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Abstract
Labour market programs are time honoured microeconomic policies, which
offer different solutions to different policy makers. Some advocate them to
moderate wage inflation and thus complement macroeconomic demand
expansion. For others, they are advanced as a second-best, but politically
feasible, substitute for reducing real wages. For many, they are regarded
as an equity measure to assist the very long-term unemployed. All these
goals are macroeconomic, for the policy maker is interested in the number
and type of people displaced from employment as a result of the labour
market programs. However, despite this, the macroeconomic field of labour
market program evaluations is surprisingly thin. Few direct measures exist
in Australia and overseas on the aggregate employment effects of such
programs and the inference from related works finds little consistent
evidence that they increase aggregate employment. Furthermore, there is
a lack of macroeconomic assessments of the equity effects.

Introduction
Labour market programs are time honoured microeconomic policies to
affect the quality or quantity of demand or supply in targeted labour
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markets. More particularly, since the mid-1970s they have been funded to
reduce aggregate unemployment and enhance equality of access to employ-
ment. Advocates are drawn from many disciplines and no recognisable
school of thought promotes such programs as their own. Over the last four
centuries (except for periods of chronic labour shortage), the recommenda-
tion for labour market programs appears to have stemmed from a lack of
alternative policies for a recalcitrant unemployment problem rather than a
deduction drawn from first principles. The logic is appealing and intuitive:
if people are chronically out-of-work, pay some-one to employ them.

It is not possible to test for whether labour market programs have had
any impact on either aggregate employment or equality of opportunity
without a macroeconomic evaluation. M'croeconomic evaluations abound,
however these can only identify the partial equilibrium effects of a program.
As such, they constitute important inputs into a macroeconomic evaluation
for unless we can establish that a program has some partial effect, then it is
unlikely to have a macroeconomic effect. However, microeconomic evalu-
ations cannot provide policy justification on their own.

The intention of this review is to indicate the likely effects of labour
market programs from the limited number of macroeconomic studies which
provide either direct or indirect evidence. The following sections describe
Australian labour market programs, present two common rationales for
these programs and finally discuss the empirical findings with respect to
both labour market bottlenecks and demand for labour. The last mentioned
section will draw predominantly from the Australian literature, but given
the paucity of studies, some reference is given to overseas studies. The paper
finishes with a short conclusion. Unfortunately, there appear to be no
published studies of the equity effects of labour market programs to-date
and little can be said in this respect.

Australian labour market programs
By convention, labour market programs which constitute grants or subsidies
to firms or community organisations, are designated for the employment
and training of specific types of disadvantaged person. By design, they are
often little different from normal government appropriations in public
employment and training. A labour market program nevertheless, is differ-
ent from other types of government programs. The former prescribe em-
ployment selection criteria based on some indicator of disadvantage and are
short lived, while the latter are openly contested.
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Four main types of labour programs regularly appear - job creation,
wages subsidy, training subsidy and placement services. The first three
program types represent different ways of increasing the work skills of
people either through learning-by-doing, formal on-the-job training or
off-the-job training. Public sector job creation places are targeted at people
who are not ready for formal classroom instruction and are continually
overlooked by private sector employers. Wage subsidies are targeted at the
more 'work ready' unemployed and formal training programs are targeted
at the people who stand to benefit from specific institutional based training
classes. By contrast, the more recently funded placement services, which
can vary from job search training to intensive counselling, are intended to
improve the matching technology. Since the early 1990s, program content
has converged and many employment based programs, such as, job creation
and wage subsidies, have evolved to include formal training and placement
services. This blurring has intensified even more under the new Job Net-
work. While each program type differs according to its means, all have the
immediate objective of raising the profitability of employing the targeted
group, either during the program period or after it, and as such should be
treated as relatively homogeneous from a macroeconomic point of view.
The ultimate aims are to either improve the efficiency of the labour market
or enhance the equality of access to employment.

In the last decade, Australian governments have appropriated large sums
of money for labour market programs. The (Howard) Coalition Government
has indicated that it will spend about $1 billion per annum over the coming
three years, and the rate of expenditure under the previous (Hawke/Keating)
Labor Government was, at times, twice this amount. While the old Labor
Government programs (JobStart, JobTrain, Job Skills etc) have been dis-
mantled, it is probable, given the structure of the Job Network, that the four
generic program types - job creation, wage subsidy, training subsidy and
placement programs, will continue to exist in some form.

The rationale for labour market programs
Labour market programs first appeared in Europe during the late sixteenth
century when they were regarded as a remedy for idleness. In modern
times, the rationale for these programs has become more sophisticated so
that the various justifications for labour market programs can be difficult
to trace. In contemporary theories, the rationale for labour market programs
figure more as add-ons than integral parts of basic macroeconomic models.
Mainstream demand-side macroeconomic theories often subordinate the
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labour market (by assuming labour is homogeneous) or assume that the
unemployed are found at the tail end of a heterogeneous labour queue.
Labour market programs, under these theories, will only rearrange the
queue and not solve the basic cause of unemployment. Supply-side macroe-
conomic theories often argue that labour market intervention, either from
governments or unions, are the cause of unemployment and inequitable
employment opportunities. Accordingly, the supply-side theorist would
argue for less, not more, government involvement in the labour market. As
such, labour market programs remain a more popular tool for the eclectic
economist.

Eclectic demand-side economists argue that while unemployment is
caused by a deficiency of aggregate demand, an expansion of demand will
not remedy the situation, because labour market bottlenecks or concentra-
tions of market power generate price rather than output effects. Contem-
porary demand-side models have evolved from the group of theories that
attempt to explain the historical correlation between wage or price inflation
and the rate of unemployment. Since the 1960s, a literature has metamor-
phosed from the Phillips Curve into a Natural Rate of Unemployment
(NRU) and subsequently a collation of NAIRU theories. While consider-
able inconsistency exists in the terminology between authors, most econo-
mists associated with these ideas accept that raising aggregate demand spills
over into both prices and employment. Unemployment, however, is the
major factor that acts as a brake on inflation. The level of unemployment,
at which average prices are constant ceteris paribus, is the equilibrium rate
of unemployment (as expressed by the NRU or NAIRU).5 Depending on
the schools of thought, this equilibrium may be found at either above or
below full employment.

The microeconomic mechanism by which a demand stimulus translates
into higher wages rather than higher production is the subject of several
hypotheses. In one hypothesis, incumbent employees - insiders- have
considerably greater bargaining power over the unemployed - outsiders -
because the firm invests considerable resources into equipping them with
a knowledge and understanding of its internal and external operations
(Lindbeck and Snower 1986). The tighter the labour market, and, accord-
ingly, the less the threat of dismissal, the greater the incentive for and ability
of labour to successfully bargain for higher wages. The presence of active
labour unions further adds to workers' power. Variations of this theory also
argue that the power of insiders is directly reinforced by the lack of informal
work skills held by outsiders. The longer a person is out of work, the more
they become out of touch with the world of work and subsequently the less
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wage pressure they may bring to bear upon insiders' wage negotiations.7

Growing firms would rather poach existing workers from rivals by offering
better wages, than hire someone who has been out of work for over a year.
It is the proportion of the labour force in short-term unemployment, not total
unemployment, which acts to keep the labour market competitive and wage
pressures low. However, when unemployment is rising, people are more
likely to move from short-term unemployment into long-term unemploy-
ment instead of into ajob. Thus rising or sustained unemployment over time
does not progressively increase the portion of short-term unemployment,
keeping the labour market competitive.

In addition, supply-side economists, and some demand-side economists,
regard excessive real wage growth as a contributory factor in low aggregate
employment. Excessive nominal wage demands translates into excessive
real wages growth if the product market environment does not allow firms
to fully pass on their cost increases.8

The unemployment-inflation trade-off appeared to have worsened dur-
ing the 1980s in many developed countries (Watts and Mitchell 1990,
Layard, Nickell and Jackman 1991, Groenewold and Taylor 1992, Chap-
man 1993, Mitchell 1994, McDonald 1995). The major thesis of these
authors is that sustained and rising unemployment over this period lead to
a disenfranchisement of many former workers and lessened their power to
reduce nominal wage pressures. In this context, labour market programs
will encourage or enable higher employment growth if they reduce the skill
differential between insiders and outsiders and contribute to enough addi-
tional competition in the labour market to exert downward pressure on
nominal wage growth. However, while the supply-side model argues that
these effects are sufficient to promote employment growth, demand-side
proponents also require an exogenous growth in demand from either the
government or overseas for the practical impact of the real balance effect
from lower inflation is negligible.10

Aside from the controversial effect on aggregate demand for labour,
labour market programs have also been advocated to improve a worsening
mismatch between the unemployed and vacancies in the labour market. Any
advance labour market programs make towards filling hard-to-fill vacan-
cies will, constitutes a net efficiency gain, to the extent the vacancy is filled
earlier than otherwise. The filled position is at the expense of overtime work
or production forgone and not at the expense of another person's job.
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The empirical literature
Direct and reliable evidence on the macroeconomic effects of labour market
programs using time series data can be difficult to obtain, because of the
small size of labour market program expenditures relative to total unem-
ployment or GDP. Few international rules of thumb can be glean from the
aggregate data and the econometric evidence is mixed (Calmfors 1993).
Low unemployment in Sweden has frequently been attributed to the Swed-
ish interventionist labour market policies, however at the same time, low
Japanese unemployment has always been associated with very low expen-
diture on labour market programs (OECD 1994).11 Moreover, because
government policy stance is often endogenous, that is, governments directly
vary labour market program expenditures with the unemployment rate, care
must be taken to disentangle cause and effect in statistical work.12 Conse-
quently, macroeconomic affects are often inferred from theory and incom-
plete evidence.

Macroeconomic evaluations must also judge the outcomes of a program
against outcomes under alternative uses for the funds. However in practice,
this judgement is rarely done and the practice of including labour market
program expenditures in regression equations, without compensating
changes to the levels of other government spending or taxes, implicitly
assumes that the labour market programs are a net addition to a government
deficit which has been financed in an interest neutral way (by a combination
of monetary expansion and public borrowing).

In the remaining part of this section we will first discuss evidence that
labour market programs have impacted upon the Beveridge curve and
subsequently discuss their effects on aggregate demand for labour. Most
papers treat labour market programs as homogenous partly because they
are assumed to operate in similar ways (differences being due to clients'
varying needs) and also because of the practical difficulty of disaggregating
programs which have metamorphosed over time.

Labour market bottlenecks
Labour market programs have been advocated as policies to reduce mis-
match between available skill and employer demands and accordingly, to
reverse any outward drift in the Beveridge curve. Analyses of the worsening
Beveridge curve in Western industrialised countries since the 1960s suggest
that mismatch does not exist in the conventional occupation or educational
qualification sense but in a more subtle way. According to study by
Layard, Nickell and Jackman (1991) of 11 OECD countries, including
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Australia, employers have simply become more choosy about who they
hire, and would prefer to continue searching than take on a worker who may
prove to be unsuitable. Workers also have become choosier about what jobs
they take.

Labour market programs may cause vacancies to be filled earlier if the
program assists the job search process, equips the participant with better
work-related skills, or reduces hiring uncertainty for employers. If employ-
ers' reluctance to hire an unemployed person is due to their lack of work
readiness or the risk felt by employers, wage subsidy programs may assuage
these uncertainties. Placement programs can reduce labour market bottle-
necks only if the jobs are genuinely hard-to-fill. Otherwise, such programs,
will only substitute one type of labour for another.

Using data from 14 OECD countries, covering the period 1971 to 1988,
Jackman, Pissarides and Savouri (1990) found some evidence to support
the theory that labour market programs shift the Beveridge curve inward.
However, a more recent Australian study by Webster (1998) did not find
unambiguous evidence that labour market program expenditure had had an
impact on the Beveridge curve between 1978 to 1997.

Aggregate demand for labour
Labour market programs can have two different employment effects -
during the program and after the program. The employment consequences
during programs were emphasised by Australian governments with the
expansion of labour market programs in the 1970s and early 1980s, while
the post-program effects received most attention following the hysteresis
literature of the late 1980s and 1990s.

Aggregate employment: in-program effects
Figure 1 provides a simple schema to allow us to make estimates of the
in-program effects using results from existing studies. The size of aggregate
employment during the program period, depends on how many of the
original participants (located at (A)) fall into the additional employees
sub-set (H). Calculations based on microeconomic evaluations by the
Department of Employment, Education, Training and Youth Affairs (DEE-
TYA 1997) estimate that only 70 per cent of the original participants only
got a job as a result of the labour market program (ie are part of (C)). Little
empirical work has been done in estimating how many of these jobs were
additional to the firm, that is (F) rather than (D) or (E). Evaluations from
Australia and Europe suggest that between 15 to 30 per cent of jobs were
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Figure 1: In-program employment effects

Pre program

(A) Unemployed TI

Program period

(B) Same person
would have gained
a job anyway

(D) Replaced another
unemployed person

(C) Got a job 71 (E) Replaced some
as a result of the -> one already in a job or
subsidy i i not-in-the-labour force

(F) Took an extra job in (G) Extra job
the firm, which was offered at expense
offered because of -> of job in rival firms

wage subsidy iJ

(H) Extra job a net
addition to
aggregate
employment

only offered because of the subsidy (Bureau of Labour Market Research
1984c, Department of Employment, Education and Training (DEET) 1989,
DEET 1994c, OECD 1993, Bellmann and Jackman 1996a). The remaining
70 to 85 per cent therefore resulted in a re-ordering of the queue of potential
applicants for a job, and a substitution of one person for another. If these
estimates are valid, we find that only 10 to 20 per cent of the original
unemployed counted at point (A), are included in sub-set (F). The Austra-
lian estimates are derived from surveys which asked employers whether the
job was additional to their normal requirements and given the difficulties
with this method, these estimates should be treated with caution. However,
according to this study, employers who said that the job was additional were
less likely to retain the participant after the subsidy period had ended which
tends to confirm their estimate of additionally.

There is unlikely to be any survey method capable of estimating whether
the job was attained at the expense of another firm, that is whether the job
falls into category (G) or (H). The job will only be additional if more
labour-intensive techniques of production are introduced (or preserved) or
the profitability of increasing production has risen compared with the
scenario under which labour market program funds are used elsewhere.
After we account for the effects of these alternative uses, demand-side
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models would reduce this 10 to 20 per cent estimate considerably. If
alternate forms of expenditure are in labour intensive education and com-
munity services, then this difference could be zero and labour market
programs will have no net in-program effects on total employment. It is not
surprising therefore to find that labour market advocates tend to sell labour
market programs on the basis of their post-program rather than in-program
effects.

Aggregate employment: post-program effects

Figure 2: Post-program employment effects

Pre program Program period Post-program

(1) Unemployed (J) Wage subsidy 71
Training subsidy

Job creation
Placement services

(K) Same person
would have gained
a job anyway

(L) Got a job

as a result of the

program :

(M) Replaced another
unemployed person

(N) Replaced some one
already in a job or not-
in-the-labour force

(O) Took an additional
job because the person
is considered more
profitable to employ
than had they not
participated in program

Figure 2 breaks down the process by which labour market programs lead
to an increase in aggregate employment after the program has ended. The
size of the expansion of aggregate employment depends on how many of
the original participants (counted under (I)) fall into sub-set (O). Whether
a participant got a job purely as a result of the program (L) or would have
been hired any-way (K), can be estimated from microeconomic evaluations.
The most recent Australian microeconomic evaluation by Stromback,
Dockery and Ying (1998: Table 12) estimate that placement and training
programs have no significant effect on the post-program employment rate
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of participants but employment based job creation and wage subsidy
programs raise the open employment rate from about 20 to 40 per cent.

However, beyond this point we must infer from theory and indirect
evidence. According to the macroeconomic theories discussed above, the
job is likely to be additional if there is greater wage competition, less
inflation and the government increases aggregate demand (demand-side
theories) or there is more wage competition and a lower real wage (supply-
side theories). All these relativities have of course to be compared with the
effect on the labour market of alternative uses for the labour market program
funds.

To summarise, labour market programs may affect aggregate employ-
ment if they cause some moderation of wage inflation (under the demand
side model) or real wages (under the supply side model). One of the major
ways labour market programs are claimed to reduce wage growth is by
reversing some of the skill atrophy in the labour market stemming from the
hysteresis process. The following literature review tests for possible rela-
tionships, or connections, in the employment-effect links of various labour
market programs.

Effect ofLMPs on the rate of unemployment
As mentioned above, very few published studies attempt to estimate the
post-program macroeconomic relationship between labour market pro-
grams and unemployment using aggregate time series analysis and most
studies investigate the existence of one or two links in the sequence outlined
in Figure 2. Nevertheless, two studies examine this relationship directly.
The study by Bellmann and Jackman (1996b) used pooled cross-sectional
time series data from 17 OECD countries in the period 1975 to 1993 to
directly test for the effects of labour market program expenditure on the
unemployment rate. They estimated the equation:

Rate of unemployment = / (labour market program expenditure per
unemployed person, the replacement ratio, duration of unemployment
benefits, degree of centralisation of wage bargaining, institutional sclerosis,
union density and usage of temporary employment).

They found that the labour market program had no influence on the rate
or growth of unemployment, although it did reduce the incidence of long
term unemployment.

Calmfors and Skedinger (1995) used pooled cross-sectional and time
series data from Sweden to test for the effects of job creation programs and
training programs on regional jobless rates. They tested a variety of models
- with an equivalent large variation in the results - but found some evidence
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that job creation programs raised local jobless rates, while training pro-
grams, especially those targeted at youth, tend to lower the regional unem-
ployment rate. They conclude that training programs are likely to restrain
wages but job creation schemes are not. However, given the dependent
variable is the regional unemployment rate, the labour market programs
may be merely changing the distribution of unemployment across Sweden
and not changing its national rate. After noting their own estimation
problem and contrary results from other studies, Calmfors and Skedinger
conclude that the effects on employment, either positive or negative, are
weak.

Effect ofLMPs on inflation
Layard, Nickell and Jackman (1991) tests for a direct relationship between
labour market programs and inflation. Using data from 20 countries from
1983 to 1988, they estimated:

Change in inflation =/(duration of unemployment benefits, replacement
ratio, expenditure on labour market programs, unions coverage, co-ordina-
tion between unions, degree of co-ordination between employers, the rate
of unemployment).15

They got significant results for all variables. However, they estimate the
equation with the change in inflation on the right hand side and unemploy-
ment on the left-hand side, which incorrectly represents the theoretically
derived causal relationship. Forslund and Kreuger re-estimated this equa-
tion with 1993 data and found the labour market program variable lost its
significance and changed its sign (cited in Calmfors and Skedinger 1995:
93).

Effect ofLMPs on relative wages
A cross-sectional evaluation by Anderton and Soteri (1996) of an intensive
counselling and placement service, Restart, in the UK, found some evidence
of a dampening effect on relative wages for manual workers, but also
evidence that the program could have raised youth wages in some low
skilled sectors. Furthermore, the frequency of long-term unemployed had
less effect on wages than short-term unemployed. An earlier time-series
Swedish study by Calmfors and Forslund (1991) estimated that labour
market program expenditure was positively associated with a rise in real
wages. However, the authors noted also that this correlation may not be a
causal relationship but a result of the anti-cyclical labour market program
policy stance during this period.
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Effect ofLMPs on the incidence of long-term unemployment
The majority of empirical evidence for labour market hysteresis is based on
a time series correlation between a deteriorating unemployment: inflation
relationship on the one hand and rising long term unemployed on the other
(Watts and Mitchell 1990, Layard, Nickell and Jackman 1991, Groenewold
and Taylor 1992, Chapman 1993, Mitchell 1994, Olekalns, Crosby and Otto
1997). It is argued that a positive relationship exists because the long term
unemployed are not an effective supply of labour and, thus, do not act as a
check on wages. Any measure, therefore, which transforms the long-term
unemployed into effectual labour market competitors will reverse the
natural hysteresis. However, employment based programs, which are spe-
cifically targeted at the long-term unemployed, will reduce the long-term
unemployed even if it just involves taking them out of unemployment
temporarily, because unemployment duration counts re-set to zero if a
person has a job for longer than two weeks. It still needs to be proven,
therefore, that labour market programs have converted the long-term un-
employed into an effective labour supply in the markets most prone to wage
inflation. Unfortunately, most of the studies here do not address this final
link.

Junankar and Kapuscinski (1998) estimated the effects of the Australian
Labor Government's Working Nation labour market programs from 1994
to 1996 by comparing the incidence of long-term unemployment since its
commencement by interpolation based on employment data from 1983 to
1993. Their results indicated that the incidence of male long-term unem-
ployment was lower post-1994, but there was possibly a higher female rate.
However, as noted by the authors, this method of evaluation does not
account for other government policies, that may have affected the portion
of long-term labour market. Most importantly, the study's lack of account
for pre-1994 labour market program expenditures (which varied consider-
ably over the last two decades) makes the interpretation of their results less
clear.

Connolly and Nicol (1997) tested the proposition that an increase in
expenditure on Australian labour market programs (per member of the
labour force) reduces the portion of unemployed with durations of more
than 52 weeks. They found a significant, negative relationship. However,
both these studies may be picking up some effects of a re-setting of duration
counts, or the displacement from employment of short-term unemployed
(or persons not-in-the-labour force or existing employees), and not just an
improvement in the long-run employment performance of the disadvan-
taged groups.
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Using Australian data from 1989-95, Leeves (1997) found that labour
market programs had no effect on the transition of short-term unemployed
into employment but had a positive effect on this movement for long-term
unemployed. However, Leeves noted that some of this movement was into
sheltered employment offered by labour market programs and not open
employment. Furthermore, whether this improvement has been at the
expense of people in employment or those out of the labour force (who
would now be non-employed) is unknown. Over a third of flows into
employment traditionally come from persons not-in-the-labour force.

A large cross-country study by Jackman, Layard and Nickell (1996)
covering the periods 1983-88 and 1989-94 found that labour market pro-
gram expenditures did not reduce the portion of the labour force in short-
term unemployment, and the effect on the portion of long-term unemployed
was only significant when Sweden was included in the sample. They found
instead that the strength of the employment protection laws and the central-
ised nature of the wages system were the more important factors in deter-
mining the portion of the labour force in long-term unemployed, and,
subsequently, the size of the NAIRU.

Effect of the incidence of long-term unemployment on real
wages
Even if labour market programs did reduce the number of long-term
unemployed, their subsequent effect on the effective labour supply and
wage competition still needs to be established. Post-program surveys un-
dertaken by the Australian Department of Employment, Education, Train-
ing and Youth Affairs (DEETYA, formerly DEET) suggest that
participation in labour market programs does affect the employability of
some, but not all, long-term unemployed. However, whether these programs
affect competition in the inflation-prone markets is a separate matter.
Flatau, Lewis and Rushton (1991) found a positive and significant relation-
ship between the number (not portion) of long-term unemployed and the
real wage but the size of the effects are very small. Using data from 1983
to 1990, Flatau, Kenyon, Lewis and Rushton (1991) found a positive
relationship between the real wage and both the number of long-and
short-term unemployed. However, the historical effect that the short-term
unemployed have had in reducing wage competition may not continue, if
the short-term unemployed are increasingly made up of re-cycled long term
unemployed and people with broken working careers rather than people
with continuous work histories who are displaced temporarily.
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Using data of most OECD countries for the period 1985-1990, the
OECD (1993) itself found that labour market program expenditure exerted
a downward pressure on real wages when account was taken of unemploy-
ment, productivity and terms of trade. The OECD study claimed to have
controlled for the relationship from unemployment to labour market pro-
gram expenditures, but it is not clear that they catered for the possible
two-way relationship between real wages and unemployment. Two studies
from Sweden have contradictory conclusions on whether labour market
programs add to or subtracted from wage inflation (OECD 1993, Calmfors
and Lang 1995). A study by Calmfors and Forslund (1991) argued that
labour market programs might raise inflation because they diminish the
consequences of losing one's job, however another study by Forslund in
1992 found that wage pressures were reduced by labour market programs.
Carling et al (1996) found no evidence that an increased availability of
labour market programs in Sweden makes the unemployed less inclined to
search for open employment.

Conclusions
It is easy to see why few macroeconomic evaluations of labour market
programs are undertaken. The number of endogenous and difficult-to-meas-
ure concepts can make the research method uncertain and the results hedged
in qualifications. Good evidence exists from micro studies that labour
market programs, especially the longer employment-based programs, re-
order the job queue for participants, certainly during the program and to
some extent after the program. When the programs are targeted at the
long-term unemployed, this group's transition into open employment has
risen, but at whose expense is unclear. If this group has merely replaced the
short-term unemployed, discouraged workers, or employed person with
erratic work histories then the benefit of labour market programs in reducing
unemployment and inequality is less certain.

With respect to aggregate employment, we have split the effects into the
effect on employment during the program period and after the program has
ended. While the in-program effects were a common form of justification
during the 1970s and early 1980s, their effects on the aggregate employment
level has received almost no attention in the recent literature. This is
probably because the demand-side models suggest that such effects would
be negligible if the funds were alternatively spent on government projects
with similar domestic value-added content.

https://doi.org/10.1177/103530469901000107 Published online by Cambridge University Press

https://doi.org/10.1177/103530469901000107


Macroeconomic Evaluations of Labour Market Programs 121

Accordingly, most recent evaluations have concentrated instead on the
post-program effects, most particularly the effects on wage competition.
Evidence to support a strong, positive causal link from labour market
programs to effective labour supply and through to wage competition and,
subsequently, inflation or real wages, is patchy and fraught with specifica-
tion difficulties. This is not surprising. Occupations in the greatest shortage
and, subsequently, those where wages have grown the fastest, and occupa-
tions where the presence of firm-specific skills is most likely to create a
series of bilateral monopolies (predominantly professional, technical, para-
professional) usually require a sound general education rather than the type
of short vocational training offered by labour market programs. Attracting
people who have left school early into extended education and formal
training is often difficult.

Better ways than labour market programs may exist to increase compe-
tition in specific labour markets. Reducing the very high marginal effective
tax rates on households receiving unemployment benefits, increasing the
adaptability of the wage-setting process, altering wage structures to reflect
more closely the costs and benefits of training, minimising the skill loss
arising from firms which downsize and shed skilled staff and increasing the
transferability of skills between several related occupations may contribute
as much as or more than labour market programs in reducing wage inflation.
If bilateral monopoly power is a major contributory factor in fuelling
inflation, then a broader incomes policy arrangement may be more appro-
priate.

The concentration on microeconomic evaluations of labour market
programs to the exclusion of macroeconomic evaluations represents a
serious imbalance in the Australian and overseas literature. The former are
important inputs into a macro evaluation but cannot provide policy justifi-
cation on their own. A decent policy debate in Australia requires many
macroeconomic studies from various perspectives and not the limited
number of offerings surveyed here.

Nevertheless, if we accept what evidence we have, strong grounds do
not exist for believing that labour market programs either lead directly to
higher employment via a re-skilling of the labour force or a reduction in
real wages, or provide the conditions for a fiscal stimulus by dampening
wage inflation. It remains therefore that labour market programs should be
promoted as an equality of opportunity device. A worthy goal but one
currently advocated more on intuition and faith than comprehensive re-
search.
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Notes
1 Microeconomic evaluations often find that some programs are more effective

than others however it is difficult to achieve a consensus on these absolute or
relative differentials. Differences may be due to the distinct conditions attached
to each program type (they can be very heterogeneous), the different target
demographic group or the different stages of the trade cycle. Not enough is
known about the nature of these effects to give a clear summary.

2 Garraty(1978:Ch3).
3 Such as Layard et al (1991), OECD (1993), Piggot and Chapman (1995),

Chapman (1997), Quiggin (1993).
4 The need to limit foreign debt (public and private) and overheating in asset

markets are also reasons limiting government-induced expansion of aggregate
demand. However, to keep the discussion simple, the main difficulty is charac-
terised as inflation.

5 Inclusion of the term ceteris paribus is crucial here, for if inflationary expectations
are positive and influential in setting wages and prices, the equilibrium rate of
unemployment will be associated with a constant rate of inflation.

6 The NAIRU is not embraced by all Keynesians as many believe the NAIRU is too
volatile to have any practical or theoretical value. See Galbraith (1997).

7 The distinct, but related, efficiency wage theory argues that employers initiate
wage rises to keep valued employees keen, enthusiastic and hard working and
less liable to quit. These types of employers will not drop nominal wages and will
always seek to keep wages above market-clearing and in line with their competi-
tors.

8 Brown, Ingran and Wadsworth (1997:2) found in the UK that real wage reductions
are more prevalent when inflation is relatively high.

9 Swedish economists Calmfors and Lang (1995) have argued that large-scale
labour market programs can reduce competition in labour markets by removing
the fear of unemployment. However, this is unlikely to apply to Australia where
expenditure on labour market programs is both considerably lower, more volatile
and uncertain than in Sweden.

10 Many demand-side economists would not accept the twin deficits argument
which relies upon the assumption that the economy is already on the NAIRU and
will not yield to domestic demand stimulation.

11 Calmfors (1993) has argued that Swedish unemployment is more affected by
their macroeconomic stance than the level of their labour market program
expenditures.

12 One approach has been to enter the labour market program variable as a lagged
variable. OECD (1993) tried unsuccessfully to model the effect of labour market
programs on the relationship between aggregate employment growth and GDP
growth (via improving labour market matching).

13 See Webster (1998).
14 OECD (1993) tried unsuccessfully, but we have reservations about the specifi-

cation of their wage equation. If labour market programs increase employment,
it does so by raising GDP either because of a lower real wage or because a
stimulus to autonomous sources of demand. As such it is double counting to
include the real wage and GDP on the right hand side of the same equation.

15 The first six variables were meant to be the structural determinants of the NAIRU.
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