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ERRATA: Paper No. 3
Please strike the following passages:

Page 8, paragraph 3, line 4: "...the limits on this credit reduce its
potential for increasing employment among welfare recipients. Twenty
percent of wages are allowed as a credit up to a maximum of $25,000 per
employer. (This is equivalent to the credit for only 25 full-time workers
at a $2,50 hourly wage rate.) Thereafter the credit is halved to 10 percent,
severely reducing the attractiveness of WIN graduates. Also,..."

Page 56, paragraph 1, line 6: '"...the limitations...(same as above)...
is cut in half to 10 percent...(continue as above)."



LETTERS OF TRANSMITTAL

NovemsEr 16, 197Z.
To the Members of the Joint Economic Committee:

Transmitted herewith is a staff study entitled ‘“The Effectiveness of
Manpower Training Programs: A Review of Research on the Impact
on the Poor,” by Jon H. Goldstein of the subcommittee staff. This is
the third in a series of studies being prepared for the use of the Sub-
committee on Fiscal Policy in connection with a comprehensive study
of this Nation’s welfare-related programs under the general title of
Studies in Public Welfare. This study reviews the evidence on the
impact that manpower training programs have had on the earnings
of the poor, and assesses the likelihood that greatly expanded training
programs will reduce the incidence of poverty and the size of the
welfare population.

Robert I. Lerman of the subcommittee staff contributed valuable
comments at every stage of the research. The views expressed in this
paper are exclusively those of the author and do not necessarily
represent the views of the Subcommittee on Fiscal Policy, the Joint
Economic Committee, individual members thereof, or its staff.

WiLLiAM PROXMIRE,
Chairman, Joint Economic Commiltee.

NoveEMBER 13, 1972.
Hon. WiLLiaM PROXMIRE,
Chairman, Joint Economic Commiltee,
U.S. Congress, Washington, D.C.

Dear Mr. CHAIRMAN: Transmitted herewith is a staff .study
entitled “The Effectiveness of Manpower Training Programs: A
Review of Research on the Impact on the Poor.” This is the third
of a number of such study papers being prepared to forward the work
of the Subcommittee on Fiscal Policy in its objective and nonpartisan
review of all phases of the Nation’s system of welfare-related programs.
The studies will be published in a series under the general title of
Studies in Public We{)fare.

This study reviews the evidence on the impact that manpower
training programs have had on the earnings of the poor, in order to
assess the likely success that greatly expanded training programs
would have in reducing the amount of public assistance payments and
the size of the welfare roles. Between 1963 and 1971 the Federal
Government obligated $6.8 billion for training 6.1 million people. This
study examines five of these programs: Manpower Development and
Training Act (MDTA), Neighborhood Youth Corps (NYC), Job
Corps, Job Opportunities in the Business Sector (J OBéJ , and the Work
Incentive Program (WIN).

One major conclusion can be drawn: Manpower programs are not
a substitute for income supplement programs. Training does increase
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the earnings of the poor and reduce the poverty gap, but continued
income supplementation is likely to be necessary for the average
trainee. Even those studies with the most optimistic results estimate
average posttraining annual earnings levels well below the poverty
line. For example, in a recent sample MDTA trainees averaged
i$_3,100 in posttraining annual earnings, over $800 below their poverty
ine.

The impact of training varies with the characteristics of the indi-
vidual trainee and the existing economic conditions. Continued high
levels of unemployment in the economy will make it impossible for
trainees to realize the full benefits of training. Earnings increases are
reduced, placement is more difficult, and those benefits that vrainees
do realize are more likely to come at the expense of other workers
who are displaced.

For some programs the estimated improvement in the economic
situation of the trainees is large enough to recoup the cost incurred
in training and, therefore, to justify the program on economic grounds
alone. However, in cases where a program cannot be justified on the
basis of posttraining earnings increases, there is no agreement on the
extent to which the training should be subsidized.

Despite substantial expenditure of public funds for research and
evaluation, there is only himited reliable information about the impact
of training. Seme of tge largest and most important programs have
been subjected only to very crude, preliminary investigations.

This paper was prepared by Jon H. Goldstein under the general
direction of Alair A. Townsend, technical director of the subcommittee.
Robert I. Lerman of the subcommittee staff made valuable com-
ments and suggested improvements in the research at every stage of
its development. The views expressed in- this paper are exclusively
those of the author and do not necessarily represent the views of the
Subcommittee on Fiscal Policy, the Joint Economic Committee,
individual members thereof, or its staff. '

MARTHA W. GRIFFITHS,
Chairman, Subcommittee on Fiscal Policy.
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SUMMARY AND CONCLUSIONS

Manpower training programs.are being used and expanded programs
proposed as a technique for increasing the earnings of the poor. This
paper reviews the experience of a number of training programs,
serving a variety of clientele with a wide range of techniques, in order
to offer a considered judgment as to the likely success of a massive
training effort. Five programs are examined: Manpower Development
and Training Act (MDTA), Neighborhood Youth Corps (NYC),
Job Corps, Job Opportunities in the Business Sector (JOBS), and the
Work Incentive Program (WIN). The methodological section reviews
the criteria used for evaluation, the information required to isolate
the impact of training, the difficulties of identifying and estimating
costs and benefits, and the problems of applying the results of these
s?fudies to the low-income target population of an expanded training
efiort.

METHODOLOGY
1. Program Goals

One of the difficulties of evaluating training programs for the poor
is the lack of agreement on specific program objectives. One goal 1s to
improve the distribution of income in society. This could be accom-
plished through direct transfer payments, but it is considered prefer-
able to equip the poor with the skills to provide for more of their own
economic needs. However, some training programs are expensive,
and the costs exceed the benefits. Therein lies the problem in evaluat-
ing training programs: there is no agreement on the extent to which
they should be subsidized.

2. Economic Efficiency

A program is economically efficient if the benefits it generates exceed
the costs. Since benefits and costs are realized at different times, they
must be discounted at some appropriate interest rate to make them
comparable.

3. Definition and Measurement of Benefits-and Costs

The definition of benefits and costs differs depending upon whether
the program is being evaluated from the point of view of society, the
taxpayer, or the trainee. The emphasis throughout this paper is on
social benefits and costs. The social cost of a training program is de-
fined as the value of the output which could have been produced with
the resources actually employed in training. The social benefit of
training is defined as the change in full employment net national prod-
uct plus any externalities (indirect benefits, such as intergenerational
effects or reduced crime). Since it usually is not possible to estimate
the value of externalities, authors reluctantly settle for increases in
?)amiggs from increased wages or employment as the measure of socisl

enehit,
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4. Isolating the Impact of Training

Isolating the impact of manpower programs is very difficult, because
the evaluation process occurs in the changing and unconfined setting
of the entire economy, not in a controlled laboratory environment. The
impact of training varies with the characteristics of the individual
trainee and existing economic conditions. In order to isolate and
measure those changes in the enrollees’ economic situation attributable
to training alone, a study must control for those demographic charac-
teristics and external influences which affect labor force experience.
Studying a large number of trainees is expensive, however, and the
limited number of observed cases often prevents analysis of some
interesting socio-demographic groups.
5. Control Group

A crucial element in the design of any study is the control group,
because the results can be very sensitive to its composition. The
control group is a reference point, and the difference between its
situation and that of the trainee group in the posttraining period is
used to measure the effect of training. Many of the studies examined
failed to select an appropriate control group.

6. Length of Observation Period

The expense of a longitudinal study has severely limited the length
of the observation period for most evaluations. Few studies track the
participants for more than a year. It is common practice to assume that
observed benefits will persist in future years. It is the rare program
whose benefits are so apparent that such projections into the future are
unnecessary. Several studies in West Virginia with observation periods
of 2 to 4 years found that earnings and employment differences between
trainees and the control group grew smaller with time. This finding
serves as a warning against the ready acceptance of conclusions based
on benefit projections far into the future.

ManPowWER DEVELOPMENT AND TRAINING AcT

MDTA is the oldest training program. Its enrollees are a hetero-
geneous group, and training has been both institutional and on-the
job. But its very breadth makes it an unwieldy subject, and precludes
any simple, unqualified determination of its effectiveness.

MDTA has been studied extensively, and seven of the better
efforts are reviewed in this paper. Each study has some feature which
makes it precarious to generalize the findings. Dated information,
small sample sizes, local rather than national samples, and question-
able control groups are some of the problems of the studies. None-
theless, they constitute the best information available.

1. Economic Impact

With one exception all of the studies reviewed estimated positive
and relatively large internal social rates of return for MDTA.! The
estimates range from 6.3 to 138.0 percent. Even the exception (Sewell,
1971) estimated a large return for on-the-job training (49 percent),
the small return being for institutional training (6.3 percent). These
estimates are based on the assumption that the earnings increases
from training last for 10 years. It is quite unlikely that such con-

1 See p. 22 for the definition of internal social rate of return.
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sistent results would have been obtained if MDTA were not achieving
some success. It is worth noting, however, that if the benefits had been
assumed to last only 5 years instead of 10, several of the studies would
have predicted unacceptably low rates of return (rates of return too low
for economic efficiency). O{servation periods have been too short to
determine how long training benefits last.

These estimated rates of return are for entire programs, and as
such do not reveal the very different impact that training has on
various socio-economic groups. The impact of training varies with the
type of training, the characteristics of the trainees, and.existing
economic conditions.

2. Economic Impact on the Disadvantaged

Disadvantaged persons do experience earnings increases as a.
result of exposure to training.? Regarding the size of benefits to the
disadvantaged relative to those who are not disadvantaged, the-
evidence is mixed. Most of the studies reviewed found that trainees
who were disadvantaged experienced gains from training at least as
large as those for persons who were less hampered in the labor market.
One large study (Smith, 1970) found the reverse. Every study esti-
mated an improvement in the economic position of the disadvantaged
large enough to recoup the social cost incurred in training. At the very
least, training for this group generated a small, positive rate of return.
The smallest estimate of the internal social rate of return was 3.5
percent (assuming that earnings differentials persist for 10 years).

A detailed summary of the differential effect of training by socio-
economic characteristic follows the program summaries.

3. Institutional vs. On-the-job Training

The evidence examined supports the widely held belief that on-the-
job training is superior to institutional traising, but this evidence is
neither extensive nor conclusive.

There is only one reliable study of this issue (Sewell, 1971) which
is based on a control group comparison. The sample is relatively small,
drawn entirely from a rural setting, and almost exclusively Negro.
This study found that on-the-job training led to a significant increase
in the weekly earnings of both males and females ($7.40 and $14.50,
respectively), while only the weekly earnings of male trainees wera
influenced by institutional training ($8.30). Although male earnings
responded about equally to both types of training, the higher cost of
institutional training in this particular program resulted in the con-
clusion that on-the-job training is a much better investment for men
as well as women. Examining the differential impact of institutional
training by sex, Stromsdorfer (1968) found that females had no
significant earnings increase, while males had large increases in both
earnings and employment. It appears that women who undertake on-
the-job training are more committed to the labor market than women
who undertake institutional training.

MDTA program statistics for the period 1963-71 tend to support
these results: 86 percent of MDTA on-the-job training graduates were
employed 6 months after completing their training as opposed to 74

2 The official definition of a disadvantaged person is “a poor person who does not have
suitable employment and who is either (1) a school dropout, (28 a member of a minority,

(3) under 22 years of age, (4) 45 years of age or over, or (5) handicapped.” Manpower
Report of the President, March 1970, p. 60.
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percent for the institutional trainees. However, in the absence of an
experiment in which enrollees are randomly assigned to the two train-
ing methods, one cannot be sure that a differential impact exists.

4. Sensitivity to Cyclical Economic Conditions

The effectiveness of training is very likely to vary directly with the
demand for labor in the local labor market. Training probably creates
a larger difference between the earnings of trainees and their control
group at low unemployment rates than at high rates. Most studies
attempt to correct for the downward influence that weak labor
markets have on the level of earnings of both trainees and nontrainees.
However, there have been no studies which estimate the differential
imga,ct of training on earnings at various unemployment rates.

ne study (Smith and Wertheimer, 1971) documented the sen-
sitivity of the employment rate of MDTA graduates to local employ-
ment conditions, but the impact seems puzzlingly small. A difference
of 1 percent in State employment rates produced a 214 percent differ-
ence in the employment rate of current MDTA graduates. Both
WIN and JOBS are much more sensitive to economic conditions.
6. Urban-Rural Differentials

The question of whether training has a differentisl impact on
enrollees in urban and rural locations has not been well investigated.
A priori, the wider market, the more diversified industrial structure,
and the higher turnover in an urban area suggests that trainees there
might enjoy an advantage. We were unable to find any treetment of
this question in the literature. 1t is conceivable that no differential
impact exists. Even if rura) trainees are confronted with more limited
opportunities, their newly acquired skills may increase their mobility,
and permit them to migrate more easily.” The question warrants
investigation.

NEeicaBorr0oOD YouTH CoRPs—IN-SCHOOL AND SUMMER

There is only one benefit-cost analysis of the NYC in-school and
summer programs (Somers and Stromsdorfer, 1970). NYC has been
modified since this study was undertaken, and the conclusions may
no longer be valid.

1. Post-High School Economic Benefits

The authors fitted two quite different models to the data, but used
only one of these to make their estimates of the program’s impact on
employment and earnings. They attributed large post-high school
economic benefits to NYC participation. For the total sample, the
estimate of the increase in pretax earnings due to NYC participation
was $831 during a period of 18.56 months, or $45 per month. Even if
the earnings gains did not persist beyond this 1% year period, an
internal social rate of return of 90 percent is implied.

We think that of the two models fitted to the data, the-authors
chose the wrong one to estimate the benefits of the NYC program.
The model which we consider to be more appropriate implies that
there were no post-high -school ecenomic benefits from NYC
participation.



5

2. Benefits by Program Component

NYC participants can be enrolled in any of three program combina-
tions: in-school only, summer only, or both in-school and summer.
If any of these were responsible for post-high school earnings increases
(and that issue is in doubt), they were the in-school only and the
combined in-school and summer components. There was no evidence
that the summer-only enrollees benefited relative to their control
group.
3. Differential Impact by Demographic Characteristic

Because the authors estimated differential benefits by demographic
characteristic with a model we consider inappropriate, no summary of
these differential impacts is given below. They are discussed in the
text, however.

4. Educational Impact

The primary legislative function of NYC is to encourage continued
school attendance. Research findings on the educational impact of
NYC are uniformly discouraging, suggesting that the program is
badly conceived as a solution to the dropout problem. Several authors
found evidence that it actually reduced the probability of high school
graduation. One study (Robin, 1969) concluded that the program wes
not influential in reducing the dropout rate, or increasing enrollees’
educational aspirations, studiousness, or scholastic achievement. Work
experience distracted students who already had low grades, causing
them to further reduce the minimal amount of time they devoted to
their studies. The determinants of the dropout rate are complex, and
it appears that NYC is too simplistic & mechanism to be effective in
reducing the incidence of school dropouts.

NE1cEBORHOOD Y OUTH Corrs—OUT-0F-SCHOOL

No analysis based on a national sample exists for the out-of-school
program. Borus et al. (1970) have done a benefit-cost analysis of the
program in five cities in Indiana. The localized nature of the stucy
makes generalization hazardous. Its results suggest that the program
is helping male school dropouts adjust in the labor market, but that
the benefits to females are small.

Each hour of program participation increased annual earnings by
an estimated 33 cents. Since enrollees averaged 520 hours in the pro-
gram, expected annual benefits were $173.

Benefits varied widely by sex and level of education, with high
school dropouts showing higher benefit-cost ratios than graduates.
There was no evidence that training had a differential impact by
race; whites and nonwhites benefitted equally from the program.

If the economically inefficient nature of NYC out-of-school training
for women in Indiana proves to be universal, structural changes wiil
have to be made to meet the needs of females. Women with 10 years
of education (the mean level for the sample) who spent 520 hours in
the program had expected annual earnings increases of only $83. Their
male counterparts were expected to benefit by $562. At every level of
education the expected earnings increases for women.were not suffi-
cient to generate social benefit-cost ratios greater than 1.2 At every

8 Bxcept under assumptions which we conslder unrealistic or inappropriate.
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level of education the ratios for men were greater than 1, the most
likely values lying in the range 2.4 to 3.3.

JoB Corps

There have been two benefit-cost analyses of the Job Corps based
on a national sample: Cain, 1968 and Resource Management Corp.
(RMC), 1968. Their conclusions are not encouraging, but both studies
have so many technical problems that the results are unreliable. If
their estimates prove accurate, the Job Corps is economically ineffi-
cient. However, the technical problems are so great that it would not.
be judicious to assess the Job Corps on the basis of these studies.

1. Economic Benefits

Cain estimated annual gains in earnings at $203. Job Corps training
1s expensive, however, and these gains would have to have persisted
for 42 years to generate a modest 5-percent internal social rate of
return.* Cain’s estimates were based on observations 6 months after
the trainecs leit the program. When RMC examined the same sample
1 year later, they found that the earnings gains had declined so greatly
that even if they were to last forever, they would not generate benefit-
cost ratios greater than 1. More importantly, the gains were no longer
statistically significant.

2. Technical Problems

a. The control groups are suspect.

b. The observation periods are short (6 months and 1% years,
respectively).

¢. The observations are on 1966 trainees, only the second year of
Job Corps operation. They may not reflect its current effectiveness.

d. Gross differences in earnings between the corpsmen and the con-
trol group were used to measure the impact of training. The estimates
were not adjusted for the possible influence of personal differences or
variations in local labor market conditions.

Work INCENTIVE PrRoGRAM

The caliber of research on WIN is extremely poor. There have been
no longitudinal studies of the labor force experience of WIN partici-
pants. No analysis has been conducted which uses a control group, and
consequently there is no way to isolate the effect of exposure to WIN .4®

1. Data Problems Hampering Evaluation

The data available on WIN trainees are largely limited to job
placement and dropout rates; posttraining earnings and employment
information is extremely scanty. These data control for neither
personal nor environmental variables, givé no insight into income
increases or welfare receipt decreases relative to a control group, and
provide no basis for comparing benefits to costs. They cannot be used
to estimate the impact of WIN on the trainees’ economic situation.

4In 1967 the estimated social cost of training a corpsman for 5 months, the average
!en%th t(;f participation, was $3,508. It cost $5,662 for 9 months, the normal term for

raduation.
8 A longitudinal study of WIN which uses a control group was published too late for
critical examination in this paper: Ronald E. Fine, et. al.,, Final Report, AFDC Employ-
ment and Referral Guidelines, Institute for Interdisciplinary Studies, Minneapolls. June

1972. The authors concluded that WIN services did not Increase the earnings or employ-
ment of the trainees.
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2. Program Placement and Dropout Rates

Placement and dropout rates do provide a basis for tempering
expectations about the potential self-sufficiency of the AFDC popula-
tion under the present structure of work incentives and legal sanction
against those who refuse to participate. Successful completers (persons
who were employed 3 to 6 months after being placed) have been a
constant 20 percent of terminees until recently; during the period
April 1971 to April 1972 they increased to 30 percent. Dropouts from
WIN without good cause continue to average 21 percent of terminees.
The comparable successful completion rate for MDTA has been
considerably higher: 51 percent between 1963 and 1971. The client
populations are quite different, however, and the comparison indicates
nothing about the relative rates of return.

3. Differential Rates by Demographic Characteristics

Placement and dropout rates vary significantly by demographic
characteristics. The patterns are generally consistent with one'’s
intuition: WIN participants with characteristics which are indicative
of a lack of maturity or family responsibility (such as youthfulness,
not being a household head, having few dependents) or which put
them at a disadvantage in the labor market (such as being female, a
school dropout, or having little labor force experience) had greater
difficulty locating employment and generally higher dropout rates.
(See below for a detailed summary.) This is not to say that WIN was
less effective in improving the employment prospects or increasing the
earnings of these groups. Again, there is no way to determine from
these data whether WIN had any impact at all.

4. Sensitwity to Cyclical Economic Conditions

WIN's ability to place trainees is very sensitive to cyclical economic
conditions. At current enrollment levels & 1 percentage point increase
in the national unemployment rate increases the number awaiting
job pfacement by an-estimated 3,000 people. This is about equal to
the number of trainees who successfully complete the program each
month.

§. Work Disincentives

The high benefit reduction rates confronting many AFDC recipients
may discourage work effort and hinder the success of the program.
Earnings above $30 & month are taxed at a two-thirds rate (although
generous deductions for work expenses are allowed.) The benefit reduc-
tion rate is higher if the family is a recipient of other income-tested
assistance. Regardless of the amount of his earnings, if an AFDC
father is employed more than 100 hours a month, his family is ineligible
for assistance.

6. Ineffectiveness of Penalties for Refusing Work or Training

If a person is referred to WIN, but refuses to participate, the law
requires that his family’s welfare payment be reduced and that,
instead of an assistance check, the welfare agency must make direct
payments to merchants for the majority of the family’s expenses.
These sanctions are ineffective for three reasons: (1) the penalty does
not apply to mothers who volunteer for training, and most of WIN’s
clientele are volunteer mothers. (2) Because of the administrative
expense of making direct payments to merchants and reluctance to



8

impose hardship on a family, welfare agencies frequently do not
impose the penalty. (3) Because a family is ineligible for AFDC once
a father is employed more than 100 hours a month, family income is
often reduced less if the father refuses to participate in WIN and
accepts the penalty than if he accepts employment.

7. Prospects for Future Success

WIN has been a small program relative to the size and growth of
the AFDC population. Given the work disincentives, the virtual
absence of penalties for noncompliance, the reluctance of employers
to hire AFDC recipients, and the high national unemployment rate,
it is remarkable that WIN’s placement rate is as high as it is. Since
there is evidence that WIN authorities enrolled persons who would
be easiest to place, the prospects for. improved placement rates and
subsequent reductions in the welfare rolls through expansion of a
structurally unaltered program are not encouraging.

8. Recommended Changes

The recent inclusion in the tax code of a tax credit to employers
for 20 percent of the wages paid to WIN .participants during their
first year of employment should make it easier to place trainees.
But the limits.on this credit reduce its potential for increasing em-
ployment among welfare recipients. Twenty percent of wages are
allowed as a credit up to a maximum of $25,000 per employer. (This
is equivalent to the credit for only 25 full-time workeis at a $2.50
hourly wage rate.) Thereafter the credit is halved to 10 percent,
severely reducing the attractiveness of WIN graduates. Also, a tax
credit provides no incentive to tax-exempt institutions and govern-
ment agencies; a direct wage subsidy would.

Although the tax credit is a welcome improvement in WIN, plans
for rigid enforcement of the sanctions against dropouts without
simultaneous increases in work incentives secm ill-considered. An
enrollee can always sit through training, and then avoid employment
by making himself sufficiently unattractive to a prospective employer.
In the absence of financial inducements, resistance from those com-
pelled to participate can be expected. Finally, reducing the large
number of WIN participants who dropout for legitimate reasons is
going to require improved labor market conditions, longer periods of
training to provide greater skills, and solutions to participants’
health, transportation, and family-care problems, all of which may
prove expensive.

JoB OPPORTUNITIES IN THE BUSINESS SECTOR

No controlled studies of the impact of JOBS on the employment
and earnings of enrollees have been conducted. Even the number of
persons reported by the Labor Department as placed through the
program is suspect. The data that have been collected are unverifiable
and unanalyzable.

1. Unverifiable Data and Exaggerated Claims of Accomplishment

The objective of the JOBS program is to place disadvantaged
persons who need on-the-job training and supportive services in private
industry jobs. In June, 1970, after 2% years of operation, NAB and the
Department of Labor were reporting 494,000 trainees hired under the
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program and a retention rate of 47 percent. The Government Account-
mg Office (GAO) found that these statistics were unreliable. Detailed
quarterly reports on trainees required from employers were not beiag
provided, and -the number of persons reported as hired frequently
exceeded the number actually hired. In a significant number of cases
the reported information could not be verified, because employers had
maintained no records on the trainees.

The number of disadvantaged reported as hired was further distorted
because employers themselves frequently certified trainee applicants
as disadvantaged rather than referring them to the employment
service for this determination. Consequently, a significant number of
persons who were not disadvantaged were hired under the program.

2. Numerous Instance of Nonfulfillment of Contracts and Subversion of
Program Goals

Although many firms are sincere in their efforts and committed to
aiding the disadventaged, a number of problems with the program
are manifest. The objective of the JOBS program is not just to place
the disadvantaged in the kinds of jobs they might have gotten anyway,
but to train them and place them in jobs requiring significant skills.
Two studies (GAO, 1971 and Greenleigh Associates, 1970) found
that many of the jobs filled under the program were positions tradi-
tionally held by low-skilled and unskilled persons. Cgreenleigh con-
cluded that most of the jobs pledged by employers were concentrated
in occupations which historically have had high turnover rates. A
significant,number of employers did not supply the supportive services
which were stipulated in their contracts and for which they were
reimbursed. The GAO felt that responsibility for these problems lay
largely with the Labor Department for inadequately monitoring the
program and for rushing through contract negotiations with only
limited consideration of the manner in which tramning and supportive
services were to be provided.

3. Estimated Economic Impact

The Labor Department has drawn a random sample of 12,000
from the social security earnings records of JOBS employees, com-
paring their earnings for 1966 (prior to the inception of JOBS) with
those for 1968 (the program’s first year of operation). The mean
earnings of these workers increased from $1,499 to $2,592, a dif-
ference of $1,100 and a 73-percent change. The number reporting no
earnings decreased by 90 percent, and those with earnings between
$4,000 and $6,000 increased by 50 percent.

4. Criticism of Estimated Economic Impact

These are impressive gross figures, and it would be hard to belicve
that the program did not account for a sizable portion of the gains in
employment and earnings. Nonetheless, this i1s only a before-after
comparison. The study of Social Security records had no control
group, and did not correct for the influence of other variables.

Although it is possible that the program improved the status of
individua% trainees, their progress may have come at the expense of
others who were displaced. In either an expanding economy or one
with a competitive structure and downwardly flexible wages and prices,
newly trained people can be absorbed easily. Where markets are not
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competitive and wages and prices are downwardly inflexible, dis-
placement is a very real possibility. Furthermore, the numerous
instances of trainees holding unskilled jobs suggests that there may
have beei very little net increase in the number of disadvantaged
persons employed throughout the economy. The program may have
served merely as a subsidy to firms who filled vacancies created by
the attrition of some of their low-skilled employees with other low-
skilled workers. From the available data it is impossible to determine
what the net impact was.

&. Sensitivity to Cyclical Economic Conditions

During the first 2 years of JOBS’ operation unemployment rates
were low (3.5-3.6 percent), and firms had difficulty filling vacancies.
The increased contacts through JOBS between employers with vacan-
cies and the Employment Service, WIN, and CEP may have in-
creased employment among the disadvantaged during this period.
But when unemployment rates began to rise in 1970, firms laid off
workers and canceled JOBS contracts. Persons who had been placed
through the JOBS program had little seniority and were among the
first victims of the recession.

6. Recommendations for Improving JOBS

Tt is possible to design a decentralized, on-the-job training program
which fulfills the objectives of JOBS. However, it requires intensive
monitoring to insure that initially unskilled persons are trained for
skilled positions. Applicants must be screened to assure that they are
disadvantaged, training must be supervised, and payment to firms
I[tl)list. dgpend at least in part on retention of the trainee in an accept-
able job.

Unless workers are retained in skilled positions following the com-
pletion of training, it is very difficult to verify that they were trained.
As it stands, the JOBS program provides no incentive for retaining
the worker. Firms are paid a subsidy only during the training period.
This creates an opportunity for employers with high turnover rates
among their low-skilled workers to subvert the program. The solution
to this problem is to make partial payment of the training subsidy
conditional upon the employee being retained in an acceptable job
for a specified period of time following training.

The recommended changes are likely to increase the cost of the
program, as well as the benefits. Moreover, these changes do not
guarantee that the improved status of the trainees will not come at
the expense of other workers who will be displaced.

7. Difficult for Small Firms To Participate

A recent survey of 940 companies participating in JOBS revealed
that only 2 percent were small firms employing fewer than 100 persons.®
Small firms are reluctant to participate, because it is much more dis-
ruptive for them than for large corporations to hire and mtegrate into
their labor force workers who require special training, supervision,
counseling, and supportive services. Since almost half of all private
sector jobs are in firms with fewer than 100 employees, the virtual ex-
clusion of such firms from the program severely restricts JOBS’ poten-
tial effectiveness.

¥ 5'].1{.‘hf970‘?nference Board, Employing the¢ Disadvantaged: A Company Perspective, New
ork, 1972,
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As long as the primary objective of JOBS remains the training of
disadvantaged persons for skilled pesitions, it is going to be difficult to
involve small employers. They could be offered liberal incentive pay-
ments, but that might prove quite expensive. There are no similar
obstacles whigh would prevent small firms from participating in a
wage subsidy scheme, but a wage subsidy carries no assurance of train-
ing and placement in a skilled position.

DirrerENTIAL ImMPacTs OF TRAINING BY DEMOGRAPHIC
CHARACTERISTICS

The evidence presented below for MDTA and NYC out-of-school is
based on control group comparisons. No such study of WIN has been
made, and, hence, no estimate of its impact is available. Differential
placement and dropout rates for WIN participants are given, but these
shoug’l not be interpreted to imply differential impacts from training.

1. Sex

MDTA.—The two studies conducted thus far found that males
who were exposed to institutional training had significant
increases in earnings, while females did not benefit. However,
women had larger increases in earnings from on-the-job training
than males.

NYC Out-of-School.—Females had very small earnings increases
as a result of training (383 annually for those with 10 years of
education, the mean educational level). The estimated benefits
for women were not sufficient to generate social benefit-cost
ratios greater than 1. Males with 10 years of schooling expected
annual earnings increases of $562. The benefit-cost ratios for
men at every educationsal level exceeded 1.

WIN.—Women displayed lower placement rates, lower dropout
rates, and higher rates of termination for legitimate reasons.
The significantly lower dropout rate for women may reflect the
fact that almost all female participants were volunteers. AFDC
fathers were referred to WIN whether they wanted training or
not, and hence, they may have been less motivated. Although
women may have been more motivated, they face more barriers
to employment. Greater family care responsibilities, the
frequent breakdown of child care arrangements, and fewer
employment opportunities may account for the higher rate of
legitimate termination and the lower rate of successful
placement.

2. Education

MDTA.—Training had a greater impact on the esrnings of
those with less education. Several studies found that training
benefited high school dropouts more than graduates. At least
two studies found that training had the greatest impact on
those with only grade school education.

NYC Out-of-School.—High school dropouts showed higher
benefit-cost ratios than graduates.

WIN.—High school graduates were significantly easier to place
than high school dropouts. High school dropouts had higher
dropout rates from WIN than any other educational group.
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Those participants with the lowest levels of grade school
education (1 to 4 years) had both the lowest placement rates
and the lowest dropout rates. The low dropout rate for this
group is particularly poignant, for it suggests they were not
failing for lack of trying.

3. Race

MDTA.—The differential effect of training by race has not
been well investigated. What little evidence there is (one
study in Michigan with a sample size of 150) suggests that
whites benefit more from training than blacks, but both
groups experience increases in earnings. ihe explanation for
the differential effect of training on the productivity of whites
and blacks (if in fact one exists) is unknown. The most reliable
investigations of the issue found that discrimination rather than
motivation or inherent personal differences accounts for the
inequality in earnings and employment. .

NYC Out-of-School.—There was no evidence that training had a
differential impact by race; whites and nonwhites benefited
equally from the program.

WIN.—Placement rates for blacks and whites were identical at
21 percent, but other ethnic groups (American Indians, Mexican
Americans, Puerto Ricans, and Orientals) had only a 15
percent rate. There were no significant differences in the
dropout rates of women by ethnic origin, but nonwhite males
had a dropout rate of 28 percent as compared to 19 percent
for white males.

4. Age

MDTA.—There was no consistent relationship between age and
the impact of training.

WIN.—Youths and older workers had more difficulty getting
placed. Placement rates increased with age up to age 54, and
declined thereafter. Dropout rates were very high for trainees
less than 18 years old (33 percent for males, 27 percent for
females), and declined with age thereafter. The dropout rate
for males 65 and over increased sharply.

6. Indices of Maturity and Family Responsibilities

MDTA.—The two studies which investigated the issue found no
consistent relationship between the effectiveness of training
and marital status, status as a household head, or number of
dependents.

WIN.—Placement rates were lower and the dropout rates higher
for those participants who were not household heads, had never
been married, or had few dependents.

6. Previous Labor Market Experience

MDTA.—Persons with a history of extensive unemployment
prior to enrolling in MDTA had larger increases in earnings
due to training than those who had been employed or those
who had been unemployed for shorter periods. One study
(Olympus Research Corp., 1971) found tkat those trainees
with the lowest earnings and wage rates prior to training
experienced the largest Increases in earnings and wage rates.?

¢ This study did not use a control group.
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WIN.—Placement rates increased and dropout rates decreased
with years of previous work experience.

Thus, the pattern of WIN placement and dropout rates is generally
consistent with one’s intuition: participants with characteristics which
indicate a lack of family responsibilities or of maturity or which put
them at a disadvantage i the labor market had greater difficulty locat-
ing employment and generally higher dropout rates. But the tp&ttern
of differential training impacts for MDTA and NYC out-o -schpol
participants is quite surprising. Persons with less education and those
with recent lengthy spells of unemployment benefited more than those
without these liabilities. Training has been successful among all age
brackets and for persons with varying degrees of family responsibility;
no consistent differential impact emerged. The results of the limited
research on effects by race were mixed, with persons of all races showing
improvement. Women did not seem to benefit from institutional train-
ing, but some studies found that they benefited more than men from
on-the-job training.

AssessiNg THE. REsuLts

Disadvantaged and low-income persons have responded to training
and have become more self-sustaining. It is important that we retain
our perspective, however. The results which we have been examining
pertain to training programs during the last decade. Although the
absolute number of tramees during that period was quite large, it is
likely to be miniscule in comparison with the number for whom train-
ing would be specified if manpower programs were adopted as a main-
stay of income maintenance policy. No one knows whether a massive
“tramning effort for the low-income and welfare population will generate
a similar outcome.

Increased enrollments will make it difficult to duplicate the quality
of past training programs. Instructors are a scarce resource, and
attempts to hire more of them may increase the per capita cost of
training. Selecting the positions for which participants should be
trained is already an uncertain task, and the risk is multiplied as the
program grows. Judgment errors will occur, creating excess supplies of
some occupational skills.

Thus far, trainees have comprised a negligible proportion of the
labor force, and the additional competitive pressure which they have
exerted on wage rates has probably been small. A much more ambitious
program of training for the low-income population would encounter
increasing difficulties in getting graduates absorbed into the private
sector. The most sanguine economic model (one which assumes flexible
wage rates) predicts that employment is available for the trainees but
at somewhat lower wage rates. }i‘his, of course, would reduce the rate
of return from training. In a world encumbered with institutional
restrictions, noncompetitive firms, and powerful unions, placement in
the private sector becomes more deubtful and a supporting program
of public employment may prove necessary.

Almost all trainees in the past have been volunteers. If compulsory
training were instituted for particular categories of welfare recipients,
changes in the motivation, if not the qualifications, of the “partici-
pant” population could be anticipated. Even if future trainees were
as capable as those in the past, resistance to mandatory training could
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produce results altogether different from those which have been wit-
nessed previously. In addition, if women responsible for young chil-
dren are included in the mandated population, the problem of insufhi-
cient child care arrangements will have to be confronted, for these
women to be able to remain active in the labor force.

Fear of inflationary pressures has resulted in reluctance by the
administration to pursue a policy of full employment demand. In the
long run, training programs should reduce some of the skill shortages
which help fan inflation, but it would be naive to expect them to
eliminate the problem. Given the sensitivity of the success of man-
power programs to the level of economic activity, continuation of the
current macroeconomic policies will make it impossible to realize the
estimated benefits of training. If unemployment is not reduced below
the 5 percent level, much of the $1.6 billion planned for manpower
programs in fiscal 1973 could be better spent on job creation.

We have couched our discussion in terms of increases in earnings
due to training and the rates of return on investment. These are im-
portant messures of program success and economic efficiency, but their
significance can be overemphasized. Although some of the research
results suggest that the gains in earnings have been large relative to
costs, they have not been large by conventional, social standards. It
is sobering to note that even those studies with the most optimistic
results estimate average posttraining annual earnings levels well below
the poverty line. In a study of MDTA trainees in North Carolina
(Sewell, 1971), the average posttraining annual earnings for the
trainees was $2,406, a gain of $433 over the nortrainees, but still $471
below the poverty line for this group. In terms of the absolute and
percentage gain in annual earnings as well as the rate of return on
investment, female on-the-job trainees were the most successful of the
North Carolina participants. Yet their posttraining annual earnings
averaged only $1,857. In a more recent sample (Olympus Research
Corp., 1971), MDTA trainees did somewhat better, averaging $3,100
in posttraining annual earnings. But this was still over $800 below the
relevant poverty line. 1f child care and work expenses have to be
financed from these earnings, there is not much left for the amenities
of life. Training does reduce the poverty gap, but continued income
supplementation is likely to be necessary for the graduates.

IMPROVING THE EvALUATION PROCESS

The robust expenditures for research and evaluation of training
programs ($179.4 million from fiscal 1962 through 1972)7 are a dis-
turbing contrast to the anemic set of conclusive and reliable findings.
Although some of the data may be necessary management informa-
tion, much of what is collected as a matter of course by program ad-
ministrators cannot be used to estimate the impact of training and
determine the effectiveness of the program.

Among the most glaring deficiencies are inappropriate control
groups and short observation periods. An appropriate control group
15 essential if the impact of training is to be isolated and distinguished
from the influence of other factors. Frequently, studies are undertaken
without any control group. When a control group is included in the

T Federal funds spent for the evaluation, research, and development of training programs

by the Department of Labor, the Department of Health, Education, and Welfare, the GAO,
and the Office of Economic Opportunity.
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design, it is almost never established at the time that enrollees enter
the training program. Evaluators are called in after training hes
occurred, and are confronted with the almost impossible task of con-
structing a control group with the pretraining characteristics and
experience of the trainees.

Observation periods rarely last more than a year and usually less.
This is too short to determine how long benefits last or whether they
are stable, increase, or decrease. Evaluators are forced to base their
estimates of program effectiveness on uneasy assumptions about the
duration of earnings gains. Tracking trainees and a control group
over an extended period of time is an expensive proposition, but it is
probably no more expensive and certainly more useful than much of the
data collection and evaluation which has been conducted in the past.

Because the structure of programs and the characteristics of their
clientele change over time, a single evaluation, even one with an
optimal design, conducted at one point in time does not provide reliable
information about program effectiveness. A standardized, ongoing
evaluation procedure should be established.

Finally, enabling legislation usually assigns the task of evaluation to
the program administrators. Sepsaration of powers is a well-accepted
and venerable principle, and its application is as appropriate here as
elsewhere. Administrators are understandably anxious to depict their
programs as successful, and evaluations conducted by them (no matter
how conscientious they may be) cannot escape being suspected of bias,
An independent agency, accountable to Congress, should be responsible
for evaluation.



INTRODUCTION

Manpower training programs are being used, and expanded pro-
grams are being proposed as a technique for increasing the earnings
of the poor. Both the administretion’s proposal for welfare reform
(the Family Assistance Plan) and the Senate Fimance Committee’s
counter-proposal (the Guaranteed Job Opportunity for Families)
include provisions for training. The Social Security Act has been
recently amended to require all welfare recipients (with certain
specified exceptions) to register with the Labor Department for work
or training.

We now have had a decade of experience with manpower programs,
and a voluminous evaluation literature has emerged from the attempt
to determine their impact. Although in the past trainees were drawn
only in part from the poverty population, it seems appropriate to
examine the accumulated evidence from these programs before un-
reslistic expectations are generated regarding their powers to meta-
morphosize the poor. Thus, a review has been made of the experience
of a number of training programs, serving a variety of clientele with
a wide range of techniques, in order to offer a considered judgment as
to the likely success of & massive training effort.

This study is not a comprehensive review of the evaluation litera-
ture.! Because the Subcommittee staff’s research is focused on solutions
to the poverty problem, some of the better and more recent studies
have been examined for particular insights into the impact of training
on low-income and disadvantaged persons.? o

Manpower programs may have been oversold in the past, fostering
the illusion that they would (1) eliminate unemployment which was
unresponsive to economic growth, (2) mitigate the severity of the in-
flation-unemployment trade-off by increasing the productivity and
the occupational and geographic mobility of the low-income popula-
tion, and (3) reduce the duration of unemployment experienced by
those displaced by automation. To these objectives recently has been
added responsibility for stemming the growing tide of wellare recipi-
ents by making the poor self-sufficient; and in the process so improving
the character of the trainees that the incidence of a variety of anti-
social activities (urban crime, paréntal desertion, dropping out of
school, drug addiction, and urban blight in general) will be perceptibly
diminished.

To note that these problems are still with us is to say nothing sig-
nificant about the degree of success of the training programs. The
evaluation of these programs is an extremely complex task, the evi-
dence is not all in, and the blizzard of statistical information has to be
considered with circumspection.

1 For a comprehensive bibliography see Ernst W. stromsdorfer, Review and Synthesis
of Cost-Effectiveness Studies of Vocational and Technical Education, The Center for Voca-
tional and Technical Education, Ohio State University, Columbus, Ohio, January 6, 1972,
ppi lT’{x'L_ﬁili?éial definition of a disadvantaged person is “a poor person who does not have
suitable employment and who is eithrer (1) a school dropout, (2) a member of a minority,
(3) under 22 years of age, (4) 45 years of age or over, or (5) handicapped.” Manpower
Report of the President, March 1970, p. 60. In addition to these characteristics, we will

be concerned with ani7 trait which is likely to reduce one’s marketability or meet with
discrimination in the labor market, e.g., being female or having an arrest record.

(16)
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Literature on five programs was examined: Manpower Develop-
ment and Training Act (MDTA), Neighborhood Youth Corps (NYC),
Job Corps, Job Opportunities in the Business Sector (JOBS), and the
Work Incentive Program (WIN).® MDTA and NYC are the largest
of the manpower training programs, and have been in operation the
longest. MDTA offers a wide range of institutional and on-the-job
instruction; it serves disadvantaged persons, although not exclusively.
WIN treats only welfare recipients. NYC, JOBS, and Job Corps deal
exclusively with disadvantaged persons, though each has its own
structure and training methodology. JOBS is a private venture which
is federally funded. The majority of Job Corps centers train youths
at sites away from their home environment. NYC provides work
experience, earnings, and training to high school students and drop-
outs, and encourages them to continue their education.

Information on the number of training program participants be-
tween 1963 and 1971, the Federal funds obligated to train them, the
MDTA completion and posttraining employment record, and some
selected characteristics of trainees appears in table 1. It is clear that
(1) substantial public resources ($6.8 billion) have been devoted to
exposing a sizable number of people (6.1 million) to training services
during the period, (2) the percentage of MDTA graduates who were
employed 6 months after completing their tralning has been on
average somewhat higher for on-the-job than for institutional training
(86 and 74 percent respectively, the percentages remaining fairly
constant over time), and (3). since an increasing proportion of the
clientele have displayed characteristics which are likely to place them
at a ﬁii(siadvantage in the labor market, the target population is being
reached.

3 See Supplementary Material for a deseription of the operation of these programs and
the characteristics of the trainees served by them.



TABLE 1.—TRAINING PROGRAM OPERATING STATISTICS, TRAINEE CHARACTERISTICS, COMPLETIONS, AND POSTTRAINING EMPLOYMENT, FISCAL YEARS 1963-70

[Thousands]
1st-time enroliments Total 1971 1970 1969 1968 1967 1966 1965 1964 1963
Total (thousands).........__._...... 6,143.9 1,412.5 1,051.4 1,000.7
Manpower Development and Training Act. _.__ 1,706.2 254.8 221.0 220.0
Institutional training._._._._..._. 1,134.0 155.6 130.0 135.0
On-the-job fraining __.__.... 572.2 99,2 91.0 85.0
Neighborhood Youth Corps....... 3,310.8 740.2 482.1 504.1
Inschool______._._____.____ 779.3 120.0 74.4 84.3
Outof school ._______.____... 631.6 53.0 46.2 74.5
Summer......_.oo._..... 1,899.9 567.2 361.5 345.3
Operation Mainstream....._...... 69.3 21.9 12.5 11.3
Public Service Careers__ Ggg 41.3 3.6 gi]!
383.8 93.7 110.1 127.0
J0BS ?Federally financed)._.._. 230.6 92.6 8.8 51.2
Work Incentive Program.____._.. 285.5 112.2 92.7 80.6
Job Corps. oo 92.4 49.8 Q2,0 o e e — e e e m e m e ———mamm—n
FEDERAL OBLIGATIONS
Total (thousands) . _._.__._....._.... $6,772,706  $1,485466  $1,360,183  $1,029,730 $802,173 §$795, 950 $628, 407 $414, 247 $142, 111 $56, 070
Manpower Development and Training Act. 2,363,948 335,752 315,931 272,616 296, 418 298, 247 339,649 286, 505 142, 111 56, 070
Institutional training.___. 1,904,414 263,936 246,083 207,795 218, 251 215,492 281,710 249, 348 135, 525 55,219
On-the-job training 1___ 428,708 60, 285 59, 860 59, 111 74,571 82,659 57,939 37,157 6, 586 851
Part-time and other trai 30, 826 11,531 9,988 5,710 , 596 96
Neighborhood Youth Corp 2,125,514 426,453 308, 050 320,695 281,864 348,833
In school .. NA 58, 052 59, 242 49,048 58,908 67,448
Out of schol NA 115, 195 97,923 122, 246 95, 889 147, 826
Summer. NA 253, 206 150, 885 147,927 126,677 133, 306
Work training in industry. NA oo eieiaeean 1,475 390 253
Operation Mainstream__.___._. 209, 540 71, 550 51,043
Public Service Careers._.._..__ 222,592 1,636 87,067
Special impact. . ........_._..__. 10,138 oo iieiaaoa.n
Concentrated Employment Program. 665, 453 166, 752 187,301
JOBS (federally financed) 592, 870 169, 051 162, 152
Work Incentive Program_. _. 252, 682 64, 085 78,780
Job Corps .o e 329, 969 160, 187 169, 859

81



SELECTED CHARACTERISTICS

MDTA: Number (thousands)............._.. 1,678.7 221.3
Percent:

Female...__..._.. - 38.4 36.5
Age 2] or le 37.7 38.3
Age 45 or more_ 10.2 9.0
High school dropout.__.__. 35.4 35.2
8th grade educationorless..__._______. 16.2 13.3
[ ] - 56.3 59.8
Public assistance recipient. - 9.7 12.9
Nonwhite________ . ___ ... 36.9 40.3
NYC,2 J0BS, Job Corps, WIN: Number (thou-
LE 11 N 307.6
Percent:
Female. e 45.4
Age2lorless_...... 56.0
Aged5ormore ... . ...o.oooo... 3.4
Years of school completed: 8 orless____.... 22.9
Years of school completed: 9 to 11____ 50.2
(1] P, 100.0
Public assistance recipient 53.0
Nonwhite. . e 55.4
MDTA
Total:
Eniollments__________ ... 1,706.2 254.8 221.0 220.0 241.0 265.0 235.8 156.9 77.6 3.1
Completions - 1,123.1 135.9 147.0 160.0 164.2 192.6 155.7 96.3 51.3 20.1
Employed 6 months after completion_...._. 878.5 105.1 115.3 124.0 121.5 153.7 124.0 73.4 394 16.1
Institutional training:
Enrollments 1,134.0 155.6 130.0 135.0 140.0 150.0 177.5 145.3 68.6 32.0
90. 95.0 81.0 109.0 117.7 83.8 46.0 19.2
Employed 6 550.2 65.9 62.0 71.0 64.5 80.0 89.8 66.9 31.8 15.3
On-the-job training:
Enroliments.._. 572.2 99.2 91.0 85.0 101.0 115.0 58.3 11.6 9.0 2.1
Completions_ _ 381 45.6 62.0 65.0 73.2 83.6 38.0 1.5 5.3 .9
Employed 68 months afte 328.3 39.2 53.3 53.0 63.0 73.7 34.2 6.5 4.6 .8

t Includes the JOBS—Optional Program (JOP) which began in fiscal 1971 and the MDTA on-the-job Note.—NYC data are for out-of-school only. NYC is reported here on a September to August basis;
training (0JT) program which ended in fiscal 1970 except for nationaf contracts. all other program data are for the fiscal year. This nonuniformity was ignored in the aggregation, and
2 NYC out-of-school. the period September to August was defined as the fiscal year for the NYC data.

Source: Manpower Report of the President, April 1971.
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These figures are fairly unrevealing as a source for assessing the
effectiveness of the training programs. %’Ve would like to know what the
rate of return on the Government's investment was, whether the
trainees experienced an increase in income, how much of any increase
was attributable to the instruction which they received, and whether
their posttraining work experience was lengthy and stable or merely a
flirtation with employment.

The beginnings of answers to questions like these can be found in
the technical studies which we have examined. In order to provide a
common basis for discussion we begin with a methodological section,
reviewing the criteria used for evaluation, the information required to
isolate the impact of training, the difficulties involved in identifying
and estimating costs and benefits, and the problems associated with
making inferences from the results of these studies to the low-income
population which is the likely target of an expanded training effort.

A FraMEwork For EvaruatiNng TRAINING PrRoGRAMS FOR THE Poor

Program Goals

One of the difficulties associated with evaluating training programs
for the poor is the lack of uniform agreement (among policymakers and
researchers alike) on the specific objectives of the programs. One of
the goals is ethical: to improve the distribution of income in society.
Most of those eligible for training are considered to be at a relative
disadvantage in.tﬁe labor market, and the training programs attempt
to correct this inequity by improving the trainees’ earning capacity.

However, there are alternative means of correcting a maldistribu-
tion of income; namely direct transfer payments. This society has a
deep-seated commitment to the work ethic, and other things being
equal, it is considered preferable to equip the poor with the skills
to provide for more of their own economic needs. Other things are
not equal, however. Resources are scarce, government budgets are
tight, and there are limits to what we are willing to spend implement-
ing the principle of self-support. The conflict is clear: we would
like to reduce the incidence of poverty, and we would like to do it by
involving the poor in the mainstream of economic activity. But we
are also concerned about efficiency, and the cost of training is a very
relevant consideration.

The conflict may be clear, but the limits of our preference for
self-support are not. Some training programs are expensive relative to
the benefits, but it is uncertain how much more society is willing to
pay to achieve a given income increase for the poor through training
rather than through some alternative means. Therein lies the problem
in evaluating training programs as an antipoverty device.

Although there is no agreement on the extent to which training
should be subsidized, there are some generally agreed upon approache;
to evaluating programs on the basis of their economic efficiency. A
program is economically efficient if the benefits it generates exceed
the costs. Training programs are an investment in the formation of
human capital. Society has released some of its scarce resources (plant
and equipment, instructors, workers to be upgraded) from their task
of producing current output, and has devoted them to training
workers. The allocation of these resources is efficient if in the future
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the human capital can produce output whose value (discounted * at
some appropriate interest rate) is sufficient to cover the cost of the
investment (the lost current goods and services).® This is the general
principle applied throughout our examination of training prograrns.

It 1s essential to remember, however, that even if the benefits of
a program are so small relative to the costs that the criterion of eco-
nomic efficiency is not satisfied, the program cannot be dismissed as a
possible approach to the poverty problem for three reasons: (1) Direct
transfer payments are not administered without cost, and the benefits
and the costs of such programs would have to be examined in order to
make a comparison ; (2) society’s predisposition to increase the incomes
of the poor through their own work efforts might be sufficient to
warrant the extra costs involved in training; and (3) it is likely that
there are important, indirect benefits from training (e.g., intergenera-
tional effects and reduced crime) which cannot be measured.®

The Evaluation Process

Any benefit-cost analysis has four phases: specifying program
objectives, defining appropriate concepts of benefits and costs,
choosing criteria to evaluate the investment program on the basis of
these concepts, and measuring the benefits and costs. The theoretical
criteria for evaluating investments are well developed, and will be
discussed briefly. Although enumerating the benefits and costs is
basically an accounting procedure, some understanding of econormics
and the workings of an economy is required to avoid improper inclu-
sions or omissions. After all, we are attempting to isolate and assess
the impact of manpower programs not in a sterile, controlled labora-
tory environment, but in the changing and unconfined setting of the
entire economy. This greatly increases the number of variables end
their interactions. The relevant outputs and expenditures are altered
by the perspective from which one examines training programs, that
o{ society as a whole, that of the taxpayers who finance the project,
or that of the recipients of training. This topic will be treated in
some detail. Of the three phases, the estimation process is subject to
the most uncertainty, and the dimensions of the problem are increased
by the difficulty of approximating a controlled, experimental setting.

Investment Criteria

There are three well-established criteria which are used to evaluate
investment projects: the benefit-cost ratio, the net present value, and
the internal rate of return. The benefit-cost ratio results from dividing
the discounted future benefits by the discounted |costs.” A project

¢ Discounting is the opposite of compounding. It is a procedure for determining the

resent worth of output which will not be available until some future time. Society prefers
gl worth of goods and services now to those same commodities a year from now. I we

evote $1 worth of resources now to manpower training, we will have to get output
valued at more than $1 in the future, to consider this a worthwhile investment. The
interest rate is normally used as a measure of the minimum amount that an efficient
investment will have to return in the future. For example, a person with $1 in a saving
account that pays 5 gercent will have to be offered more than $1.05 next year If he is to
be induced to Invest his funds. (This is compounding.) By the same token, if the interest
rate is 5 percent, $1.05 a year from now has a present or discounted value of $1.

5 A benefit-cost ratio greater than one implies that the resources have been used {a an
economically efficlent, but not necessarily optimal, manner. We have taken resources which
were belng used to produce output worth, say, $1, and have allocated them to a preferable
use, as evidenced by the fact that we obtalned output valued at more than $1. This {s not
necessarily the opt allocation of these resources, however, for there may have existed
a use which would have produced even more highly valued future output.

8 For an articulate discussion of the problem of conflicting soctal goals and the evalua-
tlon of tralning programs see David O. Sewell, Training the Poor, a Benefit-Cost Analysis
of Manpower Programs in the U.S. Antipoverty Program, Industrial Relations Center,
Queen’s University, Kingston, Ontario, 1971, pp. 51-52.

7 See footnote 4 for an explanation of discounting.



22

is economically efficient if this ratio exeeeds one. The net present
value is simply the discounted or present value of the benefits less the
discounted costs; if this difference is positive, resources are efficiently
allocated. Finally, the internal rate of return is that interest rate which
equalizes the present value of the benefits and costs. If the project
yields an internal rate of return higher than the interest rate which
the investor could have received for lending his funds, the rate of
return is acceptable. These criteria serve essentially the same purpose,
and all three are used by the authors of the studies under discussion.®
In cases where budget limitations preclude undertaking all efficient
projects, they should be ranked and chosen from according to their
expected net present values. (An example illustrating the use of these
investment criteria appears in Supplemeuntary Materials, Section I1.)

Since the interest rate enters explicitly in the determination of
present values and is implicitly the standard of comparison for the
Internal rate of return, use of these criteria requires specifying a value
for the rate of interest. As with benefits and costs, the conceptually
proper interest rate depends upon the viewpoint from which the proj-
ect is being evaluated (that of the taxpayer, society, or the trainee).
However, regardless of the perspective, there is no general agreement
on the correct value for the interest rate, and hence some latitude is
allowed the evaluator. Authors normally choose a range of values
(usually between 5 and 15 percent). The Office of Management and
Budget uses a 10-persent rate on all government projects.

It is not possible to use benefit-cost analysis to determine the
degree of success of a project when some of the goals established for
the project are noneconomic, i.e., results that cannot be assigned
monetary values. One such goal has already been discussed: income
redistribution. Another example occurs in the case of the NYC:
increasing the ‘probability that a trainee will complete his or her
education. If a project is economically efficient and there is evidence
that the noneconomic goals are also being fulfilled, there is a strong
presumption that the project should be continued. A problem arises
only when some of the objectives are not being met and policymakers
have not supplied a set of relative weights for the multiple goals.® In
such cases the various outcomes can be discussed, but the project
cannot be fully evaluated.

Defination of Benefits and Costs

A definition of benefits and costs should account for all the resources
used by a project and all of the changes which occur as a result of it.
There 1s considerable variation in the list of items identified as benefits
and costs by authors of manpower evaluations. Such diverse things
as increases in the earnings of the trainees, secondary increases in
employment due to multiplier effects, and increased tax revenues ac-
cruing to the Government are counted as benefits, and the definition of
costs ranges from the forgone earnings of enrollees in training pro-
grams to the Government funds expended to finance programs. The

8 Considerable controversy exists over which of these criteria is the correct one. Depend-
ing upon the circumstances assoclated with a particular investment project, there are
grounds for distinguishing between them. For a thorough summary of the problem and
the conditions under which each is preferable see Teh-wel Hu, Maw Lin Lee, and Ernst
W. Stromsdorfer, A Cost-Effectiveness Study of Vocational Education, Institute for
Research on Human Resources, the Pennsylvania State University, University Park,
Pa., March 1968 49-59

pp. .
¢ Assigning reia.tqve welghts is essentlally the same thing as giving monetary values to
the noneconomic outcomes.
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disparity is such that the same item may be counted as a benefit in
one evaluation and a cost in another.!?

For the most part these are legitimate differences, explainable by the
dissimilar objectives of the evaluators. If the impact of the program
on society as a whole is being estimated, a very different set of relevant
benefits and costs emerges than if only the cost to and effects on the
trainees or the taxpayers are considered. For instance, increases in
posttraining tax collections and in the Government’s share of training
expenses are relevant for evaluation from the point of view of the tax-
payer. From the point of view of the trainee the benefit is the increase
in his disposable income and the principal cost is his foregone earnings
during the program. Definitions and measures of the relevant benefits
and costs from each of the three perspectives are discussed below.

A somewhat more subtle problem, which has not been well recognized
and has caused considerable confusion, is whether benefits should be
defined .as the impact of training on the actual output of goods and
services or on the capacity to produce output, i.e., the potential -
crease in output at full employment."! This philosophic difference is
not minor, and has serious implications regarding what should be
counted as a benefit or a cost of training.

_ If the increase in output or in net national product (NNP) is the

definition adopted, then such things as multiplier effects must be
counted as benefits of the training program. (Multiplier effects are
increases in employment and output which occur as a result of the
initial government expenditures on training programs, as well as
increases which occur because the successful trainees have higher
earnings, and will want to consume more, and additional persons
will have to be employed to produce these newly demanded goods.)
If a graduate of a training program appears so attractive to industry
that he is hired to replace an existing employee, then the displaced
worker’s lost income will have to be subtracted from the benefits.
Similarly, if a trainee vacates a job when he enters the training pro-
gram, and the vacancy is then filled by some formerly unemployed
worker (the so-called vacuum effect), then the foregone earnings of
the trainee cannot be counted as a cost from society’s point of view,
because there has been no opportunity cost (reduction in production)
as a result of training him. In general then, if one wants to measure
the actual output increases and the actual costs associated with the
initiation of a training program, one must count the entire expansion
in output as a benefit and the entire contraction as the cost.”

This may be a proper question of concern to government officials,
and one that shall be discussed, but it hardly seems like an appropriate
method of assessing the efficacy of training prcgrams. There is nothing
remarkable about a multiplier effect. Any exogenous expenditure can
generate a real increase in output, given the existence of excess
capacity and unemployment in society. Long term unemployment
experienced by workers displaced by trainees is not the fault of a
training program, but rather of inappropriate macroeconomic stabili-
zation policy. Similarly, it hardly seems reasonable to blame a training

10 For example, stipends to trainees are a cost from the Government’s point of view, but
they are a benefit from the trainees’ viewpolnt,

1 Einar Hardin, “Benefit-Cost Analysis of Occupational Training Programs: A Com-
%arison of Recent Studies,” Cost-Benefit Analysis of Manpower Policies, Proceedings of a

orth American Conference, May 14-15, 1969, G. G. Somers and W. D. Wood (ed.), Indus-
trial Relations Center, Queen’s University, Kingston, Ontario, 1969, p. 101.

12 Tbid.
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program, when trainees who have had their marketable skills in-
creased cannot find jobs because cyclical unemployment is so high.
It is not the province of training programs to generate sufficient
aggregate demand to maintain & full employment economy. That is
the responsibility of monetary and fiscal policy, and training pro-
grams should netther be given credit for contributing to the creation
of adequate aggregate demand, nor be condemned because it has not
been achieved.” The optimum context for evaluating training pro-
grams would seemi to be the impact on the capacity of society to
produce additional output.!

Social benefits—From the point of view of the entire economy the
benefits from training are-defined as the change in full employment net
national product plus any externalities.!* The principal externalities
are possible reductions in crime, and intergenerational effects, e.g. the
children of successful trainees will be more productive in the future or
engage in less antisocial behavior because their family income has
been increased, they grow up in a healthier environment, they receive
more education and health services, etc. Only very crude attempts
have been made to estimate values for these externalities, and the
researchers generally conclude that the benefits are small enough to be
“safely”’ ignored.'® Given the preliminary nature of the research on
calculating externalities, they necessarily are ignored by all evaluations
of manpower programs. It would be premature to conclude that such
omissions are Inconsequential; no one knows what their magnitude is.

There are three statistics which are used to measure the social
benefits from training: changes in earnings, wage rates, and employ-
ment. While no one of these alone is a comprehensive measure of
benefits, all three provide useful insights about the effect of training.
Both wage and earnings changes understate the worker’s increased
productivity, because neither includes fringe benefits or employer
contributions to Social Security.'” Since it is difficult to obtain data on
fringe benefits, most authors settle for wage and earnings changes.
However, ignoring employer Social Security taxes may not be
inconsequential.

Some authorities contend that an increase in earnings only indicates
a productivity increase, if it is largely accounted for by an increase in

12 One of the functions of manpower progmms is to attack structural unemployment
problems, and therebfy ease the severity of -the inflation-unemployment trade-off. This
simplifiee the task of maintalning full employment, but it is quite distinct from the
responsibility for inducing adequate demand.

U Structuring the evaluation process in this manner creates a problem which 1s difficult
to resolve. If the evaluation is conducted in a non-fulh—emlployment setting, observed prices
for resources and outputs may differ from their full employment, equillbrium yalues. This
could create unidentifiable biases in the estimates. If one believes that wages and prices are
downwardly inflexible, then the problem is mitigated for situations of unemployment. No
ready solution presents itself for inflationary situations, however. .

15 An_external economy occurs if person A is better off as the result of an action by
person }é, the two having not engaged in a transaction, A diseconomy occurs if person A is
worse off.

1 Ribich examines the influence that additional years of education for parents have
on their children’s education, and then .infers an income relationship based on other
studies. He concludes that the benefits are small. Thomas I, Ribich, Bducation and Poverty,
the Brookings Institution, Washington, D.C., 1969, pp. 101<107. Belton Fleisher, “The
Effect of Income on Delinquency,” American Beonomio Review, March 1966, pp. 118-137,
examines the effect of increases in income on delinquency rates in low-income areas. Esti-
mating cost savings on the basis of Fleisher's results, Ribich finds that a community saves
only $1,300 in police expenditures if income increases f)y $300,000.

1t Hardin, op. cit., p. 101,
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wages, rather than an increase in the duration of employment.’* Tt
is argued that a wage increase is a more significant gage because it
indicates that the employer thought that the worker had become more
valuable. On the other hand, increases in earnings due solely to in-
creases in employment at the same wage rate are often only a re-
flection of aggressive efforts on the part of placement officers or
screening of job applicants by employers on the basis of a false criterion
(Employers often use a-credential such as a school diploma or a
certificate of completion of a training program to choose between job
applicants. These credentials are not always good measures of pro-
ductivity differences.) Both placement efforts and selection on the
basis of credentials make it easier for a trainee than his nontrained
counterpart to find employment, even though there are no productivity
differences between them,

Indeed, there is some circumstantial evidence to support the
“sheepskin’ and “‘placement” hypotheses. A number of studies have
observed that earnings and employment differences between trainees
and their control group (nontrainee counterparts) begin to disappear
with time.!® Such a reduction in benefits over time is what one would
expect to observe if the earnings and employment differences were
attributable to.placement efforts and the “effect of certification,
rather than to actual differences in productivity. Additional supportive
evidence can be found in the data on earnings differences for persons
with different levels of formal education. The earnings advantages for
persons with more years of schooling remains throughout their life-
time. This implies that if training improved real earning capacity,
as schooling does, then the gains would have endured.

Certainly these are plausible explanations for the observed dissipa-
tion of training benefits over time, but there are a number of alterna-
tive explanations which are consistent with real, initial differences in
productivity. The trainees could have been given occupationally
specific instruction, the benefits of which were ultimately wiped out
by technological or other economic change, or with the passage of
time the nontrainees could simply have received more on-the-job
training from employers.?’ Until the placement and sheepskin hy-
potheses are tested more thoroughly, it seems prudent to examine
all three statistics: wage rate, earnings, and: employment changes.
If these hypotheses are corroborated, however, training programs
would prove to be an expensive method of providing placement serv-
ices and sheepskins.

18 Sewell, op. cit., p. 45 James N, Morgan and Martin David, “Education and Income,”
Quarterly Journal of Economics, August 1963, are even more rigid about the measurement
of productivity gatns, suggesting that the change in annualized wages is the appropriate
statistic, i.e., the change in wages per hour multiplied by 2,000 hours. The implication is
that anyone who works less than full time 1s involuntarily unemployed. Again, inadequate
fiscal and monetary policies are responsible for this, and the estimate of the gains from
training will be biased downward unless the suggested correction is made. Not all unem-
ployment is involuntary, however, and since the value of lelsure 1s not Included in NNP,
use of this measure may overestimate the change in full employment output.

91In a followup study in West Virginia 4 years after completion of training, Somers
and McKechnie und an improvement in the employment of nontrainees relative to
trainees, Gerald Somers and Graeme McKechnie, “Vocational Retraining Programs for the
Unemployed,” Proceedings of the 20th Annual Winter Meeting, Industrial Relations Re-
search Assoclation, Gerald Somers (ed.), 1967, p. 34. Two other studies using the same
West Vir%lnia sample found employment and earnings differentials were significantly
narrowed in the second year after training. Harold Gibbard and Gerald Somers, “Govern-
ment Retralning of the Unemployed in West Virginia,” and Glen Cain and Ernst Stroms-
dorfer, “Retraining in West Virginia: An Economic Evaluation,” Retraining the Unem-
ployed, Gerald Somers (ed.), University of Wisconsin Press, Madison, 1968, pp. 88 and
322, respectively. Caln and Stromsdorfer make speclal mention of the extensive placement
and job creation efforts of the program managers.

® The probability is small, but the control group could also have had an initial, sys-
tematic preference for lefsure.
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It is important to note that whether or not the benefits decline with
time, increases in employment unaccompanied by wage increases may
still be an indication of improved productivity. If exposure to a man-
power program has converted the trainee into a more reliable worker
with a reduced incidence of absenteeism, this is surely an increase in
human capital.

Social costs.—The best definition of the economic cost of a program
is “the value of the output which could have been produced with the
resources actually employed in training.” *! Thus, the wages of training
and administrative personnel, the depreciation of capital equipment,
and the value of the output which trainees could have been producing
are all relevant social costs.?

Certain cost items are always awkward to treat: allocating joint
costs, estimating the depreciation on capital equipment, and valuing
payments in kind. (States are often permitted to pay in kind for their
share of training program costs.) Solution to these problems usually
involves some arbitrary decision. There are numerous, extended dis-
cussions of these issues elsewhere.®

Because of the heterogeneous clientele, training costs for individuals
in the same program may differ widely. Few evaluations attempt to
relate cost digerentials to the socio-demographic characteristics of the
trainees. Although this does not affect the estimates of the rate of
return for an entire program, it is clearly a potentially serious source
of error in estimates of rates of return by socio-demographic categories.

Private benefits and costs.—Benefits are usually measured by any
increases in disposable income which the trainee receives during his
lifetime and which result from exposure to training. Costs are measured
by any disposable earnings forgone during the training. Again, these
statistics have the weakness of omitting fringe benefits. However, a
change in transfer payments represents real change in an individual’s
disposable income, and hence is counted.

azpayer or government benefits and costs.—Increases in taxes (all
taxes—income, sales, property, Social Security) paid by the trainee
plus any reduction in transfer payments (such as unemployment com-
pensation and welfare) for which the trainee would have been eligible
constitute the benefits to the government. Training expenses (any
direct financial expenditures associated with the program, including
training allowances to enrollees) and reductions in taxes paid by the
trainee during the program comprise the costs.?

An illustrative example which calculates benefits and cost from the
three points of view appears in Supplementary Materials, Section II.

Isolating the Impact of Training

The question “What is the impact of training?”’ is unanswerable.
The efficacy of training varies with the characteristics of the individual
trainee and the economic conditions confronting him when he leaves
the program and enters the labor force. The relevant question is

A Binar Hardin and Michael Bovus, The Economic Benefits and Costs of Reiraining,
D. C. Heath & Co., Massachusetts, 1971, E 15.

2 One thorny conceptual {ssue is whether transfer dpayments, such as support payments to
trainees while they are enrolled in training, should be counted as & program cost. From
soclety’s point of view they should not be, because consumption benefits foregone by the
individuals who finance these payments are gained by the trainees: Glen Cain and Robin-
son Hollister, “Evaluating Manpower Programs for the Disadvantaged,” in G. G. Somers
and W.D. Wood (ed.), op. cit. p. 138.

= See Stromsdorfer op. cit., pp. 50-61 for a brief discussion.

% Hardin, op. cit., p. 103.
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“What is the impact of training on whom, where, and under what
circumstances?”

The local unemployment rate is perhaps the most obvious of the
variables which could influence the participants’ economic situation,
and its effect must be distinguished from that of training. Discrimina-
tion in the labor market on the basis of race, age, and sex has been well
documented. Since the intensity of such discrimination is likely to vary
with geographic location, it may be desirable to control for region
(North, South, etc., as well as urban and rural). Level of education and
prior labor force experience are important determinants of earning
capacity. Marital status and number of dependents are indications of
obligations and responsibilities, and can often serve as a proxy for the
motivation of the participants. In general, in order to isolate and
measure those changes in the enrollees’ economic situation attributable
to training alone, the study design must control for those demographic
characteristics and external influences which have an impact on labor
force experience. Sampling is expensive, however, and analysis of some
interesting socio-demographic groups is often thwarted by the limited
number of observed cases.

Control group.—A crucial element in the design of any study is the
control group: optimally, a group identical to the enrollees in every
characteristic except exposure to training. The control group is a
reference point, and the difference between its situation and that of
the trainees in the posttraining period is used to measure the effect
of training. Proper statistical procedure dictates that both the control
group and the trainees be randomly selected from the population of
1nterest.

Very few evaluations can comply with this requirement. Evalua-
tions usually are made on a post facto basis, and reconstruction of a
satisfactory control group is often impossible. Because control groups
were inappropriate some evaluations of pre-1966 MDTA prograras
are suspected of overestimating the effectiveness of training. Prior to
this date program administrators engaged in creaming—using intelli-
gence and aptitude tests to select the most capable and easily marketa-
ble applicants.”® Thus, a control group drawn from the remaining
applicants was likely to be composed of less able people.

An unknown bias may be introduced if the control is drawn from
nonapplicants. Eligibles who do not apply for training may be less
intelligent or less motivated. On the other hand, they may be more
self-reliant and independent, and feel that they  do not need the
assistance of a manpower program to extricate themselves from their
current situation. Clearly, picking a control group is hazardous and
should be undertaken with considerable care, since the results.of a
study are quire sensitive to its composition.

All too frequently, evaluations have used the enrollees themselves
as the control group, using the change in the trainees’ economic situa-
tion as the measure of benefits.® Such before-after comparisons can
describe what happened to the trainees, but they cannot identify the
cause of any changes. In particular, the effect of training cannot be

= Since 1966 this practice has been largely discontinued. At that time Con%{ess amendcled

MDTA, stipulating that 65 percent of enrollees be disadvantaged. *Manpower Report of the
President,” 1969, p. 78.

% For example, Olympus Research Corp., ‘“Total Impact Evaluation of Manpower Pro-
grams in Four Cifies,’ August 1971, one of the most comprehensive of the manpover
evaluations uses before-after comparisons rather than a control group.
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estimated because there are no untrained persons in the sample. Some
enrollees are likely to be experiencing unusual, transitory economic
reverses, reverses from which they would have recovered without
benefit of manpower training. Their pretraining earnings understate
the earnings which they would have received in the absence of train-
ing. If these people are used as their own control group, the influence
of training will be overestimated. The most telling indictment of before-
after comparisons is, that they are unable to determine whether ob-
served changes in the trainees’ economic position are’ due to training or
to some other external change (such as a general increase or decrease
in the demand for labor.)#

Length of observation period.—The expense of engaging in a longi-
tudinal study has severely limited the length of the observation period
for most evaluations. Few studies track the participants for more than
a year, and only one is available with a followup sample 4 years after
the completion of training. The projection of benefits 10 years into
the future is a standard and unnerving practice, and it is the rare
pro%lram whose benefits are so apparent and whose payback pertod
so short that such projections are unnecessary to estimate a positive
rate of return. Since our confidence in the reliability of such projec-
tions has been somewhat shaken by the preliminary evidence that
.training benefits may diminish within a few years, evaluations with
longer observation periods should be funded.

2 See Sewell, op. cit., pp. 23-24, for an extended discussion of these points.



MANPOWER DEVELOPMENT AND TRAINING ACT

MDTA is the manpower program with which we have had the most
experience (1.7 million trainees over the course of a decade). The
characteristics of the enrollees vary widely, and training has been
both institutional and on the job. Itis a potential fount of informatiocn
and has been studied extensively.

MDTA'’s very breadth, however, makes it an unwieldy subject, and
precludes any simple, unqualified determination of its effectiveness.
In the mid-1960’s MDTA’s focus was changed to concentrate on dis-
advantaged. trainees, as opposed to those who were considered easily
employable. Unfortunately, only three of the benefit-cost analyses
were conducted after this change in structure. The most recent of
these (Olympus Research) is weakened by its reliance on before-after
comparisons. (Refer to table 2.) Of the other two, Sewell’s sample is

TABLE 2.—COST-BENEFIT ESTIMATES FROM SELECTED STUDIES OF MDTA

Internat
sotial
rato of

Time return 3
Name of study period t Location Experimental group 2 Control group (percent)
1. Main.eoooemoeaaaae 1965-66 Nationwide_.. MDTA graduates and Unemployed relatives or 13.9
. dropouts. neighbors.
2. Hardin and Borus .. 196265 Michigan..... MDTA enrollees MDTA applicants......... 4.7
3. Muir, et al 1963-65 Nationwid MDTA graduates. ... Before-after comparison
judgment
sample
a. Institutional . oo iiececcccecceccesecccceeraaeen 54.0
b. On-the-job oo . ececcrcrmeciccaccccmccemcaccccecmacen e 55.0
4. Stromsdorfer.____.. 1959-63 West Virginia_ARA ar:jd Sttate program Unemployed workers.__._. 133.0
raduates.
S. Sewell___......... 1965-67 North MS]’A graduates: N i pplicant:
Carolina. disadvantaged rura}
workers.
a. Institutional-_ _ - 6.3
b. On-the-job_. _ 49,0
6. Olympus research.. 1969-70 Boston, Enrollees in MDTA and  Before-after comparisons... "
Denver, other training
San programs.
Francisco
an
Qakiand.
7. Smith. ... 1967-68 Nationwide... MDTA graduates. _....__ Simulation based on
before-after comparisons 12.2

1 The time reriod inctudes the training period and the followup observation period.

2 In general these studies examine groups in addition to those for which rates of return are given. Main, Hardin .and
Borus, Stromsdorfer,-and Smith examine institutional training only.

3 These rates of return are based on an assumed benefit duration of 10 years.

4 Rates of return were not available for this study.

Source: Modified from Ernst Stromsdorfer, Review and Syrnthesis. P- 99. The citations for the evaluations ate: (12 Earl D.
Main, “‘A Nationwide Evaluation of MDTA Institutional Job Training,’ Journal of Human Resources, spring 1968, (2) Einar
Hardin and Michael E. Borus, Economic Benefits and Costs of Retraining, D.C. Heath & Co., 1971. (3) Atlan H. Muir, et al.,
Cost/Effectiveness Analysis of On-the-Job and Institutional Training Courses, Planning Research Corp., 1967. (4) Ernst W.
Stromsdorfer, ‘‘Determinants of Economic Success in Retraining the Unempioyed," Journal of Human Resources, spring
1968. (5) David 0. Sewell, Training the Poor, Industrial Relations Center, Queen's University, 1971. (6) Olympus Resezrch
Corp., Total Impact Evaluation of Manpower Programs in Four. Cities, August 1971, (7) Ralph E. Smith, An Analysis of
he Efficiency and Equity of Manpower Programs, unpublished Ph. D. thesis, Georgetown University, September 1970.

(29)
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relatively small, drawn entirely from a rural setting, and almost
exclusively black, while Smith’s study simulates control group earnings
and employment. One of the most scientifically designed studies
(Stromsdorfer) is so out of date that it treats trainees from MDTA’s
precursor, the Area Redevelopment Act, and the sample is composed
of rural, white Appalachians. Of the nationwide studies, Smith’s is
the most reliable. Main’s control group was developed in a rather
unorthodox fashion, and Muir et al.’s results are suspect because of
the use of unmodified before-after comparisons.

The studies by Stromsdorfer, Hardin and Borus, and Sewell are
technically the most thorough and sophisticated of the evaluations,
but each has important limitations. All are area studies, but given the
diversity of the country, it seems impossible to develop an intensive
evaluation whose results are uniformly applicable throughout the
Nation. Only Hardin and Borus include urban as well as rural partici-
pants. Sewell alone is able to distinguish between the impact of
on-the-job and institutional training, and Sewell’s is the only sample
composed primarily of disadvantaged persons.

It is encouraging that, with the exception of Sewell’s estimate of the
rate of return to institutional training, all of the studies indicate posi-
tive and large social rates of return. (The change in earnings due to
training is used to measure benefits.) It is quite unlikely that such
consistency would have been obtained if MDTA were not achieving
some success. However, it is worth noting that if the benefits are as-
sumed to last only 5 years instead of 10, then the Sewell, Main, Hardin
and Borus, and Smith analyses would generate unacceptably low rates
of return.! In light of some preliminary evidence that earnings differ-
entials may decline within a few years after training, it seems pre-
mature to celebrate MDTA’s achievements.

The rates of return in table 2 are estimates for entire programs, and
as such do not reveal the very different impact that training has on
various socio-economic groups. Since we consider Sewell’s study to be
the best piece of analysis for distinguishing such effects, the discussion
is organized around it, with additional evidence (supporting and
contradictory) drawn from the other evaluations.?

Institutional vs. On-the-Job Training

One of the most important findings in Sewell’s study is that on-the-
job training seems to be a good deal more successful than institutional
training. The results are given in table 3.. The -entries in the table
are estimates of the increase in trainees’ weekly earnings, hours
worked per week, and wage rate relative to nontrainees. These esti-
mates were made after controlling for the influence of other variables

1Theuﬂardln and Borus and Sewell institutional estimates are negative under this
assumption.

2 Sewell’s study 18 exceptional for two reasons. Aside from having a good control group
and including the major demographic variables in the regression equations, training was
conducted in a labor market area which was close to full emploFment. Thue, the influence
of tnadequate demand was probably never present. Secondly his Is the only study which
incorporates directly into the regression a motivation variable, defined as a measure of the
satisfaction which the individual derives from overcominxt: obstacles by his own efforts
(Sewell, p. 118)..Other evaluations caution that some omitted variable may be responsible
for the benefits which have been attributed to training, The most likely' candidate has
always been individual motivation, and by direct inclusion of a measure for this effect
Sewell has overcome a longstanding.concern.

The study’s most™”prominent weaknesses stem from its exclusively rural setting and
almost entirely black sample population. There ig, therefore, no opportunity to estimate
differential “impacts of training by race or in an urban environment. The fact ‘that the
county-of-residence variable showed both statistical and practical significance indicates that
it was an.important proxy for something, perhaps differential employment opportunities or
industrial structures. It is a little disturbing that this variable was not fully exploited.



31

such as age, race, education, and motivation. (See note 2 to table 3
for the list of all the variables included in the analysis.) For example,
after controlling for other variables, it is estimated that training
increased the weekly earnings of female on-the-job trainees by $14.50.

TABLE 3.—EFFECT OF TRAINING ON WEEKLY EARNINGS, EMPLOYMENT, AND WAGES BY SEX AND TYPE OF

TRAINING
Males 1 Females 1
Weekly Weekly

earnings Hours worked Wage rate earnings Hours worked Wage rate
(dollars) per week cents) (dollars) per week cents)
All OJT trainees_._..... 37.4 (3 19.2 14.5 7.7 17.6
Completers... 9.5 [6)] 25,4 17.0 10.7 2.4
Oropouts..___...... ® ® [0 1.4 ® ®

All institutional trainees_ 8.3 ) 22.9 ) () [$)

Completers__..__.._ 8.5 () 25.0 * ) (!

Dropouts.._........ ®) @) ® ® @ --50.

! There were 287 males and 157 females in the sample. .

2 Tha statistics are the partial regression coefficients on the training status variable. The other independent variables
in the equation are education, age, race, physical handicap, labor force experience, county of residence, mobility (number
of States lived in since entering the labor force), and motivation (a test score indicating the individual’s need to achieve).
The coefficisnts are interpreted as the improvement in a trainee's status relative to a nontrainee after controlling for
all the other variables. For example, male QJT trainees earned $7.40 more per week than nontrainees. All coefficients are
statistically significant at the 1 percent level, i.e., there is only 1 chante in a hundred that training has no impact and that
the true coefficient is zero.

3 The estimate was not statistically significant at the 5 percent level. That is, at this level of confidence there is not
sufficient evidence to conclude that training had any effect.

Source: David 0. Sewell, Training the Poor, Industrial Relations Center, Queen's University, 1971,

On-the-job training led to a significant increase in the weekly earn-
ings of both males and females, while only the earnings of male trainees
were influenced by institutional training. Male earnings responded
about equally to both types of training. However, the higher cost of
institutional training (about twice that of on-the-job training) resulted
in on-the-job training being a much better investment for men as well
as women.® Even if one agsumes that the benefits endured for only 5
years, the internal social rates of return® for on-the-job training were
very respectable: 57 percent for the women and 17 percent for the
men. The difference in rates of return by sex is due to the fact that
female nontrainees worked less relative to their trainee counterparts
than male nontrainees relative to theirs. The rate of return on the
institutional training of men was negative if a 5-year benefit life was
assumed, and only 11 percent for a 10-year life. The ineffectiveness
of institutional training for women is discussed later.

Clearly, this conclusion could have major implications for the
structure of manpower programs. Historically more than twice as
many people have been exposed to MDTA institutional courses than
to on-the-Job training. If Sewell’s results are true in general, then this
pattern should be reversed. Unfortunately, sufficient information is
not available.to infer that these findings are generally -true. -Sewell’s
sample is relatively small, almost exclusively black, and entirely.rural.
Projecting the results from this study to an urban training:program

8 On-the-job training 18 not necessarily universally cheaper than institutional training.
The cost estimates by Muir et al. indicate just the reverse,

¢ See page 22 for the definition of the internal rate of return. The term “soclal” rate of
return is used here because it is the social benefits gmeasured by the increase in earnings at

fi‘llw em] égyment which are attributable to training) and social costs which are being
scounted.
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would be & precarious leap into the dark.® Additional evidence is
sparse. There are only two other studies which compare MDTA
on-the-job and institutional training, and even their authors show a
lack of enthusiasm for their conclusions.® MDTA program statistics
on posttraining employment experience tend to support Sewell: 86
percent’ of MDTA on-the-job training graduates were employed 6
months after completing their training as opposed to 74 percent of the
institutional trainees. (See table 1.)

Although the evidence which we have examined supports the
widely held belief that on-the-job training is superior to institutional
training, this evidence is neither extensive nor conclusive. There is
an obvious difference between the two groups of trainees: on-the-job
trainees have already been placed in vacancies and are employed.
Thus some of the observed employment and earnings differences may
be due to placement effects and not to the greater effectiveness of
on-the-job training as a technique. There may be significant personal
differences between on-the-job and institutional trainees. In the
absence of an experimental design in which enrollees are randomly
assigned to the two training methods, a differential impact cannot be
identified. The issue is so important that research to resolve the
problem soon seems imperative.

Additional Evidence on Institutional Training

The other studies in table 2 which employ control groups (Main,
Hardin and Borus, and Stromsdorfer) treat only institutional training,
so they cannot be drawn upon to evaluate the differential effectiveness
of on-the-job and institutional programs. Their estimates of the
impact of institutional training on weekly earnings tend to be some-
what larger than Sewell’s. For all trainees the estimates are: Main,
$7.87 to $9.60; Stromsdorfer, $10; Hardin and Borus, $18.77; Sewell,
$5.90. For males alone Stromsdorfer’s: estimate is $10.26, while
Sewell’s is $8.30. (Women in the West Virginia study received no
earnings benefits from institutional training. See the next section.)

In contrast to Sewell, where all of the earnings changes were
accounted for by wage increases (except for female on-the-job
trainees), Main found no statistically significant wage changes, all
of the benefits being explained by employment increases (11 to 22
percent for those seeking full-time employment). The West Virginia
trainees experienced employment increases in the same range (14 to
18 percent). Hardin and Borus do not present their results in a
comparable manner, but it is likely that employment increases also
account for some portion of the reported earnings ‘benefits since
the Michigan trainees had significant reductions in unemployment
compensation. Like Sewell, Main found no earnings changes for drop-

5 Knowledge of whether training has a differential impact on enrollees in urban and
rural locations would seem quite useful to the Labor Department in allocating program
funds. ‘A priori, the wider market the more diversified industrial structure, and the higher
turnover in an urban area suggests that trainees there might enjoy an advantage. We
were unable to find any treatment of this question in the lfterature. Many studies have
included an urban-rural variable, but none has interacted it with training, An urban-rural
dummy variable functions only to explain traditional differences between the level of wages
and earnings in urban and rural areas, providing no insight into the relative effectiveness
of training in the two regions. It may very well be that there is no differentlal impact
even if rural trainees are confronted with more limited opportunities. Their newly acquired
skills may increase their mobility, and permit them to migrate more easily. Nonetheless, the
question warrants consideration.

8 The results in Fdward C. Prescott, “Analysis of MDTA Institutional and OJT Data
Tapes for 1968,” Wharton EFA, Philadelphia, April 1971, support the superiority of

on-the-job training, but Muir et al. find just the opposite. Both authors caution that their
work is not definitive, and suggest more intensive research.



33

outs, but dropouts in West Virginia had improvements in both earn-
ings and employment relative to nontrainees.

A number of factors may account for the discrepancies in the benefit
estimates. The studies were conducted at different times, in different
locations, with unequal sample sizes. The samples were drawn frorm
populations with markedly different, characteristics, and it is possible
that the interaction of training with these characteristics generated
the observed differences. There is some suspicion thet this 1s not the
case, however, and that omitted variables (creaming in the selection
of applicants, abnormal placement efforts on behalf of the trainees,
and motivation ?) are .at least partly responsible for the benefits
attributed to training in the earlier studies. Follow-up samples of the
West Virginia trainees revealed that earnings differentials between
trainees and nontrainees declined after a few years, suggesting that
placement may account for some of the initial benefits.® Hardin and
Borus also think that creaming and placement efforts may have
influenced their results.® The V‘gest. Virginia participants have been
described as fiercely proud .and independent, indicating that the
results may not be fully replicable elsewhere. We believe that, of the
group, Sewell’s is the most accurate estimate of training benefits for
the disadvantaged, the estimates from the other studies being high.

Institutional Training for Women

The ineffectiveness of institutional training for women found by
the North Carolina study is supported by the results in West Virginia.
Female trainees had no significant earnings benefits relative to non-
trainees, while males displayed earnings and employment increases
sufficient to generate an estimated 61 percent internal social rate of
return.’® In attempting to explain some of the unsuccessful results of
institutional training for women, a number of authors have expressed
a rather jaundiced view of the motivations of women, particular.y
welfare recipients, who enroll in these programs. They suggest that
the women are attracted by a diversion from their daily routine, par-
ticularly if child-care facilities and/or training allowances are provided.
If they benefit from the program, fine; if not, they have incurred little,
if any, opportunity costs.

Opponents of this view contend that the cause lies elsewhere, pri-
marily in the o¢cupations for which enrollees are trained: low-paymg,
unattractive jobs. Often the trainees’ expectations are exaggerated,
and they easily become discouraged when confronted with the realities
of the labor market. If they are not welfare recipients, the incremental
income from such jobs is reduced sharply by work expenses and child-
care costs. If they are already receiving welfare, increased earnings
may be offset by large reductions in welfare benefits. If placement and
follow-up counseling services are perfunctory, these women soon leave
the labor force.

There is anecdotal ammunition enough to supplement the sparse
scientific information and supply the warring camps well into the
night. Undoubtedly, both sets of factors have contributed to the
inauspicious results at one time or another. Historically the Labor
Department has maintained a policy of training enrollees in occupa-
tions for which a large number of vacancies has been reported. On the

7 See footnote 2 for a discussion of motivation.

8 See Introduction, footnote 19.

® Hardin and Borus, op, cit., pg. 21-22,
10 Stromsdorfer, “Review and Synthesis,” pp. 142-143.
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face of it this seems eminently sensible. Unfortunately, the vacancies
are often a reflection of high turnover rates due to low wages and ad-
verse working conditions. Trainees placed in such positions are likely
to respond in a predictably unfavorable manner.

This problem does not lend itself to facile solutions. If the Labor
Department was to undertake a drastic restructuring of its programs
and to train persons primarily for more highly skilled jobs in expanding
industries, it would severely increase the cost of manpower programs,
and society would have to be prepared to commit sizable additional
resources for this purpose.

The evidence in the North Carolina study lends support to the
hypothesis that there is a fundamental difference between women who
enroll in institutional and on-the-job training. Sewell thinks that the
choice of occupations for the institutional trainees also contributed
to the result; all but one of them were trained as nurse’s aides. How-
ever, examination of average, after training, annual earnings level for
female on-the-job trainees ($1,857) ' shows they were not placed in
highly skilled executive positions either. They, nonetheless, remained
in the labor market, and experienced relatively large increases in
employment and wages. One cannot help but be struck by the inter-
view responses of the institutional trainees:

Our interviews overwhelmingly revealed that most of these trainees were neither
working nor looking for work before or after they took the training courses. A few
clearly regarded this training as a kind of home science extension course: one said
her nurse’s aide training helped in her occasional excursions into midwifery. This
training may therefore have raised the nonmarket incomes of female . . . clients,
and it is clear that there may also have been third-party benefits from these nurse’s
aide courses. Nevertheless, the alleged purpose of MDTA courses is to provide
skills which the individual can use in employment. If our regression results con-
tain a moral in this regard, it is that on-the-job training holds more promise than
institutional training as a method of raising the earnings levels of women in the
poverty population, because one can be more certain that a woman who undertakes
on-the-job training is committed to the labor force.!

Impact of Training by Socio-Demographic Characteristics

One dominant theme emerges from the MDTA evaluations: dis-
advantaged persons® are able to derive benefits from training pro-
grams. This finding appears in studies of dissimilar sample populatiens
enrolled in programs with markedly different structures in a variety
of regions at different time periods. In fact, there is evidence that
enrollees with certain disadvantages (low educational levels, long
durations of unemployment, and low levels of pretraining earnings)
experience larger gains from training than those who are less hampered
in the labor market.

The evidence regarding the size of the benefits to the disadvantaged
is mixed, however. Smith’s simulation, based on a large, nationwide
sample, indicates that the benefits are positive but small. Estimates
of impressive improvement for the disadvantaged stem primarily
from smaller, well-controlled, and technically sophisticated area
studies. This makes interpretation difficult, for while one is loath to
rel)(r1 solely on a simulation, it is precarious to generalize from the area
studies.

Education.—Sewell found that no matter what the measure of
benefits (increase in earnings, employment, or wage rate) on-the-job

1 Sewell, o&..dt., p. 103.

12 Thid,, p.
13 See Introduction, footnote 2 for the definition of disadvantaged.
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training had a greater impact on those with 0-8 years of education
than on high school dropouts.* The results from institutional training
are not quite so consistent, but estimates of the training coeflicients
for those with less than a high school education are generally larger
than those for all institutional trainees. These results are supported
by the Michigan study where additional years of prior schooling
decreased the influence of training on earnings. In West Virginia
Stromsdorfer uncovered no improvement in either earnings or employ-
ment for high school graduates while the internal social rate of return
for those with a grade school education was 98.9 percent, and for
high school dropouts, 152.9 percent. For those cities where the educa-
tion-training interaction entered the equation, the Four City Study
found that the effect of training on wage increases became smaller
with increased prior education.!®

Duration of unemployment.—Both Stromsdorfer and Sewell found
evidence that persons with a history of extensive unemployment prior
to enrolling responded more to training than those who had been
employed or who had been unemployed for shorter periods. Stroms-
dorfer estimated a 150.7 percent internal social rate of return from
training those with more than 6 months’ unemployment, while no
other labor force-training interaction proved statistically significant.
In North Carolina on-the-job training increased the earnings of ‘the
long-term unemployed more than other trainees, and institutional
traming influenced their wage rates more.

Race—Surprisingly, the differential effect of training by racial
origin has not been well investigated. Hardin and Borus provide the
sole evidence on MDTA which is based on a control group comparison.
They conclude that, regardless of sex, whites benefit more from
training than nonwhites, but that all race-sex subsets exhibited
internal rates of return of at least 150 percent (assuming a benefit
life of only 5 years).’® However, treating the same data from the
taxpayer’s viewpoint revealed that the Government earned a much
higher rate of return from investing in training for nonwhites. Again
assuming that the benefits last only 5 years, the rates of return were:
nonwhite ‘women, 144 percent; nonwhite men, 131 percent; white
men, 37 percent; and white women, 12 percent. The reversal of he
rankings by race was due to the significant reduction in welfare pay-
ments to nonwhites in the posttraining period Thus while white
trainees made larger contributions to net national product, nonwhites
were responstble for larger increments in tax collections and savings
in transfer payments.

In the three cities where race was treated as an explanatory vari-
able, the Four City Study found that white trainees had larger wage

4 Although no regression was run for high school graduates, the training coefficlents on
earnings and employment for dropouts exceed those in the equations for all on-the-job
trainees indicating that high school graduates were probably less affected by training.

18 The Four City Study is exhaustive in the toples discussed and exhausting in its length,
but its conclusions must be considered with the caveat that no control group was used
and some of the analysis is unorthodox. For example, regression coefficlients are presented
with no indication of thelr statistical significance. It should be said in defense of this study
that the statistics used to measure before-training earnings and employment performance
are 3-year averages, and hence may be fairly reasonable estimates of the expected experience
for the sample in the absence of training. Finally, because the experiences of enrollees from
several training programs are lumped together Yn the analysis, results from this study are
not strictly comparable with those of the other evaluations.

18 These results are applicable only to those persons in the Michigan study who were
enrolled in short training courses (60 to 200 hours). Enrollees in longer courses showed
negative effects from training, a result which the authors were unable to interpret .satis-

factorily. Since the short course subsample was small (150), it is risky to rely heavily on
these findings.
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and income changes than blacks." As in Michigan, however, blacks
also benefited from training.

It cannot be emphasized enough that the explanation for the differ-
ential effect of tramming on the productivity of whites and nonwhites
(if in fact one exists) 1s unknown. It could result from market dis-
crimination which relegates blacks to inferior jobs, and prevents them
from fully utilizing their training. It could be that blacks make a con-
scious decision to work fewer hours or at jobs with lower pay but
hl%hel‘ nonmonetary benefits. It could be that other, inherent, personal
differences (differences which are omitted from the analysis and are
correlated with race) result in blacks not being able to benefit as much
from exposure to training. It could be a combination of these demand
and supply factors. However, two studies of income differentials
between whites and nonwhites suggest that discrimination rather than
motivation or inherent personal differences accounts for the inequality
in earnings and employment.'®

Age.—In both Sewell and the Four City Study, training had a
greater impact on persons outside the group aged 21 to 43; however,
the two studies have diametrically opposite results regarding the age
group most likely to benefit. Sewell found that persons under 21 years
of age experienced no benefits from training, but those over 43 had
larger benefits than other trainees. The Four City Study concluded
that youths seem to gain more from training than other age groups.
However, before-after comparisons involving youths are particularly
vulnerable to criticism because of the normally rapid rate of growth
of earnings during the early years of employment. The confusion
regarding which age group benefits most from training is compounded
when the West Virginia results are examined: only the 31 to 45 age
group showed a significant rate of return (129.3 percent).

Pretraining wage level.—One of the most interesting findings in
the Four City Study is that in each city pretraining earnings and wage
rates show a strong, negative correlation with the posttraining change
in earnings and wages. This means that those trainees with the lowest
earnings and wages prior to training experienced the largest increases
in both absolute and percentage terms.'®

The disadvantaged as a group.—In the evidence on the differential
effect of training by particular demographic characteristics there is
the suggestion that disadvantaged persons benefit more from training
than those less restricted. Smith examined the disadvantaged as a
group relative to the nondisadvantaged, and found just the opposite.
mn—trolled-for variables differ from city to city but include number of dependents,
length of time in training, work experience, age, sex, education, a proxy for the national
unemployment rate, household head, and occupation trained for.

18 Teh-wel Hu, Maw Lin Lee, and Ernst W. ‘Stromsdorfer, “A Cost-Effectiveness Analysis
of Vocational Education,” Institute for Research on Human Resources, Pennsylvania State
Unliversity, University Park, Pa., 1969, pp. 132-212, and Stephan Michaelson “Equating
Raclal Incomes: On the Efficacy of Employment and Education Policies,” working paper,
The Brookings Institution, November 1967. Hu et al. conducted a 6-year longitudinal study
of high school graduates. The study controlled for intelligence and motivation, making it
likely that the effects of discrimination were isolated.

12 The consistency of this correlation in all four cities is impressive. There are, however,
two points which tend to diminish its raw implications. The first is that this is only a
two-way correlation, with no control for other variables. If a multiple regression format
were used, the resulting relationship between pretraining earnings and wage rates and the
posttraining changes in these variables might not be quite as dramatic. The second point
is one that we have made previously in a slightly different form regarding a potential
transitory, downward bias in the pretraining earnings of enrollees. Suppose that the
expected change in permanent earnings due to training is independent of the level of these
earnings. Then persons who, due to transitory reverses, had unusually low earnings in the

retraining period would have a higher probability of experiencln% large changes in earn-

ngs in the posttraining period. Thus, a predictable statistical bias could be responsible

for the observed correlation, rather than a differentially larger impact of training the
lower a person’s earnings.
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Classifying the 109,000 individuals who completed MDTA institu-
tional training in fiscal year 1967 as disadvantaged and nondisad-
vantaged, he found that the internal social rate of return for the dis-
advantaged trainees was only 3.5 percent (assuming 10 years of bene-
fits), as opposed to 22.1 percent for the nondisadvantaged. Thus,
although the disadvantaged in this group gained from training, the
annual increase in their earnings due to training was absolutely quite
small' ($269), and relative to the cost of training small enough to
render the investment economically inefficient.

This result is not conclusive because expected earnings in the absence
of training were simulated, rather than based on control group ob-
servations.?® Nonetheless, despite the volume of evidence from all the
other studies, Smith’s sample size is so large and his analysis so careful
and convincing that it precludes an unequivocal conclusion that
training is economically efficient for the disadvantaged.

In summary, the best that we can serve is a somewhat bland and
distinctly unsatisfying fare: every study examined estimates an im-
provement in the economic position of the disadvantaged large encugh
to recoup the social cost incurred in training. At the very least, training
generates a small, positive rate of return.

Indices of responsibility.—Numerous studies include independent
variables which may be interpreted as proxies for degree of family
responsibility (marital status, household head, number of dependents).
These indices of responsibility usually bear the expected relationship
to earnings and employment: people with more responsibilities are
employed more and earn more. The question of interest is whether
traming has a differential impact which is dependent upon a person’s
level of responsibilities. Do people with more responsibilities benefit
more from training? We found only two works which attempted to
identify such an interaction. This limited evidence reveals no con-
sistent relationship between the effectiveness of training and these
indices. When the West Virginia sample was classified according to
marital status, both married and single trainees exhibited very high
internal social rates of return (168 percent and 106 percent, respec-
tively, based on 10 years of benefits), but no statistical significance
was found for the widowed, divorced, and separated group. In the
Four City Study, the estimate of the influence that household head
status had on the effectiveness of training was so small that it can be
ignored. Similarly, number of dependents bore no consistent relation-
ship to the impact of training on wage rates and earnings.?

Labor market conditions.—The measure which we adopted for the
social benefits of training was the increase in net national product at
full employment. The effectiveness of training is very likely to vary
directly with the demand for labor in the local market. That is, training
is likely to induce a larger difference between the earnings of trainees
and nontrainees when unemployment is low than when 1t is high. An

2 Estimates of pretraining average wage rate (adjusted for the national trend in inoney
wages) and the expected percentage of time enrollees would have been employed during
the training and posttraining perfods if they bad not undergone training were used to
simulate earnings in the absence of training. The estimates of the expec percentage of
time employed was based on past experience of race-age-sex-education cohorts, adjusted for
the lower, national unemployment rate in the posttraining period. The difference between
this simulated value for earnings in the absence of training and reported earnings for the
graduates constituted the benefits attributable to training.

2 The Four City Study used a stepwise regression technique. Household head entered
the regressions for wage and earnings changes in only one city. Number of dependents
was_significant- enough to be brought into the regressions for all four citles, but the

random nature of the size and signs of the coefficients indicates no strong comsistent
relationship to training status.
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analysis which estimates a uniform impact for training over the busi-
ness cycle, and does not account for the interaction between the level
of unemployment and training, probably overestimates the effect of
trairlling at high levels of unemployment and underestimates it at low
levels.

None of the studies examined successfully included an interaction
variable between the level of unemployment and training status, al-
though all include an independent variable to account for some of the
impact of fluctuating economic conditions.” Sewell, Main, and Smith
may have avoided the problem, because their analyses were conducted
in environments as close to full employment as we have had in recent

ears. No matter what the unemployment level nationally, however,
ocal unemployment rates vary widely, and could produce differential
impacts on the level of employment and earnings of trainees. Hence,
it really is not safe to assume that these estimates of benefits are free

of bias due to economic conditions.

There is some evidence that local employment conditions influence
the success of MDTA programs, but it is rather puzzling evidence.
Using data for 49 States for fiscal year 1968 (a period of very low
unemployment nationally), Smith and Wertheimer found that a
difference of 1 percent in State employment rates produced a 2%
percent difference in the employment rate of current MDTA gradu-
ates.® This result is surprising, because the impact is almost negligible.
The contrast with the influence that the recent recession seems to
have had on MDTA’s success is quite striking. While the national
unemployment rate was rising from 4 percent in fiscal year 1970 to
5.7 percent in fiscal year 1971, MDTA successful placements * as a
percentage of enroliments fell 10 percentage points (from 52 to 41
percent) and the same ratio for the on-the-job portion of MDTA
fell 19 points (from 59 to 40 percent). Similarly, WIN and JOBS

22 Both Hardin and Borus and Muir et al. attempted to estimate the effect of training
under varying economic conditions. Muir et al. felt that their data were not sufficiently
representative to warrant drawing any conclusion. Hardin and Borus were able to esti-
mate coeficients on labor market variables entered as Independent variables, but none of
these survived as interactions with training status. Their conclusion that the benefits
of training were not sensitive to variations in local economic conditions is too alien to onr
{ntuition to be accepted as a generality with passing equanimity. Stromsdorfer, Sewell,
and Main included proxies to control for varfations in economie structure and labor
demand, but their estimated models do not specify an interaction term. Smith made a
crude correction in his data for altered national economic conditions. but his analytie
technique does not lend itself to anything so refined as an interaction with training status.

Striking corroboration for one’s intuition is evidenced in the data from the Four City
Study. In the equations explaining earnings and wage rate changes, a variable is included
for the time of year that a participant left the trainlnﬁ program. The national unemploy-
ment rate worsened progressively during the course of this study, rising from 3.6 percent in
the fourth quarter of 1969 to 5.8 percent a year later. Without exception, in the three
citles where the time varlable entered the equation, the coefficients change from large
and positive early in the perlod to large and negative later in the period. This means
that persons who completed their training while economic activity was still brisk expe-
rienced much larger increases in wage rates and annual earnings than those who entered
the labor market after it became sluggish. In Boston the estimated annual change in
earnings due to training is over $1,000 greater for the initlal completers than for the
last group of graduates. In QOakland the difference is $220 and in San Francisco $760. The
results are almost as consistent for dropouts. Unfortunately, the design of the study
makes it impossible to determine whether the lower earnings of later graduates is simply
a reflection of Increased unemployment throughout the economy (which would have
depressed the incomes of nontrainees, as well), or is due to an interaction effect (which
would reduce the differential between tralnees and nontrainees).

22 Ralph B. Smith and Richard F. Wertheimer, Eveluating Efficiency in a Decentralized
System, The Urban Institute. October 27, 1971, page 7. 2.25 is the value of the partial
rogress{on coefficient on the 'State employment rate. It is statistically significant .at the 1
percent level. The other independent variables are percentage of trainees who were non-
white and percentage over 44 years of age. A similar relationship undoubtedly exists at
the national level, but the coefficient on the national employment rate will not necessarily
have the same value. Although a linear structure proved to be the best fit, Smith and
Wertheimer believe that this was due to data limitations, and that in fact the change in
the employment rate of training program graduates is likely to get larger and larger the
closer the State's employment rate is to one.

2 Employed 6 months after initial placement.
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are much more sensitive to economic conditions than Smith and
Wertheimer’s estimate for MDTA. Of course, the percentage of
disadvantaged in these two programs is much higher than that in
MDTA.

Assessing the Results

In the context of society’s commitment to the work ethic, there is
clearly some encouraging evidence in the MDTA studies. Disadvan-
taged and low-income persons have responded to training and have
become more self-sustaining. It is important that we retain our per-
spective, however. The results which we have been examining pertain
to training programs during the last decade. Although the absolute
number of trainees during that period was quite large, it is likely to
be miniscule in comparison with the number for whom training would
be specified if manpower programs were adopted as a mainstay of
income-maintenance policy. No one knows whether a massive training
effort for the low-income and welfare population will generate similar
outcomes.

First of sll, increased enrollments will make it difficult to duplicate
the quality of past training programs. Instructors are a scarce resource,
and attempts to hire more of them may increase the per capita cost, of
training. Selecting the positions for which participants should be
trained is already an uncertain task, and the risk is multiplied as the
program grows, udilment errors will occur, creating excess supplies of
some occupational skills.

Thus far MDTA trainees have comprised a negligible proportion
of the labor force, and the additional competitive pressure which
they have exerted on wage rates has probably been small. A much
more ambitious program of training for the low-income population
would encounter increasing difficulties in getting graduates absorbed
into the private sector. The most sanguine economic model (one
which assumes flexible wage rates) predicts that employment is
available for the trainees but at somewhat lower wage rates. This,
of course, would reduce the rate of return from training. In a less
competitive world, encumbered with institutional restrictions, place-
ment in the private sector becomes more doubtful, and a supporting
program of public employment may prove necessary.

All MDTA trainees in the past have been volunteers. If compulsory
training were instituted for particular categories of welfare recipients,
changes in the motivation of the “participant’”. population, if not the
qualifications, could be anticipated. Even if future trainees were
equally capable, resistance to mandatory training could produce
results altogether different from those which have been witnessed

reviously. In addition, if women responsible for young children are
mcluded in the mandated population, the problem of insufficient
child care arrangements will have to be confronted for these women
to be able to remain active in the labor force.

The recent inflationary pressures have produced a reluctance on
the part of the Administration to vigorously pursue a policy of full-
employment demand. In the long run, training programs should reduce
some of the skill shortages which help to fan inflation, but it would be
naive to expect them to eliminate the problem. Given the sensitivity
of the success of manpower programs to the level of economic activity,
a continuation of current macroeconomic policies will make it impos-
sible to realize the training benefits estimated.
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We have couched our discussion in terms of increases in earnings due
to training and the rates of return on investment. These are important
measures of program success and economic efficiency, but their
significance can be overemphasized. The economic efficiency of
MDTA is only a secondary objective; reducing the incidence of
poverty is its primary concern. Although some research results suggest
that the gains in earnings have been large relative to costs, the earn-
ing increases have not been large by conventional, social standards.
It is sobering to note that the average posttraining annual earnings
for the trainees in Sewell’s sample was $2,406, a gain of $433 over
nontrainees, but still $471 below the poverty line for this group.? In
terms of absolute and percentage gain in annual earnings as well as
the rate of return on investment, female on-the-job trainees were the
most successful of the North Carolina participants. Yet their post-
training annual earnings averaged only $1,857. The MDTA trainees
in-the Four City Study did somewhat better, averaging $3,100 in post-
training annual earnings. But this was still over $800 below the relevant

overty line.? If child care and work expenses have to be financed
rom these earnings, there is not much left for the amenities of life.
Training does reduce the poverty gap, but continued income supple-
mentation is likely to be necessary for the graduates.

=% Based on the 1967 poverty line and a weighted average of the sample by number of

dependents and sex. Sewell, op. cit., fpp. 102-103.
2 The 1970 poverty line for a nonfarm family of four was $8,968,



PROGRAMS FOR YOUTH

There are two separate manpower programs which serve only youths
under 22 years of age: NYC and Jolg) Corps. NYC has three compo-
nents for two different constituencies (the in-school and summer pro-
grams for students and the out-of-school program for diopouts), and
can be discussed as two distinct programs. While the Job Corps was
designed to provide enrollees with skills which are transferable to the
labor market and will increase their employability, the NYC program
until recently has provided work experience opportunities with very
little ‘occupational training. The objectives were to encourage the
youths to finish high school, to provide them with earning opportuni-
ties, to improve their self-discipline and work orientation, and to over-
come some of the obstacles confronting them in the labor market.
Responding to criticism of this program design as a mere aging vat for
teenagers, which did nothing to augment the effects of the normal mat-
uration process on participants’ employability, the Department of
Labor restructured the out-of-school program in 1970, placing em-
phasis on-supportive services, remedial education, and skill training.!
An effort is also being made to make the in-school and summer
programs more sensitive to the students’ individual needs and to
increase the skill content of their work experience. If these attempts
to improve the efficiency and effectiveness of the NYC prove success-
ful, the results of past evaluations may no longer be valid.

Although these programs have been the subject ‘of numerous
research projects, only three benefit-cost analyses have been done,
one for each program. The economic results dre mixed, varying
widely by sex, ethnicity, and years of education. Despite the generally
high level of technical competence .of these studies, their results
deserve only tenative acceptance. Reservations arise about the
appropriateness of the control group in each of the evaluations and
agout the models used to estimate the benefits. Conclusions about the
educational impact of NYC are uniformly discouraging, suggesting
that the program may be badly conceived as a solution to the dropout
problem. In some instances it seems to have significantly reduced the
probability of high school graduation.

NEe1caBorHOOD YouTH COoRPS—IN-SCHOOL AND SUMMER

Social Economic Returns

Somers and Stromsdorfer have conducted an extensive study of a
nationwide sample of NYC participants.? The authors fit two quite
different models to the data, but used only one of these to make their
estimates of the program’s impact on employment and earnings. This
is significant because the two models give very different results. The
model used by the authors treats all NYC participants equally, re-
gardless of their length of stay in the program, and estimates the
impact of N YC membership on post-high school earnings and employ-
ment experience. The second model is identical with t%fe first except

1 Because of the lack of facilities in rural areas, all of the redesigned projects are in
ur%%?;l?s'(}. Somers and Ernst W. Stromsdrofer, A Cost-Effectiveness Study of the
In-S8chool and Summer Neighborhood Youth Oorps, Industrial Relations Research %mxtitute,
University of Wisconsin, Madison, July 1870. The period of observation covers the interval

from July 1865, to October 1969. Participants had to be graduated from the NYC by the
end of June 1967, :
(41)
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that the length of time that a participant was enrolled in the NYC is
substituted for NYC membership. This second model can be used to
estimate the influence that each additional month of program par-
ticipation had on post-high school earnings and employment. (The
authors used this model only to estimate the optimal length of stay in
the program.) The first model indicates that the program had a sig-
nificant impact on earnings and employment. The second model implies
that the post-high school benefits were trivial. The authors’ estimates
are reproduced in table 4 and discussed below. These results are con-
t,rasteld later with estimates which we generated from the second
model.

The entries in columns 3 through 7 of table 4 are the estimates of
the differences between the earnings, taxes paid, months unemployed,
and months voluntarily out of the [abor force of the N YC participants
and those of the control group. Only those estimates which were
statistically significant are given. The estimates were made after
controlling for the influence of other variables.’ The entries are
interpreted as the differences between the average experiences of the
two groups during the average number of months that they were
eligib%e for the la%)or force. For example, for the total sample the
estimate of the increase in pretax earnings due to NYC participation
is $831 during a period of 18.56 months, or $45 per month.

TABLE 4.—POST-HIGH SCHOOL ECONOMIC BENEFITS OF THE IN-SCHOOL AND SUMMER NYC?

Average

months Total
eligible Average Federal Months
for the social Total Total income voluntarily
civilian rate of before after  and social out of the
labor return 3 tax tax security Months labor
Sample group 2 force  (percent) earnings earnings taxes unemployed force
Total (n=676)..___..... 18.56 490.1 4 3831 48702 e $—2.30
Male (n=311).__..__._. 14.04 5137.0 51,171 8876 (e 80.79 ool
Female (n=365)_. 22,32 e cestseeemmmmaemmam————m—enn 63,11 6 —-5.12
White (n=398) 20.01 4109.6 41,013 $794 s 4-3.06
Negro (n=166)..__..... 12.19 6170.2 61,579 61,186 8 $286 03,09 ...
White male (n=202). ... 14,98 . .. A s
Negro male (n=57)__... 9.75 5144.6 61,182 51,094 1271 0 —6.89 ... ...
White female (n=196)... 4T 4 —4.56
Negro female (n=109)_ . 13.47 $137.2 81,217 e 4255 4200 __.____....

1 The entries in cols. 3 through 7 are the partial regression coefficients on training (2 0, 1 dummy variable indicating
control group or enrollee status). Only statistically significant values are presented. The column eadings define the
dependent variables, and a tabled value is interpreted as the change in a dependent variable as a result of participatinf
in the NYC. For instance, for the total sample the effect of NYC participation was to increase pretax earnings by $83
during the average, post-high school period of eligibility for the labor force (18.56 months), holding all other variables
constant. The other independent variables in the regression for the total sample are age, age squared, year and quarter
the individual left high school, months of work experience during high school, marital status, father's education in years,
sex, ethnic origin, population of area of resid , and a discri t function which attempts to correct for remainin,
personal and social differences between the NYC and control groups (such as motivation or native intelligence). 1dentical
regressions were run on the subsamples, except that the variable of subdivision is removed as an independent variable;
e.g., if separate regressions are run on males and females, sex cannot be a variable in the equation. Two independent
variables indicative of responsibility (household head and the product of household head and number of dependents)
are included in the regressions on after-tax earnings and taxes.

1 The value of n is the sample size for each group. . ! i .

3 The internal social rate of return is based on benefits experienced during the period of eligibility for the labor force,
not on a future projection.

4 Significant at the 0.05 level.

s Significant at the 0.10 level.

6 Significant at the 0.01 level.

7 Significant at the 0.109 level.

Note.—All tests are 2-tailed. For an explanation of level of significance, see the notes to table 3.
Source: Somers and Stromsdorfer, op, cit.
3 See the explanatory notes to the table for a full description of the models.
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The post-high school increase in earnings experienced by former
NYC participants was due entirely to their increased labor force partic-
ipation relative to the control group (2.3 fewer months voluntarily
out of the labor force). The fact that there was no difference in wage
rates indicates that employers did not consider the former trainees to
be any more productive per hour than their control group counter-
parts. Although there was no difference in the duration of unemploy-
ment experienced by the trainees and nontrainees, the unemployment
rate for the trainees was reduced, since they spent more months in the
labor force. The estimated internal social rate of return (90.1 percent)
is especially impressive because it was based only on observed benefits
(differential earnings during the post-high school period of eligibility
for the labor force), not on a projection of future benefits.*

Subdivision of the sample by sex gives the result that only males
had statistically significant earnings increases. The perverse tendency
of NYC males toward slightly more unemployment in the post-high
school period than their control group counterparts was offset by the
fact that the male trainees worked 7.1 more hours per week. Although
NYC females participated in the labor force considerably longer
then their control groups (5.12 more months), they reaped no earnings
benefits, because much of the additional time was dissipated searching
for work (3.11 more months unemployed), and because, once employed,
they worked 6.1 fewer hours per week.

The NYC was not ineffectual in training all women, however;
black females did benefit. They had large increases in before-tax
earnings ($90 per month of eligibility for-the labor force) and reduced
unemployment spans (2 months less than nontrainees). White
females do not seem to have benefited. Although they were in the
labor force 4.56 more months than their control group and experienced
similar amounts of unemployment, they worked 11.3 fewer "hours
per week, and had no increase in earnings.

There is a consistent pattern in the data indicating that blacks
benefited more than whites. Whether one examines the race or the
race-seX subgroups, one finds that black trainees had larger earnings
differentials relative to their counterparts than whites, and they also
had significant reductions in unemployment, while whites did not.’
Again, the reasons for differential effects by race are unknown. QOne
possible explanation is that the placement efforts of NYC officials
overcame discrimination barriers which would otherwise have con-
fronted black youths.

Benefits by Program Component

. Participants can be enrolled in any of three program combinations:
in-school only, summer only, or both in-school and summer. No

4 Since the length of time that the sample members were eligible for the labor force
varied, it seems unusual to use total post-h1§h school earnings as the dependent variable.
Although the inclusion of months of eligibility as an independent variable may have cor-
rected for some or all of the earnings differences due to this varlation, one 1s still left with
the uneasy feeling that an incorrect specification may have been used, and that something
like earnings averaged over the period that an individual was eligible for the labor force
should have been substituted.

51t is difficult to explain why in the regression on the white subsample, NYC participants
exyerlenced significant earnings increases, but when the sample 18 further divided by sex,
nelther white males nor females seem to have benefited. Two possibilities come to mind.
One Is that when the sample of whites was subdivided by sex, there were too few observa-
tions relative to the amount of variance in the data to obtain a statistically significant
coefliclent. Since the subsamples have 200 observations, this appears unlikely. Alternatively,
the race-sex models are not strictly comparable to the regressions on race alone. In order
to make them comparable one would have to add a sex-training interaction variable to the
race equations. If this were done for the whites, multicollinearity between the sex-training
and training variables might prevent estimation of significant coeficients on elther term.
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matter what measure of economic benefit was employed (social,
private, or government), Somers and Stromsdorfer found no evidence
that the summer-only enrollees benefited relative-to their control
group. This was true for the entire sample and for each sex and ethnic
subgroup. Since the program period is so short, it is doubtful that
it had delayed benefits beyond the observation period. If the summer-
only program is to be justified, it will have to be on grounds other
than 1ts impact on participants’ future earning capacities.

The estimated internal social rate of return was quite high for
both of the other components (132.6 percent for the in-school only
and 138.2 percent for the in-school and summer). However, before-tax
earnings increases were statistically more significant and occurred
for more subgroups of the sample for the in-school only component.’
This anomaly is a bit difficult to explain, but Somers and Stromsdorfer
think that it may be due to the fact that the control group had a
longer period of labor force eligibility than the combined in-school
and summer participants.® It appears that on efficiency grounds alone
the in-school-only program is t%e best investment.

Private and Government Benefits

The pattern of after-tax earnings differentials accruing to NYC
participants mirrors the before-tax benefits with two exceptions: white
males earned significant after-tax benefits ($30 per month of labor
foree eligibility) and black females received no after-tax benefits. Both
of these deviations in the pattern are difficult to explain, but are
probably due to different family structures (and hence tax rates) for
trainees and nontrainees in these subgroups.

Among the NYC trainees only blacks increased their tax contribu-
tions. These did not cover the Federal Government’s outlays for
training, but. as was explained earlier, this was not an objective of the
program.

Some Qualifications

Although the control group was chosen from the same high school
and soclo-economic strata as the trainees, application of a standard
statistical test® indicated that the two groups probably were not
drawn from identical populations. The authors attempted to correct
for differences between the two groups by introducing a variable called
a discriminant function.’® Nonetheless, they warn that some of the
estimated benefits of N'YC membership may be due to these personal
differences.

A variable for population of the economic area is included in the
analysis to control for possible differences in wage levels, industrial
structures, and employment opportunities. However, no variable is

6 Some studies have reported reduced police contacts for NYC participants, but the
findings are preliminary. The Neighborhood Youth Corps: A Review of Research, Man-
power Research Monograph No. 13, Washington, D.C., 1970, p. 14,

7 The male, female, and Negro subsamples showed statistically significant increases, and
whites were almost significant at the 10-percent level. For the combined {n-school and
summer component whites were the only subgroup with statistically significant benefits,
and this at the 10-percent level only.

8 Somers and Stromsdorfer found no significant differences between the characteristics
of participants in the two components, but it is conceivable that more able persons
participated in the In-school-only program and tried to locate better paylng jobs during
the summer than were available through the NYC. NYC participants are paid the minimum

wage.

° The Chow test.

10 See note 1 to table 4 for a brief description of this function or Somers and Stromsdorfer,
op. cit., 132-142 for a detailed discussion. The discriminant function was introduced to
reilucteia any systematic bias between the control and NYC groups resulting from self-
selection.
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introduced to control for variations in local labor market unemploy-
ment conditions. Since the national unemployment rate was quite
low in 1965 (4.5 percent) and fell throughout the period covered by
the study to-3.5 percent in 1969, this does not appear to be a serious
omission.

Estimates from the Alternative Model

An important inconsistency exists in the analysis, and it cast
suspicion on all of the benefit estimates. Somers and Stromsdorfer
generated a model other than the one used to estimate the benefits
presented in table 4. They substituted the number of months that
an enrollee participated in the NYC for the variable which merely
indicated trainee or nontrainee status, and reestimated the equations.
According to this modified model, there were virtually no post-high
school earnings increases attributable to NYC participation. For an
enrollee who remained in the N'YC for the optimal amount of time
(12.9 months), the expected before-tax earnings increase was slightly
less than $1 a month."* This implies a negative social rate of return,
and is in striking contrast to the earlier estimated gain of $45 per morith
and a 90.1 percent return. '

We can only speculate on the reasons for these widely divergent
results, and offer the following explanation. Suppose that the more
able and ambitious enrollees left school and the program relativaly
early to enter the labor force, and they earned the largest income in-
creases, while those who remained in the program longest did so partly
because they were unable to locate positions preferab%e to those avail-
able through NYC."? Once the latter group entered the labor force, it
continued to have employment difficulties. If this was the case, and if,
as the authors suspect, the initial model does not control adequately
for individual differences in motivation and ability, then the benefits
resulting from these character differences may have been inadvertently
attributed to'N YC training status. That is, the estimate of the impact
of training is upward biased, reflecting not just the earning capacity
of participants, but also the impact of differences in their native
abiEties. Since the N YC variable in the second model is more sensitive,
distinguishing as it does between differential lengths of exposure to the
program, we are inclined to believe that it 1s the more accurate
specification of the problem, and that the resulting coefficient is a
better measure of the influence of NYC on the human capital of the
participants.

The data for this study are very complete and unlikely to be du-
plicated in the near future We recommend that additional tests be
performed on these data to resolve the inconsistency in the estimates
of economic benefits.

11'Benefits tnerease with length of stay in the {)rogram, but each additional month of
NYC participation produces a smaller incremental increase in post-high school earnings.
Maximum benefits occur at 12.9 months. Estimated incremental benefits are negative for
each month of participation thereafter. The coeflicients are statistically significant at the 1
pe{-'c(la\?Yt(l!e;e;i-tlcipants must be paid the legal mintmum wage, and may not work inore
than 15 hours per week during the school year. 'Some enrollees may have chafed uander
these restrictions; one study of NYC found that the h)rincipal reason for dropping out of

the program was the need for a better job. The Neighborhood Youth Corps: A Revieiwo of
Research, Manpower Research Monograph. No. 13, Washington, D.C., 1970, p. 11, An

evaluation of NYC in Cincinmati and Detroit revealed that new enrollees were .very
optimistic that the program would improve their future employment opportunities, By
the time of thelr last interview many had become disillusioned, and most thought the
experience would influence their employability only moderately. Ibid, p. 35. These attitudi-
nal findings are consistent with our conjecture that ambitious participants may become
restless, and drop out of the program.
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Educational Impact of NYC

Although the focus of this review is the effect of manpower programs
on the earning capacity of individuals, the success of N YC in reducing
the dropout rate and extending participants’ years of schooling is a
relevant consideration because of the well-documented correlation
between education and income. Since the primary legislative rationale
for NYC is to encourage continued school attendance, a number of
evaluations have been attempted. None are optimistic about the
efficacy of the program. In fact, several authors believe that the pro-
gram is fundamentally unsound, having found evidence that it actually
reduces the probability of high school graduation.

In a study of NYC projects in Cincinnati and Detroit, Robin
concluded that the program was not influential in reducing the drop-
out rate, increasing the educational aspirations of enrollees, their
studiousness, or their scholastic achievement.’® He found that the
work experience distracted students who already had low grades.
They further reduced the minimal amount of time which they devoted
to their studies. Somers and Stromsdorfer estimated that the pro-
gram had no impact either on the probability of high school gradua-
tion or on years of schooling completed.’* For those who graduated
from high school, the program increased the probability of attending
college or of pursuing some postsecondary schooling. However,
these probabilities were reduced to practical insignif%ca,nce when
length of enrollment in the NYC was substituted for the dummy
variable indicating trainee or nontrainee status.

Reducing the opportunity cost of schooling for disadvantaged
students by making part-time employment -available to them is a
commendable, humanitarian objective. The determinants of the
dropout rate are complex, however, and it appears that the NYC is
too simplistic a mechanism to constitute an effective attack upon
the problem.

NEe1éaBorE00D YouTH CoRPs—OUT-0F-ScHOOL

No analysis based on a national sample exists for the out-of-school
program. However, Borus et al. have done a benefit-cost analysis
of the program in five cities in Indiana.’® The analysis is excellent
technically, but there are some important limitations. The localized
nature of the study makes generalization hazardous.'® The authors
cautioned that they were unable to introduce controls for differences
in motivation or intelligence. Again, differences in these characteristics
may have been responsible for some of the observed benefits which
were attributed to NYC participation. Cost estimates were based

13 Gerald D. Robin, An Asgessment of the In-School Neighborhood Youth Corps Profecta
in Cincinnati and Detroit, With Special Reference to Summer-Only and Year-Round
Enrollees, National Analysts, Inc., Philadelphia, February 1969. p. il.

14 A multiple regression model was used with controls for NYC participation, age, income
per capita per family, urban-rural residence, frequency with which respondent dropped out
of school, father’s education, ethniecity, ‘sex, and the discriminant function (discussed
in notes to table 4). The results varied by sex, race, and sex-race subsample, with most
of the estimates of educational impact being statistically Insignificant. Among the sub-
groups with significant coefficients there are as many with negative impacts as positive.

f length of time enrolled in NYC is used instead of trainee or nontralnee status, NYC has a
statistically significant but practically unimportant impact upon years of schooling and
the probability of high school graduation. .

15 Michael B. Borus, John P. Brennan, and Sidney Rosen, “A Benefit-Cost Analysis of
the Nel%ﬂ)orhood Youth Corps: the Qut-of-School Program in Indiana,” The Journal of
Human Resources, Spring, 1970, pp. 139-159.

16 Forty percent of the out-of-school enrollment is in rural areas (June 1971), and, of
course, no inferences can be drawn about them. We have no way of knowing whether the
findings are duplicated in other urban areas.
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on average costs in each city, because data were not available to
distinguish training expenses by demographic characteristic.

The most serious reservation about this study arises from the com-
position of the control group. Although the contrel and NYC groups
displayed virtually identical distribution of personal characteristics,'’
administration or self-selection biases easily could have been present
in the population from which the control group was drawn. The control
group members came from a population which was eligible and had
applied for the out-of-school program during the same period as the
trainees, but they either were placed on a waiting list .and never
assigned a slot, could not be located for assignment, or failed to report
when assigned. Any one of these events could be associated with
greater or lesser ability or ambition. These qualifications not withstand-
ing, we present the results.

As in Somers and Stromsdorfer, two formats were used for the esti-
mated equations: one with a variable indicating trainee or nontrainee
status, the other with a variable for hours of participation in the
program. Total earnings in 1967 was the dependent variable.’® In
contrast to Somers and Stromsdorfer, the coefficient on the trainee
status variable was statistically insignificant, but that on hours of
participation was significant at better than the 5 percent level. Each
additional hour of training increased annual earnings by $.33, but the
benefits varied by sex and level of education. Participants averaged
520 hours in the program. Expected annual benefits for this amount of
training were $173.

Impact by Demographic Characteristic

Sex.—At the mean educational level (10 years) females benefited by
only $.16 annually for every hour of exposure to training, while males
benefited by $1.08. Except under liberal assumptions about costs, the
discount rate, and the duration of benefits, these expected increases in
earnings for women were not sufficient to generate social benefit-cost
ratios greater than 1. Men, on the other hand, exhibited ratios greater
than 1 even under rather conservative assumptions.'® '

Education.—High school dropouts showed higher benefit-cost ratios
than graduates. The ratios were greatest for those with 9.or 10 years
of schooling and declined thereafter. This suggests that considerable
success can be had by encouraging early school dropouts to enroll in
the program.

17 Sex, education, age, marital status, family size, language used at home, and race.

18 The authors went to some pains to include in the analysis all those persons who were
eligible for the labor force during all of 1967, whether or not they had any earnings. "hus,
they obtained a full year of post-program observations. They even included some sample
members who were jailed, because they ‘‘felt that their incarcerations accurately reflected
their future post-program labor market experience.”” Borus et al., op. cit., p. 143. Other
than training status the independent variables were sex, education 811 years), education
squared, age, age squared, marital status, family size, language used at home, a control
for the date a participant left the program, and city of residence. Interactions between
hours of training and sex, education, and education squared were also included. There
was no explicit control for local labor market economic conditions, but it is likely that
city of residence served as an adequate proxy for this. In each case the coefficient on city
of residence was statistically insignificant, due probably to the close-to-full-employment
conditions in each city throughout 1967. Under these circumstances the addition of an
interaction variable between training and local labor market conditions probably vrould
not have influenced the estimates.

1 If the output produced during training is counted as a benefit, a 5 percent discount
rate is employed, and benefits are assumed to endure for 10 years, then women with 9 or 10
years of schooling have ratios of 1.2, but those with 8, 11, or 12 years of education have
ratios less than 1. Under these same assumptions the ratios for men range from 2.9 to 4.0.
Making any one of these assumptions more conservative reduces the benefit-cost ratios
for women at every educational level to less than one. On the other hand, the ratios for
men at every educational level continue to exceed one even if all assumptions are
simultaneously made more conservative (10 percent discount rate, 5 years of benefits, and
output produced by trainees is valueless).
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Race.—The inability of the authors to obtain a statistically signifi-
cant coefficient on a race-training interaction variable suggests that
whites and nonwhites benefited equally from the program.

Comment

Given the attendant qualifications, Borus et al. does not constitute
a definitive study of the out-of-school program. The evidence from this
study does suggest that the program is having success in helping school
dropouts to adjust in the labor market. Some of the findings have
already been implemented : enrollment in the out-of-school program is
now limited to 16 and 17 year olds, a policy consistent with the
result that early high school dropouts benefit most from the training.
However, if the economic inefficiency of NYC out-of-school training
for women in Indiana proves to be universal, structural changes in
the program will have to be made to meet the needs of females.

Jos Corrs

In separate analyses of the same national sample, Cain and Resource
Management Corporation (RMC) have produced two unrefined,
preliminary studies of the effectiveness of the Job Corps.?* The
control groups for these studies are so suspect and the observation
periods so short that the results are unreliable.® However, if the
estimated benefits and costs prove accurate, the Job Corps will have
to be classified as economically inefficient.

The earnings gains estimated by RMC would never produce
benefit-cost ratios greater than 1, no matter how far into the future
the gains were projected. Cain concluded that the Job Corps was
economically efficient and that its rate of return was at least equal to
that of some other Government investments. However, using Cain’s
most optimistic estimate of benefits, earnings differences between the
corpsmen and the control group would have to persist for 24 years to
generate an internal social rate of return of 5 percent, and 42 years
adopting his most likely estimate.?? These estimates suggest a mar-
ginally efficient project at best. For the Job Corps to achieve a 5
percent internal social rate of return within 10 years, the corpsmen
would have to earn $454 more annually than the control group, more
than twice the $203 differential which is Cain’s most likely estimate.

Both studies used the gross differences between the employment,
unemployment, and wage rates of the corpsmen and the control group
as measures of the Job Corps’ impact.” Cain did not attempt to isolate
the effect of training from the influence of other variables; RMC

2 Glen G. Cain, Benefit/Cost Estimates for Job Corps, Institute for Research on Poverty,
the University of Wisconsin, Madison, September 1968, and Harry R, Woltman and William
W. Walton. Evaluation of the War on Poverty; the Feasibility of Benefit-Cost Anagais 0,
Manpower Programs, Resource Management (fOrpora.tion, prepared for the U.S. Gener
Accounting Office. March 1968.

2 Nefther Cain nor RMC were responsible for the design of the sample, and hence cannot
be blamed for the inadequate nature of the control groups. Cain used ‘“no-shows” for his
control group (persons who were accepted for but never participated in the Job Corps)
while RMC used no-shows and early dropouts (enrollees who were exposed for less than
months). We have already discussed the unknown nature of the biases which a control
group composed of no-shows can introduce into the analysis. (See the critique of the NYC
out-of-school program.) Identical problems arise from the use of dropouts.

21t {8 a distortion to characterize the first estimate as “optimistic.” It is based on_ the
assumption that the corpsmen will never experience any unemployment in the years follow-
lngntlralnlng; that is, they will work 40 hours a week, 52 weeks a year. The most likely
estimate assumes an 18.5 percent unemployment rate.

2 Cain also projected an earnings gain for the corpsmen based on educational gains (for
which they were tested) and a relationship estimated by Hanoch between earnings and

education. The benefit-cost ratios based on educational Fains were generally lower than
those estimated from the wage gains.



49

controlled only for sex.* Cain found that 6 months after separation
from the program, ex-corpsmen earned $.12 more per hour than the
control group. Apparently this wage gain did not persist. When RMC
examined the sample 18 months after termination, the wage differential
had declined and was no longer statistically significant even at the
10 percent level. RMC found no apparent impact on rates of employ-
ment or unemployment.

The use of gross comparisons is hazardous in the absence of a
randomized experimental design, and these studies were far from
approximating such a design.® Without a carefully chosen, repre-
sentative control group, this technique may lead to spurious results.
At best such comparisions add little to knowledge of program effec-
tiveness. It is true that the gross results are not encouraging, but
they were not adjusted for the possible influence of personal differ-
ences or-variations in local labor market conditions.?® The normal
instability of youn% persons’ earnings increases the unreliability
of the projections. Finally, the observations are on 1966 trainees,
only the second year of Job Corps’ operation, when it was still
experiencing growing pains, and may not reflect its current effective-
ness. It would be injudicious to assess the Job Corps on the basis of
these studies.

% RMC’s control group of early dropouts had demographic characteristics quite similar
to those of the corpsmen, but the control group used b{ Cain differed significantly from
the corpsmen in several resYects. The no-shows had slightly more schooling, 8 percent fewer
males, 7 percent fewer whites, an unemployment rate at the start of the program of 66
percent as compared with 35 percent for the corpsmen, and were somewhat older. One
would expect these differences to create opgoslng biases, the net effect being unknown. If
Cain had controlled for the influence of these differences in demographic characteristies
on earnings galns (say, by introducing the characteristics as independent variables in a
regression), the poor match would not be so significant. But since no such controls were
applied, his estimate of the benefits of Job Corps training are suspect. When making
before-after comparisons of employment and wage rates, RMC segmented the sample by a
number of personal characteristics. However, they controlled only for sex when estimating
improvements relative to the control group.

= If persons from the target popnlation have been randomly assigned to the control and
training groups, then differences in the variables of interest (wage rates, earnings, etc.)
between the two groups can be attributed (with specifiable statistical confidence) to
exposure to the training.

Unemployment nationally was quite low (approximately 3.8 percent) during the
postprogram observation period, but, again, local variations could have affected the results.




WORK INCENTIVE PROGRAM

Since the participants in WIN are all members of families receiving
public assistance (AFDC), its effectiveness is of particular interest to
us. Unfortunately, this interestis largely frustrated by the poor caliber
of research on WIN. This situation is all the more appalling since quite
a few studies have been conducted and, presumably, quite a bit of
money spent. No analysis has been conducted which uses a control
group.! (As always, this is an important omission; turnover rates on
AFDC are high, and in order to isolate the effect of exposure to WIN,
it is essential to know whether WIN enrollees are any more successful
in the labor market than nonparticipating AFDC recipients.) There
have been no longitudinal studies of the labor force experience of WIN
participants. Since post-training earnings and employment data are so
scanty, the statistic most often relied upon to evaluate WIN’s effective-
ness is the percentage of successful placements (the percentage of
those leaving the program who are p{)a,ced in jobs and are still em-
ployed at the follow-up time, 3 to 6 months after placement).

There is no need to dwell on the multiple deficiencies of such &
gross and insensitive statistic for determining the impact of WIN on
the long-range economic situation of trainees. It controls neither for
personal nor environmental variables, gives no insight into income
Increases or welfare receipt decreases relative to a control group,
and provides no basis for comparing benefits to costs.'®

It may be that these objections are overkill and that the unsound
features of WIN combined with the unfavorable economic conditions
of the past few years made success an impossibility and rendered
deference to conventional scientific methodology unnecessary. If
the entire bureaucracy were to conspire against them, AFDC recipi-
ents could not be confronted with fewer work incentives than the
current system provides. Earnings over $30 a month reduce AFDC
benefits by two-thirds.? An AFDC father is subject to the additional
restriction that, if he is employed more than 100 hours a month
(regardless of the amount of his earnings), his family becomes ineligible
for public assistance. These disincentives are reinforced by a reduction
of in-kind benefits as earnings increase The prices which a low-

1 A longitudinal study of WIN which uses a control group was published too late for
critical examination in this paper : Ronald BE. Fine, et al., Final Report, AFDC Employment
and Referral Guidelines, Institute for Interdisciplinary Studies, Minneapolis, June 1972.

'tI;]he tau;hors concluded that WIN services did not increase the earnings or employment of
e trainees.

1s Bven the placement data is unreliable. Upon leavinf WIN a terminee 13 classified as a
successful placement, a dropout, or other (a dropout with legitimate cause). In the past,
the WIN staff has not reported information on terminees who locate employment on
their own in a uniform manner. some having been classified as placed and some as other.
Officlally such persons are supposed to be identified as conditionally placed and a follow-up
interview conducted 3 to 6 months later, but the staff has not always complied with this
regulation. Some researchers believe that a large number of the dropouts may also have
located employment themselves and were termed dropouts because it was too expensive
to trace them after they stopped reporting to their WIN assignments. It {3 clear that a
consclentious longitudinal study of the destiny of WIN enrollees is sorely needed.

2In the seven States that pay only a percentage of needs deficit (needs less countable
fncome), the tax rate {8 two-thirds of the specified percentage. In States which impose a
maximum on the public assistance payment, the tax rate is zero if the maximum is

applicable,
(50)
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income family must pay for food stamps, school lunches, and public
housing all increase with income. Medicaid coverage ceases entirely
should a family earn enough to escape the welfare rolls.® (Recipients
however are reimbursed for some or all work expenses, so such expenses
do not reduce the incentive to work.)

If the stick is large enough, the size of the carrot may be irrelevant.
Under the Social Security Act, if a person is referred to WIN, but
refuses to participate, the uncooperative person may not be included
as a family member for Furposes of computing the family’s welfare
payment. Also, instead of issuing a check to the family for its public
assistance benefits, the welfare agency must engage In vendor pay-
ments (direct payments to merchants to cover the majority of the
family’s expenses). However, the penalty does not apply to mothers
who volunteer for WIN. Since most of WIN’s clientele are volunteer
mothers, the sanctions are largely a fiction.

Fathers cannot avoid the penalty in this manner. Examining the
effectiveness of sanctions on fathers in Los Angeles and Denver, the
GAO found that the financial penalty for noncompliance was not large
in Los Angeles (319 per month), and although substantial in Denver
(about $50 per month), it was frequently not imposed, primarily
because of the administrative expense of making vendor payments.and
a reluctance to impose hardship on the family.* Further, because a
family is ineligible for AFDC once a father is employed more than
100 hours s month, family income was often reduced less if the father
refused to participate in WIN and accepted the penalty than if he
accepted employment. In light of the small work incentives, the
virtual absence of penalties for noncompliance, the high national un-
employment rate (especially among the relatively low skilled), and the
documented reluctance of employers to hire AFDC recipients,® it is
remarkable that WIN’s placement rate is as high as it is.

s This is potentially a very large and abrupt benefit loss because, as long as a family
receives even $1 of public assistance, it pays no share of the cost of covered services. In
24" States families which are ineligible for public assistance qualify for medicaid if their
income is sufficiently low. However, coverage begins only after an initial outlay for
medical services, and in some States the benefits are less extensive than those available
to Publlc ussistance recipients.

No family in Denver had sustained a financial penalty although 94 :inales had refused
to participate in WIN. Penalties had been imposed in about half of the Los_Angeles cases.
Vendor payments were rare in both citles. Comptroller General of the United States,
Problems in Accomplishing Objectives of the Work Incentive Program, General Accounting
Office, Washington, D.C., September, 1971, pp. 33—4. In hearings before this subcommittee
Ferrell C. Sparks, manager of the Atlanta, Georgia Metropolitan Manpower Center, stated
that “it becomes apparent to some welfare reciplents that lack of effort to seek employ-
ment does not jeopardize their welfare check.” Hearings before the Subcommittee on Fisccal
Policy of the Joint Economic Committee, Atlanta, Georgia, June 7, 1972,

5 Placement efforts for WIN enrollees are conducted through the Employment Service.
In hearings before this subcommittee Ferrell C. Sparks reviewed the problems confronting
the Employment Service due to its tarnished reputation in the private sector. ‘“The charaec-
teristics of these welfare reciplents . . . typlfy the average job applicant who visits our
office for job assistance. Our reputation with many employers of this area is one that
suggests inability to provide them with suitable applicants to fill their openings. .. .
Employers do not rely on our service to fill thelr ‘gzood’ openings, but will list thelr open-
ings only after all other methods of recruitment have failed. We are considered to be a
very poor source of recruitment of qualified applicants. . . . Employers have become more
and more conscious of the fact that applicants sent to them from our office have many
handicaps and problems which would be a liability to them if hired. Applicants who are

skilled or semiskilled . . . often times can easlly find employment themselves and do not
desire or need our services.” Ibid.
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TABLE 5.—WIN STATISTICS—FROM ASSESSMENT THROUGH SUCCESSFUL COMPLETION (CUMULATIVE SINCE

JULY 1968)

As of ‘As of

Dec. 31, 1970 Apr. 30, 1972

AFDC recipient O 2,288,476 NA
Appropriate for referral (according to State welfare agencies)...._.._______....... 512,056 NA
L1 T 1398, 222 NA
Enrollments. e 228,822 385,131
T mINAtIONS o oo e e e 119, 660 257,283
S uccessful completions (on the Job 3 to 6 months after placement)........_._._... 23,691 61,500

1The Labor Department found approximately 135,000 or 34 percent of these referrals inappropriate and sent them back
to éh.etSEteh V{g!fare agencies. The rest of the gap between referrals and enroliments is accounted for by ‘‘no-shows’’
and intake holding,

Sources: (1) Services to AFDC Families, U.S. Department of Health, Education, and Welfare, Washin on, D.C.,Julg 1971,
(2& Materials Related to H.R. 1: Work and Training Provisions, Committee on Finance, U.S. Senate, Ju y 23, 1971. (3) WIN
table 18, Cumulative Enroliment and Terminations, U.S. Department of Labor, Washington, D.C., June 1972.

Indeed, gross statistics on WIN are discouraging, undoubtedly a
reflection of the above difficulties. After 2 years of operation only
1 percent of the assessed AFDC recipients had completed training
and been employed for & minimum of 3 months. (See table 5)) However,
this is a loaded statistic, which distorts one’s perception of WIN,
It is unjust to condemn WIN's efficacy as a training program on this
basis when, in the combined judgment of the State welfare agencies
and the Department of Labor, at least 83 percent of those assessed
were inappropriate for referral to WIN.® It is hardly the fault of the
training program that the goal of significantly reducing the AFDC
rolls in a short time by training and transferring recipients to employ-
ment may be unrealistic and unrealizable.

While completely inadequate for benefit-cost purposes, the per-
centage of former WIN participants who held jobs at the time of
followup is a more legitimate statistic than the percentage of those
assessed who were placed. Successful completers have been a constant
20 percent of terminees until recently; during the period April 1971
to April 1972, they increased to 30 percent.” This increase runs counter
to the trend in the rate of unemployment nationally (5.9 percent from
April 1971 to April 1972, but only 4.2 percent from July 1968 through
April 1971), an indication that WIN may have gained some experience
in dealing with the specialized problems of its clientele and solved
some of 1ts internal difficulties. Dropouts without good cause con-
tinue to average 21 percent of terminees, however.

The comparable successful completion rate for MDTA has been
considerably higher than that for WIN. It averaged 51 percent
between 1963 and 1971. Of course, the client populations are quite
different, and the comparison indicates nothing about the relative
rates of return.

% Most of these persons were classified as unsuitable for the following reasons: illness,
disability, or advanced age; remoteness from WIN projects; full-time student age 16-20;
presence required in the home because of illness or incapacity of another member of the
household or because of number or age of children; adequate child care arrangements
unavallable ; currently receiving other training or education.

7 This Increase is entirely accounted for by a reduction (from 59 to 49 percent) in the
proportion of those who dropned out of WIN for legitimate reasons. The successful com-
bletions ecategory is a lower bound for the number of former WIN participants who dre
employed 3 to 6 months after leaving the program. Dropouts from trainlng and persons who
terminate for legitimate reasons are not placed in followup status, and, hence, no infor-

mation 1s collected on their post-program labor force experience. Undoubtedly, some of
them also become employed.
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WIN authorities have had their feet held to the fire because of the
number of enrollees who have completed their training and are
waiting to be placed in jobs. This number soared from 1,648 in May
1970 (1.8 percent of enrollment) to 9,621 in March 1972 (7.7 percent
of enrollment). As a percentage of enrollment it has now stabilized,
remaining between 7 and 8 percent throughout the fiscal year 1972.
The percentage of enrollees awaiting job placement is very highly
correlated with the national unemployment rate in the present and
recent past. There is an estimated 2.9 percentage point increase in the
percent of WIN enrollees awaiting job placement for every 1 percent-
age point increase in the national unemployment rate.f At current
enrollment levels this amounts to an additional 3,000 people who
have completed their training and are waiting for jobs, or approxi-
mately the number of trainees who successfully complete the program
each month. Since it is beyond the capacity of the WIN authorities
to increase the demand for labor in the local market, they probably
have been subjected to some undeserved criticism.

WIN PraceMmMENT AND DroPOUT PATTERNS BY DEMOGRAPHIC
CHARACTERISTICS

Analytic Systems, Inc. (ASI) has produced an interesting disag-
%}'Iegatlon of the early WIN termination data (October 1968 through
March 1970). Although nothing can be learned from these data regard-
ing WIN’s impact on trainees’ earnings relative to a control group
(because there was no control group), placement patterns and dropout
rates provided a basis for tempering expectations about the potential
self-sufficiency of the AFDC population under the present structure
of work incentives.® Despite the fact that national unemployment
rates during the observation period were the lowest in the last 15
years (3.6 percent), the highest placement rate achieved by any
demographic subgroup was only 31 percent, and. this was for males
who (according to WIN staff assessments) had no serious barriers to
employment at the time of errollment.!® A subjective determination
of labor market barriers is suspect, of course, but at the very least
these were the enrollees who were perceived to have the fewest
inadequacies.

A few words of caution regarding these program data: although they
constitute some of the best available information on WIN, they }flertam
only to its first 18 months of operation. The internal program changes
implemented since then together with the altered economic situation
may have affected the placement and dropout patterns. Secondly, there
are three WIN termination categories: a dropout without good cause,
a dropout with a legitimate reason, and a successful placement (sm-

8 Regressing the percent of enrollees in job entry holding (from May 1970 to March
1972) against the unemployment rate in the previous quarter enables one to explain 94
percent of the variance in job entry holding. The increase in the percentage of WIN
enrollees walting for jobs was estimated using this regression. It is difficult to use this
data to estimate the impact of changes in the unemployment rate on WIN’s placement
rate, Accordinﬁ to the Department of Labor, 85 percent of those conditionally placed in
jobs successfully complete the program ; that 1s, are employed 8 to 6 months later. Hence,
fluctuating economic conditions have a potentlally large effect on the placement rate.

° The sample was not random but ASI describes 1t as “representativé of the rogram
nationally.” Analysis of WIN Program Automated Termination Data, Analytic ystems
Inc., Vienna, Va., November 1970. The sample was quite large (15,662), however, and
constituted 26 percent of the population. .

1 The barriers were low education or lack of skill, belng outside the prime age labor

force, unstable family care arrangements, a record of conviction or garnishment, or health,
personality, or transportation problems.
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ployed 3 to 6 months after placement).” In the discussion that follows,
we use the word “dropout’ to refer to those who terminated without
good cause. Finally, because the placement and dropout rates are
classified and examined separately for each socio-demographic charac-
teristic (as opposed to a multivariate analysis), it is very difficult to
provide dependable explanations for differences in the rates.

Sez.—ASI divided the sample by sex and examined the placement
and dropout rate patterns by age, marital status, household head
status, number of dependents, race, education, and past labor force
experience. No matter what the variable of classification, almost
without exception, women displayed lower placement rates, lower
dropout rates, and higher rates of termination for legitimate reasons.
This is an interesting and puzzling result, but in the absence of a
multivariate analysis it is 1mpossible to provide a satisfactory ex-
planation. It is only conjecture, but the significantly lower dropout
rate for women may reflect the fact that almost all female participants
were volunteers. AFDC fathers were referred to WIN whether they
wanted training or not, and hence they may have been less motivated.
Although women may heve been more motivated, they face more
barriers to employment. Greater family care responsibilities, the
frequent breakdown of child care arrangements, and fewer employ-
ment opportunities may account for the higher rate of legitimate
termination and the lower rate of successful placement.

Indices of maturity and responsibility —There is nothing that
is counter-intuitive here and lttle discussion is necessary. Place-
ment rates increased with age, falling off for those over age 54. Dropout
rates were very high for trainees less than 18 years old (33 percent
for males, 27 percent for females), and decline(ir with age thereafter.
The dropout rate for males 65 and over increased sharply.

Household heads had a placement rate almost twice that of non-
heads and a significantly lower dropout rate than nonheads. The
same was true for married, widowed, divorced, or separated males
relative to those never married. The pattern of relative placement
and dropout rates by marital status held for females, but the differences
were somewhat smaller.

The placement rate increased and the dropout rate decreased with
the number of dependents. Females with dependents had an increas-
ing placement rate up to 3 dependents; for females with more than 3
dependents the rate was fairly stable (at about 20 percent). The
leveling off of the rate for females with large families was undoubtedly
related to child care problems. WIN had very poor success training
and placing those with no dependents: a 9 percent placement rate and
a 28 percent dropout rate.’®

11 A dropout without good cause 1s any person who refuses to participate in the progra.m,
cannot be located, or was administratively separated, e.g., dangerous conduct, The legitimate
reasons for dropping out are referred in error, appeal accepted, returned to welfare, death,
moved from the area, transportation problems, family care required, pregnancy, health,
institutionalized, entered Armed Forces, entered full-time schooling, transferred to another
program, and other.

17°All of the differences discussed are statistically significant at the 1 percent level or
better. However, in a format where only one variable is controlled, highly misleading results
can occur because the variable of classification may be serving as a proxy for some other
variable with which it i8 correlated. For example, suppose that most whites in the sample
were age 25—45, while most nonwhites were less than 25 years old. Then obsgerved differ-
ences 1n placement rates between whites and nonwhites may not have been due to ethnic
differences at all but rather to differences in age. If whites and nonwhites in the same
age bracket were examined, then one could have more faith that racial differences accounted
for differential placement rates.

18 These are either the teenage, out of school children of AFDC parents (In which case
“no dependents” is probably a proxy for age) or pregnant women,
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Race.—Placement rates for blacks and whites were identical at 21
percent, but other ethnic groups (primarily American Indians,
Mexican Americans, Puerto Ricans, and Orientals) had only a 15
percent rate. A lack of local employment opportunities for Indians
and a language barrier for Spanish-speaking persons are possible
explanations for their lower rates of placement. There are no significant
differences in the dropout rates of females by ethnic origin, but only
19 percent of the white males dropped out as compared to 28 percent
of the nonwhite males.

Education.—A diploma effect is fairly evident in the placement data.
Male high school graduates had a 30 percent placement rate, while
male high school dropouts had only a 23 percent rate. The placement
rate for female high school graduates was more than twice that for
dropouts (27 percent versus 12 percent).

Additional years of schooling between the fourth and eleventh
grades did-not influence the placement rate. However, those with only
the lowest levels of grade school education (1 to 4 years) had signifi-
cantly lower placement rates (18 percent for the men and 10 percent for
the women). It seems rather poignant that they also had the lowest
dropout rates, an indication that they were not failing for lack of
trying.

}iligh school dropouts evidenced higher dropout rates from WIN
than any other educational group, but this may be a misleading cor-
relation. Fifty-nine percent of AFDC mothers who dropped out of high
school are less than 30 years old. Hence, age rather than status as a
high school dropout may be the better explainer of the dropout rate
from WIN.

Employment experience.—Placement rates increased and dropout
rates decreased with years of prior work experience.

SUMMARY

Thus, the pattern of successful completions is generally consistent
with one’s intuition: WIN participants with characteristics which put
them at a disadvantage in the labor market had more difficulty
locating employment.' This is not to say that WIN was less effective
in improving the employment prospects or increasing the earnings of
this group. At the risk of being repetitious, there is no way to determine
from these data whether WI%J had any impact at all. A longitudinal
study utilizing an appropriate control group is the sine qua non for
such knowledge.

The pattern of dropout rates is not quite so uniform. Some groups
which were at a disadvantage in the labor market (older workers,
females, and those with only a few years of grade school education)
did not quit the program without good cause, but a number of dis-
advantaged groups had relatively high rates of illegitimate attrition
(nonwhites, younger enrollees, and those with little work experience).
Enrollees with family responsibilities had both lower dropout rates
and higher placement rates than those without such responsibilities.

WIN has been a small program relative to the size of and growth
in the AFDC population. Since there is evidence that WIN authorities

14 Additional supporting evidence for this comes from J. David Roessner, Employment
Conteaxts and Disadvantaged Workers, Bureau of Social Science Research, Inc.,, Washington,
D.C., November, 1971. “Those WIN enrollees who achieve placement status .. . a

re a
heterogeneous group that exhibits few of the characteristic problems associated with
disadvantaged persons . . .” Ibid, p. 192. ’
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creamed in selecting enrollees,'s the prospects for impr )ved placement
rates and for subsequent reductions in the welfare rolls by expanding
a structurally unaltered program are not encouraging. The recent
inclusion in the tax code of a tax credit to employers %or 20 percent
of the wages paid to WIN participants during their first year of
employment should help a bit. But the limitations on this credit
reduce its potential for increasing employment among welfare
recipients. Twenty percent of wages are allowed as a credit up to a
maximum of $25,000 per employer. (This is equivalent to the credit
for only 25 full-time workers at a $2.50 hourly wage rate.) Thereafter
the credit is cut in half to 10 percent, severely reducing the attractive-
ness of hiring WIN graduates. Also, a tax credit provides no incentive
to tax-exempt institutions and government agencies; a direct wage
subsidy would.

Although the'tax credit is & welcome improvement in WIN, plans for
rigid enforcement of the sanctions against dropouts without simul-
taneous increases in work incentives seem ill-considered. An enrollee
can always sit through training, and then avoid employment by mak-
ing himself sufficiently unattractive to a prospective employer. In
the absence of financial inducements, resistance from those compelled
to participate can be expected. Finally, reducing the large number of
WﬁV participants who drop out for legitimate reasons is going to
require improved labor market conditions, longer periods of training to
provide greater skills, and solutions to participants’ health, transpor-
tation, and family care problems, all of which may prove expensive.

18 In May 1969, mothers enrolled or awalting enrollment in WIN had considerably more schooling than all
AFDC mothers.

[In percent)
Enrolled
in work Awsiting AU AFDC
or training enroliment mothers
High 3¢hool graduates.. . e ceeemeeemememoeeeceneenenin 41.4 4.2 18.3
1to 3 yearsof highschool. .. ... .. . ... 30.2 23,7 3.4




JOB OPPORTUNITIES IN THE BUSINESS SECTOR

The objective of the JOBS program is to place disadvantaged per-
sons who need on-the-job training and supportive services in private
industry jobs. The program is administered by the Manpower Admin-
istration in conjunction with the National Alliance of Businessmen
(NAB), a nonprofit organization which encourages firms to participate
in the program and assists them in the operation of the training.

JOBS was initiated during the very tight labor markets of the late
1960’s, when the corporate sector was experiencing recrutting difficul-
ties. The original goal was to place 500,000 disadvantaged persons in
meaningful (that is, skilled) employment within 3 years. The program
has both a contract and noncontract component. Contract employers
are reimbursed for the extraordinary costs’ involved in hiring and trein-
ing disadvantaged persons. Noncontract employers agree to hire a
specified number of disadvantaged but receive no subsidy. By the end
of June 1970, NAB and the %epartment of Labor were reporting
494,000 trainees hired (with the noncontract component accounting
for 74 percent of these) and a retention rate of 47 percent.

The JOBS program provided an excellent op ortunity to test the
contention that decentralized training conducted by employers is more
efficient than centrally administered programs. The argument is that
(1) firms are more aware of the skills required in their production proc-
ess; and (2) there is no period of discontinuity between -training and
placement, a period in which some trainees may become discouraged
and leave the labor market. A counterargument contends that this is
a myopic view. It is to society’s advantage to provide some general,
transferable skills which make the worker more mobile and insulate
him from technological or long-term unemployment. An individua) em-
ployer has an incentive to provide geners. training only to the extent
that it is necessary to perform the tasks specific to his production
process. .

There was an opportunity to test both views but it was missed. No
controlled studies of the impact of JOBS on the employment and
earnings of enrollees were conducted and the program data submitted
by participating firms to NAB and the Labor Department are so
unreliable as to be unanalyzable. Employers are supposed to provide
NAB with a quarterly accounting of the number of persons hired
under the program, the number currently in training, the number
who have completed their training and have been retained, and the
number terminated. For those terminated, employers are required to
specify the type of termination (voluntary, discharged, laid-off) and
the reason (unsatisfactory job performance, acceptance of other
employment, excessive absenteeism, et cetera). When the GAO con-
ducted ap investigation of JOBS, it found not only that detailed infor-
mation on trainees was not being reported, but also that the number
of persons reported by NAB as hired by noncontract firms frequently

* Those costs over and above those associated with training nondisadvantaged persons
for similar positions,

(67)
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exceeded the number actually hired.? In a significant number of cases
the reported information could not even be verified, because the non-
contract employers maintained no records on the trainees.* The GAO
discovered one instance where a noncontract employer had reported
hiring 5,000 persons under JOBS who had been employees of the
company prior to JOBS’ inception. The number of disadvantaged
reported as hired was further distorted because employers themselves
frequently certified trainee applicants as disadvantaged rather than
referring them to the Employment Service for this determination.*
Consequently, a significant number of persons who were not disad-
vantaged were hired under both the contract and noncontract

components.

The casual manner in which data was collected as well as more
substantive problems in the JOBS program were fostered by the
atmosphere in which the Labor Department ne%otiated and awarded
contracts and monitored training operations. In order not to dis-
courage employer participation in the program, contract negotiations
were rushed through with only limited scrutiny of training cost
estimates and the details of the manner in which training and suppor-
tive services were to be provided. Monitoring seems to have been
perfunctory, at least in the early stages of the program.® A number of
predictable problems developed. A significant number of employers
in the GAG sample did not supply the supportive services which
were stipulated in their contracts and for which they were reimbursed.
Creenleigh Associates confirmed this finding in an evaluation con-
ducted for the Labor Department.® There were instances of over-

3 Detailed information had been submitted to NAB for only 44 percent of the trainees
reportedly hired, In four of the five cities sampled by the GAO, the number of trainees
reported as hired exceeded the actual number. Comgtroller General of the United States,
Evaluation of Results and Administration of the Job Opportunities in the Business Sector
(JOBS%; Program in Five Cities, Washington, D.C., March 24, 1971, pp. 15-16.

3 NAB used the unverified statistics on JOBS accomplishments to mount a publicity and
public relations campalign of considerable proportions, NAB’s first anmual report estimated
that over 80 miillon viewers had been exposed to NAB commercials on national television
and that an average of 500 news storles about the program appeared in newspapers and
magazines every month,

+Such referrals were mandatory for contract employers but could not be required of
noncontraetors.

5 The Labor Department established a schedule of visits by “contract service represent-
atives,” with frequency based on the size of the contract. “These representatives are not
to function as contract compliance officers during postaward visits, but to ald contractors in
program operation. Implicit in this activity, however, is the notification of the appropriate
regionally based monitoring staff if any contract irregularities are uncovered.” Arnold
Weber, Assistant Secretary for Manpower, U.S. Department of Labor, in a letter to
Senator Ralph Yarborough, printed in The JOBS Program, Background Information, Sub-
committee on Employment, Manpower, and Poverty of the Committee on Labor and Public
Welfare, United States Senate, U.S. Government Printing Office, Washington, D.C., April,
1970. Apparently, few were uncovered. In reading the representatives’ reports regarding
thelr visits to contractors the GAQ found no reference to any of the substantlve program
operation difficulties which the GAO itself uncovered. According to the GAO, NAB exerted
pressure on the Manpower Administration against monitoring the program operation too
closely, it was deemphasized and only limited resources allocated to 1t. Fleld monitors
were given inadequate guidance (to the extent of not getting any instructions in how to
evaluate the quality of the program operation and effectiveness). Comptroller General
of the United States, Bvaluation of JOBS, pp. 73-76.

8 “Although job coaching and counseling was a mandatory component fewer than 45 per-
cent of the companies interviewed provided such service and, in many of these, the service
that was provided was so inept that it was almost totally unproductive. It was apparent
that there was a measurable relationship between inadequacy of the job coaching function
and dropout and turnover rates.” Greenleigh Associates, Inc., The Job Opportunities in
the Business Sector Program, An Evaluation of Impact in Ten Standard Metropolitan
Statistical Areas, New York, June, 1970, p. 117." Some employers, confronted by the GAO
re§ardlng nonfulfillment of their contracts, replled to the effect that ‘. . . in their
opinion, it was not necessary to provide the services in the manner or to the extent
required by the contracts.” Comptroller General of the United States, Ewvaluation of
JOBS, p. 65. Some small employers complained that they simply could not supply all the
services required and simultaneously manage their business. This suggests that the
svapacity oéf ;mployers to deliver the services was not fully evaluated before contracts

ere awarded.
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payments which more conscientious monitoring could have prevented.’
Most important, both the GAO and Greenleigh emphasized that
many of the jobs filled under the program were positions traditionally
held by low skilled and unskilled persons. The GAO estimated that
20 percent of the jobs offered were of this character. Greenleigh
Associates were more critical:

Most jobs held by JOBS employees fell into the following general categories:
laborers, machine operators, maintenance helpers, and assemblers. Thus, most of
the jobs pledged by employers were concentrated in occupations which tradition-
ally have high turnover rates.8

As exposés and vehicles for initiating program improvements, the
GAO and Greenleigh studies serve a useful function. However, they
are often anecdotal. Although it undoubtedly is true that the program
was subject to inadequate supervision, contract violations, instances
of subversion of its objectives, and improper design of some elements,
it is equally true that many firms were sincere in their efforts and
committed to aiding the disadvantaged. Because of their design and
the inadequate data, these studies cannot address the central issues
of concern to us: Did the employment and earnings of disadvantaged
persons increase as a result of the program? Did the benefits justify
the expenditures involved? Is it possible that contract firms employed
no additional disadvantaged persons, that the program has served
merely a3 a subsidy to firms who have filled vacancies created by the
attrition of some of their low-skilled employees with other low-skilled
workers? As is clear by now, such questions are difficult, but then no
systematic attempt was made to answer them with respect to the
JOBS program.

The Labor Department has drawn a random sample of 12,000 from
the Social Security earnings records of JOBS employees, comparing
their earnings for 1966 (prior to the inception of JOBS) with those for
1968 (the program’s first year of operation). The mean earnings of
these workers increased from $1,499 to $2,592, a difference of $1,100
and a 73 percent change. The number reporting no earnings decressed
by 90 percent, and those with earnings between $4,000 and $6,000
increased by 50 percent.® These are impressive gross figures and it
would be hard to believe that the program did not account for a
sizable portion of the gains in employment and earnings. Nonetheless,
this is only & before-after comparison. The study of Social Security
records had no control group, and did not correct for the influence of
other variables. The observation period is decidedly short. If some of
these workers were employed in uncovered occupations before entering
JOBS, their earnings would not have been reported to Social Security,
and the increase in earnings estimated from the Social Security file will
exaggerate the true increase. Most importantly, the Social Security
study provides no insight into the displacement problem, which plagues
all training program evaluations and for which no solution is in sight.

7The GAO appears to have been a bit overcharitable in its characterization of most of
the overpayments as caused by “misunderstandings of the billing procedures.” Contractors
were pald for the number of days that an employee was given on-the-job training. ‘“The
errors in the invoices were caused generally by the manner in which the contractors
calculated the number of days that trainees actually worked. In some cases the con-
tractors estimated the number of work days in the month, rather than determining from
payroll records the number of days actually worked. In other cases the contractors kept
2o record of amounts previously claimed for the days a trainee worked and, as a resuﬂ,
clalmed amounts in excess of the maximum amount allowable for the trainee. We also
noted instances where the contractors continued to include amounts for trainees after
they had terminated and for regular employees who were not trainees.” Ibid., p. 71.

8 Greenleigh Associates, Ine., op. cit., p. 66.
® Subcommittee on Employment, Manpower, and Poverty, op. cit., pp. 168-9.
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As an initial step in this direction, it might have been useful to examine
the composition of the labor force of participating firms. If the percent-
age of disadvantaged employed by them did not increase, the pro-
gram’s effectiveness would certainly be suspect.

REcomMENDATIONS FOR IMPROVING JOBS

The objective of the JOBS program is not just to place the disad-
vantaged in the kind of jobs they might have gotten anyway, but to
train them and place them in jobs requiring significant skills. It is
possible to design such a decentralized, on-the-job training program,
but it requires intensive monitoring .to insure that initially unskilled
persons are trained for skilled positions. Applicants must be screened
to assure that they are disadvantaged, training must be supervised,
and payment to firms must depend at least, in part, on retention of the
trainee in an acceptable job. This kind of scrutiny is expensive. It is
also distasteful to firms and an incentive payment may have to be
added so as not to discourage employer participation.

More significantly, although such a program may be quite successful
in improving the status of individual trainees, their progress may come
at the expense of others.!® Theoretically, training unskilled persons
adds to society’s productive capacity. In situations of excess demand or
in a competitive economy with flexible wages and prices, newly trained
people can be absorbed easily. Where markets are not competitive
and wages and prices are downwardly inflexible, displacement is a
very real possibility. If the training subsidy is sufficient, employers
can be induced to hire disadvantaged persons for existing (or expected)
vacancies. But subsidies to cover unusual training expenses do not
constitute permanent reductions in a firm’s cost of production (as a
wage subsidy does), and hence they do not expand employment.
Similarly, they do not increase the demand for output. They merely
increase the probability that firms will hire disadvantaged persons in
preference to others.

The placement success of all training programs is quite sensitive to
labor market conditions. JOBS is no exception. During the first 2 years
of the program’s operation unermployment rates were low (3.5-3.6
percent), and firms had difficulty filling vacancies. The increased
contacts through JOBS between employers with vacancies and the
Employment Service, WIN, and CE% may have increased employ-
ment among the disadvantaged during this period. But when unem-
ployment rates began to rise in 1970, firms laid off workers and canceled
JOBS contracts. Persons who had been placed through the JOBS
program had little seniority and, hence, were among the first victims
of the recession. In the context of generally contracting demiand, train-
ing programs may merely improve the credentials of the unemployed.

%nless workers are retained in skilled positions following the com-
pletion of training, it is very difficult to verify that they were trained.
As it stands, the JOBS program provides no incentive for retention of
the worker. Firms are paid a subsidy only during the training period.
This creates an opportunity for employers with high turnover rates
among ‘their low-skilled workers to subvert the program, and per-

10 Unions are very aware of this. Greenleigh reported that NAB officlals and employers
complained about union resistance to the JOBS prugram, and that they had been relatively

unsulccessfué in obtaining union cooperation and participation, Greenleigh Assoelates, Inc.,
op. cit., p. 58.
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functory monitoring seems to have made the opportunity all too
tempting for some. The numerous instances of trainees ho?rding un-
skilled jobs indicate that an elaborate game of musical chairs was
played 1n which lower cost disadvantaged were substituted for other
employees as these others vacated their jobs. The solution to this
problem is to make partial payment of the training subsidy condi-
tional upon the employee being retained in an acceptable job for a
specified period of time following training.



SUPPLEMENTARY MATERIAL

I. DescriprioNn oF MaNPOWER PROGRAMS
Job Corps

The Job Corps provides remedial education, training in job skills,
and counseling services to disadvantaged ! youths aged 16 to 21, of
both sexes, who require a change in environment to become productive
and employable. Training is designed to be completed in 9 months.
There are now a few urban commuter facilities but most are live-in.
Federally funded, the Job Corps is administered by the Manpower
Administration (Department of Labor).

Programs are operated by private corporations, State or Federal
agencies, universities or nonprofit organizations. Enrollees receive room
and board, medical and dental care, clothing, and living allowances of
$30 for the first months and up to $50 thereafter. An additional $50
per month of satisfactory service is payable on completion of training.
If a trainee stipulates that a portion of his living allowance be used to
support his Wif% and children, a matching grant of up to $25 per month
is provided.

nrollees must be citizens or permanent residents without serious
criminal records, who have dropped out of school for at least 3 months,
are underprivileged, and have been unable to find or hold adequate
jobs. Trainees are placed in jobs, other training programs, the Armed
Forces, secondary schools, and colleges.

Job Opportunities in the Business Sector

JOBS encourages and provides technical and monetary assistance to
private industry for hiring, training, retraining and upgrading hard-
core unemployed or underemployed persons over age 18. It is admin-
istered under a cooperative arrangement between the Manpower
Administration and the National Alliance of Businessmen.

All private-sector companies located in the United States, whatever
their size, are eligible for grants to offset the added costs of counseling,
related education, job training, transportation, and the full range of
supportive services needed. Contracts are for a maximum of 18 months
although individual training periods for employees may not exceed
44 weeks. !

Enrollees must be disadvantaged or subject to other special obstacles
to employment. ,

There 1s both a contract and a noncontract (voluntary) component
to this program. Under the former, private employers enter into
negotiated contracts with the Department of Labor for employment
and training of disadvantaged persons. Under the noncontract com-
ponent, private employers pledge to hire specific numbers of disad-
vantaged persons without any cost reimbursement by the Government.

1 The official definition of disadvantaged is “poor, and without suitable employment, and
also either a school dropout, under 22 or over 45, or handicapped.”

162)
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Manpower Development and Training Act (Institutional)

MDTA Institutional provides formal education and classroom
training to unemployed and underemployed persons. After 1966 at
least 65 percent of enrollees are supposed to have been disadvantaged.
Federal grants are apportioned to States based on a formula which
takes into consideration (among other things) employment oppor-
-tunities available within it and the relative size of its labor force and
its unemployment. The program is administered by the Manpower
Administration and the Office of Education (Department of Health,
Education, and Welfare). States pay up to 10 percent of the costs of
training in cash or in kind.

Training is provided in skill centers or vocational schools; these
may be either publicly or privately operated. Training courses are
designed to be completed in less than a year, and are supposed to
equip trainees with the skills necessary to fill local vacancies. Up to
20 weeks of training may be used for basic education and instruction
in employment orientation. Training allowances are provided to
household heads (or members of a household whose head is unem-
ployed) who have had at least a year’s experience in gainful employ-
ment. Youth allowances are paid to disadvantaged persons aged 17
to 21.

Manpower Development and Training Act (On-the-Job)

MDTA-OJT provided instruction plus supervised work at the
job site for unemployed and underemployed persons aged 16 and over
and workers whose jobs were endangered by changing technology.
MDTA~OJT was phased out in January of 1971 and is now called
JOP (Jobs Optional Program), and is run by the States through their
Employment Services with Federal funding.

Trainees are hired by employers and trained on-site for specific
jobs. Supplementary classroom instruction is sometimes given.
Contracts are negotiated with employers (public and private) who
receive subsidies for approved trainees to cover salary of instructors,
materials, damaged or spoiled production material, and rented equip-
ment or space if needed. The employers make the final decision on
whether to hire trainees referred by the Employment Service. Enrollees
must be individuals who cannot reasonably be expected to secure
appropriate full-time employment without training.

Neighborhood Youth Corps

NYC operates three programs. The out-of-school program provides
work experience, training, counseling and remedial education for
youths from low-income families who have dropped out of school in
order to enable them to return to school if possible or else to acquire
skills to improve employability. The in-schoo) and summer programs
provide earning opportunities to students from low-income families
to enable them to remain in school while receiving work experience.
Sixty percent of enrollees were urban in 1971.

NYC is administered by the Manpower Administration and the
Federal Government pays up to 90 percent of the cost of projects,
with local sponsors making up the rest in cash or kind. Within each
community, sponsors maygbe public or private agencies or companies
which operate skill-training programs for employees.
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Enrollees for the in-school and summer programs are from grades
9 to 12. They work a maximum of 15 hours a week during the school
year or nine 26-hour weeks during the summer. Enrollees in the out-of-
school program are unemployed or underemployed school dropouts
aged 16 to 17. Maximum participation is 40 hours per week including
counseling and remedial education.

NYC 1s a recent though not significantly changed version of the
depression era National Youth Administration (NYA). NYA lasted
from 1935 to 1943, came in both in-school and out-of-school editions,
and was phased out during the war.

Work Incentive Program

WIN provides training to recipients of AFDC (Aid to Families
with Dependent Children). On-the-job training, counseling, and
placement are provided for those ready for employment. Basic
education, work orientation, skill training, work experience, and
counseling are provided to improve the employability of persons
not ready for employment. Placement in public service employment
(formerly special work projects), arranged by agreement with public
or private nonprofit organizations, is provided for individuals not
ready for employability training, These services are supplemented by
those of State welfare agencies, including full reimbursement for day
care and work expenses.gParticil)ants’ monthly earnings are taxed at a
rate of two-thirds for all earnings above the first $30. Formerly
earnings of AFDC recipients were taxed at 100 percent. The reduced
tax rates are not extended to those WIN enrollees who are .placed in
public service employment.

WIN is administered by the Manpower Administration, and oper-
ated at the local level by State Employment Service offices. Federal
funding has recently been increased from 80 to 90 percent, with States
providing the rest in cash or kind.

II. IrnustrATIVE ExaMPLE oN BENEFITS, COSTS, AND INVESTMENT
CRITERIA

The following hypothetical example traces the economic situation of
a trainee and his untrained twin (control group counterpart) from the
vear before to the year after training.? Benefits and costs are calculated
from three points of view (social, private, and government), and the
economic eﬂIi)ciency of the training is determined using each of the three
investment criterta discussed in the text (the benefit-cost ratio, the
net present value, and the internal rate of return). The basic data
used throughout the example are presented in figure 1.

2 This example is a slightly modified version of one developed by Joe N. Nay, John W.
Scanlon, and Joseph S. oley, Benefits and Costs of Manpower Training Programs: A

Synthesis of Previous Studies with Reservations and Recommendations, The Urban Insti-
tuté, Washington, D.C., June 30, 1971, appendices A and B.
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Social Economic Viewpoint
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From society’s point of view the cost of training is the value of the
output which could have been produced with the resources actually
employed in training. The value of the output which was foregone 1s
measured by the cost of instructional and administrative resources,
the unreimbursed expenses of the enrollee over and above any ex-

enses which he would bave incurred had he been working, and the
oregone earnings of the enrollee. These amount to $2,100 and are
depicted in figure 2. Note that the foregone earnings of the enrollee
are assumed to be equal to what the untrained twin earned during

the training period.
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Instructional and
Administrative Costs
800

Unreimbursed Enrollee
Expenses
100

2,100

Foregone Earnings
1,200

Ficure 2

In the first year after training the trainee earned $400 more than
his untrained twin. Optimally, we would like to know how much more
the trainee earned than the twin throughout the remainder of their
lifetimes. Since the observation period includes only one posttraining
year, we are forced to make an assumption about the duration and
future size of the training benefits. The Office of Management and
Budget projects the benefits of social programs for 10 years and dis-
counts them at a rate of 10 percent per year. Under this assumption
the discounted or present value of the benefits is ($400) (6.14)=
$2,576.% The calculated value for each of the investment criteria ap-
pears in the table below. From the social point of view the training in
this example was economically efficient.

Value needed

Jor economic Soctal Trainee Government
efficiency viewpoint viewpoint viewpoint
Present value of benefits (B) $2, 576 31, 074 $1, 382
Costs (C) $2, 100 $820 $1, 380
Benefit-cost ratio (B/C) B/C>1 1.23 1. 31 1. 001
Net present value (B-C) B-C>0 $476 $254 $2
Internal rate of return (i) i>.10 .13 .16 .10025

Private or Trainee Viewpoint

The trainee’s cost of participating in the program is the reduction
in his after tax income. The twin’s after tax income during the training
period was $1,117 4 $383 = $1,500, while the trainee had only
$780 — $100 = $680. Hence, by participating in training, he gave
up $1,500 — $680 — $820.

The annual benefit to the trainee is the increase in his posttraining
after tax income ($175 = $3,825 — $3,650). If benefits last 10 years
and the discount rate is 10 percent, the present value of the benefits
is ($175) (6.14) = $1,074. ’Fhe entries in figure 3 show that training
was worthwhile from the trainee’s point ofg view.

3 When the rate of interest is 10 percent, $6/14 is the present value of a 10 year annuity

of $1. In other words, one would have to pay $6.14 now for an asset which guaranteed to
provide the owner with $1 in each of the next 10 years.
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Government Viewpoint

The cost to the Government is the net loss to the Treasury during
the training period. The twin received $300 from the Government
during this period ($383 in transfer payments less $83 in taxes).
The Government had administrative and instructional expenses of
$900 and made $780 worth of transfer payments to the trainee. Thus
the net outflow from the Treasury was $1,680 — $300 = $1,380.

The annual benefit to the Government is the net posttraining gain.
to the Treasury. In the first year after training tge twin received
$450 from the Government ($716 in transfer payments less $266 in
taxes), while the trainee received only $225 ($603 in transfer pay-
ments less $378 in taxes). The annual net gain to the Treasury is
$450 — $225 = $225. If benefits last 10 years and the discount rate is
10 percent, the present value of the benefits is ($225) (6.14) = $1,382.
As figure 3 shows, the project was economically eflicient from the
government’s point of view.
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