-econometric perspective. A sample of just under 9000 individuals approaching their 

sixth month of unemployment were identified. Of this set a random control group of 582 

persons were selected who were not asked to participate in a Restart interview at the usual 

point in time but six months later. Both groups were followed up in successive individual 
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surveys. This information was matched to administrative records using the unique social 

insurance numbers. Dolton and O’Neill (1995, 1996) analyze this data and find that the group 

who were randomized out of Restart had median unemployment duration one month longer 

than those who did receive Restart. Using a competing risks model, they also find that the 

strongest effects of Restart came from exits into jobs rather than to training and non-

participation. The effect appeared to work both through increasing the arrival rate of job 

offers and by making the treated group more likely to accept  a job if they received an offer. A 

further study examines the long run effects of the random delay in Restart interviews (Dolton 

and O’Neill 2002). They find that members of the treatment group had unemployment rates 

that were six percentage points lower than the control group five years after the initial 

interview. The authors also examine the channels through which Restart operates and find that 

the threat component of Restart is important in generating the short-run positive effects, while 

the services provided at the interview played an important role in generating the positive long-

run effects. 

Furthermore, researchers can exploit the fact that many programs are piloted in certain 

areas before they are rolled out nationwide. For example, Van Reenen (2003) evaluates the 

first stage Gateway period of the New Deal 18-24, comparing pilot areas to other areas in 

1998. Additionally, he constructs a control group of unemployed people aged 25-30 who are 

ineligible for the New Deal 18-24 because of age restrictions. The study focuses on men 

because three quarters of all New Deal participants are male. According to the estimation 

results, young unemployed men are about 20% more likely to find jobs each month because 

of the New Deal. An increase in steady state youth employment of over 17,000 is estimated. 

A similar approach is taken in the study by Blundell et al. (2004). They find an increase in the 

probability of young men finding a job in the next four months after participation started.  

Dorsett (2004) uses matching methods to assess the relative effectiveness of the four 

options in the second stage of the New Deal 18-24 program. He uses administrative data for 

males entering New Deal at the end of 1998. The results suggest that a period of subsidized 

employment is the most effective means of exiting unemployment and securing unsubsidized 

employment compared to other options. Also, remaining on an extended Gateway stage is 

more effective than the other options of education, voluntary sector or environmental work. 

The differences between these last three options are more subtle; however, environmental 

workers are likely to remain unemployed longest. The relative good performance of an 

extended Gateway stage suggests that participants of the second stage search for jobs less 

intensively and therefore are less likely to exit unemployment.  



163 

5.11.5 Summary 

The British employment strategy strongly emphasizes universal but tailor made services and 

sanctions, while other categories of active labor market policy only play a minor role. Not 

only the low levels of unemployment but also the evidence of rigorous evaluation studies 

suggests that the strategy is successful in bringing the unemployed into unsubsidized 

employment. However, it is important to bear the wider institutional and economic context in 

mind. Continuous economic growth and the consistently implemented "make-work pay" 

policy may have contributed considerably to the UK success story.  
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6. The effectiveness of European ALMPs 
 

6.1 Findings from previous research   

Accompanying the increased interest by European policy makers in the evaluation of 

comprehensively utilized active labor market measures, especially in the context of the EES, 

recent years have also seen a growing academic interest in the evaluation of ALMPs. This has 

resulted in an increasing number of evaluation studies, entailing both a huge step forward in 

the amount of empirical evidence available, and remarkable advances in analytical techniques 

for program evaluation (cf. also chapter 4). The report at hand focuses mainly on what could 

be called "third-generation" evaluation studies, i.e. studies that were conducted at some point 

in time since the late 1990s, predominantly already in the 2000s, and that are characterized by 

applying a set of relatively mature and standard (by now) methods from the econometric 

toolbox. At the same time, these studies discuss recent programs that were implemented in the 

1990s and the 2000s. Before turning to these third-generation studies in detail, this section 

provides a concise overview about evaluation studies that have been conducted and whose 

results have been summarized beforehand. 

Previous econometric research has been analyzed in overview studies by Heckman et 

al. (1999) on European program evaluations before 1994 and by Kluve and Schmidt (2002) 

for subsequent evaluation studies on programs until 1999. The former could be called "first-

generation" evaluation studies, since they entail, in general, evaluations of rather new policies 

at the time, applying rather new econometric techniques on the basis of often still rudimental 

data. The latter constitute the second generation of European evaluation studies and are 

mostly characterized by both more mature and a more extensive set of policies, by a deepened 

and rapidly developing methodological know-how, and frequently much improved data. Both 

overview studies also juxtapose the respective US and European "evaluation cultures". 

Additional surveys of ALMP experience are given in Martin (2000) and Martin and Grubb 

(2001), who give a descriptive account of OECD countries' experience with active labor 

market measures. 

Heckman et al. (1999) give a thorough overview about microeconomic studies for the 

US and for Europe, in which they emphasize several differences between the two. Whereas 

US researchers began conducting evaluation studies already in the mid-1970s, European 

efforts in this field began later, much in line with the later beginning of comprehensive use of 

such policies. Another difference is that many European evaluations focus on unemployed 

youth, whereas the US studies focus on more disadvantaged unemployed of all ages. Overall, 
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they stress that no clear pattern emerges about the performance of different active measures. 

For the US, the evidence suggests that government employment and training programs (a) can 

improve the economic prosperity of low-skilled persons, and (b) have markedly varying 

impacts on different demographic and skill groups. In particular, the evidence for youths is 

not encouraging. The general conclusion regarding ALMP effectiveness in the US is that if 

there are any positive treatment effects at all, then these will be small. Frequently, individual 

gains from programs are not sufficiently large to lift many participants out of poverty, as is 

the principal goal in many US programs. 

Kluve and Schmidt (2002) investigate European evaluation studies covering programs 

conducted during the time period 1983-1999, but mostly during the 1990s. They conclude that 

studies on ALMP show a large heterogeneity regarding their effects. One of their main results 

emphasizes that training programs seem likely to improve the labor market prospects of 

unemployed workers. Furthermore, direct job creation in the public sector has been of little 

success, whereas subsidies in the private sector might show at least some positive effects. One 

consistent result for both Europe and the US are positive effects for job search assistance 

programs, which are in general the least expensive measures. By contrast, youth programs 

usually show negative effects also in Europe.  

Moreover, Kluve and Schmidt conduct a quantitative analysis with a small set of 53 

observations based on the evaluation studies reviewed in their article and those European 

evaluation studies reviewed by Heckman et al. (1999, Table 25), i.e. in this empirical analysis 

each program evaluation represents one data point. They investigate the correlation of the 

binary dependent variable "study finds a positive treatment effect yes/no (1/0)" with several 

indicators representing (a) the type of ALMP program, (b) the research design and timing of 

the program, and (c) several variables capturing the economic environment and the 

institutional context for the respective country and the point in time when the study was 

conducted. Overall, the results from this quantitative analysis strengthen the findings that 

result from merely surveying all the studies: Studies on training programs and job search 

assistance appear more likely to report positive treatment effects than "subsidy-type" 

programs. Regarding the time period, they report negative correlations for the 1990s relative 

to the base category, the 1970s, which could e.g. be due to a better economic climate in the 

1970s, but also to improved evaluation techniques in the 1990s. 

Moreover, the positive and significant coefficient for the unemployment rate indicates 

that positive results were usually found in times of high unemployment. The authors conclude 

that training programs and subsidies appear to have the potential to combat unemployment if 
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they are well implemented and targeted. Nevertheless, effects of training for program 

participants are rather modest in size. However, Kluve and Schmidt (2002) emphasize that the 

results from this quantitative analysis are tentative findings that have to be taken with caution. 

Limitations of the study regard the relatively small sample size, a constrained set of 

covariates, and the fact that private and public sector employment schemes are pooled. 

Adding to these reviews on academic evaluation work, in 2002 the European 

Commission and the member states conducted the "Impact Evaluation of the European 

Employment Strategy" to assess its impact following the first five years after the launch at the 

Luxembourg Jobs Summit in November 1997. The member states held the responsibility of 

completing national policy impact evaluation studies, which comprised eight thematic 

chapters. The Commission analyzed these national reports and added a macroeconomic 

analysis and an assessment of the EU-wide labor market performance. The results on 

"Unemployment Prevention and Active Labor Market Policies" are based on the results from 

national evaluations which were conducted by the member states. The national reports display 

some variation in terms of methodological rigor: While some countries apply quasi-

experimental approaches to evaluate the impact of active measures, other countries rely on 

purely descriptive methods or literature surveys. 

Overall the results are very similar to the findings presented by Kluve and Schmidt 

(2002). They highlight the general success of job search assistance and the better performance 

of subsidies in the private sector compared to job creation in the public sector. Additional 

results indicate that training programs are more likely to have positive results for specific 

target groups. Positive rewards are found mainly among women reentering the labor market 

as well as educated immigrants, whereas low-educated individuals usually have lower 

benefits. In addition, positive impacts were found for self-employment grants, although these 

measures only have a limited scope. It is also emphasized that programs implemented on a 

large scale are less convincing, indicating that large programs might suffer from inadequate 

targeting and tailoring.  

 It is stressed that there is little evidence about macroeconomic effects of ALMPs. 

However, some studies report a long-term increase of labor supply. Further, some studies 

from Sweden indicate that active measures prevented a large drop-out out of the labor force 

during the economic downturn in the early 1990s and therefore maintained labor force 

participation. Some evaluations report an increase of human capital and a reduced wage 

pressure or increasing national incomes. Nevertheless, numerous studies emphasize negative 

displacement and substitution effects associated with ALMPs. Overall, it is mentioned that the 
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results are comparable to the results from evaluation studies in OECD countries. 

 The impact of active measures in OECD countries has been summarized by Martin 

(2000) and Martin and Grubb (2001), whose results are mostly in line with the 

aforementioned literature. Direct job creation in the public sector often seems to fail, whereas 

subsidies in the private sector and training programs may prove to have some positive effects 

on some target groups. Job search assistance may be a promising tool if it is combined with 

measures that enhance the pressure on participants to accept jobs. 

 

6.2 Summary of the results from recent European evaluation research 

As borne out by our reports from selected EU member states in chapter 5, the use of ALMPs 

and their respective evaluations are remarkably heterogeneous across countries in many 

dimensions. Some countries (e.g. Sweden) have a fairly long tradition of ALMP practice 

accompanied by a relatively exhaustive evaluation literature. In contrast, there are hardly any 

impact evaluation studies available for the new member states (with a few exceptions for 

Estonia, Hungary, Poland and the Slovak Republic). In some countries (e.g. Spain) ALMPs 

play a minor role, and therefore few evaluation studies exist. Other countries such as 

Germany have used ALMPs heavily for more than a decade, yet evaluation research has 

emerged only recently, even though the output has been remarkable over a short period of 

time.  

 The existence of good empirical practice and of reliable evaluation results in a given 

country is intimately related to the data that are collected, and their availability: The Swedish 

evaluation culture, for instance, is characterized by its availability of extremely informative 

and large data sets. German evaluation research only began to soar once access to 

administrative data was facilitated, which has proved to be a rather sluggish process that still 

has not resulted in entirely open and transparent data access procedures. Nonetheless, the 

development in Germany has been remarkable. In the new member states, appropriate data 

sets had to be set up from scratch. Only very few countries have had policies evaluated using 

social experiments, but those who have done so (the Netherlands, in particular) appear to have 

come up with strong, reliable evidence on the effectiveness of the programs evaluated in this 

way. 

Most of the recent empirical evidence still comes from the microeconomic field, 

investigating average treatment effects for the treated individuals and neglecting aggregate-

level impacts, in particular potential displacement and substitution effects. Relative to this 

increasingly large set of micro studies, the existing literature on the macroeconomic effects of 
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ALMPs has remained small. This chapter therefore focuses mainly on a summary of the third 

generation of microeconomic studies that have been conducted since 2002, adding to the 

overview of the previous two generations of evaluation studies in Heckman et al. (1999) and 

Kluve and Schmidt (2002).29 

 

6.2.1 Results from microeconomic studies 

Recent microeconomic studies differ substantially in various aspects. There is a large variety 

of programs with different design and focus on different target groups. Furthermore, across 

countries it is clear that programs take place in differing economic environments against a 

backdrop of specific institutional settings.  

Table A2 in the Appendix depicts key features – specifically program type, target 

group, study design, observation period, outcome variables and identification strategy – and 

results of 77 microeconomic evaluation studies of European ALMPs. Most of these studies 

are discussed in detail in the corresponding country chapters. In addition, Table A2 includes 

evaluation studies from the remaining EU member states, as well as from Norway and 

Switzerland.  

Looking at the features of the studies in Table A2, we observe that the studies show 

some disparity of evaluation design and estimation techniques. The vast majority of studies is 

based on non-experimental data. Regarding identification strategies in this regard, the "third 

generation" of program evaluation generally uses either matching estimators or duration 

models, with few exceptions. It is still common to focus solely on short-run impacts, though 

some more recent studies try to assess long-term effects if suitable data are available (e.g. 

Lechner et al. 2004, 2005). While few studies take into account the effects on the participants’ 

income, most studies estimate the impact of participation on unemployment and employment 

as the main outcome variables, which is in line with the general objective of such policies in 

Europe to combat unemployment, rather than alleviate poverty (as is often the case in the US). 

Unfortunately, it remains uncommon to conduct rigorous cost-benefit analyses about the 

efficiency of labor market programs, and only few of the studies mentioned includes such an 

effort.  

The remaining part of this section discusses the main findings from the country reports 

and the studies surveyed in Table A2 by program type.  

 

                                                 
29 The analysis also includes a few evaluation studies conducted before 2002 which have not been reviewed in 

Kluve and Schmidt (2002). 
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(Labor market) Training 

Given the fact that labor market training amounts to the largest share of spending on active 

measures across the EU with almost 40% in 2003, it is not surprising that numerous studies 

investigate the impact of training programs. Overall, more than half of the studies in Table A2 

investigate a measure with training content.  

Given the established tradition of running and evaluating ALMPs in Sweden, 

numerous studies exist that estimate the impact of Swedish training programs. The largest 

Swedish program, the Adult Education Initiative (AEI) also known as Knowledge Lift, was 

implemented in 1997 and aims at raising the skill level of low-skilled workers. Stenberg 

(2005) investigates the impact of AEI on unemployment incidence and duration relative to the 

vocational part of labor market training. He reports a decreasing incidence of unemployment, 

but an increase of the unemployment duration compared to participation in labor market 

training. Albrecht et al. (2005) examine the impact on income and the employment rate. They 

report positive employment effects for young men, but no significant impact on their average 

income. The results for women are insignificant for both outcomes; there is at best a slight 

increase in income for young women, but a slight decrease for older women. Finally, the 

authors stress that the participants among young men are on average more disadvantaged than 

the non-participants. 

The study by Richardson and van den Berg (2001) investigates the impact of Swedish 

labor market training, AMU. The authors report a substantial and significant effect on the 

transition rate from unemployment to employment for vocational training after participation, 

which diminishes with time. Nevertheless, taking the time from the beginning of the program 

into account, the resulting net impact is about zero, which indicates the presence of locking-in 

effects during participation.  

Andrén and Andrén (2002) distinguish between Swedish-born and Foreign-born 

participants in AMU in the years 1993-1997, a time with a continuous high unemployment 

rate after the peak in summer 1993. The study generally finds small positive employment 

rewards for Swedish-born participants. The rewards for Foreign-born are negative in the first 

year, but positive for following years. In contrast to these findings is the study by Fredriksson 

and Johansson (2003), who, for the same time period, investigate whether job creation 

programs and training programs increase employment probability and mobility in the longer 

run. They estimate an outflow to employment for participants of training programs that is 

reduced by around 40 percent. Moreover, participation is associated with locking-in effects 

reducing regional mobility.  



170 

In conclusion, the most frequently used and most expensive measure in Sweden, the 

labor market training AMU, does not seem to be a very effective program. Whereas studies on 

the 1980s frequently established positive income or employment effects, estimates for the 

1990s tend to be insignificant or negative (cf. also Calmfors et al. 2002). Among other 

possible explanations, this could be due, for instance, to either differentially effective 

programs depending on the respective economic situation (having been much better in 

Sweden in the 1980s than in the 1990s), or to the fact that more sophisticated econometric 

methods were available to evaluate the measures in the 1990s. 

  An early study also for the 1980s focuses on public training programs in Austria 

(Zweimüller and Winter-Ebmer 1996), indicating positive treatment effects on employment 

stability. A more recent, specific training scheme in Austria is evaluated in Winter-Ebmer 

(2001). The program was offered to workers affected by large-scale downsizing during 

privatization and restructuring of the national steel firms in the late 1980s. One special feature 

that these "Steel Foundations" were financed jointly by the unemployment insurance funds 

and the steel firms themselves. The other feature is that the long-term program was composed 

of orientation, re-training and placement assistance elements. The program resulted in 

considerable wage gains and improved employment prospects for the participants. 

In Germany a set of various training measures exist, such as e.g. short (up to 6 

months) and long training (over 6 months), retraining, and practical training in firms. Early 

studies on training measures in both East and West Germany do not come to consistent 

conclusions: Some studies find positive effects, whereas many studies do not detect any effect 

of training measures at all. The more recent literature, based on much more informative 

administrative data, seems to point to slightly more positive results (cf. Lechner et al. 2004, 

2005, Fitzenberger and Speckesser 2005): In general, training measures seem to show a 

considerable dynamic in program effects, having negative (locking-in) effects in the short-run 

and positive ones in the longer run. Based on such results, future cost-benefit analyses might 

be able to trade the costs of negative short-run effects against the benefits of positive long-run 

effects. 

Similar to Germany and Sweden (cf. also Table A1.1), training is the most commonly 

used type of program in Denmark. However, the findings of the Danish evaluation studies 

about the employment effects of training programs are rather disappointing. Most analyses 

find that training programs have negative effects by increasing unemployment duration, 

primarily due to large negative locking-in effects, but sometimes also due to negative post-

program effects. This is the general picture found by a majority of recent studies (Rosholm 
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and Svarer 2004, Bolvig et al. 2003, Graversen 2004, Munch and Skipper 2004, Danish 

Economic Council 2002). Only one recent Danish study (Jespersen et al. 2004) finds some 

evidence that training programs give rise to a net economic surplus for some cohorts in the 

case where long-term effects are analyzed, a finding similar to recent results from German 

studies.  

For a set of EU countries, in particular the new member states and countries with a 

limited ALMP practice such as e.g. Italy and Spain, only few evaluations of training exist. 

Mato (2002), for instance, evaluates training programs for unemployed and employed workers 

in the Spanish region Asturias. The results suggest that training slightly increases the 

employability of unemployed and employed workers, but has no effect on earnings. Arellano 

(2005a) assesses the effect of four types of training courses in Spain (general training, 

professional training, retraining, and further training) on the duration of unemployment. All 

training programs apart from general training exhibit significant positive effects. Training 

participation increases the probabilities of women and men to leave unemployment by 50% 

and 40%, respectively.  

One evaluation study for Estonia (Leetmaa and Vork 2003) analyzes individual 

treatment effects of labor market training. The results indicate that labor market training 

increases the employment probability of the participants and that the training is cost 

beneficial. This might imply that labor market training is a suitable policy tool during the 

period of rapid structural changes when the skills of the workforce become obsolete quickly. 

Similarly positive experiences appear to have been made with Polish training measures in the 

early years of transition (Kluve et al. 1999). More recent evidence, unfortunately, does not 

exist. 

An evaluation study about the impact of vocational training has been conducted by 

Cockx (2003) for Belgium. The analysis reports a decreased transition rate from 

unemployment during participation, indicating locking-in effects. The transition rate after 

participation, however, exceeds the previous decrease and the results of a simulation exercise 

suggest a reduction of duration of unemployment by 4 to 6 months.  

Cavaco et al. (2005) analyze the impact of retraining for displaced workers in France 

and report an increased employment probability for participants. They emphasize that the 

program was not targeted towards individuals who would benefit the most and assert that the 

employment probability for non-participants would have been higher had they participated. 

Moreover, participants were slightly older than non-participants and facing very low re-

employment probabilities. This underlines that training programs might have higher rewards 
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for individuals with better labor market prospects.  

The Finnish study by Hämäläinen (2002) considers the impact of LMT for three 

different cohorts, facing a dramatically deteriorating economic situation. The study reports 

positive treatment effects that decline considerably, corresponding to the macroeconomic 

development. In addition, LMT is most effective for unemployed with poor employment 

probabilities during periods of high unemployment; this is reversed during the periods with 

low unemployment, in which individuals with good labor market prospects profit the most. 

Moreover, Hämäläinen (2002) concludes that in this case "the effectiveness of training 

programs is negatively related to overall unemployment". This differs from the results 

presented by Cavaco et al. (2005), which indicate that training had no positive effects for 

individuals with low re-employment probabilities during high and persistent unemployment.  

Zhang (2003), on the other hand, reports a pro-cyclical pattern for training measures in 

Norway, implying that stronger impacts are felt the better the labor market prospects are. The 

study also estimates a positive overall impact on the transition rate from unemployment to 

employment, with higher benefits for women. Another Norwegian study by Raaum et al. 

(2002) investigates the long-run impact for LMT on earnings. This is the largest program in 

Norway and mainly comprises vocational training and to a lower extent basic courses. The 

authors find increased earnings for participants with recent labor market experience over the 

post-treatment period of 5 years, whereas labor market entrants have lower and insignificant 

effects. The cost-benefit analysis indicates positive gains for experienced participants, 

whereas the direct costs exceed the benefits for labor market entrants. In addition, the 

program is cost-beneficial for experienced women, whereas the benefits for experienced men 

are limited by their costs.  

 

Private sector incentive programs 

The two prevailing ALMP measures that target incentives regarding private sector 

employment are wage subsidies and start-up grants for self-employment. The former receive 

much more attention in the evaluation literature. For Germany, Jaenichen (2002) collects 

administrative data from selected Federal Employment Agency districts throughout Germany 

covering the period 1999-2001. She finds that receiving integration subsidies significantly 

reduces the probability to be registered as unemployed. Hujer et al. (2004) examine whether 

employing subsidized workers affects the employment development of firms, but do not find 

any significant effects. 

The evaluation of the Italian Mobility List by Paggiaro et al. (2005) concerns a policy 
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that combines an active component, i.e. a wage subsidy to employers who hire a worker from 

the List, with a passive component, i.e. an income support to selected workers on the List. The 

aim is to assess the effects of the Italian Mobility list, for the time period 1995-1999, on the 

probability of transition to a new job, dividing between workers eligible for the active 

component only and workers having also an income support. The authors find that an 

additional year of eligibility has a significant and positive impact on employment rates for 

men eligible for the active component only, whereas the effect is significant but negative for 

those having income support also. For women no effect is found. 

The country report from Denmark (cf. section 5.6) finds that this type of program is 

clearly the most successful measure used in the Danish ALMP. A common result of virtually 

all evaluation studies is that participation in a private sector employment program has positive 

employment effects (Rosholm and Svarer 2004, Bolvig et al. 2003, Graversen 2004, Munch 

and Skipper 2004, Danish Economic Council 2002, and Jespersen et al. 2004). One study 

does not find a statistically significant effect (Rosholm and Svarer 2004) and another study 

only finds a small positive net effect (Munch and Skipper 2004). One further exception to the 

general picture is the study by Graversen and Jensen (2004), which finds that there are no 

significant mean effects of participation in private sector employment programs compared to 

participation in other programs.  

By contrast to the positive effect of Polish training measures in the 1990s mentioned 

above, private sector wage subsidies displayed negative treatment effects at the time (Kluve et 

al. 2005). This finding, however, seems to be mostly the result of unemployment benefit 

regulations that restore eligibility after program participation. Again, more recent evidence 

does not exist. For Spain, Cueto (2003) compares two types of employment incentives in the 

region Asturias: start-up subsidies and hiring subsidies for employing an unemployed worker 

on a permanent contract. The results indicate that start-up subsidies perform better than hiring 

subsidies in terms of job stability and occupation rates. 

Forslund et al. (2004) evaluate the impact of Swedish employment programs in the 

private sector targeted at the long-term unemployed. The subsidies cover 50% of wages for a 

maximum period of 6 months. They report positive treatment effects on unemployment 

duration, which decreased by an average of 8 months, following a locking-in period due to 

participation. Although they do not examine the macroeconomic impact, the authors stress 

that there is evidence for large deadweight and substitution effects, which might offset the 

overall positive results.  

Zhang (2003) examines the impact of numerous active measures for Norway. 
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Regarding wage subsidies, Zhang (2003) reports significant positive effects on the 

employment probability for participants. Whereas the transition rate to employment is 

negative at the beginning of the treatment, it turns positive with elapsed treatment duration. 

Benefits for women are higher than for men. However, participants in the scheme are mainly 

qualified and ready-to-work individuals. Moreover, Zhang (2003) reports a pro-cyclical 

pattern, implying that wage subsidies have higher pay-offs in times of better labor market 

conditions.  

 

Direct employment in the public sector 

Direct job creation in the public sector is an important active labor market program in many 

countries (cf. Tables A1.1. and A1.2). In Germany, for instance, public employment schemes 

have been used on a large scale since the early 1990s, in particular in the Eastern part shortly 

after reunification. For quite some time these measures could be evaluated only for East 

Germany, because corresponding data sources were limited to East Germany only. A set of 

evaluation studies exists, most of which do not find positive effects on the employment rate. 

Eichler and Lechner (2002) find positive effects for men only, Bergemann (2005) for women 

only.  

Caliendo et al. (2003, 2004, 2005a, 2005b) use the recently derived administrative data 

for the years 2000-2002, which provides information on program effects in West Germany for 

the first time. Their results, too, reveal negative mean employment effects. Positive 

employment effects are limited to few socio-demographic groups, namely women over 50, 

long-term unemployed and hard-to-place women in West Germany as well as female long-

term unemployed in East Germany.  

 The Danish experiences with public sector employment programs are equally 

disappointing. Overall, the evidence for Denmark suggests negative effects similar to those of 

training programs (cf. above), i.e. participation in a public sector employment program tends 

to increase unemployment durations. Again, however, this result is primarily due to strong 

locking-in effects. Four out of six recent studies (Rosholm and Svarer 2004, Graversen 2004, 

Munch and Skipper 2004, Danish Economic Council 2002) find these negative effects, 

whereas one study (Jespersen et al. 2004) finds that public sector employment programs 

sometimes give rise to a net economic surplus. Another study (Bolvig et al. 2003) finds 

positive effects, but is analyzing private and public sector employment programs together, i.e. 

as one type of program. Hence, the results of the latter study are not pointing directly at public 

sector employment programs as having positive effects. 
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A Public Works scheme in Poland in the 1990s displayed negative treatment effects 

(Kluve et al. 2005), and more recent evidence has not been produced. France has some direct 

employment schemes for youths that also show zero or negative effects on employment 

probabilities (cf. also below). The review by Zhang (2003) for Norway also investigates the 

impact of employment programs in the public sector. These programs are mainly targeted 

towards long-term unemployed and participants with low qualifications. Overall, the 

programs have no positive effects on the transition rate to employment, but at least some 

positive effects for youths. A different target group, social assistance recipients, was the 

subject of the Norwegian study by Lorentzen and Dahl (2005). The overall results indicate a 

negative and insignificant effect for employment programs. 

These negative overall results are in accordance with the Swedish findings by 

Fredriksson and Johansson (2003), who report a reduced outflow to employment of around 

40% for job creation in the public sector, with even more negative long-run effects. Further, 

participation is strongly associated with locking-in effects. These effects do not only reduce 

the overall outflow rate, but even more strongly the outflow to jobs outside the home region. 

Also for Sweden, Korpi (1994) finds significant positive effects of relief work on the 

duration of employment of youth in the first half of the 1980s. Recent Swedish studies 

evaluate relief work only in comparison to other measures. For instance, Sianesi (2002) finds 

that recruitment subsidies and trainee replacement schemes generate significantly better 

results as relief work. Carling and Richardson (2001) compare, among other things, relief 

work and the workplace introduction, API. The reduction in unemployment duration is 

significantly lower for API as for relief work participants. 

 

Services and Sanctions 

As detailed in chapter 3, this category comprises all measures that aim at increasing job 

search and job match efficiency. This includes different types of services, e.g. job search 

assistance, interviews at the PES offices, job clubs, counseling, and the monitoring of the 

participants' job search behavior. In addition, this category comprises 'stick-type' measures 

like benefit sanctions that are imposed if individuals do not comply with required search 

behavior or refuse acceptable job offers.  

Across countries, there exists a relatively large economic literature that focuses on 

counseling and monitoring. This is the one measure for which several studies have used social 

experiments to access its effectiveness. In a first experiment in the Netherlands, Gorter and 

Kalb (1996) analyze the effects of extended counseling and monitoring on the duration of 
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unemployment. Gorter and Kalb (1996) find that the effect of counseling and monitoring on 

the job finding hazard is modest and insignificant for individuals who previously had a 

permanent contract and significantly negative for individuals who previously had a temporary 

contract. They explain this big difference by stating that the aim of counseling and monitoring 

is to provide unemployed workers with a permanent contract, which might be difficult to 

obtain for individuals who were previously in temporary employment. Furthermore, they find 

that counseling and monitoring significantly increases the job application rate. 

Similarly, van den Berg and van der Klaauw (2006) investigate the effect of the 

regular counseling and monitoring in the Netherlands on unemployment duration, on the 

basis of a randomized experiment, for the less disadvantaged workers. The empirical results 

show a very small and insignificant positive effect of counseling and monitoring on the 

probability of finding work. Since counseling and monitoring is a relatively inexpensive 

policy, the benefits in terms of unpaid unemployment insurance benefits are – 6 months after 

inflow into unemployment – approximately the same as the costs of providing counseling and 

monitoring. 

In another experiment in the UK, Dolton and O’Neill (2002) examine the impact of 

the Restart program, which combines monitoring and job search assistance. Overall, the 

Restart program has a significant positive effect in qualitative terms of a 6 percentage points 

lower unemployment rate for men even after 5 years, but no substantial long-run impact for 

women. A cost-benefit analysis indicates that these programs are a cost-effective means to 

reduce long-term unemployment. In addition, the authors elaborate that the threat component 

might be responsible for the short-run effects, whereas job search assistance may account for 

the long-run impact of the programs. 

Finally, in an experiment conducted in Hungary, Micklewright and Nagy (2005) find 

that stricter monitoring only increases the re-employment of women above 30 years old. This 

is a group of individuals that typically does not devote much effort to job search. A feature of 

the monitoring in Hungary is that the case worker also acts as a matching agent that offers 

suitable vacancies to unemployed workers. 

 The non-experimental research on Job Search Assistance seems to arrive at mostly 

positive conclusions across countries. In Denmark, these measures are usually captured in the 

residual category "other programs", against which training, wage subsidies, etc., are being 

evaluated. While this residual is clearly a rather heterogeneous category, the fact that the other 

programs mostly display zero or negative effects does shed some positive light on job search 

assistance. 
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For France, Crépon et al. (2005) find a significantly positive impact in qualitative 

terms on the transition rate from unemployment to employment (higher) and on 

unemployment recurrence (lower) for individuals with higher risks of unemployment. 

Centeno et al. (2005) examine the Portuguese Inserjovem and Reage programs, which are 

targeted towards youth and long-term unemployed. They report at most a small and 

insignificant impact on the unemployment duration (a reduction less than 1 month). In 

addition, they find a negative but insignificant effect on wages; this effect is greatest for men, 

whereas women do not see benefits from the program at all.  

The studies by Hofer and Weber (2004a) and Hofer and Weber (2004b) investigate the 

impact of Austrian programs. The former one reports an increased employment probability by 

15% within the first four months, and the latter one reports a decrease of the unemployment 

duration by 20-30% in the first year. Nevertheless, these positive results occur only in the 

short-run, and diminish over time. They also conclude that the more disadvantaged 

individuals and long-term unemployed require different programs, because they face 

substantial problems that cannot be solved by job search assistance only.  

Regarding the effects of sanctions, Abbring, Van den Berg and Van Ours (2005) focus 

on unemployment insurance recipients and Van den Berg, Van der Klaauw and Van Ours 

(2004) study welfare recipients in the Netherlands. In the empirical analyses the unanticipated 

nature of imposing sanctions is exploited. The empirical results of the former study indicate 

that the sanction probability increases during the first 16 weeks of collecting unemployment 

insurance and remains constant afterwards. The effects of imposing a sanction on the 

transition rate from unemployment to employment are substantial and significant. Imposing a 

sanction increases the re-employment probabilities of the sanctioned worker. Sanctions seem 

to have a somewhat larger effect on the re-employment probabilities of females than of males.  

Van den Berg, Van der Klaauw and Van Ours (2004) find that the sanction rate is 

highest between the 6th and 12th month of collecting welfare benefits, which coincides with 

the time period in which the first thorough investigation of files occurs. The effect of 

imposing a sanction on the transition rate from welfare to work is both substantial and 

significant. A sanction raises the exit rate to work with about 140%. 

Despite these two evaluation studies on sanctions in the Netherlands, and despite the 

fact that Grubb (1999) notes in his survey that sanctions exist in many countries, the empirical 

literature on the effects of sanctions remains limited. Lalive, Van Ours and Zweimüller (2005) 

find for Switzerland a smaller effect of actually imposing sanctions than the ones found in 

both Dutch studies. There are two important differences between the Swiss and the Dutch 



178 

policy regime on sanctions. First, in Switzerland there exists a system of warning unemployed 

workers prior to imposing a sanction. Roughly one third of the warnings is followed by a 

sanction. Lalive, Van Ours and Zweimüller (2005) show that the effect of a warning is as 

large as the effect of actually imposing a sanction. Second, Switzerland has a much stricter 

sanction regime than the Netherlands (e.g. Grubb, 1999). Whereas in the Netherlands, the 

annual sanction rate during an spell of unemployment is below 5%, in Switzerland, this can be 

as high as 12%. In the Netherlands, re-employment rates of sanctioned individuals are often 

very low and there is much room for increases. In Switzerland, also individuals who already 

have higher re-employment rates get punished and therefore there is less room for increases in 

re-employment rates for sanctioned workers. 

 

Youth programs 

This category encompasses a substantial variety of programs, including training programs, 

wage subsidies or job search assistance, specifically targeted towards youth. Their main 

objectives often are not only to enhance employment prospects but also to foster the education 

of young unemployed. Tackling youth unemployment plays a very important role due to 

potential negative long-term effects like discouragement or stigmatization. As mentioned 

earlier, the results from previous research about the impacts of youth programs are rather 

disappointing.  

Since the French labor market has been plagued by high youth unemployment for 

several decades, ALMPs targeted at youths play a particularly important role in this country. 

Brodaty et al. (2002) analyze the impact of workplace training programs in the private sector, 

workfare programs in the public sector and other programs (e.g. training) for the two cohorts 

1986-1988 and 1995-1998. Despite a similar macroeconomic environment they report 

differing results for both periods. Whereas all programs show positive effects between 1986 

and 1988, the results turn negative for the second cohort. One possible explanation might be 

the labor market situation with higher overall and youth unemployment rates in the second 

cohort. Finally, they stress that private subsidies yield better results for the short-term 

unemployed, whereas other programs including training work better for the long-term 

unemployed youths. In general, from the available evaluations on youth programs in France 

(cf. also Bonnal et al. 1997, Cavaco et al. 2005) it follows that training schemes in terms of 

apprenticeships and similar contracts have positive effects on the transition to employment for 

participants. The measures enhancing job search activity introduced with the labor policy 

reform in 2001 also seem to be effective (Crepon et al. 2005, Fougère et al. 2005). 
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Cockx and Göbel (2004) evaluate the impact of subsidized employment for the young 

unemployed in Belgium and find rather mixed results. They report positive effects for women 

on the transition rate from unemployment. The transition rate is positive for men only in the 

first year, and afterwards turns negative. The Finnish study by Hämäläinen and Ollikainen 

(2004) finds positive effects of increased employment and earnings for employment programs 

in the private and public sector even after four years. They report similar results for labor 

market training with the difference of vanishing positive effects in the fourth year. 

Nevertheless, they find a slightly negative impact for youth practical training, which is the 

least expensive but also the largest Finnish program for youth unemployed.  

Similar to other EU countries, also in Sweden special attention is paid to the problem 

of youth unemployment, and special active measures for youths exist. Larsson (2002) 

examines the impact of youth practice and AMU on employment and earnings for youths 

aged 20 – 24. The study finds that participation in youth practice or labor market training has 

negative short-term effects on employment and earnings, which become insignificant 

regarding the long-term effects after two years of the program start. In summary, the author 

concludes that youth practice is "less harmful" than AMU. 

 The "New Deal for Young People" was implemented in the U.K. in 1998. It is a rather 

extensive program combining mandatory job search assistance with an additional option of 

training, subsidized employment, voluntary work or work with the environmental task force 

for young individuals within their first six month of unemployment. Blundell et al. (2003) 

restrict their evaluation to the assessment of job search assistance and the employment 

subsidy option. They report positive and significant effects for men within the first four 

months, which diminish over the subsequent two periods. The effects for women are also 

positive, but they are smaller and less precise. Furthermore, van Reenen (2003) extends this 

evaluation with an additional cost-benefit analysis. He finally concludes that the social 

benefits exceed the social costs. Moreover, he finds that job search assistance is the most cost-

effective method. An additional evaluation of the New Deal has been conducted by 

Lissenburgh (2004) who compares the impact of all four options. He reports that the 

employment option was the most effective, followed by extended job search assistance, 

whereas work in the environmental task force was the least effective. However, participants in 

the employment schemes were usually more advantaged and therefore it is questionable if an 

extension of this option might yield equally favorable results.  

Several studies remain that report no or even negative effects for youth programs. The 

study by Centeno et al. (2005) investigates the impact on wages for job search assistance and 
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small basic skills courses for Portugal. They show that the Inserjovem program targeted 

specifically towards youth had a negative but insignificant impact on wages. Hardoy (2001) 

investigates the impact of employment, vocational, training and combination courses in 

Norway and reports a rather dismal performance. Moreover, she finds no positive effect for 

any program, and negative effects for vocational and training programs. Nevertheless, there 

were at least some small positive effects for female participants in employment and 

combination programs, and for the 16-20 year old participants in employment programs. 

Finally, the Italian study by Caroleo and Pastore (2001) concludes that training and ALMPs in 

general are unlikely to be effective for youth unemployed. 

 

Measures for the disabled 

It is obvious that disabled persons are often disadvantaged on the labor market, facing lower 

employment probabilities and longer durations of unemployment compared to the non-

disabled. Despite the fact that some countries spend a relatively large amount on active 

measures for disabled individuals (Netherlands, Norway and Sweden with spending of around 

0.5% of GDP, and Denmark and Germany with spending of around 0.3% of GDP in 2000) 

very little empirical evidence exists on measures targeted at disabled individuals. 

One exception is the study by Aakvik (2002) who investigates the long-term impact of 

vocational rehabilitation programs in Norway. These programs offer general education, which 

can be either the integration of disabled individuals into the ordinary public school system or 

specific classroom training for these unemployed. He reports that participants have an eight 

percentage points higher employment rate than non-participants. However, there are some 

indications for cream-skimming participants who are more likely to be employed, although 

this is contradicted by an increased participation probability for unemployed living in areas 

with higher local unemployment rates. Adjusting for observed differences between treatment 

and control group yields an employment rate for participants which is only three percentage 

points higher compared to the control group. Overall, he concludes that the program has no 

significant impact on the employment rate of participants. 

Another study for Norway has been conducted by Aakvik and Dahl (2004). They 

investigate the impact of labor market enterprises, which are a combination of training and 

work experience schemes available for a maximum period of two years. If these measures are 

unsuccessful for the individuals' transition to ordinary employment they can enter an 

additional sheltered work option. Unfortunately, the authors cannot answer the counterfactual 

question due to a lack of suitable data. Instead, they merely provide a comparison of exit rates 
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into ordinary employment over time which increased from 28 percent to 39 percent during the 

period 1995-1999. Under the assumption of constant effects for non-participants over this 

period, they indicate a treatment effect of 11 percentage points. At best, this is a tentative 

finding providing an upper boundary for the true impact of the program. 

The study by Høglund and Holm (2002) examines the impact of vocational 

rehabilitation programs for long-term sick-listed workers in Denmark. The study distinguishes 

between employment with an old employer and a new employer as the outcome measures of 

interest. Estimation results indicate that educational measures only have a positive but 

insignificant impact on the transition rate to a new employer, whereas they have no direct 

effect on the transition rate to an old employer. Due to negative locking-in effects that offset 

the small positive effect of the program the authors conclude that the net effect on the 

transition rate to new employers is zero. 

 

6.2.2 Results from macroeconomic studies 

Numerous evaluation studies emphasize the importance to further investigate net effects on 

aggregate employment and unemployment for a "more accurate assessment of the impacts of 

the programs" (see Heckman et al., 1999). However, the assessment of general-equilibrium 

effects requires extensive data and a theoretical framework that explains the relevant labor 

market variables. As already pointed out several times above, the number of macroeconomic 

studies on European ALMP has remained relatively small; Table A3 in the Appendix displays 

12 recent macroeconomic studies. 

The Spanish study by Davia et al. (2002) examines the effects of various active 

measures at the aggregate level. The authors find a significant reduction of the unemployment 

rate for training programs and measures promoting employment contracts without economic 

incentives. Nevertheless, only the latter ones yield positive and significant effects on the 

outflow rate from unemployment to employment, whereas training programs fail to enhance 

employment. In a study for the Netherlands, Jongen et al. (2003) examine the macroeconomic 

impact of subsidized employment in the private sector, relief jobs and training programs in the 

public sector. The results of their simulation indicate a positive net employment effect for 

relief jobs. Nevertheless, the effects on the aggregate level are reversed, because a higher 

participation in relief jobs crowds out regular employment. These results are in accordance 

with the results for training programs, which increase the employment rates for participants, 

but also exert crowding out effects resulting in a decreased output. In contrast, subsidies in the 

private sector only have a rather modest employment effect, whereas they raise the overall 
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output and hence are more effective than training programs on an aggregate level. 

Albrecht et al. (2005) investigate the impact of the Swedish Knowledge Lift on the 

individual level (cf. above), but they also utilize an equilibrium search model to examine the 

impacts on labor market equilibrium. They report positive effects for the treated and a shift in 

the job composition across the two skill categories. The upgrading of skills from low-skilled 

to medium-skilled workers increases the number of vacancies and the wage levels for 

medium-skilled, whereas the remaining low-skilled face decreasing wages and more 

difficulties to find a job. Finally, they conclude that the general equilibrium effects are 1.5 to 

2 points larger than the positive effects on the individual level. Johansson (2001) examines the 

impact of Swedish labor market programs on labor force participation and indicates 

substantial positive effects, although these positive effects are only temporary. Nevertheless, 

she concludes that labor market programs might reduce business-cycle variation; they may 

prevent that individuals drop out of the labor force during an economic downturn. 

Hujer and Zeiss (2003) examine the macroeconomic impacts of training and direct job 

creation measures in West Germany. The authors report a negative and significant impact for 

job creation schemes, which tend to reduce the search efforts among participants. Moreover, 

they emphasize that the negative impact mainly arises because of the institutional setup of this 

program. The created jobs are only additionally generated jobs failing to enhance the 

employment probability for a regular job. In addition, the study finds no effects for vocational 

training programs. The economic situation was characterized by a shortage of labor demand, 

leading the authors to conclude that a program that intends to affect the supply side might not 

have positive effects during a period with problems arising from the demand side. 

Another study by Hujer et al. (2002) analyzes job creation schemes and vocational 

training to point out differential effects between East and West Germany. Regarding West 

Germany, they conclude that job creation schemes show positive effects only in the short-run, 

but they fail to reduce the job seeker rate in the long-run. Furthermore, vocational training has 

a positive impact on the labor market situation not only in the short-run but also in the long-

run. In contrast, the results for East Germany are less precise. Whereas job creation schemes 

have no significant effect on the job seeker rate, the results for vocational training vary 

considerably with the choice of estimator, which does not allow a profound statement about 

their impact. 

Fertig et al. (2002) investigate the impact of several ALMPs on a (semi-) aggregate 

level. Their results for Germany indicate that training programs for unemployed with no 

formal job qualification and for employed individuals at risk of becoming unemployed have a 
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positive effect on the net-outflow from unemployment. Moreover, positive effects are also 

reported for wage subsidies, whereas public employment programs in East Germany have a 

significantly negative impact on the net-outflow from unemployment. 

The only study that evaluates the macroeconomic impact of youth programs has been 

conducted by Filges and Larsen (2001) for Denmark. The YUP program provides vocational 

training and involves an incentive and a sanction component. The incentive entails the 

participation in a specially designed program for 18 months, whereas the sanction entails a cut 

of unemployment benefits by 50 percent during treatment. The analysis concludes that these 

programs do not crowd out ordinary employment if the participation spell is sufficiently long. 

Even if crowding out may occur this may be offset by an increase of skilled workers, which 

finally results in a reduction of unemployment. The authors emphasize the importance of the 

incentive for the success of the program. If the incentive is not successful and only the 

sanction is effective, this induces more workers to acquire ordinary education.  

The Finnish study by Kangasharju and Venetoklis (2003) uses a different outcome 

measure and investigates the impact of wage subsidies on the employment in firms. They 

report an increased employment effect, which is nevertheless not large enough to avoid a 

substitution effect. Moreover, the subsidies are mainly a substitute for private employment 

expenditures by firms. Finally, there are no indications for a displacement effect; subsidized 

firms do not harm non-subsidized firms in the same industry and geographical region. 

Van der Linden (2005) utilizes an equilibrium matching model to estimate the impact 

of counseling programs in Belgium. He reports that increased entry into the programs exerts 

positive direct effects on the employment rate, but also detrimental indirect effects through 

wage shifts and a changing search behavior among non-participants. Boone and van Ours 

(2004) investigate the impact of training, job search assistance through PES and subsidized 

jobs for the OECD 20. They report positive effects for labor market training and PES, with 

stronger effects on the reduction of the unemployment rate for LMT. In contrast, subsidized 

jobs have no positive effect on the unemployment rate. Boone et al. (2002) apply a search 

equilibrium framework to assess the design of optimal unemployment insurance combined 

with monitoring and sanctions. They conclude that introduction of monitoring and sanctions is 

associated with a welfare improvement.  

This contrasts the results in the French study by Tanguy (2004), which reports 

negative effects for monitoring and sanctions on the search intensity. The results of a 

simulation analysis indicate that the effects on the search intensity increase the unemployment 

rate and finally reduce welfare. The author argues that these effects are the result of a shift in 
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job search behavior from informal channels like personal job search to formal channels 

through PES. 

 

6.2.3 Overall assessment 

The preceding overview has summarized the main findings from current European evaluation 

studies, and illustrated the substantial heterogeneity that exists across countries, regarding 

types and details of measures, rationales for their implementation, and, in particular, estimates 

of program effectiveness.  

 Training programs are the most widely used active labor market measure in Europe. 

The assessment of the effectiveness shows rather mixed results; treatment effect estimates are 

negative in a few case, and often insignificant or modestly positive. Still, there are several 

indications that training programs do increase participants' post-treatment employment 

probability, in particular for participants with better labor market prospects and for women. 

However, this pattern does not hold for all studies. Locking-in effects of training are 

frequently reported, though it remains unclear to what extent these are really entirely 

undesirable, and not rather a necessary element of this type of program.  

 The more recent literature on the evaluation of training emphasizes the need to 

consider long-run impacts. Such an assessment has become increasingly possible due to 

extended data. There are indeed indications from these studies that positive treatment effects 

of training exist in the long-run. Moreover, if negative locking-in effects were to matter, these 

would be outweighed by the long-run benefits of program participation. The existence and 

direction of a relation between the business cycle and the effectiveness of training programs is 

not clear from the evidence: Some studies report a pro-cyclical pattern, while others report the 

opposite. 

 Private sector incentive programs entail wage subsidies and start-up loans. Whereas 

the latter have rarely been evaluated in European countries, several evaluations of wage 

subsidy schemes exist. The findings are generally positive. Virtually all studies that evaluate 

private sector wage subsidy programs – such as several studies from Denmark, but also 

evidence from Sweden, Norway, Italy, etc – assert beneficial impacts on individual 

employment probability. These encouraging findings, however, have to be qualified to some 

extent, since the studies usually disregard potential displacement and substitution effects or 

deadweight loss that may be associated with wage subsidy schemes. 

 In contrast to the positive results for private sector incentive programs, direct 

employment in the public sector rarely shows positive effects. The evidence across countries 
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suggests that treatment effects of public sector job creation on individual employment 

probabilities are often insignificant, and frequently negative. Some studies identify positive 

effects for certain socio-demographic groups, but no clear general pattern emerges from these 

findings. Potentially negative general-equilibrium are usually not taken into account. Though 

these measures may therefore not be justified for efficiency reasons, they may be justified for 

equity reasons, possibly exerting positive social impacts by avoiding discouragement and 

social exclusion among participants. Corresponding outcome measures, however, are difficult 

to assess empirically, such that the literature has focused on treatment impacts on actual 

employment. 

 A general assessment of Services and Sanctions across countries indicates that these 

measures can be an effective means to reduce unemployment. The results appear even more 

promising given that these measures are generally the least expensive type of ALMP. 

Moreover, several experimental studies exist for this program type, producing particularly 

robust evaluation results. There are some indications that services such as job search 

assistance or counseling and monitoring mainly work for individuals with sufficient skills and 

better labor market prospects, but less so for the more disadvantaged individuals. This pattern, 

however, is not entirely clear, since some studies conclude that the opposite is the case.  

 Whereas in many countries some type of sanction for non-compliance with job search 

requirements exists, only few sanction regimes have been evaluated. The studies generally 

find a positive effect on re-employment rates, both for actually imposing sanctions and for 

having a benefit system including sanctions. A particularly well-balanced system of job 

search services and sanctions, combined with a set of other active measures such as training 

and employment subsidies, appears to be the "New Deal" in the UK. This points to the 

conjecture that the interplay between the services provided by the PES, the requirements 

demanded from the unemployed individual, and the portfolio of active measures plays an 

important role regarding ALMP effectiveness. The comprehensive activation approach 

implemented in Denmark, for instance, also appears promising, even though it clearly requires 

substantial effort. 

 For youth programs, no clear pattern arises from the cross-country summary of 

studies. There are some indications that wage subsidies work for young unemployed 

individuals, especially the ones with a more advantaged background. However, some studies 

do not find this effect, and again potential general-equilibrium effects are disregarded. Youth 

training programs sometimes display positive treatment effects on employment probability, 

but negative results are also reported. Whereas the extensive "New Deal" in the UK illustrates 
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the potential effectiveness of Services and Sanctions for youths, this result is not found in 

evaluations from other countries (e.g. Portugal).  

 Regarding programs for the disabled, due to a lack of evaluation studies no conclusive 

evidence exists. The results of the limited empirical evidence available are rather 

disappointing. Vocational rehabilitation programs seem to have no positive and significant 

impact on the employment rates of disabled unemployed. 

 The limited set of available macroeconomic evaluation studies also does not point to a 

consistent pattern. There are some indications for positive effects on net employment for 

training programs in general and also for youth, while other results indicate that these 

programs only reduce unemployment but do not enhance employment, or have no net 

employment impact due to crowding out effects. Several macro studies, however, underline 

the dismal performance of direct job creation schemes in the public sector. Rather mixed 

results are reported for wage subsidies in the private sector. Some studies reveal an overall 

positive net employment effect, but substitution effects may outweigh a positive employment 

effect. Finally, job search assistance and counseling exert positive direct effects on the 

employment rate, but may have negative effects through shifts in wages and job search 

behavior as well. Monitoring and sanctions have the potential to improve welfare. These 

results underline the importance of collecting further empirical evidence on an aggregate 

level, since some macroeconomic results confirm corresponding microeconomic evidence, 

whereas other results indicate reinforced or even reversed effects. The number of macro 

studies is quite small relative to the set of microeconomic program evaluations in Europe. 

 In summary, looking at the overall assessment of the available evidence, it is difficult 

to detect consistent patterns, even though some tentative findings emerge. The following 

quantitative analysis builds on these tentative findings and constitutes an attempt to identify 

such consistent patterns. 
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6.3 Quantitative Analysis  

The previous chapters – in particular the country reports – have summarized a large number 

of studies and a substantial body of evidence on the effectiveness of ALMPs across Europe. 

Several preliminary hypotheses are suggested by this collection of evidence. First, sanctions 

and job search services appear to be relatively effective in raising employment outcomes. 

Second, training programs seem to have relatively small effects at best, and often have a 

significant employment impact only in the longer run. Third, programs based on direct 

employment in the public sector typically have no significant effect, or even a negative effect, 

on participants' post-program employment outcomes. Given the substantial heterogeneity 

across the programs reviewed in the earlier chapters, however, and the difficulties in 

comparing programs across countries, it is difficult to draw any firm conclusions on the 

fundamental questions of "Which programs work? For whom? And under what conditions?" 

The goal of this chapter is to try to systematically synthesize the evidence reviewed in 

the earlier chapters, and to assess whether the available data support a set of stronger 

conclusions than can be derived from any single study. The framework is that of meta-

analysis: a technique for analyzing and summarizing the results of different studies, each of 

which is focused on the same question (in our case, the size and direction of the impact of a 

particular ALMP on post-program employment probabilities). This idea was first 

implemented by Kluve and Schmidt (2002), who summarized a total of 53 European active 

labor market programs. In this chapter we describe the meta analysis approach in more detail, 

and attempt to summarize all European evaluation studies that are available to date. 

 The basic idea of a meta-analysis is to construct and analyze a data set in which each 

observation represents a particular program evaluation. For each observation in the data set 

the outcome of interest is an indicator for whether the program was found to have a positive, 

zero, or negative effect. The goal of the meta-analysis is to relate this outcome to quantitative 

information on the nature of the underlying program – including the type of program and the 

institutional and economic environment in which it was offered – and on the evaluation 

methodology used to derive the estimated impact. Using standard multiple regression 

techniques, it is possible to obtain a quantitative assessment of the factors associated with 

relative success or failure of various types of ALMPs, in different European countries and in 

different economic and institutional contexts. Meta-analysis techniques are widely used in the 

medical sciences, and have also been used with great success in other areas of social sciences. 

They are particularly appropriate in the ALMP context because of the wide variety of 

different programs and evaluation methods that have been used in the literature, and because 
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of the clear importance of being able to draw palpable and credible findings from this diverse 

literature to inform future policy choices. A meta-analysis has significant advantages over 

simple descriptive reviews of existing programs and studies (such as Martin 2000, and Martin 

and Grubb 2001) because the analysis helps to identify systematic differences across the 

different types of ALMPs, while controlling for other factors, like economic conditions during 

the period of the evaluation or the particular methodology used to derive the estimated impact. 

Given the rapid growth in the number of ALMP evaluations in the past few years, it is also an 

opportune time to incorporate the newest studies into our summary. 

 

6.3.1 Structure of the data 

The meta analysis is based on a data set that is constructed from available microeconometric 

evaluation studies across European countries. A similar exercise would clearly be desirable 

for macroeconomic studies as well; unfortunately, however, the small number of macro 

studies precludes such an analysis. The micro studies listed in Table A2 constitute the basis of 

the data. The sample includes a large number of recent studies, as well as many studies from 

the 1980s and early 1990s that are analyzed in Kluve and Schmidt (2002) and Heckman et al. 

(1999). 

Each observation in the data corresponds to the evaluation of a particular program. 

That is, it is possible that a given evaluation study yields two or more data points, if e.g. if the 

study evaluates both a training program and a wage subsidy program in a given country. In 

sum, we have N=137 observations in the data, a substantially larger number than Kluve and 

Schmidt (2002) were able to use for their meta-analysis (N=53). These 137 observations 

originate from 95 different evaluation studies30. 

 For each observation, the outcome variable of interest is given by the treatment effect 

that is found for the program being evaluated. The quantitative analysis (below) first 

considers a binomial outcome, i.e. whether the study finds a positive treatment effect or not. 

This is the procedure used in Kluve and Schmidt (2002). Given the much larger number of 

studies, it is also possible in a second step to refine this analysis using a trinomial outcome, 

and take into account whether the effect is positive, zero, or negative. We present results for 

both approaches. In the overall sample, 75 studies (i.e. 54.7%) find a positive effect, whereas 

62 (i.e. 45.3%) do not. Further distinguishing between zero and negative treatment effect 

                                                 
30 Not all studies in Table A2 could be included in the quantitative analysis. For some this is not feasible, if e.g. 

the study merely pools several programs together and only reports overall effects, or if treatment effects are 

reported relative to results from other programs, rather than non-participation.  
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estimates, 29 studies (21.2%) find a negative impact, whereas 33 studies (i.e. 24.1%) attribute 

an effect of zero to the program.  

 In the meta-analysis the program effect from each study is related to four broad 

"categories" of independent variables, capturing (a) the type of program, (b) the study design, 

and (c) the institutional context and (d) the economic background in the country at the time 

the specific program was run. This analysis is conducted using either a probit framework (in 

the case where outcomes are classified as positive or not) or a multinomial probit (in the case 

where the evaluation outcome is classified into three categories). The types of ALMP 

programs considered are exactly those outlined above and discussed in the country reports, 

i.e. training programs, private sector incentive schemes, direct employment programs in the 

public sector, and Services and Sanctions. Slightly more than half of the observations (70) 

investigate the impact of training programs. 23 studies analyze private sector incentive 

schemes; whereas 26 studies investigate public sector employment programs and 21 studies 

focus on Services and Sanctions.31 We also include a dummy variable for programs 

specifically targeting the young among the unemployed, which is frequently the case (25.6% 

of the available evaluations) 32.  

 A key feature of our analysis is that we control for the methodology or "study design" 

used to derive the estimated impact. The gold standard of scientific evaluation is a 

randomized design. Hence, we include an indicator for whether the evaluation was based on a 

randomized experiment, which is the case for N=9 observations. Also, we include dummies 

for the decade in which the program was run. Most programs for which evaluations exist were 

implemented in the 1990s (81 observations), whereas only 4 observations are from the 1970s. 

16 observations come from the 2000s, and 36 from programs run in the 1980s. Moreover, in 

one specification we distinguish whether the size of the sample that the study uses is small 

(N<1000), medium (1000≤N≤10000), or large (N>10000)33. 43% of the studies are small, 

40% are medium-sized, and 17% are based on large samples. 

Four indicators are used to capture the institutional labor market context, particularly 

the regulations that may influence the willingness of employers to hire ALMP participants, 

and the willingness of participants to take jobs. In the former category, we include an index 
                                                 
31 These numbers sum up to 140 rather than 137, since three observations consider incentive schemes mixing 

private and public sector and therefore cannot be differentiated in this regard. 
32 The indicator for disabled has been excluded, because only three observations were available. 
33 Besides these thresholds on total sample size it is required that both treated and comparison samples are 

sufficiently large (about half the corresponding threshold) to enter a higher category. That is, for instance, a 

study using a sample of 100 program participants and 900 comparison individuals would still be a "small" study. 
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for dismissal protection, and two indicators regarding fixed term and temporary employment. 

The dismissal protection index takes on values between 0.8 (for the UK in the early 1980s) to 

4.3 (for Portugal in the late 1990s). The indicator of regulation over fixed-term contracts takes 

on values from 0 (for several countries including the UK) to 5.3 (for Belgium in the early 

1990s). The index of control over temporary-work agencies takes on values from 0.5 (for 

several countries including Denmark) to 5.5 (for Sweden, during the period from the 1970s to 

the early 1990s). All three indicators are taken from the 2004 OECD Employment Outlook. 

The variable representing the willingness of participants to take jobs is the gross replacement 

rate, taken from OECD 2004 "Benefits and Wages: OECD Indicators". This takes on values 

between 17.5% (for UK in the late 1990s) and 63.7% (for Denmark in 1996).  

Finally, the economic background against which we would like to interpret program 

effectiveness is captured by three variables: the unemployment rate; the annual growth rate of 

GDP; and the current rate of expenditures on ALMP as a percentage of GDP. These variables 

are measured at the time when the particular program was actually running. If the period of 

program operation spans several years, the respective averages are considered. In the data, the 

unemployment rate ranges from 1.9% (for Sweden in the late 1970s) to 16.5% (for Ireland in 

the late 1980s). GDP growth varies between –0.7 (for Finland during the time period 1990-

1995) and +7.1 (for Estonia during 2000-2002). The ALMP spending index ranges from 

0.03% of GDP (Slovak Republic 1993-1998) to 2.68% of GDP (Sweden in the early 1990s). 

The country studies above provide further details on the economic context and development 

for each specific country. 

 

6.3.2 Empirical results 

As outlined above, the implementation of the quantitative analysis first considers a binomial 

outcome, i.e. whether the evaluation of a program finds a positive treatment effect or not. 

Table 6.1 reports the marginal effects of the basic specification of a corresponding probit 

regression.  

Looking first at the set of variables summarizing the program type (in panel (a)), we 

adopt as a base category the "classic" ALMP training programs aimed at human capital 

enhancement. Relative to this baseline, the estimates show that both private sector incentive 

schemes and Services and Sanctions are associated with a higher probability of yielding a 

positive treatment effect. For Services and Sanctions, the increased likelihood of a positive 

impact is 37.7 percentage points (evaluated at the sample mean) -- a very large effect. At the 

same time, direct employment programs in the public sector are associated with a 
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significantly lower probability of showing positive treatment effects. A highly significant 

negative relation also exists between programs targeted at young workers and the probability 

to display positive treatment effects; that probability is almost 36 percentage points lower if 

young people are the target group of the program. 

 

Table 6.1 Effectiveness of European ALMP: Quantitative Analysis, Specification 1 
 Marginal Effect t-ratio 

(a) Type of program and target group:   
Direct employment program –0.314 –2.32 
Private sector incentive scheme 0.283 2.26 
Services and Sanctions 0.377 2.11 
Young workers –0.357 –2.99 

(b) Study design and time period:   
Experimental design –0.351 –1.43 
Program implemented in the   
1970s 0.353 1.52 
1980s 0.224 1.55 
2000s 0.077 0.59 

(c) Institutional context on the labor market:   
Index for dismissal protection regulation –0.151 –2.11 
Index for fixed-term contracts regulation 0.042 0.85 
Index for temporary work regulation 0.005 0.13 
Gross replacement rate –0.006 –1.53 

(d) Macroeconomic background:   
Unemployment rate 0.051 2.81 
ALMP expenditure (% of GDP) –0.077 –0.84 
GDP growth –0.036 –0.89 

Number of observations = 137. – Pseudo R2= 0.204. 
Notes: The dependent variable is an indicator (1/0) variable, reflecting a positive estimate of the program 
effect. Table entries document the marginal effect (evaluated at the sample mean) in the corresponding 
probit regression, i.e. the difference in the predicted probability for achieving a positive treatment effect 
which arises from a marginal change in a continuous explanatory factor (such as the GDP growth rate) or 
which arises from changing an indicator among the explanatory factors (such as the indicator for an 
experimental study design) from 0 to 1. T-ratios of the marginal effects are reported in the third column. 
Marginal effects printed in italics indicate marginal significance (10%-level), marginal effects printed in 
boldface indicate statistical significance (5%-level), and marginal effects printed in boldface and italics 
indicate high significance (1%-level). The underlying standard errors adjust for clustering by study. 
 
 

The variables summarizing the study design and time of implementation of the program 

(panel (b)) do not show significant relations with the outcome variable. With respect to the 

time period, the 1990s are used as a base category. Most studies in the sample originate in the 

1990s, and since that time it can be assumed that the main methodological challenges of 
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program evaluation along with a set of feasible solutions are widely recognized.  

 The institutional background controls (panel (c)) show a statistically significant 

negative correlation between the degree of strictness of dismissal protection regulation and 

the probability of estimating positive treatment effects on employment probability. This result 

is consistent with the notion that regulatory barriers to job dismissal generate a barrier to new 

hiring, making firms reluctant to hire new workers if these cannot be dismissed again. Such 

behavior would then affect unemployed workers, decreasing their employment chances even 

after participation in ALMP. The other institutional features do not significantly affect the 

likelihood of finding a positive program impact. 

 Finally, the covariates on the macroeconomic context (panel (d)) seem to indicate that 

a higher unemployment rate is highly significantly associated with a higher probability of 

estimating positive treatment effects, although the size of the marginal effect is small 

(indicating a 5 percentage points higher probability). One possible explanation of this 

phenomenon is that in times of high unemployment the share of better qualified individuals in 

the unemployment pool will be higher, so that the estimate might result from "cream 

skimming" of the potentially more successful program participants. The remaining economic 

variables on ALMP expenditure and GDP growth do not play a significant role. It is 

interesting to note that spending more money on active measures at the aggregate level does 

not necessarily seem to relate to increasing individual participants' employment probability. 

 Table 2 reports empirical results for a second specification, which includes country 

dummies. Again, the outcome variable is a binomial indicator of positive treatment effects or 

not. The advantage of this specification is that it controls for any permanent features of 

different countries that may influence the relative success of ALMPs. We use Sweden as the 

omitted country in the base category, i.e. the country effects are judged relative to Sweden. 

Sweden is the European country with the longest tradition of ALMP. It also has a tradition of 

extensive data collection and thorough evaluation of the active labor market programs. A total 

of 23 observations in the data originate in Swedish evaluation studies, 9 of which find a 

positive impact. Note that the last country dummy in Table 2 is labeled "Small country". This 

category collects those countries from which only one or two program evaluations exist in the 

data, leading to perfectly predicted outcomes in the estimation. Also, regarding the time 

period, all decades other than the 1990s are used as a base category. 
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Table 6.2 Effectiveness of European ALMP: Quantitative Analysis, Specification 2 
 Marginal Effect t-ratio 

(a) Type of program and target group:   
Direct employment program –0.338 –2.33 
Private sector incentive scheme 0.309 2.34 
Services and Sanctions 0.346 1.70 
Young workers –0.519 –3.90 

(b) Study design and time period:   
Experimental design –0.462 –1.93 
Program implemented in the 1990s –0.211 –1.46 

(c) Institutional context on the labor market:   
Index for dismissal protection regulation –0.326 –1.64 
Index for fixed-term contracts regulation –0.166 –1.40 
Index for temporary work regulation 0.085 1.43 
Gross replacement rate 0.004 0.34 

(d) Macroeconomic background:   
Unemployment rate 0.013 0.38 
ALMP expenditure (% of GDP) 0.036 0.15 
GDP growth –0.030 –0.60 

(e) Country dummies:   
Austria 0.299 0.69 
Denmark –0.308 –0.59 
France 0.481 1.57 
Germany 0.226 0.84 
Ireland 0.367 1.04 
Netherland –0.087 –0.18 
Norway 0.257 0.72 
United Kingdom –0.062 –0.09 
Switzerland –0.422 –0.79 
Finland 0.469 1.71 
Small country 0.256 0.57 

Number of observations = 137. – Pseudo R2= 0.246. 
Notes: The dependent variable is an indicator (1/0) variable, reflecting a positive estimate of the program 
effect. Table entries document the marginal effect (evaluated at the sample mean) in the corresponding 
probit regression, i.e. the difference in the predicted probability for achieving a positive treatment effect 
which arises from a marginal change in a continuous explanatory factor (such as the GDP growth rate) or 
which arises from changing an indicator among the explanatory factors (such as the indicator for an 
experimental study design) from 0 to 1. T-ratios of the marginal effects are reported in the third column. 
Marginal effects printed in italics indicate marginal significance (10%-level), marginal effects printed in 
boldface indicate statistical significance (5%-level), and marginal effects printed in boldface and italics 
indicate high significance (1%-level). The underlying standard errors adjust for clustering by study. 
 
 

The results presented in Table 2 are generally consistent with the findings from our first 

specification. Direct employment programs in the public sector are associated with a 
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significantly lower probability of displaying positive treatment effects (-33.8 percentage 

points), relative to training, while the opposite is the case for private sector incentive schemes 

(+30.9 percentage points). Services and sanctions also show a positive and marginally 

significant effect. As in Table 1, programs for young workers are particularly unlikely to yield 

positive employment impacts. It is worth emphasizing that these relative program effects are 

identified by comparing the relative impacts of different types of programs in the same 

country, and are therefore unaffected by unobserved country-specific factors that are 

correlated with the relative use of different types of ALMPs. For this reason, the findings on 

program type are particularly credible.  

 There is some indication from the model in Table 2 that experimental evaluations are 

less likely to produce positive treatment effect estimates. Regarding both the institutional and 

the economic context, no significant correlations are found. Interestingly, the marginal effect 

of the unemployment rate is insignificant, and almost zero in size. This implies that the 

significant positive coefficient found in specification 1 is largely driven by cross-country 

differences in unemployment rates that happen to be correlated with the relative impact of 

ALMPs, rather than by temporal variation in unemployment and the estimated program 

impacts. Looking at the country dummies themselves, only studies from Finland seem to have 

a slightly higher probability of finding positive effects. 

 In a final specification using the binary outcome, we restrict the sample to evaluations 

of programs that were implemented in 1990 or later. One reason for considering the later 

programs is that more recent evaluations presumably use more sophisticated evaluation 

methods, and may be more reliable. This restriction slightly reduces the sample to 109 

observations. We continue to include indicators for the size of the sample used in the 

evaluation study (for the classification cf. section 6.3.1 above). The estimates are reported in 

Table 6.3.  

The results regarding program type and target group are even more pronounced in this 

specification. The marginal effects on both private sector incentive programs and Services and 

Sanctions are highly significant and fairly large, amounting to 43.9 percentage points and 55.7 

percentage points, respectively, relative to the base category. Public sector employment 

programs again show a statistically significant negative correlation with the probability of 

positive treatment effects. Programs targeted at young workers also are markedly less likely to 

display positive effects, with a probability 62.6 percentage points lower than that of adult 

workers. 
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Table 6.3 Effectiveness of European ALMP: Quantitative Analysis, Specification 3 
 Marginal Effect t-ratio 

(a) Type of program and target group:   
Direct employment program –0.336 –2.20 
Private sector incentive scheme 0.439 2.68 
Services and Sanctions 0.557 3.70 
Young workers –0.626 –3.31 

(b) Study design, timing, and sample size:   
Experimental design –0.632 –3.23 
Program implemented in the 1990s –0.229 –1.20 
Small –0.115 –0.65 
Large 0.033 0.15 

(c) Institutional context on the labor market:   
Index for dismissal protection regulation –0.485 –2.04 
Index for fixed-term contracts regulation –0.093 –0.74 
Index for temporary work regulation 0.122 1.74 
Gross replacement rate 0.019 1.18 

(d) Macroeconomic background:   
Unemployment rate 0.066 1.33 
ALMP expenditure (% of GDP) –0.315 –1.08 
GDP growth –0.000 –0.00 

(e) Country dummies:   
Austria –0.373 –0.65 
Denmark –0.713 –1.85 
France –0.205 –0.34 
Germany –0.267 –0.77 
Ireland –0.087 –0.14 
Netherland –0.580 –1.53 
Norway –0.487 –1.05 
United Kingdom –0.538 –0.82 
Switzerland –0.622 –1.87 
Finland 0.121 0.26 
Small country –0.638 –1.42 

Number of observations = 109. – Pseudo R2= 0.339. 
Notes: The dependent variable is an indicator (1/0) variable, reflecting a positive estimate of the program 
effect. Table entries document the marginal effect (evaluated at the sample mean) in the corresponding 
probit regression, i.e. the difference in the predicted probability for achieving a positive treatment effect 
which arises from a marginal change in a continuous explanatory factor (such as the GDP growth rate) or 
which arises from changing an indicator among the explanatory factors (such as the indicator for an 
experimental study design) from 0 to 1. T-ratios of the marginal effects are reported in the third column. 
Marginal effects printed in italics indicate marginal significance (10%-level), marginal effects printed in 
boldface indicate statistical significance (5%-level), and marginal effects printed in boldface and italics 
indicate high significance (1%-level). The underlying standard errors adjust for clustering by study. 
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The covariates in Panel (b) do not show any relation between the sample size of a study and 

the corresponding treatment effect estimate. Experimental study design, however, is 

significantly negatively associated with the likelihood of finding a positive effect. This 

finding is potentially worrisome, since the vast majority of evaluations are non-experimental, 

and the negative coefficient in Panel (b) suggests that there may be a tendency toward "overly 

optimistic" results in the non-experimental evaluations. Another possible interpretation is that 

experimental designs have been used selectively to evaluate programs that are somewhat less 

successful than average.  

 Panel (c) shows a significant negative correlation between the strictness of dismissal 

protection legislation and program effectiveness among evaluations in the 1990s. This 

parallels the finding in specification 1. It is also worth noting that even in the broader sample 

used in Table 6.2, the impact of dismissal legislation is marginally significant (t=1.64). Taken 

as a whole, the series of specifications therefore provide relatively consistent evidence on the 

impact of this form of labor market regulation on the measured effectiveness of ALMPs. By 

comparison, in all three specifications none of the other institutional factors are found to 

affect the measured impact of the programs. The country dummies display weak associations 

only for Denmark and Switzerland, whose program evaluations appear to be less likely to 

estimate positive treatment effects, relative to Sweden. 

 As we noted earlier (section 6.3.1) we have access to a much larger set of evaluation 

studies than was used in Kluve and Schmidt (2002). The larger sample size has an important 

payoff, allowing us to fit more richly specified models (including the models in Tables 6.2 

and 6.3 that include country dummies), and better identify some of the key patterns in the 

data. In the second main step of our analysis, we extend the specification to distinguish not 

only between positive and non-positive outcomes, but also between evaluation studies that 

report negative versus zero impacts. That is, we complement the previous analysis by 

considering a trinomial dependent variable taking on the values –1 for a negative treatment 

effect estimate, 0 for an estimate of zero, and +1 for a positive estimate. The following tables 

6.4 through 6.6 present the results for the corresponding ordered probit regressions. In these 

regressions the same three specifications for the set of covariates as in the binomial case are 

used. 

Table 6.4 presents estimates of the marginal effects for obtaining a negative (column 

2) and positive outcome (column 4), respectively, for the entire sample without the country 

dummies. In interpreting these estimates it is useful to compare the sign and magnitude of the 

coefficients for each independent variable on two margins: the margin between a negative 



197 

versus a zero effect (coefficients reported in column 1); and the margin between a positive 

versus a zero effect (coefficients reported in column 3). Note that one would generally expect 

these coefficients to be opposite in sign: a covariate that is associated with a higher likelihood 

of a positive versus a zero effect will tend to be associated with a lower likelihood of a 

negative versus a zero effect. 

 

Table 6.4 Effectiveness of European ALMP: Quantitative Analysis, Specification 4 
Negative treatment effect Positive treatment effect 

 Marginal 
Effect 

t-ratio Marginal 
Effect 

t-ratio 

(a) Type of program and target group:     
Direct employment program 0.165 2.06 –0.227 –2.30 
Private sector incentive scheme –0.141 –3.39 0.270 2,76 
Services and Sanctions –0.203 –3.82 0.427 4.45 
Young workers 0.135 1.78 –0.195 –1.92 

(b) Study design and time period:     
Experimental design 0.263 1.25 –0.312 –1.67 
Program implemented in the     
1970s –0.120 –1.40 0.248 1.05 
1980s –0.116 –1.59 0.205 1.61 
2000s 0.036 0.41 –0.056 –0.43 

(c) Institutional context on the labor market:     
Index for dismissal protection regulation 0.072 1.83 –0.115 –1.84 
Index for fixed-term contracts regulation –0.023 –0.79 0.037 0.80 
Index for temporary work regulation –0.001 –0.04 0.001 0.04 
Gross replacement rate 0.003 1.52 –0.006 –1.55 

(d) Macroeconomic background:     
Unemployment rate –0.022 –2.07 0.035 1.86 
ALMP expenditure (% of GDP) 0.059 1.07 –0.094 –1.08 
GDP growth 0.010 0.37 –0.016 –0.37 

Number of observations = 137. – Pseudo R2= 0.133. 
Notes: The dependent variable is a categorical variable indicating whether the estimate of the program 
effect is negative (–1), zero (0), or positive (+1). Table entries document the marginal effects (evaluated 
at the sample mean) from the corresponding ordered probit regression for the negative and positive 
outcomes, respectively. I.e. the difference in the predicted probability for achieving a negative (positive) 
treatment effect which arises from a marginal change in a continuous explanatory factor (such as the GDP 
growth rate) or which arises from changing an indicator among the explanatory factors (such as the 
indicator for an experimental study design) from 0 to 1. T-ratios of the marginal effects are reported in the 
third and fifth column, respectively. Marginal effects printed in italics indicate marginal significance 
(10%-level), marginal effects printed in boldface indicate statistical significance (5%-level), and marginal 
effects printed in boldface and italics indicate high significance (1%-level). The underlying standard 
errors adjust for clustering by study. 
 

The results in Table 6.4 tend to reinforce our findings in Table 6.1. In particular, we find that 

ALMPs based on private sector incentive schemes and Services and Sanctions are 
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significantly more likely to yield a higher probability of positive treatment effects and a lower 

probability of negative treatment effects, relative to ALMPs based on conventional training 

programs. On the other hand, direct public sector employment programs are associated with a 

significantly higher probability of negative treatment effects and a significantly lower 

probability of positive treatment effects. For youths, the same pattern holds, though the effects 

are a little less pronounced. There is also some indication that experimental studies have a 

lower probability of yielding positive effects, that strict dismissal protection is associated with 

both a higher probability of negative impacts and a lower probability of positive impacts, and 

that higher unemployment lowers the probability of a negative estimated program impact 

while raising (slightly) the likelihood of a positive impact. Other factors, including the 

variables representing the time period and the institutional and economic background do not 

seem to play a role.  

 The model in Table 6.5 parallels the specification in Table 6.2, and includes the same 

variables as in Table 6.4, along with country dummies. As we found using a binary outcome 

variable, the addition of the country dummies has little impact on the size or significance of 

the coefficients representing the different program types, but does lead to a reduction in the 

estimated effect of unemployment. Indeed, a striking result in Table 6.5 is that – with the sole 

exception of the variable indicating whether the evaluation used an experimental design – not 

a single variable describing the time period (Panel b), the institutional setting (c), the 

macroeconomic background (d), or the country (e) displays an even marginally significant 

correlation with either a negative or positive treatment effect estimate. Looking at the 

program types in Panel (a), on the other hand, a clear and statistically significant picture 

emerges once again: Relative to the base category of training programs, private sector 

incentive schemes and Services and Sanctions have lower probabilities of negative treatment 

effects, and higher probability of positive treatment effects. The opposite is the case for direct 

employment in the public sector. The opposite is also the case for programs targeting young 

workers.  
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Table 6.5 Effectiveness of European ALMP: Quantitative Analysis, Specification 5 
Negative treatment effect Positive treatment effect 

 Marginal 
Effect 

t-ratio Marginal 
Effect 

t-ratio 

(a) Type of program and target group:     
Direct employment program 0.181 2.06 –0.250 –2.32 
Private sector incentive scheme –0.145 –3.75 0.291 3.13 
Services and Sanctions –0.194 –3.56 0.422 3.92 
Young workers 0.165 2.20 –0.239 –2.45 

(b) Study design and time period:     
Experimental design 0.358 1.53 –0.395 –2.23 
Program implemented in the 1990s 0.090 1.02 –0.152 –1.04 

(c) Institutional context on the labor market:     
Index for dismissal protection regulation 0.106 1.11 –0.175 –1.08 
Index for fixed-term contracts regulation 0.028 0.41 –0.046 –0.41 
Index for temporary work regulation –0.023 –0.70 0.039 0.69 
Gross replacement rate –0.002 –0.26 0.003 0.26 

(d) Macroeconomic background:     
Unemployment rate –0.014 –0.78 0.024 0.77 
ALMP expenditure (% of GDP) –0.057 0.46 –0.095 –0.46 
GDP growth 0.014 0.55 –0.024 –0.55 

(e) Country dummies:     
Austria –0.035 –0.13 0.061 0.12 
Denmark 0.205 0,48 –0.268 –0.59 
France –0.064 –0.34 0.118 0.30 
Germany –0.045 –0.34 0.080 0.32 
Ireland –0.136 –1.58 0.308 1.25 
Netherland 0.116 0.34 –0.165 –0.40 
Norway –0.085 –0.63 0.162 0.55 
United Kingdom 0.012 0.03 –0.020 –0.03 
Switzerland 0.350 0.65 –0.382 –0.96 
Finland –0.122 –1.15 0.259 0.89 
Small country 0.018 0.07 –0.287 –0.07 

Number of observations = 137. – Pseudo R2= 0.149. 
Notes: The dependent variable is a categorical variable indicating whether the estimate of the program 
effect is negative (–1), zero (0), or positive (+1). Table entries document the marginal effects 
(evaluated at the sample mean) from the corresponding ordered probit regression for the negative and 
positive outcomes, respectively. I.e. the difference in the predicted probability for achieving a 
negative (positive) treatment effect which arises from a marginal change in a continuous explanatory 
factor (such as the GDP growth rate) or which arises from changing an indicator among the 
explanatory factors (such as the indicator for an experimental study design) from 0 to 1. T-ratios of the 
marginal effects are reported in the third and fifth column, respectively. Marginal effects printed in 
italics indicate marginal significance (10%-level), marginal effects printed in boldface indicate 
statistical significance (5%-level), and marginal effects printed in boldface and italics indicate high 
significance (1%-level). The underlying standard errors adjust for clustering by study. 
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Table 6.6 Effectiveness of European ALMP: Quantitative Analysis, Specification 6 
Negative treatment effect Positive treatment effect 

 Marginal 
Effect 

t-ratio Marginal 
Effect 

t-ratio 

(a) Type of program and target group:     
Direct employment program 0.195 2.11 –0.275 –2.36 
Private sector incentive scheme –0.181 –4.18 0.391 3.60 
Services and Sanctions –0.230 –3.98 0.535 9.06 
Young workers 0.166 1.93 –0.244 –2.15 

(b) Study design, timing, and sample size:     
Experimental design 0.736 5.17 –0.586 –9.16 
Program implemented in the 1990s 0.079 0.79 –0.142 –0.77 
Small 0.079 0.85 –0.131 –0.90 
Large 0.119 0.83 –0.176 –0.95 

(c) Institutional context on the labor market:     
Index for dismissal protection regulation 0.116 1.08 –0.198 –1.08 
Index for fixed-term contracts regulation –0.012 –0.17 0.020 0.17 
Index for temporary work regulation –0.045 –1.33 0.076 1.32 
Gross replacement rate –0.006 –0.89 0.011 0.88 

(d) Macroeconomic environment:     
Unemployment rate –0.032 –1.40 0.055 1.34 
ALMP expenditure (% of GDP) 0.195 1.24 –0.331 –1.34 
GDP growth 0.005 0.15 –0.008 –0.15 

(e) Country dummies:     
Austria 0.472 0.76 –0.457 –1.38 
Denmark 0.630 1.40 –0.584 –2.51 
France 0.488 1.07 –0.496 –1.83 
Germany 0.185 0.68 –0.255 –0.87 
Ireland –0.062 –0.30 0.118 0.27 
Netherland 0.294 0.63 –0.341 –0.91 
Norway 0.207 0.52 –0.273 –0.67 
United Kingdom 0.414 0.51 –0.427 –0.84 
Switzerland 0.718 1.71 –0.574 –3.99 
Finland 0.071 0.25 –0.109 –0.28 
Small country 0.606 1.58 –0.577 –2.86 

Number of observations = 109. – Pseudo R2= 0.202. 
Notes: The dependent variable is a categorical variable indicating whether the estimate of the program 
effect is negative (–1), zero (0), or positive (+1). Table entries document the marginal effects 
(evaluated at the sample mean) from the corresponding ordered probit regression for the negative and 
positive outcomes, respectively. I.e. the difference in the predicted probability for achieving a 
negative (positive) treatment effect which arises from a marginal change in a continuous explanatory 
factor (such as the GDP growth rate) or which arises from changing an indicator among the 
explanatory factors (such as the indicator for an experimental study design) from 0 to 1. T-ratios of the 
marginal effects are reported in the third and fifth column, respectively. Marginal effects printed in 
italics indicate marginal significance (10%-level), marginal effects printed in boldface indicate 
statistical significance (5%-level), and marginal effects printed in boldface and italics indicate high 
significance (1%-level). The underlying standard errors adjust for clustering by study. 
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The results from our final specification are presented in Table 6.6. This model is fit to the 

subset of evaluations for programs conducted in the 1990s, and includes controls for the 

sample size used in the evaluation. In general, the results are very similar to the findings in 

Table 6.5. In the 1990s subsample the country dummies for Denmark, Switzerland, and for 

the group of small countries all show a more pronounced negative effect on the likelihood of a 

positive program impact, relative to the baseline country (Sweden). In this subsample there is 

also a stronger tendency for experimental studies to yield more negative impact estimates. But 

apart from these small differences, the results confirm our earlier conclusions from the model 

in Table 6.5. In particular, none of the variables representing the timing, institutional setting 

or economic situation appears to have an important effect on program effectiveness. Rather, 

the likelihood of a positive program impact seems to be largely determined by the type of 

ALMP program. The base category, training, has a reasonably large share of positive effects. 

For the 70 evaluations of training programs, 38 yield a positive impact, 14 are zero, and 18 

are negative. Relative to this baseline, Private Sector incentive schemes and Services and 

Sanctions perform significantly better, while public sector employment programs and 

programs targeted at young workers perform significantly worse. 

 

6.3.3 Summary of findings 

This chapter has used a meta-analytical approach to assess the effectiveness of Active Labor 

Market Policy across European countries. The objective of the analysis is to draw systematic 

lessons from the more than 100 evaluations that have been conducted on ALMPs in Europe, 

and to complement the more descriptive analyses and country-level summaries in the 

preceding parts of the study. Most of the evaluation studies included in our meta-analysis 

have been conducted on programs that were in operation in the period after 1990. The past 15 

years have seen an increasing use of ALMPs in a variety of European countries, and some 

improvement in the methodologies used to evaluate these programs. Thus, we believe that 

lessons drawn from our meta-analysis are highly relevant to the current policy discussions 

throughout Europe on the appropriate design of ALMPs.  

 The picture that emerges from our quantitative analysis is surprisingly clear-cut. Once 

the type of the program is taken into account, our analysis shows that there is little systematic 

relationship between program effectiveness and a host of other contextual factors, including 

the country or time period when it was implemented, the macroeconomic environment, and a 

variety of indicators for institutional features of the labor market. The only institutional factor 

that appears to have an important systematic effect on program effectiveness is the presence 
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of more restrictive firing regulations. But even this effect is small relative to the effect of the 

program type. Traditional training programs are found to have a modest likelihood of 

recording a positive impact on post-program employment rates. Relative to these programs, 

private sector incentive programs and Sanctions and Services show a significantly better 

performance. Indeed, we find that evaluations of these types of programs are 40-50 percent 

more likely to report a positive impact than traditional training programs. By comparison, 

evaluations of ALMPs that are based on direct employment in the public sector are 30-60 

percent less likely to show a positive impact on post-program employment outcomes.  
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7. Conclusions and Policy Recommendations 
 

The importance of ALMPs has been underlined by the launch of the European Employment 

Strategy (EES). The EES highlights employment as a key objective receiving the same 

attention as the other EU economy objectives. Moreover, the EES encouraged member states 

to shift their policies from a preventive towards a more active approach and to improve the 

effectiveness of active measures. Nevertheless, there are still substantial differences among 

EU Member States, both in terms of unemployment rates and expenditures for AMLPs. Some 

countries have relatively high spending, whereas numerous countries continue to spend 

relatively small GDP shares on ALMPs.  

 In line with the large heterogeneity across countries regarding spending on ALMPs 

and types of programs, the evaluation practice also differs substantially. Some countries have 

a tradition of evaluating active policies and collecting the corresponding data (Sweden being 

the outstanding example), while other countries show relatively little interest in assessing the 

effectiveness of their policies. For the new member states, this has to be seen mainly in the 

context of rather recent implementation of ALMPs, of having to construct appropriate data 

sets from scratch, and of necessitating some time to develop an "evaluation culture". In 

general, the "European evaluation culture" has made substantial advances, and the sobering 

picture about that culture at the turn of the millennium drawn in Kluve and Schmidt (2002) 

does not continue to be true. Most of these advances are likely directly related to the 

evaluation endeavors as part of the EES. Room for improvement, however, remains: for 

instance, the distribution of available evaluation studies is strongly skewed across countries, 

and the concept of conducting experimental studies that provide the most reliable evidence on 

policy effectiveness has become anything but popular.  

 Moreover, the vast majority of evaluation studies continues to focus on effectiveness 

at the microeconomic level. Clearly, such evaluations can be very informative, yet as pointed 

out above – and as also recognized by most policy makers – a more complete assessment of 

ALMP effectiveness requires an investigation of general-equilibrium effects. Such analyses 

have remained the exception. Also, it is still not common to conduct thorough (or even back-

of-the-envelope) cost-benefit analyses, although they would be highly desirable for a more 

complete assessment of ALMP usefulness, in particular for drawing policy conclusions on 

continuing, extending, changing, or abolishing specific policies. Perhaps unsurprisingly, thus, 

most evaluation studies are noticeably reluctant to develop any such recommendations. 

The assessment of recent studies aims at elaborating a more precise pattern about 
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ALMP impacts in Europe. The main part of the analysis is set against the backdrop of three 

frames. First, we have discussed the role of the European Employment Strategy in shaping 

member states' labor market policies, and have described the current situation on European 

labor markets regarding core indicators such as the unemployment rate and GDP growth. The 

second frame has been given by a discussion and definition of active labor market program 

types, and program expenditure by country and type of measure. The most important ALMP 

categories across European countries are (i) training programs, which essentially comprise all 

human capital enhancing measures, (ii) private sector incentive schemes, such as wage 

subsidies to private firms and start-up grants, (iii) direct employment programs, taking place 

in the public sector, and (iv) Services and Sanctions, a category comprising all measures 

aimed at increasing job search efficiency, such as counseling and monitoring, job search 

assistance, and corresponding sanctions in case of noncompliance. It is important to note that 

many active labor market programs in European countries specifically target the young 

workers (25 years of age and younger) among the unemployed. Whereas several countries 

also have specific active labor market programs for the disabled, very few evaluations of these 

measures exist. 

The third frame regards the methodology of program evaluation. Since the cross-

European analysis of ALMP effectiveness must necessarily rely on credible evaluation studies 

from all countries involved, appropriate outcome variables and cost measures, as well as 

feasible identification strategies that can help solve the so-called "evaluation problem" (i.e. 

the inherent unobservability of the counterfactual no-program situation) must be discussed 

and properly specified. 

Logically building on these three frames as a backdrop, the subsequent analysis of 

ALMP effectiveness has concentrated on two focal points. The first focus regards a set of 

country studies from selected EU member states. Specifically, we discuss Austria, Denmark, 

Estonia, France, Germany, Italy, The Netherlands, Poland, Spain, Sweden, and the UK. While 

taking into account idiosyncrasies of each country, for purposes of comparability the studies 

follow a homogenous structure to the extent possible, discussing (a) the economic context, (b) 

labor market institutions, (c) ALMP practice, and (d) ALMP evaluations. Unsurprisingly, both 

the economic background and the institutional set-up vary substantially across countries, from 

currently well-performing (e.g. Denmark, Estonia) to rather sluggish economies (e.g. 

Germany), and from fairly flexible (e.g. the UK) to rather heavily regulated labor markets 

(e.g. France, Germany). Substantial differences exist with respect to ALMP practice, too. 

Some countries spend a substantial share of GDP on active measures (e.g. The Netherlands, 
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Denmark, Sweden) and run a comprehensive set of various types of ALMP (e.g. Germany), 

while other countries spend considerably less (e.g. the UK, Italy) and run a relatively narrow 

set of programs (e.g. Estonia, Spain). Denmark certainly has the most comprehensive ALMP 

strategy with substantial effort to activate all unemployed persons.  

Similar to differences in the implementation of ALMP, also the evaluation practice 

varies across countries. Sweden is well-known to have a long tradition of running and 

thoroughly evaluating ALMP, possible also because of a correspondingly comprehensive 

collection of data. The Netherlands and the UK, along with the one existing study from 

Hungary – stand out as countries implementing some evaluations based on randomized 

experiments. These experimental studies analyze the effects of job search assistance 

programs. On the other hand, in Spain and Italy, for instance, an "evaluation culture" hardly 

exists, which is probably in line with a limited ALMP practice that is only just emerging. 

Germany is an example of a country in which – despite a fairly long tradition of running 

ALMPs – program evaluations were almost nonexistent until few years ago, and in which a 

practice of evaluating labor market policies has developed very rapidly. It is true for all 

countries that almost every evaluation study exclusively discusses microeconomic treatment 

effects, and that only very few macroeconomic studies exist. 

Succeeding the country studies, the second focus regards the appropriate summarizing 

of the available evidence. After first reviewing the experiences from the country reports and 

several studies from the remaining member states (as well as Norway and Switzerland) in a 

descriptive manner, the study then concentrates on a meta-analysis of the available evidence. 

While the review produces some tentative findings – Services and Sanctions may be a 

promising measure, direct job creation in the public sector often seems to produce negative 

employment effects, training measures show mixed and modestly positive effects –, no 

palpable pattern emerges from the descriptive cross-country assessment. 

The objective of the meta analysis is thus to draw systematic lessons from the more 

than 100 evaluations that have been conducted on ALMPs in Europe, and to complement the 

more descriptive analyses and country-level summaries in the preceding parts of the study. 

Most of the evaluation studies considered have been conducted on programs that were in 

operation in the period after 1990. This reflects the fact that the past 15 years have seen an 

increasing use of ALMPs in EU member states, and some improvement in the methodologies 

used to evaluate these programs. Thus, we believe that lessons drawn from our meta-analysis 

are highly relevant to the current policy discussions throughout Europe on the appropriate 

design of ALMPs.  
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The picture that emerges from the quantitative analysis is surprisingly clear-cut. Once 

the type of the program is taken into account, the analysis shows that there is little systematic 

relationship between program effectiveness and a host of other contextual factors, including 

the country or time period when it was implemented, the macroeconomic environment, and a 

variety of indicators for institutional features of the labor market. The only institutional factor 

that appears to have an important systematic effect on program effectiveness is the presence 

of more restrictive dismissal regulations. But even this effect is small relative to the effect of 

the program type.  

Traditional training programs are found to have a modest likelihood of recording a 

positive impact on post-program employment rates. Relative to these programs, private sector 

incentive programs and Services and Sanctions show a significantly better performance. 

Indeed, we find that evaluations of these types of programs are 40-50 percent more likely to 

report a positive impact than traditional training programs. By comparison, evaluations of 

ALMPs that are based on direct employment in the public sector are 30-40 percent less likely 

to show a positive impact on post-program employment outcomes. Also the target group 

seems to matter, as programs aimed specifically at young workers fare significantly worse 

than programs targeted at adults, displaying a 40-60 percentage points lower probability of 

reporting a positive effect. 

The general policy implications that follow from these findings are rather 

straightforward. Decision makers should clearly focus on the type of program in developing 

their ALMP portfolio, and the European Commission should spell out similar 

recommendations to member states within the European Employment Strategy: Training 

programs should be continued, and private sector incentive schemes should be fostered. 

Particular attention should be paid to Services and Sanctions, which turns out to be a 

particularly promising and, due to its rather inexpensive nature, cost-effective type of 

measure. A well-balanced design of basic services such as job search assistance and 

counseling and monitoring, along with appropriate sanctions for non-compliance, seems to be 

able to go a long way in enhancing job search effectiveness. If further combined with other 

active measures such as training and employment subsidies, this effectiveness could be 

increased, even for youths, as promising results from the UK's "New Deal" show.  

Direct employment programs in the public sector, on the other hand, are rarely 

effective and frequently detrimental regarding participants' employment prospects. On this 

account they should be discontinued, unless other justifications such as equity reasons can be 

found. Some countries have already resorted to redefining the objective of direct employment 
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programs such that they should increase "employability" rather than actual employment, an 

outcome that is notoriously difficult to assess empirically. 

Young people appear to be particularly hard to assist. It is not clear if it follows from 

this disappointing result that youth programs should be abolished, or rather that such 

programs should be re-designed and given particular attention. It might also be the case that 

active labor market policies are not at all the appropriate policy for this group, and public 

policy should therefore focus on measures that prevent the very young from becoming 

disadvantaged on the labor market in the first place.  

The development of an "evaluation culture" has been positive in basically all member 

states, though different countries clearly find themselves at different stages of that 

development. One evident conclusion of this study is that evaluation efforts should be 

continued and extended. An ever-refined meta-analysis of an ever-extended set of European 

evaluation studies would continue to produce important insight into the effectiveness of 

ALMPs, in particular as data quality and methodology will likely continue to improve. The 

substantial advances in non-experimental program evaluation notwithstanding, more member 

states' governments interested in the effectiveness of their policies should consider 

implementing randomized experiments, in light of the strength of the evidence they produce.  
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Appendix A1 – ALMP expenditure in the European Union 

Table A1.1 Share of ALMP expenditure by category, 2000–2002 

 B DK D EL E F IRL I L NL A P FIN S UK EU-
15 NO 

 2000 
2 Training 15.6 41.1 43.9 43.0 24.1 29.8 26.8 26.1 : 8.8 54.6 55.4 47.7 44.7 51.6 34.5 17.2 
3 Job rotation and Job sharing 11.7 – – – 0.7 – – 0.3 : 0.0 0.1 0.1 7.3 1.7 – 0.8 0.0 
4 Employment incentives 14.9 30.0 9.3 16.1 41.8 16.7 14.4 52.1 : 7.2 18.1 15.3 15.6 15.4 8.3 18.8 5.3 
5 Integration of the disabled 12.2 25.1 14.0 30.3 10.2 9.5 0.2 0.8 : 49.6 15.1 4.5 12.5 32.3 25.9 15.6 77.0 
6 Direct job creation 45.3 3.5 28.7 – 17.1 43.8 55.0 11.9 : 34.3 11.3 20.5 15.3 2.5 13.6 27.4 – 
7 Start-up incentives 0.3 0.2 4.0 10.6 6.1 0.3 3.7 8.8 : – 0.8 4.2 1.6 3.3 0.7 3.0 0.5 
Total categories 2–7 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 : 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

 2001 
2 Training 18.0 39.7 46.4 9.3 22.8 27.1 29.0 16.1 : 9.3 53.8 45.1 44.9 44.5 32.3 32.5 14.4 
3 Job rotation and Job sharing 13.5 – – – 0.6 – – 0.2 : 0.0 0.0 0.0 8.6 1.8 – 0.9 0.0 
4 Employment incentives 15.5 32.9 10.6 70.9 39.1 15.8 13.1 60.9 : 6.3 20.2 16.4 16.7 15.7 22.6 21.4 5.0 
5 Integration of the disabled 12.5 27.2 15.6 16.9 12.8 10.3 0.3 0.7 : 49.4 16.2 17.6 13.9 34.7 30.0 16.5 80.1 
6 Direct job creation 40.1 0.2 23.0 – 16.8 46.5 50.9 8.9 : 34.9 9.0 17.7 14.4 0.2 14.2 25.0 – 
7 Start-up incentives 0.3 0.0 4.4 2.8 7.8 0.3 6.7 13.2 : – 0.8 3.2 1.5 3.1 0.8 3.8 0.5 
Total categories 2–7 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 : 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

 2002 
2 Training 20.4 36.9 50.8 50.2 21.2 32.6 35.1 33.6 : 15.2 58.8 40.2 47.3 47.3 77.9 39.6 10.3 
3 Job rotation and Job sharing – – 0.0 – 0.7 – – 0.0 : 0.0 0.0 0.0 7.0 0.8 – 0.2 0.0 
4 Employment incentives 18.2 32.1 11.0 22.8 42.3 12.3 24.0 56.2 : 4.8 14.0 39.7 15.1 14.6 6.5 20.3 5.2 
5 Integration of the disabled 12.9 30.9 15.5 11.6 10.2 9.9 – 0.6 : 50.0 16.7 10.2 14.8 34.1 12.2 15.6 84.5 
6 Direct job creation 48.1 0.1 17.6 – 16.9 44.8 41.0 5.6 : 30.0 9.7 9.0 14.4 – 3.2 21.4 – 
7 Start-up incentives 0.5 – 5.1 15.4 8.6 0.4 – 4.0 : – 0.9 0.9 1.5 3.2 0.3 3.0 – 
Total categories 2–7 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 : 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
 
Note: Data are taken from Eurostat (2000, 2001, 2002) and follow Eurostat's classification of ALMPs. Category 1, which comprises measures of job search assistance, has 
been left out, since data are not comparable across countries (cf. Eurostat 2000, 2000, 2002). 
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Table A1.2 Expenditure on labor market policy by category in relation to GDP, 2000–2002 
 B DK D EL E F IRL I L NL A P FIN S UK EU-15 NO 
 2000 

2 Training 0.156 0.675 0.402 0.109 0.153 0.277 0.249 0.114 : 0.081 0.199 0.141 0.354 0.674 0.046 0.235 0.088 
3 Job rotation and Job sharing 0.116 – – – 0.004 – – 0.001 – 0.000 0.000 0.000 0.054 0.026 – 0.005 0.000 
4 Employment incentives 0.149 0.493 0.086 0.041 0.264 0.155 0.134 0.227 0.041 0.067 0.066 0.039 0.116 0.233 0.007 0.128 0.027 
5 Integration of the disabled 0.122 0.412 0.129 0.077 0.064 0.088 0.002 0.003 0.014 0.457 0.055 0.012 0.093 0.486 0.023 0.106 0.393 
6 Direct job creation 0.451 0.057 0.263 – 0.108 0.407 0.511 0.052 : 0.316 0.041 0.052 0.114 0.038 0.012 0.187 – 
7 Start-up incentives 0.003 0.003 0.037 0.027 0.039 0.003 0.034 0.038 0.000 – 0.003 0.011 0.012 0.050 0.001 0.020 0.003 
Total categories 2–7 0.997 1.641 0.917 0.253 0.632 0.931 0.930 0.436 : 0.920 0.365 0.254 0.742 1.507 0.089 0.681 0.511 
8 Out-of-work income maintenance and 
support 1.692 1.581 1.910 0.449 1.370 1.218 0.710 0.504 0.185 1.890 1.139 0.708 1.620 1.348 0.434 1.187 0.519 

9 Early retirement 0.486 0.798 0.014 – 0.023 0.183 0.077 0.108 0.255 – 0.065 0.168 0.473 0.061 – 0.095 – 
Total categories 8–9 2.177 2.379 1.924 0.449 1.393 1.401 0.786 0.611 0.440 1.890 1.204 0.875 2.093 1.410 0.434 1.282 0.519 

 2001 
2 Training 0.172 0.644 0.411 0.025 0.151 0.236 0.206 0.083 : 0.086 0.228 0.112 0.307 0.597 0.024 0.216 0.075 
3 Job rotation and Job sharing 0.129 – – – 0.004 – – 0.001 – 0.000 0.000 0.000 0.059 0.024 – 0.006 0.000 
4 Employment incentives 0.148 0.534 0.094 0.187 0.259 0.138 0.093 0.312 0.039 0.058 0.085 0.041 0.114 0.211 0.017 0.142 0.026 
5 Integration of the disabled 0.119 0.442 0.138 0.045 0.085 0.090 0.002 0.004 0.016 0.454 0.069 0.044 0.095 0.466 0.022 0.110 0.420 
6 Direct job creation 0.382 0.003 0.204 – 0.111 0.406 0.361 0.046 0.015 0.321 0.038 0.044 0.098 0.003 0.010 0.166 – 
7 Start-up incentives 0.003 0.000 0.039 0.007 0.052 0.003 0.048 0.068 0.000 – 0.003 0.008 0.010 0.041 0.001 0.025 0.003 
Total categories 2–7 0.952 1.624 0.887 0.264 0.663 0.873 0.710 0.512 : 0.920 0.423 0.248 0.683 1.341 0.073 0.664 0.524 
8 Out-of-work income maintenance and 
support 1.780 1.511 1.938 0.397 1.405 1.243 0.629 0.530 0.206 1.673 1.113 0.703 1.595 1.039 0.395 1.174 0.549 

9 Early retirement 0.466 0.775 0.025 – 0.021 0.188 0.072 0.080 0.250 – 0.084 0.306 0.501 0.034 – 0.095 – 
Total categories 8–9 2.246 2.286 1.963 0.397 1.426 1.431 0.701 0.609 0.457 1.673 1.197 1.008 2.095 1.073 0.395 1.269 0.549 

 2002 
2 Training 0.185 0.616 0.477 0.111 0.125 0.299 0.223 0.216 : 0.142 0.247 0.180 0.341 0.656 0.126 0.282 0.059 
3 Job rotation and Job sharing – – 0.000 – 0.004 – – 0.000 – 0.000 0.000 0.000 0.050 0.011 – 0.001 0.000 
4 Employment incentives 0.165 0.534 0.103 0.050 0.249 0.112 .153 0.362 0.047 0.045 0.059 0.178 0.109 0.202 0.010 0.145 0.030 
5 Integration of the disabled 0.117 0.515 0.145 0.026 0.060 0.091 – 0.004 0.026 0.467 0.070 0.046 0.106 0.473 0.020 0.111 0.482 
6 Direct job creation 0.435 0.002 0.165 – 0.100 0.411 0.261 0.036 0.031 0.280 0.041 0.040 0.104 – 0.005 0.152 – 
7 Start-up incentives 0.005 – 0.048 0.034 0.051 0.004 – 0.026 0.000 – 0.004 0.004 0.011 0.044 0.000 0.021 – 
Total categories 2–7 0.906 1.667 0.939 0.221 0.588 0.916 0.637 0.643 : 0.934 0.421 0.448 0.722 1.385 0.161 0.713 0.571 
8 Out-of-work income maintenance and 
support 1.944 1.561 2.141 0.368 1.520 1.474 0.723 0.560 0.316 1.716 1.108 0.848 1.630 1.037 0.367 1.274 0.666 

9 Early retirement 0.454 0.761 0.032 – 0.021 0.133 0.067 0.099 0.221 – 0.154 0.357 0.531 0.012 – 0.091 – 
Total categories 8–9 2.397 2.322 2.173 0.368 1.540 1.606 0.791 0.659 0.537 1.716 1.262 1.205 2.162 1.049 0.367 1.365 0.666 
 
Note: Data are taken from Eurostat (2000, 2001, 2002) and follow Eurostat's classification of ALMPs. Categories 2-7 comprise active, categories 8-9 passive labor market 
policies. Category 1, which comprises measures of job search assistance, has been left out, since data are not comparable across countries (cf. Eurostat 2000, 2000, 2002). 
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Table A2. Recent microeconomic evaluation studies in Europe 
 
Study Type of program Target group Design Observation 

period Outcome(s) Identification strategy Results Notes/Comments 

Austria         

Zweimüller, 
Winter-Ebmer 
(1996) 

Training programs Unemployed 
adults 

Non-
experimental 

1986-1987 Employment stability: 
occurrence of 
repeated 
unemployment spells 
12 months after 
individual leaves 
unemployment 
register 
 

Bivariate probit model 
for repeated 
unemployment and 
selection into training. 
Earnings replacement 
ratio of UI benefits used 
as instrument 

+ Positive effects for men. 
Disadvantaged and less motivated 
unemployed are given priority in program 
enrollment.  
Programs improve employment stability. 
 

 

Winter-Ebmer 
(2001) 

Training programs 
with job search 
counseling 

Workers laid 
off in steel 
industry 

Non-
experimental 

1987 Employment stability, 
wage growth 

IV  + Positive effects for men and overall. 
Wage gains for a period of 5 years, 
Improved employment prospects. 
0 no effect for women. 

Favorable factors: long term 
orientation of occupational 
reorientation, interaction of training 
and job-counseling, cooperative 
and financial structure of the 
foundation 

Weber, Hofer 
(2003) 

1)Training 
programs  
2) job search 
programs 
 

Unemployed 
adults 

Non-
experimental 

1999, 2000 Unemployment 
durations 

Multivariate hazard 
model, timing-of-events 
method 

Training programs increase unemployment 
durations: – for men, – overall, 0 for women. 
Job search programs shorten unemployment, 
+ for men, + for women, + overall. 

 

Weber, Hofer 
(2004) 

Job search 
programs 

Unemployed 
adults 

Non-
experimental 

1999, 2000 Unemployment 
durations effects 
depending on timing 
of program entry 

Multivariate hazard 
model, timing-of-events 
method 

+ men and women: Positive program effects 
for entry into job search during first 12 
months of unemployment, no effects for 
long-term unemployed. 

 

Belgium         

Cockx, Göbel 
(2004) 

Subsidized 
employment  

Young 
unemployed 

Non-
experimental 

1998-2000 Transition rate from 
employment to 
unemployment 

Mixed proportional 
hazard (MPH) model 

+ Positive effects for women  
- Positive effects for men only in the first 
year, negative in the second.  
Simulated increase of employment duration 
for women 8.7 months, for men 3.1 months 
 

 

Cockx (2003) Vocational training Unemployed Non-
experimental 

1989-1993 Transition rate from 
unemployment 

Control function 
estimator 

+ Positive effect on the transition rate 
Simulated decrease of unemployment 
duration 4 to 6 month 
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Table A2. Recent microeconomic evaluation studies in Europe (ctd) 
Study Type of program Target group Design Observation 

period Outcome(s) Identification strategy Results Notes/Comments 

Denmark         

Kyhl (1991) All types of 
programs, but 
programs not 
explicitly included 
in the analysis 
  

UI benefit 
recipients, 25-
59 years of age 

Non-
experimental 

1995-1998 Unemployment 
duration 

Comparison of results 
for different years with 
different timing of 
ALMP 

+ Evidence of threat effects Results not directly generalizable, 
but adds to evidence on threat 
effects 

Geerdsen 
(2003) 

All types of 
programs, but 
programs not 
explicitly included 
in the analysis  
 

UI benefit 
recipients, 17-
67 years of age 

Quasi-
experimental 

1994-1998 Unemployment 
duration 

Legislative changes in 
time limit for 
participation in ALMP 

+ Evidence of threat effects Results not directly generalizable, 
but adds to evidence on threat 
effects 

Geerdsen and 
Holm (2004) 

All types of 
programs, but 
programs not 
explicitly included 
in the analysis  

UI benefit 
recipients 
(analysis only 
on males, 25-
47 years of age 
in 1994) 

Quasi-
experimental 

1995-1998 Unemployment 
duration 

Legislative changes in 
time limit for 
participation in ALMP, 
combined with 
modeling individual 
probability of 
participation in ALMP 

+ Evidence of threat effects Results not directly generalizable, 
but adds to evidence on threat 
effects 

Rosholm and 
Svarer (2004) 

Private sector 
employment  
programs, public 
sector employment  
program, training 
programs, other 
programs 

UI benefit 
recipients 
(analysis only 
on males, 25-
59 years of 
age) 

Non-
experimental 

1998-2002 Unemployment 
duration 

Timing-of-events and 
functional form 
specification of hazard 
rate out of 
unemployment 

+ Strong threat effects, + private sector 
employment programs reduce unemployment 
duration,  
– all other program types increase 
unemployment duration 

Informative about different types of 
effects of ALMPs, attempts to 
estimate the effects of an active 
labor market policy regime 
compared to the counterfactual 
situation of a passive regime  

Jensen, 
Rosholm and 
Svarer (2003) 

Specially designed 
vocational 
education programs 

Unemployed 
youths 
(receiving UI 
benefits, <25 
years, no 
formal educ. 
beyond 2ndary 
school) 
 

Experimental 
(quasi?) 

1996 Unemployment 
duration 

Random assignment 
due to capacity 
constraints 

0 No significant threat effect,  
+ increased transition rate to schooling,  
0 weaker effect on transtion rate to 
employment 

The findings regarding the 
combination of benefits, incentives 
and sanctions could be relevant for 
other countries (as part of labor 
market reform) 
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Table A2. Recent microeconomic evaluation studies in Europe (ctd) 
Study Type of program Target group Design Observation 

period Outcome(s) Identification strategy Results Notes/Comments 

Denmark (ctd)         

Bolvig, Jensen 
and Rosholm 
(2003) 

Employment 
programs, training 
programs, other 
programs 
 

Welfare 
benefit 
recipients 

Non-
experimental 

1997-1999 Unemployment 
duration, subsequent 
employment duration 

Timing-of-events + Employment programs have positive 
effects,  
– training and other programs have negative 
effects 

 

Graversen 
(2004) 

Private sector 
employment  
programs, public 
sector employment  
program, training 
programs, other 
programs 
 

Welfare 
benefit 
recipients 
(analysis only 
on males, 
above 25 years 
of age) 

Non-
experimental 

1994-1998 Unemployment 
duration 

Timing-of-events and 
intended timing by 
municipalities 

+ Modest threat effects,  
+ private sector employment programs 
reduce unemployment duration,  
– all other program types increase 
unemployment duration 

Informative about different types of 
effects of ALMPs 

Graversen and 
Jensen (2004) 

Private sector 
employment  
programs, public 
sector employment 
program, training 
programs, other 
programs 
 

Welfare 
benefit 
recipients 
(analysis only 
on males, 18-
59 years of 
age) 

Non-
experimental 

1994-1998 Employment rates 12 
months after 
participation 

Common factor  
structure (plus 
instrument for 
selection) 

0 No significant mean effects of private 
sector employment programs compared to all 
other program types 

Authors suggest improvement in 
allocation to programs 

Munch and 
Skipper (2004) 

Private sector 
employment  
programs, public 
sector employment  
program, training 
programs, other 
programs 
 

UI benefit 
recipients 

Non-
experimental 

1995-2000 Unemployment 
duration, subsequent 
employment duration, 
subsequent earnings 

Timing-of-events + Private sector employment programs have 
positive employment effects,  
– public sector employment programs and 
training programs have negative employment 
effects. 
 

Authors suggest thorough revision 
of the content and extent of the 
different types of ALMP; Study 
informative about different types of 
effects of ALMPs 

Danish 
Economic 
Council (2002) 

Private sector 
employment  
programs, public 
sector employment  
program, training 
programs, other 
programs 
 

UI benefit 
recipients  

Non-
experimental 

1998-2000 Employment rates Matching + Private sector employment programs have 
net economic surplus,  
– public sector employment programs and 
training programs have net economic deficit 

Authors suggest thorough revision 
of the content and extent of the 
different types of ALMP 



 226

Table A2. Recent microeconomic evaluation studies in Europe (ctd)  
Study Type of program Target group Design Observation 

period Outcome(s) Identification strategy Results Notes/Comments 

Denmark (ctd)         

Jespersen, 
Munch and 
Skipper (2004) 

Private sector 
employment  
programs, public 
sector employment  
program, training 
programs, other 
programs 

UI benefit 
recipients 
(analysis only 
on 18-50 years 
of age) 

Non-
experimental 

1995-2000 Long run employment 
rates and earnings 

Propensity score 
matching 

+ Private sector employment programs have 
positive employment and earnings effects,  
+ public sector employment programs and 
training programs have positive effects when 
a long enough time horizon is allowed,  
+ net economic surplus of all three program 
types 

The net economic surplus results 
from long-term employment and 
earnings effects, but different 
results for different cohorts 

Estonia         

Leetmaa, Võrk 
(2004) 

Training Unemployed 
adults 

Non-
experimental 

2000-2002 Employment rates Propensity Score 
Matching 

+ Training has positive effects Evidence of cream skimming: case 
workers seem to select more 
promising candidates to labor 
market training. Training programs 
could be expanded, but this should 
be done hand in hand with careful 
evaluations. 

Finland         

Malmberg-
Heimonen, 
Vuori (2005) 

Financial 
incentives and job-
search training 

Unemployed Experimental 1998-2000 Re-employment - 0 No significant overall impact  
+ Positive for individuals with financial 
incentives  
- No positive effects for more disadvantaged 
 

 

Hämäläinen, 
Ollikainen 
(2004) 

Labor market 
training (LMT), 
empl. subsidy in 
private and public 
sector (SEM), 
youth practical 
training (YPT)  

Young 
unemployed 

Non-
experimental 

1988-2000 Six different 
outcomes 

Propensity score 
matching 

+ Increased employment and earnings for 
LMT  
+ Increased employment and earnings for 
SEM  
- Slightly negative impact on all outcomes 
for YPT 

 

Hämäläinen 
(2002) 

Labor market 
training 

Unemployed Non-
experimental 

1989-1994 Employment 
probability 

Bivariate probit model + Positive impact, which is negatively related 
to overall unemployment 

 

France         

Cavaco, 
Fougère, 
Pouget (2005) 

Retraining for 
displaced workers 

Unemployed Non-
experimental 

1995-1998 Unemployment 
duration and 
employment 
probability 

Dependent competing 
risks duration model 

+ Positive effect, increased probability by 8 
points  
Higher benefits for high skilled and high 
educated workers 
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Table A2. Recent microeconomic evaluation studies in Europe (ctd)  
Study Type of program Target group Design Observation 

period Outcome(s) Identification strategy Results Notes/Comments 

France (ctd)         

Crépon, 
Dejemeppe, 
Gurgand 
(2005) 

Counseling and 
job-assistance 
schemes 

Unemployed Non-
experimental 

2001-2004 Transition to 
employment and 
unemployment 
recurrence 

Duration models + Positive and significant impact on 
transition to employment (increase 1 
percentage point) and on unemployment 
recurrence (decrease more than 6 percentage 
points) 
 

 

Brodaty, 
Crepon, 
Fougere (2002) 

Workplace training 
programs (private 
sector), workfare 
programs (public 
sector) and other 
programs (e.g. 
training) 

Young 
unemployed 

Non-
experimental 

1986-1988, 
1995-1998 

Transition to 
employment 

Propensity score 
matching  

+ Positive effects for all programs in the first 
cohort, higher effects for workplace training 
programs (for short-term unemployed), 'other 
programs' more effective for long-term 
unemployed  
- Negative effects for all programs for the 
cohort 95-98 

 

Germany         

Eichler, 
Lechner (2002) 

Job Creation 
Scheme 

Long-term 
unemployed 
and other hard 
to place 
persons 

Non-
experimental 

1992-1997 i) Unemployment 
rates 
ii) employment rates,
both observed up to 
ca. 5 years after 
participation started 

Partial propensity score 
matching (with nearest 
neighbour) combined 
with DiD 

+ Significant and substantial reduction in 
unemployment rate; for men this is due to 
higher employment rate;  
0 for women this is due to higher non-
participation rates 

Location: Federal state of Sachsen-
Anhalt, East Germany. 
Rather small sample sizes 

Bergemann 
(2005) 

Job Creation 
Scheme 

Long-term 
unemployed 
and other hard 
to place 
persons 

Non-
experimental 

1990-1999 i) reemployment 
probabilities (hazard)
ii) probability to 
remain employed 
(hazard), observed up 
to three years after 
participation started 
 

Propensity score 
matching (Gaussian 
kernel), combined with 
CDiDHR 

0 No significant effect for men;  
+ significantly positive effects on women's 
reemployment probability 
+ Significantly positive effects on men's and 
women's probability to remain employed  

Location: East Germany. 

Bergemann, 
Fitzenberger, 
Schultz, 
Speckesser 
(2000) 

1) Job Creation 
Scheme 
2) Training 

Long-term 
unemployed 
and other hard 
to place 
persons 
 

Non-
experimental 

1990-1998 Employment rates Propensity score 
matching combined 
with DiD in a repeated 
participation framework 

–/0 First treatment: significant negative 
effect on employment; 2nd treatment: no 
significant effect 
 –/0 First treatment: sign. negative effect on 
employment; 2nd treatment: no significant 
effect, except for women (+ sign. positive) 
 

Location: Federal state of Sachsen-
Anhalt, East Germany. Small 
sample size (min. treatment group 
n=146). Study covers period after 
unification, therefore not 
generalizable 
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Table A2. Recent microeconomic evaluation studies in Europe (ctd) 
Study Type of program Target group Design Observation 

period Outcome(s) Identification strategy Results Notes/Comments 

Germany (ctd)         

Caliendo, 
Hujer, 
Thomsen 
(2004, 2005a, 
2005b) 

Job Creation 
Scheme 

Long-term 
unemployed 
and other hard 
to place 
persons 

Non-
experimental 

2000-2002 employment rates 
i) of 
sociodemographic 
groups observed for 
up to three years after 
participation started 
ii) in specific sectors, 
observed up to three 
years after 
participation started 
iii) in regions 
observed up to three 
years after 
participation started 

Propensity score 
matching (Nearest 
neighbor with caliper, 
without replacement ) 

i1) Locking-in effects in all subgroups 
i2) 0 West Germany: no significant effects 
for men; + significant positive mid-term 
effects for women 
i3) – East Germany: significantly negative 
medium-term effects 
i4) Evidence for substantial heterogeneity in 
effects: + Positive effects in West Germany 
for women over 50, long-term unemployed, 
hard-to-place women; 
in East Germany: – female long-term 
unemployed 
ii ) –/0 Negative or insignificant effects in all 
sectors 
iii) – Significantly negative effects in all 
regions; negative effects are stronger in 
regions with an above average labor market 
performance 

i) Clear policy implication: labor 
agencies should target JCS better 
iii) might be interpreted as 
evidence for stigma effects of JC 

Reinowski, 
Schultz, 
Wiemers 
(2003) 

1) Job Creation 
Scheme 
2) Training 

Long-term 
unemployed 
and other hard 
to place 
persons 

Non-
experimental 

1989-2000 Duration of 
unemployment, 
including period of 
treatment (hazard rate 
of transition from 
unemployment to 
employment) 

Optimal propensity 
score matching (Nearest 
neighbor) 

– Treatment increases unemployment 
duration (note: unemployment duration 
comprises JC employment period)  
– Treatment increases unemployment 
duration (note: unemployment duration 
comprises period of training) 

Location: Federal state of Sachsen, 
East Germany. Possibly evidence 
of "locking-in effect"; small sample 
size (n=146 in control and 
treatment group, respectively). 
Results might be generalizable to 
other East German Länder, as their 
situation is similar to Sachsen. 

Fitzenberger, 
Speckesser 
(2005) 

Training   Unemployed 
and those 
threatened by 
unemployment 

Non-
experimental 

1993-1997 Employment rates 
observed up to three 
years after 
participation started  

Propensity score 
matching (stratification) 

+ West Germany: Lock-in effect in the short 
run and sign. positive effect on employment 
rates in the long run,  
0 East Germany: lock-in effect in the short 
run and less significantly positive effect  

 

Bergemann, 
Fitzenberger, 
Speckesser 
(2004) 

Training Unemployed 
and those 
threatened by 
unemployment 

Non-
experimental 

1990-1999 i) Employment rates, 
ii) reemployment 
probabilities (hazard)
iii) probability to 
remain employed 
(hazard) 

Propensity score 
matching (Gaussian 
kernel), combined with 
CDiDHR 

 – Significantly negative effect of further 
training on employment rates 
 0 significantly positive effect of further 
training on reempl. probabilities shortly after 
unification; no effect in later years 
 + no effect shortly after unification; 
significantly positive effect of further 
training on probability to remain employed 
in later years 
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period Outcome(s) Identification strategy Results Notes/Comments 

Germany (ctd)         

Hujer, 
Thomsen, 
Zeiss (2004) 

Training,  
i) short-term (1-3 
months) 
ii) medium term (6 
months) 
iii) long-term (12 
months) 

Unemployed 
and those 
threatened by 
unemployment 

Non-
experimental 

1999-2002 Duration of 
unemployment and 
locking-in effect 

Multivariate duration 
model (simultaneous 
model of duration until 
treatment and duration 
until transition into 
employment) 

0  No significant evidence, neither on 
locking-in nor on effect on unemployment 
duration 
0  significant locking-in, no significant effect 
on U duration 
– significant locking-in, significantly rises U 
duration 

Location: East Germany. Evidence 
of locking-in effects for programs 
of 6 and 12 months. Acc. to the 
authors, one has to take severe 
shortage of labor demand in East 
Germany into account when 
interpreting the results. 

Hujer, Wellner 
(2000) 

Training   Unemployed 
and those 
threatened by 
unemployment 

Non-
experimental 

1985-1992 
West 
1990-1992 
East 

duration of 
unemployment after 
treatment (hazard rate 
of transition from U 
to E) 

Propensity score 
matching (West: 
oversampling) 

+ West: treatment  significantly reduces 
unemployment duration,  
0 East: no significant effect;  
Short-term programs perform better than 
long-term programs 

Rather small sample size (treatment 
group West Germany: n=87). 
Moreover, results for East 
Germany refer to peculiar period 
shortly after unification. 

Klose, Bender 
(2000) 

Training Unemployed 
and those 
threatened by 
unemployment 

Non-
experimental 

1986-1990 i) Unemployment 
duration 
ii) employment 
stability 
both observed up to 3 
years after completing 
the measure 

Hierarchical covariate 
matching 

0 No significant effect of training on 
unemployment duration 
– training significantly reduces job stability 

Location: West Germany. 

Reinowski, 
Schultz, 
Wiemers 
(2004) 

Training   Unemployed 
and those 
threatened by 
unemployment 

Non-
experimental 

1989-2001 Duration of 
unemployment, 
including period of 
treatment, observed 
up to three years after 
participation started; 
evaluated separately 
for socio-
demographic groups 
 

Optimal propensity 
score matching (Nearest 
neighbor)  

– Treatment increases unemployment 
duration (note: unemployment duration 
comprises period of training)  

Location: Sachsen, East Germany. 
Evidence of "locking-in effect"; 
rather small sample size.  
Results might be generalizable to 
other East German Länder, as their 
situation is similar to Sachsen 

Lechner (2000) Training Unemployed 
and those 
threatened by 
unemployment 

Non-
experimental 

1990-1994 Unemployment rate 
observed up to 3 years 
after completing the 
training measure 

Partial propensity score 
matching (with varying 
caliper) 

–/0  In the short run, training significantly 
increases unemployment rates; 
in the long run (3 years), no significant 
effects 

Location: East Germany. Negative 
results might be due to short period 
of observation (see 
Lechner/Miquel/Wunsch (2005). 
Rather small sample size (max n= 
116). Study covers period shortly 
after unification, therefore rather 
not generalizable. 
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period Outcome(s) Identification strategy Results Notes/Comments 

Germany (ctd)         

Lechner, 
Miquel,  
Wunsch (2004) 

Training in West 
Germany 

Unemployed 
and those 
threatened by 
unemployment 

Non-
experimental 

1993-2002  i) Employment 
ii) unemployment 
iii) monthly earnings 
all outcomes observed 
up to seven years after 
participation started 

Propensity score 
matching (Nearest 
neighbour matching 
with weighted 
oversampling) in a 
multiple treatment 
framework 

i) +  Short training: significantly positive 
effect on employment in short and long run 
+/0  Long training: significantly positive 
effect on employment in short run, no 
significant effect in the long run 
+ Retraining: sign. negative effect in the 
short run, sign. positive effect in the long run
0  Practice firm: no significant effects 
ii) 0  No significant positive effect on 
unemployment for all programs 
iii) +  Significantly positive effects on 
monthly earnings for short and long training 

Detailed examination of 
compensation of locking-in effects 
after 7 years in terms of total time 
in employment: 
-  positive gain in total time in 
employment for short training (6 
months) and long training (3 
months) 
- no significant result for practice 
firms 
- loss in total time in employment 
for retraining; similar results for 
time of benefit receipt.  
The study gives new insights on 
long-term effects of training 
programs & stresses the need for a 
long-term perspective when such 
effects are examined.  
 

Lechner, 
Miquel, 
Wunsch (2005) 

Training in East 
Germany 

Unemployed 
and those 
threatened by 
unemployment 

Non-
experimental 

1993-2002 i) Employment 
ii) unemployment 
iii) monthly earnings 
all outcomes observed 
up to eight years after 
participation started 

propensity score 
matching (Nearest 
neighbour matching 
with weighted 
oversampling) in a 
multiple treatment 
framework 

i) +  Short training: sign. negative effect in 
the very short run and positive effect in the 
long run on employment 
0  Long training: sign. negative effect in the 
short run and insignificant effect in the long 
run on employment 
+  Retraining: sign. negative effect in the 
short run and sign. positive effect on the long 
run on employment 
ii) in the short run  vice versa to i) and in the 
long run zero  
iii) +  increase in 100 to 200 EUR in the long 
run for all programs, except practice firms 

Locking-in effects are over 
compensated in the long run (after 
one to three years). Some 
peculiarities in the allocation of 
training measures after unification 
need special attention, especially 
men being extensively re-trained in 
the construction sector before the 
sector collapsed.The study stresses 
the need for a long-term 
perspective when effects of training 
measures are examined. 

Hujer, 
Caliendo, 
Thomsen, 
Trabert, Rhode 
(2005) 

Placement 
Assistance, Job 
Search Assistance 

Unemployed  Non-
experimental 

2001-2002 Employment rates 
observed up to 21 
months after 
participation started 

Propensity score 
matching (nearest 
neighbour without 
replacement) 

+ Significant positive effect of placement 
assistance for men and women; significant 
positive effect of job search assistance for 
women in southern region;  
– significant negative effect of job search 
assistance for men 

Location: Federal state of Hessen, 
West Germany. 
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Germany (ctd)         

Hujer, 
Caliendo, Radi 
(2004) 

Wage subsidies 
(EGZ, ABM, 
SAM) 

Unemployed 
(hard-to-place) 

Non-
experimental 

1995-1999 Firm's employment 
development 

Propensity score 
matching combined 
with CDiD 

0  No significant employment effect Location: West Germany 
NB: unit of observation is firm; 
Authors pool very heterogeneous 
measures 
 

Jaenichen 
(2002) 

Wage subsidies 
(EGZ)   

Unemployed, 
hard-to-place 

Non-
experimental 

1999-2001 Being registered as 
unemployed observed 
up to 23 months after 
participation started 
 

Propensity score 
matching (nearest 
neighbor) 

+  Treatment significantly reduces 
unemployment rates 

Rather non-informative outcome 
variable? 

Hungary         

Micklewright 
and Nagy 
(2003) 

Monitoring Unemploy-
ment benefits 
recipients 

Experimental 2003 Re-employment rates Duration model 0  overall 
+ Only positive and significant effect on 
women over age 30 

Results modestly generalizable due 
to the special character of the 
Hungarian unemployment benefit 
system 
 

Italy         

Paggiaro, 
Rettore,  
Trivellato 
(2005) 

Italian Mobility 
List  

Workers in the 
List 

Non-
experimental 

1995-1999  Probability of 
transition to a new job 

Propensity score 
matching  

+ positive impact for men eligible for the 
active component only. 
0  no significant effect for females. 
 

 

Caroleo, 
Pastore (2002)   

The various ALMP 
targeted to  
the youth long term 
unemployed   

Young 
unemployed 

Non-
experimental 

March to 
June 2000  

Probability of 
transition to a 
different labor market 
status (unemployed, 
formal, informal 
sector, apprenticeship 
contract, etc…)  

Multinomial logit 
model 

0  no significant impact of the policy 
variables. 
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period Outcome(s) Identification strategy Results Notes/Comments 

Netherlands         

Abbring, Van 
den Berg, Van 
Ours (2006) 

Sanctions Unemploy-
ment insurance 
recipients 

Non-
experimental 

1992-1993 Re-employment rates Bivariate duration 
model 

+ Substantial and significant increase in re-
employment rates 

Policy in its current content is 
successful. Results appear 
generalizable. 

De Jong, 
Lindeboom, 
Van der 
Klaauw (2005) 

Screening of 
eligibility criteria 

Potential 
disability 
insurance 
applicants 

Experimental 2001-2003 Sickness absenteeism 
and disability 
insurance inflow rates 

Difference-in-
difference 

+ Stricter screening reduces sickness 
absenteeism and number of disability 
insurance applications 

Screening reduces moral hazard of 
benefits programs. Authors 
recommend introduction of policy 
also in control regions 

Gorter and 
Kalb (1996) 

1) counseling, 2) 
monitoring 

Unemploy-
ment insurance 
recipients 

Experimental 1989-1990 Re-employment rates Duration model 0  mixed, pointing towards an insignificant 
effect. 
– for temporary contract workers  

Large agreements with 
international literature on similar 
policies 
 

Van den Berg, 
Van der 
Klaauw (2006) 

1) counseling, 2) 
monitoring 

Unemploy-
ment insurance 
recipients with 
relatively good 
labor market 
prospects 
 

Experimental 1998-1999 Re-employment rates Duration models 0  Small and insignificant positive effect Large agreements with 
international literature on similar 
policies. Policy might be more 
successful for other target 
populations. 

Van den Berg, 
Van der 
Klaauw, Van 
Ours (2004) 
 

Sanctions Welfare 
recipients 

Non-
experimental 

1994-1996 Re-employment rates Bivariate duration 
model 

+  Substantial and significant increase in re-
employment rates 

Policy in its current content is 
successful. Results appear 
generalizable. 

Norway         

Lorentzen, 
Dahl (2005) 

Employment 
programs and 
training programs 

Social 
assistance 
recipients 

Non-
experimental 

1992-1999 Annual gross earnings Propensity score 
matching  

- Negative and non-significant effects for 
employment programs, at least positive gains 
for individuals with medium chances  
+ Positive but modest effects for training 

 

Røed, Raaum 
(2003) 

1) Training  
2) Temporary 
public employment 
3) wage subsidies 
4) work practice 
schemes 
 

Unemployed Non-
experimental 

1989-2002 Unemployment 
duration and 
transition to 
employment 

Dependent risk hazard 
rate model 

0 Average net effect is around zero  
+ Substantial positive effects for individuals 
with poor prospects  
Benefits do not exceed the costs except for 
male immigrants 

The various types of programs are 
pooled together in the empirical 
analysis. 
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Norway (ctd)         

Zhang (2003) Training, wage 
subsidies, 
employment 
programs 

Unemployed Non-
experimental 

1990-2000 Transition to 
employment 

Mixed proportional 
hazard rate (MPH) 
model 
 

+ Positive effects for training  
+ Positive effects for wage subsidies  
0 No overall effects for employment 
programs, but some benefits for youth 
 

 

Aakvik (2002) Educational 
programs 

Disabled Non-
experimental 

1995-1998 Transition to 
employment 

Selection models 0 No significant effect  

Raaum, Torp, 
Zhang  (2002) 

Training Unemployed Non-
experimental 

1992-1997 Earnings Propensity score 
matching 

+ Positive effects for participants with recent
labor market experience  
0 Lower or insignificant effects for labor 
market entrants  
Cost-beneficial for experienced women 
Benefits for experienced men close to direct 
costs and lower for labor market entrants 
 

 

Hardoy (2001) Employment, 
vocational, training 
programs and 
combination 
programs 

Young 
unemployed 

Non-
experimental 

1989-1993 Employment 
probability and 
education level 

Maximum likelihood 
method 

0 Overall, no positive effects on employment 
or education 
- Negative effects for (classroom) training  
- Negative effects for vocational programs  
Increased employment probability for 
employment and combination programs for 
women 
No effects for men of any program  
 

 

Poland         

Kluve, 
Lehmann, 
Schmidt 
(2005) 
 

1) Training, 2) 
Wage subsidies 

Unemployed 
adults 

Non-
experimental 

1992-1996 Employment rates Exact Covariate 
Matching 

+ Training has positive effects,  
– wage subsidies negative effects, 
particularly for men 

Evidence of "benefit churning": In 
wage subsidy scheme, individuals 
participate to restore eligibility. 

Portugal         

Centeno, 
Centeno, Novo 
(2004) 

Job search 
assistance and 
small basic skills 
courses 

(Young) 
unemployed 

Non-
experimental 

1997-2001 Unemployment 
duration and wages 

Propensity score 
matching and 
difference-in-difference 
estimators 

0 Small, insignificant impact on 
unemployment duration  
- Negative but insignificant effect on wages, 
large negative impact for men, no impact for 
women 
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Spain         

Arellano 
(2005) 

Training Unemployed Non-
experimental 

2000-2001  Mixed proportional 
hazard rate (MPH) 
model 
 

+ Positive effects, higher for women than for 
men 

 

Sweden         

Albrecht, van 
den Berg, 
Vroman (2005) 

Adult Education 
Initiative 

25-55 old 
unemployed 
adults 

Non-
experimental 

1990-2000 Earnings, 
employment 
probability 

Fixed effects, 
conditional difference-
in-differences, 
conditional probit 
 

+ Positive employment effects for young 
men,  
0  no average income effects for men and no 
significant effects for women at all 

 

Andrén, 
Andrén (2002) 

Labor market 
training 

Unemployed Non-
experimental 

1993-1997 Employment 
probability 

Latent index sample 
selection model 

+ Small positive effects for Swedish-born,  
–/+ Negative effects for Foreign-born in the 
first year, positive afterwards 

 

Andrén, 
Gustafsson 
(2002) 

Labor market 
training 

Unemployed Non-
experimental 

1984/1985 
1987/1988 
1990/1991 

Earnings Switching regression 
model 

+ Positive effects for Swedish-born and 
Foreign-born for the first two cohorts;  
–/ 0 Negative effects for Foreign-born and no 
effects for Swedish-born for the last cohort;  
–/0 Negative or low pay-off for young adults 
and individuals with primary education; 
Better pay-off for males than for women 

 

Carling, 
Gustafson 
(1999) 

1) Self-
employment grants 
2) employment 
subsidies 
 

Inflow during 
the period June 
1995 to Dec. 
1996 

Non-
experimental 

1995-1999 Employment duration IV, hazard regression 
model 

+ Employment duration is higher for 
participants in self-employment grants 
relative to subsidized employment 
participants. 

 

Forslund, 
Johansson, 
Lindqvist 
(2004) 
 

Employment 
subsidies in the 
private sector 

Unemployed Non-
experimental 

1998-2002  Unemployment 
duration 

Exact matching, 
instrumental variable 
(IV) methods 

+ Positive effect, decreased duration by 8 
months,  
– indications for large dead-weight and 
substitution effects.  

 

Fredriksson, 
Johansson 
(2003) 

Job creation 
programs, training 

Unemployed Non-
experimental 

1993-1997 Outflow to 
employment 

Propensity score 
matching  

– Reduced outflow to employment by around 
40 percent for both programs,  
– long-run effects more negative for job 
creation schemes. 
 

 

Harkman, 
Jansson, 
Tamás (1996) 

Labor market 
training 

 Non-
experimental 

1993 Regular employment 
and wages after 6 
months and 2,5 years 

 +/0 Positive effect for long-term employment 
and earnings, no short-term effect for 
employment 
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Sweden (ctd)         

Korpi (1994) Labor market 
training 

16-24 old 
unemployed in 
Stockholm 
area 
 

 1981-1984 Duration of 
employment 

 0  Insignificant effect  

Larsson (2002) 1) Youth practice, 
2) labor market 
training 

20-24 years 
old youth 

Non-
experimental 

1985-1995 (i)Earnings, 
(ii)employment 
probability,  
(iii) probability of 
entering studies 

OLS, Probit, Matching – Negative effects on earnings and 
employment probability. 

 

Richardson, 
van den Berg 
(2001) 

Vocational 
employment-
training program 

Unemployed Non-
experimental 

1993-2000 Transition rate from 
unemployment to 
employment 

Bivariate duration 
models 

0/+  Net effect on unemployment duration 
about zero (taking time spent within the 
program in account), Significantly higher 
transition rate from unemployment to 
employment after participation 
 

 

Sacklén (2002) Employment 
subsidy in the 
public sector 

Unemployed Non-
experimental 

1991-1997 Re-employment 
probability 

Multiple equation 
model and maximum 
likelihood estimation 
method 
 

+ Increased (long-term) employment 
probability by 5 to 10 percentage points. 

 

Stenberg 
(2003) 

1) Adult Education 
Initiative  
2) vocational part 
of Labor Market 
Training 
 

Unemployed  Non-
experimental 

1996-2000 Earnings, mobility 
between branches 

OLS, IV, Logit – Negative effect on wage and mobility 
compared to LMT vocational part 

 

Stenberg 
(2005) 

1) Adult Education 
Initiative 2) Labor 
Market Training 

Unemployed  Non-
experimental 

1997-2002  Incidence of 
Unemployment, 
Unemployment 
duration 

Bivariate probit model, 
Powell IV 

0 Decreased incidence of unemployment, but 
increased unemployment duration compared 
to LMT 

 

Switzerland         

Steiger (2005) 9 different 
programs incl. 
training, 
employment 
programs and 
interim jobs 
 

Unemployed Non-
experimental 

1996-1999 8 different outcomes Propensity score 
matching  

Results sensitive to the definition of 
nonparticipation.  
–  Negative results for most programs 
compared to nonparticipation.  
+  Positive results for most programs 
compared to a delayed participation 
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Switzerland (ctd)         

Lalive, Van 
Ours and 
Zweimuller 
(2005) 
 

Sanctions Unemploy-
ment insurance 
recipients 

Non-
experimental 

1997-1999 Re-employment rates Bivariate duration 
model 

+  Substantial and significant effct of both 
sanctions and warnings 

Authors conclude that having a 
benefit system with sanctions is as 
important as actually imposing 
sanctions. 

UK         

Lissenburgh 
(2005) 

Job search 
assistance plus one 
option: subsidized 
employment 
(EMP), training 
(FTET), voluntary 
work (VS), work 
with the environ-
mental task force 
(ETF) 
 

Young 
unemployed 

Non-
experimental 

1998-2001 Transition to 
employment 

Propensity score 
matching  

EMP extended job-search assistance more  
effective than FTET and VS, ETF the least 
effective 

 

Blundell, 
Costas Dias, 
Meghir, van 
Reenen (2003) 

Job search 
assistance and 
wage subsidies 

Young 
unemployed 

Non-
experimental 

1982-1999 Outflow to 
employment 

Various difference-in-
differences approaches 

+ Positive effects for men within the first 4 
month, increased outflow to employment of 
around 5 percentage points (at least 1 
percentage point due to job search assistance 
+ Positive effects for women, which are 
smaller and less precise 

 

Van Reenen 
(2003) 

Job search 
assistance and 
wage subsidies 
 

Young 
unemployed 

Non-
experimental 

1982-1999 Outflow to 
employment 

Difference-in-
differences approach 

+ Social benefits outweigh its social costs, 
job search assistance more cost effective 

 

Dolton, 
O’Neill (2002) 

Monitoring and job 
search assistance 

Young 
unemployed 

Experimental 1982-1994 Unemployment rate  - + Unemployment rate six percentage points 
lower for men after 5 years,  
0 No significant long-term benefit for 
women  
Cost-effective to reduce LTU 
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Belgium       

Van der Linden (2005) Counseling programs Unemployed Equilibrium matching 
model 

1997-1998 Employment rate 0 Positive direct effects on the 
employment rate, but detrimental effects 
through wage formation and adjusted 
job search among non treated 
 

Finland       

Kangasharju, Venetoklis 
(2003) 

Wage-subsidies Unemployed Difference-in-
differences 

1995-1999 Employment in firms 0 Increased employment in subsidized 
firms, but substitution effects outweigh 
the employment effect 
 

France       

Tanguy (2004) Monitoring and sanctions Unemployed Partial search model - Unemployment rate - Negative effects, increased 
unemployment rate and decreased 
welfare. 
Sanctions may reduce search efforts 
 

Germany       

Hujer, Zeiss (2003) Vocational training, job 
creation schemes 

Unemployed First-differences 
GMM-estimator and a 
transformed maximum 
likelihood estimator 

1999-2003 Transition to 
employment 

- Significant negative effect for job 
creation schemes 
0 Positive but insignificant effects for 
vocational training 
 

Hujer, Blien, Caliendo, 
Zeiss (2002) 

Vocational training, job 
creation schemes 

Unemployed GMM-estimator 1999-2001 Unemployment rate + Positive effects for vocational training
0 Positive effects for job creation 
schemes only in the short-run, 
insignificant in the long-run 
 

Fertig, Schmidt, Schneider 
(2002) 

Training programs, wage 
subsidies, public 
employment programs, 
job search assistance 

Unemployed Spatial Lag Model 1998-2000 Relative outflows to 
employment, relative 
inflows into 
unemployment, 
relative net-outflows 
 

+ Positive effects for wage subsidies and 
further training measures 
- Significant negative effect for public 
employment programs in East Germany 
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Italy       

Altavilla, Caroleo (2004)   Employment growth 
and employment 
stabilization incentives  

None in particular GMM panel 
estimation 
and panel vector 
autoregression 

1996-2002 Regional 
unemployment 
and employment  rate 

Effects of ALMPs differ in North/South, 
both on unemployment and employment 
rates. Unemployment dynamics are 
differently explained in the two areas 
but are not driven by ALMP shocks. 

Netherlands       

Jongen, van Gameren, 
Graafland (2002) 

Employment subsidies, 
relief jobs, training 
programs 

Unemployed MIMIC model 1993 Employment and 
overall output 

+ Marginal increase in employment and 
overall output for employment subsidies
- Increased employment for relief jobs, 
but decreased overall output due to 
crowding out 
- Positive employment effects for 
training programs, but negative overall 
output effect 

OECD       

Van Ours, Boone (2004) Training, PES (job search 
assistance), wage 
subsidies 

Unemployed - 1985-1999 Unemployment rate 
employment-
population rate 

+ Positive effects for labor market 
training 
+ Positive effects for job search 
assistance 
0 No effects for wage subsidies 

Spain       

Davia, Garcia-Serrano, 
Hernanz, Malo, Toharia 
Cortes (2002 

LMT, employment 
promotion and job 
creation 

Unemployed Aggregate impact 
analysis (AIA) 
methodology 

1987-1995 Unemployment rate, 
transition to 
employment 

+ Positive effects for training programs 
and employment programs without 
economic incentives 
0 No substantial effects on the transition 
rate to employment 
 

Sweden       

Albrecht, van den Berg, 
Vroman (2005) 

Adult Education 
Initiative 

Unemployed and low-
skilled workers 

Equilibrium search 
model 

1996 Employment 
probability, income 

+ Positive effects 1.5 to 2 times larger 
than the individual effects 
 

Boone, Fredriksson, 
Homlund, Van Ours (2002) 

Monitoring and 
Sanctions 

Unemployed Equilibrium search 
framework 

-  + Positive effects, introducing a system 
of monitoring and sanctions is a welfare 
improvement 

 


