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EVALUATING ACTIVE LABOR MARKET PROGRAMS
IN TRANSITION ECONOM IES

1. I ntroduction®

Thethemeof thisconference, “ Active Labor Market Programs. | mprovement of Effectiveness* isatopic of centrd
importance to human resource policy makers. The conference am is to help shape an evauation drategy for
government employment programs in the Russan Federation. Over the past decade, severa economies n
trangtion from centra planning to market based resource dlocation systems have devoted sgnificant effort to
measuring the effectiveness of employment programs.

This paper provides an overview of the important issuesinvolved in evauation studies of employment programs.
Among economiesin trangtion, my longest persond experience has been in Hungary, where the shift to amarket
economy isat an advanced stage. Examples of eva uation experiencein Hungary are used in this paper toilludtrate
the dternative methods of evauating active labor market programs.

The next section of the paper providesasimple statement of the dternativetypes of outcome conceptswhich may
be examined. These ideas are the foundation for the discusson of performance monitoring and net impact
estimation provided in the next two sections. Explanations of each gpproach to eva uation includesenumeration of
waysto use the resultsaong with cavests on interpretation of findings. The conclusion briefly consdersthe macro-
economic and political context of using evaluation results.

My conference remarkswill supplement this prepared text in afew ways. | will mention specid issues associated
with doing eva uationsin the trangtion context and dternative approaches. | will also suggest aunified srategy for
developing an evauation system for active labor market programs which will support management, planning and
program devel opment.

2. Conceptsin Evaluation

In considering evauations of employment programsit isimportant to be clear about the distinct concepts which
may be examined. Intermsof program outcomesthree main typesare of interest: gross outcomes, grossimpacts,
and net impacts. A gross outcome is smply the mean of an outcome of interest among program participants. A
grossimpact isthe difference between program participants and non-participants on an outcome of interest. Gross
impactsare of little usein understanding program effectiveness, and can be mideading to program management and
policy decisions. Net impacts are the difference between mean outcomes of arepresentative sample of program
participants and an appropriate sample of persons not receiving services. Greet care must be taken informing the

'This paper draws on personal experience evaluating active labor market programswith World Bank funding in Hungary, Poland,
and China. It isalso influenced by methods used in my work for the U.S. Department of Labor, Human Resources Development
Canada, and the International Labor Office. The latter work includes the recent publication by O’Leary, Nesporova and
Samorodov (2001). The outline of the paper and conference remarks closely follow the structure of an address| presented to the
World Association of Public Employment Services (WAPES) conference in Budapest, Hungary, during March, 2000.



latter group, which is caled the comparison group. Proper net impact estimation can be done through random
assgnment in experimentd studies, or by using satistical meansto mimic theided of an experiment.

Tofirmly set digtinct outcome concepts, consider a program intended to improve the chances of reemployment.
Among program participants and the compari son group we may examine therate of reemployment. Suppose that
the rate of reemployment among program participantsis 60 percent, that the observed rate among dl previoudy
unemployed is 40 percent and, that the rate among an appropriately chosen comparison group is 50 percent. In
this example the program gross outcomeis 60 percent, the program grossimpact is 20 percent, and the program
net impact is 10 percent.

Thetwo most popular eva uation techniques for employment programs are per formance monitoring--usudly of
gross outcomes, and net impact estimation. Net impact estimation is ideally conducted through classically
designed field experiments However, usualy net impact estimation done by a chegper and quicker quasi-
experimental method which relies on gatisticd methods to mimic an experiment.

3. Performance Monitoring

Performance monitoring of grass program outcomesisusudly done as part of amanagement system with an annud
cycle. The processtodevel op and use such asystem should: have nation-wideinvolvement of dl interested parties,
involve clear goa setting for each program monitored, and have agreement on the best performance indicators of
reaching goals?

The system should be smple. It should involvefew performanceindicators, and have clear and congstent rulesfor
computation that can easily be done throughout the nation. While usudly gross outcomes are measured,

performanceindicators should be stated in relative termsto facilitate cross region and cross program compari sons.
The process of creating the system should be inclusive so asto achieve a consensus and sense of ownership that
will promote professonaism and use of the system. The performance indicators system should be viewed as a
changeable organic process that benefits from regular periodic refinement.

“Auer (1996) provides examples of performanceindicators for employment policy among western European countries O’ Leary
(1995) provides examples from eastern Europe.



A main gppedl of performance monitoring isthat it provides a basis for a ussful management information
system for program operations. Focus on outcomes aso promotes a cuture of cost effectiveness and
professonaism among employment service staff. Usudly such asystem involvesfollow-up surveys so that
survey kills are established. The information system and survey skills combine to provide and excdllent
foundation for further evaluation studies.

Problems can arise in such a system. In particular where surveys are required response rates are away's
uneven acrossregions. Furthermore, when high performanceisrequired thereisincentivefor datatampering
at the loca leve. Findly high performance dso means thet creaming in program assgnment is a digtinct
possibility. Resulting is wasted socid resources.

Monitoring performance in Hungary

To provide an example of the results of performance measurement we draw on theexperience of Hungary
where nationwide performance measurement beganin January of 1994. Hungary iscurrently inthe process
of developing a relationa data base management system for adminidiration of labor market support
programs. Therefore, during thefirgt fiveyears of measurement performanceindicatorshave been computed
by hand on data aggregated a the county leve for the 20 countiesin Hungary. Table 1 reports on this
evidence.

To present a smple summary of the performance measurement results we focus on a single type of

performance meesure that is available across the main active labor market programs. The measure
summarizes the rate of reemployment. It is the percent employed after participation in each of the listed
active labor market programs. Table 1 ligts results for three types of retraining, sdlf-employment, wage
subsidy and public service employment (PSE) for the years 1994 through 1998.

Table 1. An example of performance measurement in Hungary.
Per cent employed at followup after various AL M Ps, 1994-1998.
ALMP 1994 1995 1996 1997 1998
Group Retraining (A12) 449 361 445 46.3 46.8
Individual Retraining (A22) 585 422 519 511 515
Retraining Employed (A32) 822 9R36 928 04 a7
Self-employment (B2) 919 06 90.2 88.1 917
Wage Subsidy (C2) 711 714 701 66.3 59.1
PSE (D2) 35 13 13 19 19

For people participatingin ALMPs, the resultsindicate consi derable stability in reemployment rates across
the yearsfoll owing each separate program. For each program the reemployment ratefluctuated inanarrow
range during the five year period. Also, the relative success in gaining regular non-subsidized employment
acrossthedifferent programsis quite stable over theyears. The ordering from high to low of reemployment
ratesremainsisthe samein every year.

In reviewing the results it must be remembered that follow-up was usualy done 3 months after participants
left the program. While this may be reasonable for retraining of the unemployed, it is quite soon for sdf-
employment participants, and is probably too soon for the retraining of the employed and wage subsidy
recipients.

Uses of performance monitoring results



A performance measurement system devel oped for ALMPswill have many uses for management, but the
emphasisin these uses should dways be on positive incentives rather than punitive action. Generaly there
arefive principa uses

(1) To preserve decentraized decision making about alocation of funds to various programs and service
providers.

(2) To promote superior performance by counties, loca offices, and service providers through positive
incentives.
(3) To help identify and correct poor performance through technical assistance and/or sanctions.

(4) To contribute information on performance to the funding alocation process used by the tri-partite
Nationa Labor Market Committee to alocate funds to the counties.

(5) To ensure compliance with legd requirements of programs.

Theoutcomefound in Hungary thet reemployment fromindividua retraining runsabout 5 percentage points
higher than for group retraining has influenced training program operations. Attention was drawn to

dternative typesof training by the performance monitoring system. In addition to reemployment rates, cost
of reemployment wasaso afactor. It was observed that Budapest had used individual retraining at the near
complete exclusion of group retraining, and that the cost per participant reemployed was very high.

Budapest was encouraged to reconsider practices. Other areas also changed practice based on guidance
from the National Labor Center.

Caveats on performanceindicators

Sinceregionswithinacountry vary intheir economic strength, before using dataon program performancein
deciding budget dlocation it isimportant to account for variationsin the difficulty of finding reemployment.
Consequently, an adjustiment methodology for performance indicators is necessary. In addition to
accounting for regiona differences in reemployment prospects, the adjustment methodology may aso
provide an easy way to discourage " creaming' and ensure gppropriate targeting of reemployment services.

Creaming refers to the practice of program administrators selecting the most qualified candidates for
program participation so asto increase measured program success. Theand ogy isto milk wheretherichest
part, the cream, floats to the top and can be skimmed off. Creaming is an issue in operating labor market
programs because if only the most able people get reemployment assistance, then the benefit to society of
the programsisnot asgreet asit might be otherwise. Highly quaified program entrantshave agood chance
of becoming reemployed even without the services offered in the program, whilefor lessqudified gpplicants
the program services might be the only redlistic path to employment.®

An appropriately designed adjustment methodology is an essentidl component of a performance
management system. In addition to providing a leve playing field for comparison of inter-regiond
performance, and ameans for discouraging creaming by program managers, an adjustment methodology
can be used to encourage targeting of services to those who have particular difficulty in gaining

reemployment, such as: thelong term unemployed, those with low levels of formal education, and persons
with physical handicaps* Annex 2 to this report presents a technical discussion of how to develop an
adjustment methodology for performanceindicators. A properly designed adjustment methodology can be
used to create incentives to prevent creaming and can providefor afair assessment of program performance
across regions.

®Evidence of creaming in assignment to training in Hungary is provided by Godfrey, Lazar and O’ Leary (1993) and
by O’ Leary (1997).

*O'Leary (1996) provides asimple example of how to develop and apply an adjustment methodology for employment
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4. Net Impact Estimation

Theessentid digtinction of netimpact estimation isthat outcomes of program participantsarejudged rdlative
to an appropriate comparison group. For employment programs this means that those persona
characterigtics that enable labor market success are roughly the same in the two groups. Appropriate
comparison group specification can be achieved by proper sample sdlection or through statistical means.
That is, ether by classical field experiments or by quas-experimentd Satistical methods. By taking carein
estimation the processyiel ds net rather than grossimpacts. Net impactsare the proper indicator for judging
the additional socid vaue of an employment program.

Classicdly designed experiments are theidedl for net impact evauation. If random assgnment isachieved,
modeling of behavior and complex econometric methods are not needed to obtain estimates of the net
impact of a program With large samples randomly assigned to treatment and control groups, observable
and unobservable characterigtics of the two groups should not differ on average, so that any differencein
outcomes may be attributed to the program. Program impact may be meesured as the smple difference
between the means of the samples of program participants and of control group members on measures of
outcomes. Because this process is easy to understand, smple unadjusted net impact estimates from field
experiments are usudly very influential for the purpose of guiding policy?®

Naturdly, field experimentsare not without potentia problems. Thefirst type of problemsarecaledinternd
vdidity problems. Theseinclude errorsin conducting random assignment to trestment and control groups,
and incons stent experimental conditions. Thefirst of these can lead to lack of homogeneity across groups,
the second meansthat the sametreatment was not gppliedin all cases. The second typeof pitfalsarecalled
externd vadidity problems. Time horizon effects can occur when trestment subjects understand that the
experimental service is only temporary rather than permanent. Learning effects can take place within a
community during the course of an experiment whereby thefirst enrolleesact differently from thoseenrolled
sometimeafter the experiment begins. Hawthorne effectsare responsesto treetments not dueto the content
of service, but Smply due to the specid attention. Displacement effects, which may be the most critica
external vdidity concern, occur when trestment subjects improve their outcome at the expense of others
who are not part of the experiment.

When thereisnon random assignment to either aprogram participant group or the comparison group, then
statistical methods of correction must be used to offset the selection biasin order to properly estimate the
net impact of a program.®

Recent surveys of microeconomic evaluations of employment programs conducted by Fay (1996) for
OECD member countriesand by Meager and Evans(1998) for asd ected group of countriesemphasizethe
importanceof accounting for deadweight loss and displacement effectswhen measuring theimpact of the
program. With amixed bag of findings which reved that the net impect of different Employment programs
varieswidely from one population subgroup to another, the athors of both surveys argued that tar geting of
servicesis crudia to maximizing the socia dividend from public expenditure on employment programs’”

programs.

®For examples of employment programs eval uated using aclassically designed field experiment, see Decker and O'Leary
(19%).

eSuch methods are called quasi-experimental because they attempt to mimic statistically theideal of atrue experiment
based on random trial's (Fay, 1996).

"That isfor the following reasons. When an unemployed person participates in an Empl oyment programwhich doesnot
improve his’her chance of re-employment, there is adeadweight |oss to society for the expenditureincurred. If aprogram
manager practices creaming in selecting participants for Employment programs such that the people supported would
have secured employment without the assistance, then a deadweight loss al so results. When an Employment program
participant gains re-employment at the direct expense of an otherwise similar job-seeker, then displacement hasoccurred.
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It is crucia to account for digplacement and substitution effects when assessing the net socid benefits of
public programs. However, thesefactorsareirrdlevant at theindividud level and very difficult to measurea
the socid level. An evduation design using a comparison group automatically accounts for possible
deadweight lossby comparing employment program parti cipantswith otherwise similar non-participants A
subgroup analyss of net impact provides a basis for targeting employment programs.

Quas- experimenta evauations are often done because they are much cheaper and can be done more
quickly than classica experiments. They can often be done with existing administrative data that further
reduces eva uation costs. Thisisoften the casewhen thereisa'"natura experiment,” whichisan opportunity
presented by apolicy change or an economic event. Themain problemswith quas- experimenta net impect
eva uations concern adequately dealing with the problem of sdection bias. Thisisathorny issuethat often
requirescomplexdatistical techniquesto properly address. Such statistical complexity diminishesthepolicy
vaue of the findings. Also, like experiment based net impact evauetions, the estimates only provide a
snapshot photo a a point in time. This is digtinct from the monitoring approach that gives consistent
information covering awide geographic arearegularly over time.

To show therange of policy relevant outcomesthat can be studied, we now examine net impactsof ALMPs
in Hungary on employment, earnings, and receipt of unemployment compensation. Table 2 summarizes
results for five separate outcomes.

Table2.
Net impact of AL MPs on employment, earnings, and unemployment compensation in Hungary

EMPLOYED' EMPLNOW? EARNNOW? UCMONTHS' UCPAY®

Hungary
Individual retraining 0.11** 0.09** 7 -0.68** -43 **
Group retraining 0.09** 0.07** 5** -0.50** =27 **
Public service employment -0.26%* -0.21** 9 ** -0.1¢ 9 **
Wage subsidy -0.11** -0.06** -6 0.04** 7
Self-employment 0.14 0.16 -26 -1.64** -120

** Statistically significant at the 95 per cent level in atwo-tailed test

* Ever reemployed in an unsubsidized job or in self-employment

2 Employed in an unsubsidized job or in self-employment on the survey date

3 Average monthly earnings from the current job on the survey date (USS)

“Months of unemployment compensation collected since January 1996

 Amount of unemployment compensation collected since January 1996, in US$ at exchange rate of US$1.00 = 175.75 Hungarian forints on 1 April 1997,
approximately the survey date

—Setirce-O+eary otodziefezykandazar{1996)-
Retraining and self-employment increase employment rates. Earnings appear to be boosted by group
retraining and PSE, with no measurable effect from other programs. For unemployment canpenseation,
retraining appears to reduce receipt by about one-haf month while there gppearsto be even larger savings
from sdf-employment assistance of more than 1.5 months.

When an employer, either government or private, receives a subsidy to hire aworker who would otherwise have been
hired anyway, then substitution of Employment program financing for other intended spending has occurred. Johnson
and Tomola (1977) provide a clear example of how to estimate the employment effects of fiscal substitution in direct job
creation programs. They maintain that the degree of substitution increases as a program matures.



Subgroup analysis of net impacts

There are at least two reasons to examine program impacts by populaion subgroup. One is to provide
information to policy makers who may consider targeting ALMPs to certain groups like those without a
specidization or older unemployed persons. Another is to identify any possible biases in the effects-a
program that benefits only one gender or certain education level groups may not be considered good policy
even if it is codt effective. Table 3 presents the quditative results of an anayss of ALMP impacts on
important subgroups.

For neither individual nor group retraining were there marked differences by sex, age, education or
occupationa group. Subgroup analysis of participation in PSE indicated that participation was|esslikely to
harm the re-employment chances of women, persons aged 45 years or over, and the better-educated. The
greatest benefit of thewage subsidy wasfet by participantsin areas of moderate unemployment. However,
impacts of wage subsidies did not vary appreciably by sex, age, or prior occupationa group. Sdf-
employment ass stance boosted re-employment rates most among participantsaged 45 yearsand over, and

those in aress of high unemployment.
Table 3. Summary of Subgroup Net Impact Analysis
Characteristic Retraining Public Service Wage Self-
Employment Subsidies employment
Gender Worse for males
Age Best for older
persons
Education Worse for the less
educated
Occupation
Unemployment
Duration
Unemployment Best where Best where
Rate unemployment is unemployment is
moderate high

Impacts of program features

Since ALMPs provided to unemployed job seekers are not homogenous, it is useful to investigate if

vaiationsin different observable dimensons of programsyidds different impacts on the outcome measures
for employment and earnings. Again drawing on the evauation done in Hungary, Table 4 presents a
qualitative summary of net impact estimates of various program festures. As for the above discussion of

subgroup impact estimates, dl estimates presented gpply to the outcome "currently employed in anon-
subsidized job or slf-employment” (EMPLNOW).

For both individua and group retraining in Hungary though theimpact on employment was not Significantly
different from that for the complementary group it was grester for those who had contributed persondly to
the direct cost of individua retraining, for those in retraining for three months or less, and for those on
courses involving 20 or fewer hours per week.

Participation in PSE work, which involves unskilled manua labor, gppeared to be the grestest obstacleto

future employment in anorma unsubsidized job or in self employment, whereas non manua and skilled
manua work condtituted theleast impediment. Therewasno significant difference by theindustry of activity



inwhich PSE occurred, but the reintegration of ALMP participantsinto the normal work force appeared to
be more successful for PSE in service employment than in other industries.

Table4. Summary of Program Feature Net Impact Analysis

Feature Retraining Public Service Wage Subsidies Sel f-employment
Employment

Sharein costs Better with
contribution
(double but not stat.
signif.)

Duration of ALMP 3o 12 months

Organized by Not district
retraining center 20+
hrs/w
Level of skill Manual unskilled is | Outside of Outside of services
worst construction and
services
Industry

Soleproprietor
vs. partnership

Theskill level required in the job that was given awage subsidy had no significant effect on the employment
outcome. Judged by whether participants were in unsubsidized work or sdf-employment on the survey
date, those whose subsidized work had been in congtruction or the servicesregped the lesst advantage from
the wage subsdy scheme.

Sdf-employment assistance recipients who pursued activities in sarvices industry were the least likely to
experience lagting employment effects. There was not asignificant difference in employment outcomes for
those who gtarted sole versus partnership business activities.

Not a part of the program feature andysis, but an important indicator of program impact secondary
employment effectsof salf employment assistancein Hungary wasasoinvestigated. It wasfound that onthe
survey date 17.6 percent of those receiving assistance had hired at least one other worker. Indeed, one
successful recipient claimed to have hired 12 workers. The mean number of workers employed by those
who did recruit was 1.75, and the mean hired among all assistance recipientswas 0.31. About hdf of hires
had previoudy been unemployed.

Every ALMP hasavariety of features and important outcomes. The presentation in this and the previous
sections of chapter 4 are not meant to be an exhaugtive enumeration of al outcomes or evauation

gpproaches possible. The analysisand exampleswereintended to be suggestive of the potentid value of the
net impact approach to program evalugtion.

Uses of net impact estimates

In the previous chapter the point was made that net impact analyss is a supplement to performance
monitoring. Thelatter being mainly amanagement tool and the former useful for policy development. There
is much more overlap in use of the two sets of results than that divison suggested. This section briefly
discusses four uses of net impact estimates of ALMPs. The four are: (1) policy formulation, (2) targeting,
(3) program management, and (4) accountakility. In our exposition we hope to make clear the added vaue
which net impact analysis providesto adminigtrators, users, and decision makersof employment programs.



Policy formulation decisons concerning questions of whether to continue, expand, curtail, or cancel
government employment programs should bewe | informed with objectiveinformation. Policy mekerswithin
labor ministries, national labor centers, and nationd legid aturesoften requireinformation about thereturn on
government spending--the return on investment. The net benefits for programs may be assessed from
different perspectives: society, individuas, government, and programs. Such a measurement requires
edtimates of the incrementa vaue of programs in cost- benefit anayss.

Toimprovethe overdl cogt effectiveness of programs and to increase the value to customers, it is useful to
know what programs yield the greatest benefit for different clients. Subgroup anayss of program net
impacts can provide exactly the information needed to do informed targeting of reemployment services.
Such informetion is available no other way.

Asemphasized in chapter 3, performanceindicators systems are avauabletool for program management.
Such systems track gross outcomes and by themsalves have no mechanism for establishing what is an
adequate or superior level of performance. Net impact analysis can provide basdine standards for gross
outcome performance monitoring systems. Such standards can be used with an adjustment methodol ogy
system to set reasonable targets for regions on separate employment programs.

Spending of public funds for socid improvement requires public accountability. Periodic reports to
parliament, prime ministers, and voters are crucia for continuance. Either over the short term or thelong
term al spending programs are discretionary. Good programs only survive and flourish when credible
evidence of value can be objectively demonstrated. The methods reviewed in thischapter provide srategies
for determining which public efforts to promote employment provide the gresatest vaue.

5. Conclusion

When the net benefitsof an ALMP are being evauated, it must be made clear whether the programisbeing
assessed from a socid, governmenta, program or individua perspective. It is impossible properly to
measure every detailed factor bearing on such computations. However, it is possible to measure the main
elements for such computations and net program impacts ae central.

It should be recognized, however, that the decision to implement, continue, curtail or cancel programs for
labor market support dso has a politica dimension. During a period of dramatic change in conditions of
employment security, there canbeanirresistibleimperativefor ALMPs. In such times, the rulesfor return
oninvestment cannot be blindly applied without regard for socid stability, however difficult that may beto
quentify.

Adde from their net impact, ALMPs have a direct effect of easing labor market tensions because of the
smplefact that those taking part in ALMPs are not counted as unemployed during their participation. In
Hungary during themid-1990sfor example, participation in ALM Psreduced measured unemployment by 2
percentage points below what it would have been otherwise. Furthermore, while ALMP participation does
not awaysimmediately result in stable re-employment, for individua program participants the experience
sarves at least to interrupt an otherwise continuous spel of unemployment.

In times when unemployment is high and the demand for Iabor islow, we should nat expect uniformly high
net impacts from ALMPs. The examples from Hungary reported in this pgper highlight the importance of

carefully assessing active labor programs so that public funds can be utilized asefficiently as possblewhile
pursuing the socid god of returning the unemployed to gainful work.
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