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ABSTRACT

The Secial Employment program in the Netherlands is a nationwide
public employment program, serving 65,000 handicapped and less preduc—
tive workers. In this paper, the program and its etructure are
described and appraised. Numerous problems of adverse incentives and
lack of economic control are noted. In part'Eeeause of these problems,m
the pregram has experienced substantial recent érowth in both cost
and employmeht. In'a benefit-cost analyeis of the industrial centers
component qf the program, the meaium estimate suggests'that the net’
social costs of the pfogram lie between $3,000 and $4,000 per worker.

These costs exclude the non-measurable social-psychological well--

being benefits attributable to the program. The Dutch. experience

contains many lessons for the development of public employment programs.

These lessons are drawn in a final section of the paper.
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Public Employment of Less Productive Workers——-Lessons for
the United States from the Dutch Experience

The number of people in the U.S.. who desire to earn income

through working, yet who have very low productivities, is substantial.
This population includes a high proportion of individuals cléssified as
disabled or handicapped. It also includes individuals with serious_social
or cultural disadvantages--language, low educational attainment, a back-
ground of alchoholism or drug use, a criminal record, or a lack of job
skills, Irrespective of thé source of their problems, all of these people
caﬁ be described by the term "less prodﬁcfive W'orketé."l

Public policy has focussed an énorﬁous volume of reéoﬁrces on these
individuals durihg the last decade. Education, training, and rehabilitation
programs have been instituted and haye grown to substantial sizé.
Public transfer‘pfogréﬁs have assisted these individuals and their families,

while similtaneously reducing the incentive for them to seek work and con-.

tributing to the exceedingly low market wage rates offered for their

sérvices. In'part because ofvgrowing skepticism regarding the effective-
ness of these policies, there has beén growing interest in ptblic&y—
provided 6r subsidized eﬁployment progfams for sﬁcﬁ less productive
workers. Discuésions 6f these prégfams focus on propbsals Af guaranteed
public jobs fof low productivity Workers.as a complement to a reformed"

income support system, assured full employment through the public sector"

as an employer of last resort (the Humphrey-Hawkins Bill), and the

extension of federal gfants for state~local public employmént as a

counter—cyclical policy instrument.




Soclal policy toward handicapped, disabled, and disadvantaged
workers varies widely among countries, Those adopting full employment
policies (e.g., the eastern European countries) expect all individuals--
including the handicapped‘and disabled--to contribute to the social
product, anq these countries make provision for such contribution via
public enterprises, state-supported co-operatives, or home work. fhe
social welfare states of Western Europe (e.g., Sweden and the Netherlands)
generally take the "right to work" concept as a fundamental principle,
and seek to provide employment for any individual who wishes to work.
In the United States, many handicapped and disadvantaged individuals
are guaranteed some incqme support, but not employment. Yet through
both the nonpublic, nonprofit sector (e.g., Goodwill Industries),
and regﬁlar private or public employment, many such individuals do
find employment.

In this paper, the structure and performance of the Social
Employment program of the Netherlands is described and evaluated.

Whilé such a policy analysis is important in its own right, it

has special relevance in the context of current policy discussions

in the United States. Hence, the paper also seeks to draw lessons
from the Dutch experience for policy development in the United States.

In Section 1 a brief historical sketch of the Dutch Social
Employment program is presented along with some basic information on
its current size and dimensions. Section 2 describes the organizational
and financial structure of the program. Analysis of this structure
reveals adverse incehtives and a lack of economic control. These are
summarized in Section 3. Section 4 briefly summarizes a few patterné

of employmeht and cost growth in the program since 1970. These patterns



set the stage for aﬁ anal&sis of the economic efficiency of the program.
Such a benefit-cost analysis is presented in Section 5 for the industrial
centers component of the Dutch program. Both the methodqlogical pro-
cedures and the empirical results of the study are described there.

In the final section, some lessons from the Dutch experience in

providing income support and employment for less productive--handicapped,
disabled, and disadvantaged-—workers are drawn and related to current

U.S. policy discussions.

1. AN INTRODUCTION TO THE SOCIAL EMPLOYMENT PROGRAM

Thé Dutch Social Empléyment program is a large‘public undértaking—f
in 1976, 64,000 workers comprising 1.5 percent of total employment
in Holland worked in the program. Although public responsibility for
providing employment for handicapped‘workers dates back to the
'1800s Fn leland; the present law dates only from 1969. The 1969-
law combined two earlier programs--one for manual workers and the other
for adminstrative workers—-that were begun as part of the reconstruction
after World War II. |
While thé disparate program that existed prior to World War II‘
was motivated'bytcharity, the postwaf program was seem as an integral
part of national full empidyment policy. The Dutch took seriously
tﬁe ”right—to—work” mandate of the United Nations Univeféal Declaration

2_.In the postwar program, the employees of the.

of Human Rights.
program were given norﬁal public employee status, brought under the

provisions of the Social Insurance Laws, and paid a wage that

approximated that of regular private or public sector workers performing



similar functions (though at substantially greater productivity
levels).3 Moreover, the outputs produced by these programs were
not to be sold at a below-market price because of available government
subsidies nor at an above-market price because of appeals to charity.

From 1955 to 1976, the number of workers employed in the program
grew from 8800 to over 64,000, with major spurts of growth occurring
from 1965 to 1969 (due largely to the admission of severely handicapped
workers into the program in 1965) and from 1971 to 1976 (due primarily
to the recession and high unemployment rates in this period). While
the program accounted for 1.5 percent of total Dutch employment in 1976,
this percentage varies from about .75 percent to nearly 3.0 percent
among the 11 provincesybf the country.

Since its restructuring in 1969, the program has two primary

components, referred to as the industrial centers program and the

open—air and administrative activities program, While the industrial

centers program is révenue—yielding, most of the open-air and administra-
tive activities do not produce a salable product or service. Most of the
output of the latter .program is a part of normal public service pro-
vision. In 1976, about 60-65 percent of total program employment was
conceﬁtréﬁéd in the industrial centers program, In that year, there were
160'iﬁdustrial enterprises scattered rather evenly over the country,
with an average size of about 225 workers.é_ In Table 1, the industrial
coﬁposition of the workers in this component of the program relative to
the composition of private sector workers is shown for 1965, 1970, and’.

1974, Besides the Other category, only the wood and furniture industry

has a disproportionate share of workers emploved in the Social Employment



Table 1

, Social Employment Industrial Workers
as a Percent of Private Sector Workers, by Industry

1965 1970 1974
Metal - - I 17 - 2.1 2.1
Plastic, rubber, leather ' . 1.2 1.3 » 1.4
(+ chemical industry) :
Paper, cardboard 2.3 2.9 2.2
(incl. printing) . '
" Wood, furniture - 5.2 7.3. - 5.4
Pottery,-gléss, concrete, 0.6 - 0;6 ' AO.5
. tiles : i .
Textile S 0.8 0.8 - 2.3
Other® . =~ = 2.3 5.1 5.6

®This induétry.inéludes nonhomogeneous types of activities for Social
Employment and. the private sector.




program—-5.4 percent of total employment in this industry was in the
Social Employment program in 1974,

Over the last decade, employment growth in the program has been
concentrated in the open-air and administrative activities component
of the program. From 1965 to 1974, open-air workers—-those
maintaining sport fields, parks, and road and highway grounds, and those
working in nurseries—-grew from 6500 to nearly 14,000. Administrative
workers--those employed in libraries, museums, and public offices—-

grew from 1800 to nearly 8000 over this same period.

2. THE ORGANIZATION AND STRUCTURE OF THE PROGRAM

The management and finmancial structure of the Social Employment
program is complex. Here, only the most abbreviated description will
be given.

In the 1969 Social Employment Act; the national government accepted
responsibility for providing employment for handicapped and other worketrs
who cannot find work in the private or regular public sectors.5 The
act assigned responsibility for organizing, administering, and financing
the program to the Ministry of Social Affairs. The task of actually pro-
viding employment was, in turn, assigned to municipal governments, which
must both recruit a work force from the eligible population and insure
that an adequate volume of work is available. In performing this function,
municipalities are given several optionss A municipality can operate
and manage a program alone or in concert with other municipalities.

With this resolved, a municipality (or a group of municipalities) can
operate the program itself, or it can assign operational responsibilities

to a special organization with its own quasi-legal status. The



organizational unit for administrating the program is called a
"werkverband" in both cases.6 The municipality is subject to a compre-
hensive set of regulations regarding management and administrative pro-
cedures, accounting and reporting standards, control and oversight
structures, the nature of the work provided and of the workplace, the
admission of employees, the assignment of workers to activities and to
wage classes, and the procedures for marketing the product.

' To advise the municipality in carrying out its function, the law
requires each municipality (or group of municipalities) to establish
a local Social Employﬁent Commission to give advice on which proposed
workers should{be admitted to the program and on the structure and
operation of the werkyérband., The Commission is composed of a
member of the municipal council (Chairman), three people proposed
by the trade unions, and a representative of the Ministry of Social

Affairs. Other members can be added, including representatives of

S 7 _ o
employer groups.  While' the Commission is defined as "advisory," it has

substantial de facto influence on the operation of the program.
The actual management of a municipality's werkverband is

assigned to a single manager, who is assisted by foremen, instructors,

and administrative personnel.. This ménager 1s responsible for all

of the.aspects of the municipality's program——revgnue+yie1ding enter-
prises, and‘nohrevenue yielding openéair and administrative activities.
The government has issued a set of general operations guidelines that
must be followed by the werkvefbahd manager. One important management
guideline is that the work activities must rehabilitate and improve the
participants' working capacity. Another guideline_is that the work

done must meet an economic or social need--it must not be "make-work,"




Finally, the marketing of the output must be done in a professiomal,
businesslike way, not based on appeals for charity, and must not inter-
fere with other employment "in an irresponsible way." No mention is made
of the desireabiligg of covering costs with revenue,

To be eligible for the program, a non-aged person must be able
to do work but not be able to find work under normal conditions
because of personal circumstances.8 This rather vague criterion is
interpreted and applied by each municipality through the procedures
adopted for the selection and admission of workers. While the
municipality ultimately offers the employment contract to a worker,
substaptial control over admission is exercised by a permanent Placement
Subcommittee of the Social Employment Commission. The Placement Sub-
committee's recommendation is made only after obtaining full educatjion
and employment records on a candidate, a rather complete set of
medical and psychological tests, and the recommendation of medical
and social work personnel who have examined the candidate.

Once admitted, a worker is placed in a work rehabilitation or
a test and training center where, during a period from a few
weeks to a number of months, an adapted work function is developed.
After this time the worker is assigned a job and a wage group
that depends on his skill and the responsibilities that he is judged
to be capable of handling.9

Because workers are paid a wage which is approximately equivalent
to that of their counterparts in the private sector, and because
many of the activities in the program do not yield revenue, public\
subsidization is mnecessary. The subsidy arrangement.is a complex l

one. The public grant is not based on the total costs or déficit



of a werkverband. Rather, specific rates of subsidization are

attached to the various components of costs of the werkverband. These
rates vary by both the category of cost and by the revenue-~ or non-revenue-
yielding nature of the activity. This pattern of subsidy rates

is shown in Figure 2.

A few aspects of this system should be noted: TFirst, while the
worker wage costs in the revenue-yielding activities (primarily, the
industrial centers) are subsidized at a 75 percent rate, those in the non-
revenue yielding activities have a subsidy rate of 90 percent. However,
the subsidylrate for the revenue-yielding activities can be raised to 90
percent if a center deficit remains after the 75 percent rate subsidy is
paid., This is referred to as a supplemental subsidy.lo The major cate-—
gories of cost on which a subsidy is not paid are materials, equipment,
supplies, and facilities costs. Finally, while all costs remaining after
the basic subsidy, the supplemental subsidy, and sales revenue are on
the account of the municipality, one final subsidy arrangement exists.
Any deficit which remains can be submitted to another ministry--the
Ministry of Interior Affairs——which will cover 80 percent of
these remaining costs out of the Municipal Fund. This insures
that a muﬁicipality willlbé liable for only a very small share of
the total costs of the program.

One final characteristic of the program should be mentioned; namely,
it$ relationship to the Disability Benefits program. This cash
transfer program provides beqefits equal to about 80 percent of
nofmal earnings to both employees and the self-employed who, for
physical or psychological reasons, are declared to be eligible for

the program. In recent years, the program has grown at a rate of
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- about 20 percent per year, and now supports a recipient population of

400,000--about 6 percent of the Dutch labor force.l}' It is generally
conceded that the eligibility criteria for the program are not
rigorously applied and that medical and psychological personnel

do not have the capability to monitor the health status of recipients
(as 1is requifed by law). A standard pattern is for unemployed

workers who have exhausted unemployment benefits to transfer? rather
automatically, into the Disability program. Social Employment workers
could, in general, transfer to the Disability program. And, if

their wage income prior to disablement exceeds about‘lz5 percent of

their Social Employment wage, they are eligible for supplemental cash

benefits from the Disability program.

3. AN APPRAISAL OF PROGRAM INCENTIVES AND PERFORMANCE

From this brief description of the Social Employment program it is
clear that a complex set of organizations and individuals interact withiﬁ
an equally complex set of regulations and subsidy provisions to determine
the operation of the program. In this section, a few conclusions

regarding the structure and performance of the program are offered.

' These conclusions are based on analysis of the provisions of the law,

data regarding program operation, and discussion with individuals

involved with the program at all levels.

1. The managers of'the werkverbanden, municjipal officials, and

‘members of the Social Employment Commission see the provision of work

to people admitted to the program to be the overriding objectiVe.

The coverage of costs by sales revenue is not considered to be an

important objective. Hence, the structure of the program provides
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only weak incentives either to increase sales or to economize on

costs.
From the manager's point of view, any operating deficit is
passed on to the municipality, which in turn passes on the vast bulk

of the deficit to the national government. Indeed, except under unique

circumstances, no nunicipality has to cover more than 2 percent of

worker wage costs out of its own budget. For this reason, neither

werkverbanden managers nor other officials perceive a penaltylif the
program deficit increases, or reward if the deficit is reduced. Similariy,
there is ho reward for reducing costs’or increasing sales revenue and

no penalty if costs drift up or sales revenue falls off.

The lack of incentives for cost reduction or'sales incéredse is
reinforced by the composition of the Social Employment Commission.
Representatives of industry organizations and trade unions typically hold
positions on this committee. Both of these groups tend to see Social
Employment program sales as a threat to their own interests, and are
13

not likely to be strong proponents of efforts to increase them.

2. Because of (a) the large subsidy to administrative and open-

air workersg, (b) the open—ended and undefined nature of the tasks which

can be performed, and (c) the lack of effective control on the

growth of these components of the program, municipal governments are

able to transfér the budget costs of activities serving the municipality

from the municipal budget to the national budget.

Through the Social Employment program and the Municipal Fund

of the Ministry of Interior Affairs, the national government covers

98 percent of the costs of administrative and open—air Social

Employment workers. These workers can be assigned to numerous
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jobs which héve.traditionally been the responsibility of municipal
governments (e.g., administrative tasks in the operation of swimming
pools, museums, and municipal offices,.and open-air activities in
maintaining sports fields or muniéipal grounds). As a result,
municipal officials often find it in their interest to expand these
components of the program, while simultaneously shifting municipal
costs onto the national budget. The national govermment has very
limited control on the growth.of this component of the program.

3. The relaxation of eligibility criteria, the rapidly rising

benefit levels, and the rapid growth of the Disability progfam has

diminished both the referrals of people in the Disability program to

the Social Employment program and the financial incentive for people in

the Disability program to accept work. It has also led to a relaxation

of eligibility criteria in the Social Employment program.

There is evidence that the program is increasingly serving
workers who have difficulty in securing regular employment because

of low skill, age, or some other personal characteristic, rather than

‘a readily distinguishable handicap. For example, while the program

maintains a comprehensive, l5-category classification of the type -
of handicap of Qorkers in the program, the '"not elsewhere classified"
(NEC) category is a large and rapidly growing ome. In 1971, 10
percent of Social.Employment workers were in this category; by 1975,

this percentage had increased to nearly 15 percent. From 1971 to

. 1975, the number of individuals in the NEC category gfew from 4600 to

8200. Workers in this category are concentrated in the administrative

" component of the program, where over 30 percent of the workers are

so classified. Using reasonable assumptions regarding the composition
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of the workers leaving this program component, it appears that about
50 percent of all workers entering this component of the program in
recent years have been placed in the NEC category.

4. The provision of income (wages plus Disability benefits) to Social

Employment workers equal to at least 90 percent of previous income

levels and the rapid growth in this income in recent years has reduced

the flow of workers from the Social Employment program to open industry

or regular public sector employment.

A Social Employment worker views his potential salary in open

industry as little if any above the minimum wage. This wage would typically

be below——-and in some cases, substantially below-—his combined income from
the Social Employment and Disability programs. There is little incentive
for such a worker to strive to make the transition effort., There is
strain involved and little reward. Similarly, because of rapidly rising
DisaBility Law benefits, a worker not inclined to work may experience
little penalty in moving from the Social Employment program to the
Disability program. No work is required in the latter program and little
financial sacrifice may be involved, especially for workers not receiving
both the Social Employment wage and Disability benefits. The decrease
in the flow of Social Employment workers to alternative employment

is one of the most notable trends in the program. While 3400 workers

(8 percent of the total) made the transition in 1969, only 1000

workers (1.6 percent of the total) made the tramsition in 1975. 1In
addition to the small financial incentive for workers to seek normal
private or public employment, the slack economy during this period

also explains some of the trend.
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5. While the national government has responsibility for

providing financial subsidies to this program and for setting standards

and organizational requirements, it is able to exercise little financial

and economic control over either (a) the growth of employment in the

program, and (b) the financial costs of the program.

In a very real sense, the national government is simply in the
position ofbpaying bills submitted by organizations (municipalities, and
through them, werkverbanden) irrespective of social costs or taxpayer
burden. The instruments of national government control consist of
policy statements and advice by the Minister of Social Affairs,
examination and evaluation reports on werkverband'operation submitted
by government evaluation teams those reports'can lead to denial of
the Suppiemental subsidy), stipulation of budget goals and the communieation
of them to municipalities, revision of operating and admission
criteria so as to constrain decisions of municipalities and werkverbandén,
presénce of government representatives on some of the municipality
governing bodies, and annual statistical reports submitted by werkverbanden
on costs, revenues, employment, and structure. Although the effectiveness
of these instruﬁents is difficult to assess, both the nature of the
.instruments and conversation with those subjéct to and administering

them suggest a serious lack of program control by the national government.

.In sum, then, the existing program structure is not designed to
encourage effective economic performance in the operation of the program,
'The national government (and, through it, taxpayers), pay the bill,
while municipal govermments and werkverbanden make operating decisions.
Program managers or municipai officials have little incentive to

control costs or to increase revenues.. There is little effective
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accountability of municipal officials and program managers to the

national government. And, the latter can, through the manipulation

of the program, shift the burden of traditional municipal costs onto

the national government. Moreover, the wage or benefit structure in

open industry and the program provide little incentive to Social Employment
workers to either seek work or to move from the program to employment

in open industry.

4, SOME RECENT PATTERNS OF EMPLOYMENT AND COST GROWTH

The period from 1970 to 1975 has been one of very rapid growth .
in botH efiployment and costs in the Social Employment progrém. Dur ifig
this period, employment in the program has grown from nearly 44;000
employees in 1970, to nearly 49,000 in 1973, to more than 56,000 in
1975. The bulk of this growth has been in the open-air and administra-
tive components: In 1970, this segment of the program employed less than
13,000 workers, or about 30 percent of the total., By 1973, over 17;000
workers were employed in this segment of the program, which then accouthted
for 35 percent of totai employment in the program. By 1975, open-air
and administrative projects employed mearly 24,000 handicapped workers
and accounted for 42 percent of total program employment,

Related to this growth in program employment is the change in the
income of the program——in total and from various sources. Because the
administration of the program requires that operating deficits be covered
by a subsidy from some level of government (except for some very small
amounts of net borrowing), the estimates of total program revenue (or

total revenue, by program component) will also be estimates of total costs,
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"For the total program, total revenues (costs) have grown from 660
million guilders ($264 million) in 1970 to over 1700 million guilders
(8680 million) in 1975, an increase of 260 percent. The subsidy pro-
vided by the national government has also grown rapidly over the period—-
~from 460 million guilders (8184 millioﬁ)Ain 1970 to 1270 million guilders
(6508 million) in 1975--an increase of 280 percent. Hence, over the
period, annual total revenues (costs) increased by over one billion
guilders (8400 million) and the national subsidy by over 800 million
gﬁilders.($320 million). Sales revenue grew from 168 million guilders
($67.2 million) to 362 million guilders ($144.8 million) in fhe 1970f
1975 period-—an increase of 215 percent.“

In 1970, revenue from the sale of output accounted for about one—
third of the to£al revenue (cost) incurred by the industrial centers.

Nearly all of the remaining portion of revenue came from the national gov-

ernment subsidies (65 percent) and municipal subsidies (2 percent). During

the six years, 1970-1975, sales revenue as a proportion of the total
fell gontinupusly. By fhe-end of the period it accounted for only
27 percent of total revenues. Similarly, the,mﬁnicipal subsidy feli
as a shafe of total revenue from slightly more than 2 ﬁetéent to

slightly‘less. As a result of these two shifts, the national subsidy

was required to bear an increasing share of the total costs of the

industrial centers: £from 65 percent in 1970, the share rose to nearly

70 percent in 1975. The net result, then, is a significant shift
in the financing of the centers: the relative contribution of sales
and municipalities has fallen, and the burden of increased costs

has been shifted to the national government.




18

The pattern for the open-air and administrative projects is
different. In this component of the program, sales revenues as a
percent o% the total have shown an upward trend rising from A,pergent
in 1970 to 8bpercent in i971, and then gemaining constant at
8 percent through 1975. During this same period, however, the
contribupion of municipalities to program costs fell from 8 percent
to 5 percent. The effect of these two trends is reflected in the
share of the budget covered by the national government subsidy.

From a high of 89 percent in 1971, the national government burden
fell to 84 percent in 1972. - By 1975, however, it had ‘again risen to
87 pergent.

Because the growth of revenues (costs) has exceeded the growth of
employment in the industrial centers, the total revenue (cost) per worker
has risen rapidly over the period. In 1970, total revenues (costs) per
industrial center worker stood at 16,000 guilders ($6400)§ by 1975, six
years later, per worker costé had more than-doubled, totalling 36,000
guilders ($14,400). The changing pattern of revenue sources caused an
even more radical change in the public subsidy per worker., In 1970 tax-
payers were contributing about 10,000 guilders ($4000) in subsidy for

each worker employed; by 1975, the per worker taxpayer contribution

had more than doubled to a total of nearly 26,000 guilders ($10,400),
This per worker figure, it should be noted, is about one~third more than
the national minimum wage and about 110 percent of the wage income of
the model worker.

While per worker costs have also increased in the open-air and
~administrative centers, both the gbsolute level and the growth has
been less than in the industrial centers. Total costs per worker stood

at about 13,000 guilders ($5200) in 1970, and had risen to nearly
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21,000. guilders ($8400) in 1975. This 1975 figure is only about 60 per—
cent - -of per worker costs iﬁ fhe industrial centers. Clearly, this is
to be expected as the costs for raw materials an& supervision in‘
the industrial centers. are greater.
What ié not expected is the pattern of growth in the subsidy
per worker in the open-air and administrative projects relative to
the industrial centers. This subsidy stood at 11,000 guilders ($4400) in
1970 for the open-air and administrative projects, which was 107
percent of the per worker subsidy in the industrial centers. By
l9755 the per worker subsidy in the open-air and administrative projects
had risen to over 19,000 guilders ($7600). While this growth is,'in~itself;f«15»
significan?, it is nothing like the more than doublinglin the per.
worker subsidy over the five-year period observed in the industrial
center segment of the program. As a result, by 1975, the subsidy
per worker in the open-air and administrative projecté stood at
75 percent of the per Workér subsidy in the industrial centers.
| In sum, these substantial increases in the taxpayer subsidy
per worker stand as the mosf striking_aspeqt of the data on empléyment
and révenue. While the causes of this increase cannot be identified
with precision, the following are likely to be of primary imporfahce:
s+ The significant increase in tﬁe minimum wage over the
period--in parﬁicular, the large one-time adjustment in 1973,
* The rapid increase over the period in social security taxés for
employed workers that have had to be covered by the program.
* The failure of sales revenue to grow as rapidly as program costs.
* The increase in raw material and supervisory personnel costs due

to the general inflation over this period.
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These patterns of cost and revenue growth are based on current
prices, Hence, the magnitude of this growth is, in part, caused by the
relatively high inflation rates in the Netherlands during this period.
Estimation of the pdtterns of real prog¥am growth can be obtained by
comparing the growth of program financial indicators to the growth of
relevant variables in the economy as a whole, This is done in Table 2.

In the first column of Table 2, total program revenue (cost)
is compared to net national product from 1970 to 1975. .In 1970,
the total program budget stood at six-tenths of one percent of net
national product. Over the succeeding years, this percentage
inéreafed steadily until in 1975 it was over nine-tenths of one pércent
of total production. In 1976, it wiil likely have passéd the &iie
percent mark.. The rapid growth in this percentage reflects the fact
that the program's budget grew at a higher rate than did the
Netherlands economy. Much the same picture is seen in column 2, which
shows the ratio of government subsidies to the program to net
national product. That percentage stood less than .5 percent in
19705 by 1975, governmental subsidies were nearly .75 of one percent
‘éf net national product.

Coluimns 3 and 4 show the per worker govermmental subsidy to
the two cbmponents of the program as a percent of the labor cost
per worker in the private secter. This is a relevant comparison
because the growth in governmental subsidies is closely related to
labor costs in the prograﬁ. The patterns in the two components of
the program are quite different. While per worker subsidies to
industrial centers rose more rapidly over this period than did private
labor costs pér worker, the per worker subsidies to the open-air

and administrative projects rose more slowly.



Table 2

indicators of Program GrOwtthelétive to Growth in Selected Aggregate Economic Indicators, 1970-1975

Total Govern-—

Year Total Program Subsidy per Subsidy per Subsidy per Subsidy per
Cost as a per- mental Subsidy Industrial Administrative  Industrial Administrative
cent of Net to the Center Worker and Open Air Center Worker and Open
Wational Product . Program as a as a Percent Center Worker as a Percent Air Center
Percent of Net of Labor Cost as a Percent of of Modal Family  worker as a
National Product per Private Labor Cost per  Wage Income Percent of
: Sector Worker - Private Sector Modal Family
Worker : Wage Income
ro
=t
- 1970 .62 .46 67.2 72.0 83.1 89.0
1971 .65 .48 74.2 63.9 90.0 77.6
1972 .68 .50 78.1 71.2 96.5 88.1
1972 .73 .55 77.8 80.1 994 102.2
1974 .83 .62 82.0 70.1 108.6 93.5
1975 .92 g1 86.3 65.1 109.1 82.4
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The final two columns compare growth in the per worker subsidy
to growth in the worker wage income in the modal family. 1In 1970,
83 percent of this wage income was required to support’the subsidy
payment for one industrial center worker. This percentage rose

rapidly in the 1970s3; by 1975, it took all of the worker's gross

wage income in a modal family plus 10 percent of such wage income

in a second family to support the subsidy for one industrial center

worker. While this burden was hiéher for the open-air and administrative

centers at the beginning of the period (89 percent), it first rose

to 102 percent in 1973 and then fell. 1Imn 1975 it stood at about 92 percent:
In sum, then, the growth in the program.was substantially greater

than the growth in the Dutch economy over the 1970-1975 period. As

a result, the economic burden of the program increased--by 1976

the program's budget was over one percent of net national product.

This increésing burden is attributable primarily to the rapid growth

in per worker costs and subsidies in the industrial centers component

of the program.

5. A BENEFIT-COST ANALYSIS OF SOCIAL EMPLOYMENT INDUSTRIAL CENTERS

Public manpower programs have characteristics similar to those
of many other public activities. They use real resources of society--
labor, materials, facilities, machines—-and they produce outputs
that are of benefit to society.. These benefits are wide-ranging
and include tﬁe products produced in the program, the increase in
productivity of the participants in the program, and the increase in
the psychological well-being of the participants and their families.

As a consequence, the standard techniques for evaluating the
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- worth of public programs in general are also applicable to public

manpower programs.

The most appropriate analytical framework for evaluation is

benefit-cost analysis. Stated most simply, this framework seeks to
meASure all of the social benefifs that are produced by a public
~undertaking and all of the social costs that the program creates.

After measuring these two values, the social costs are subtracted

from the social benefits. The resulting value is called net social
benefits; If this value is positivg, fhe project is viewed as a
worthwhile social undertaking; if it is a negative value, special

efforts should be made to increase the benefits or decrease the costs

of the project. If negativé net benefits cannot be eliminated, the
éontinuation ofvthe program should be questioned.

In measuring the costs of a program, only those effects that dis-

place society's resources from other uses are included in the calculation.
Hence,.the cost of supervisory personnel is taken to be their producti&ity
if they.ﬁefe employed elsewhere in the economy, and is measured by the
wage that they are paid. However, the cost of program participants who
would qtherwise be unemployed is zero--and the wages paid to them are
treated as é transfer of income and not as a real cost, With this frame-
, work; an employment program like the Social Employment program will Have
net social benefits oﬁly if it accoﬁplishes something more thaﬁ a program

that simply trahsfers an equivalent amount of money to the participants.

In this section some of the conceptual issues involved in
doing a social benefit-cost analysis of the Social Employment program
will be discussed. In applying this conceptual framework, the

procedures required for an "ideal" social benefit-cost analysis
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. of the program,.if.all. of.the required data.were available, will be

described. The data required for such a complete evaluation cannot
be obtained without more time and resources than were available for
this study. Hence, the results of a less comprehensive benefit-cost
analysis are presented.

The Sogcial Benefit-Cost Analysis of Social Employment--Conceptual
Issuest’

Social Benefits of the Social Employmént Program. The benefits

of the Social Employmént program can be categorized in a number of
ways. The form chosen:here is comprehensive in that all of the primary
compoiigfits of social benefit are included.

The first component of social benefit is the output produced by
the program. In the Social Employment program, these outputs
are many and varied. Some of them are material in nature, while
others are services. The production of furniture is an example of
the former type of output; the keeping of financial records is an

example of the latter.

If the economy were an effectively competitive economy, and if
the out?uts of the centers were sold on the open market or arrangéed
by competitive bids, the price at which the outputs were sold
would be an accurate reflection of their social value per unit.
However, if the economy is not competitive, or if the outputs are
sold under special noncompetitive arrangéments, price would not
accurately reflect social value. Depending on the circumstances, the
price (or sales revenue) might be greater or less than social value.

In these cases, a "'shadow price" for the output would have to be
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calculatéd. This price would seek to refléct the willingness of

thé purchasers of the output té pay for it. 1In concept, this
willingness to pay is an accurate measure of the real social benefit of
the output. Let us call the value of this annual output, V.

The second component of social benefit is the increased
productivity of the participants in the program. Because of both
explicit training activities within the Social Employment program
and simply the effect on workers of being in a work-setting and
engaging in work activities, it is likely that the productivity of
workers will increase over time.

This increase in worker productivity has characteristics of
an investment--once the increése in productivity is attained, it
persists at some level into the future. This future value for any
given social employment worker must also be reflected in the calculation
of this component of benefit, The way to accomplish this, at least in
concept, would be to calculate the increase in a pérticipant's.économic
productivity in'future yéars of attributable to the program, and tobdis—
count this stream back to the present, using an appropriate discount rate,
This présent—value—of—productivity—increase benefit is 1abélled. .

“A Ehigg_;ategory of social benefit could be called the social-
psychological well-being gains of the participants in fhe program.
This category of benefit captures the.additional well-being or
satisfaction that the worker experiences by being a participant

in the program. This satisfaction can stem from a number of sources--

such as, the pleasure from contributing to an on-going productive process,

the social interactions with other workers. To the extent that

this benefit results in increased worker productivity, it is
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already captured in the second category of benefits. Hence, this

category consists of well-being benefits over and above those reflected
inipféductivity improvements. In concept, these benefits are measured by the
worker's willingness to pay for these benefits if he were required

to pay. Let us call this category of social-psychological well-

being benefit, W.

A fourth social benefit category would be the reduction in

real social costs or increases in social output that might result

because of the improved social-psychological well-being of the
worker. An example of cost reduction would be a decrease in hospital,
doctor, or institutional care costs attributable to the improved
psychological well-being of the worke;. These benefits would be
experienced by taxpayets, the worker's family, or the worker himself,
depending on who bore the costs of this treatment if it were
required. The value of this benefit would, in concept, be equal

to the cost of the care provided to the worker if he were not

in the program less the cost of the care provided the worker when
he is in the program. An example of increases in social output
would be the increased work activity of close relatives of the
handicapped person who would be able to hold a job if the person

is himself employed. Again,  this form of benefit would seem to
persist only as long as the worker is participating in the program.
Indeed, if for some reason the worker is forced to terminate

his participation in the program involuntarily, this benefit could‘
turn into a cost as the person might, upon’termination, require
care that he would otherwise not require. This category of benefit

is labelled M.
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A final‘category of benefit could be called a third-party or
external Eenefit. ‘Citizens generally might experience satisfaction
$imply by knowing that their community (nation) was undertaking
a program to aid handicapped or low-skilled workers. This benefit
is equal to the willingness of citizens to pay for the satisfactinn '
tnat they are experiencing, even if they do not have to pay for it.
Again, for any given worker, it would pereist only as long as the worker ‘
was participating in the program. Let us call this benefit, T.

Considering one.yearfs operation of the progrem, then, we can
define the total benefits (B) attributable to that year's opefatinn

to be:
B=V+P+W+M+T,

Social costsbof the Social Employment Program. Like the social

benefits, the social costs of the program can be_categorized in a
number of ways.  We shall again choose a comprehensive'categorization}~
The first category nill reflect the output that will be forgéne
by society because.the wotker is participating in the program,land-
not doing something else. For example,.if a person mignt be |
doing some part-time work--say, keeping the books of a iocai small
business——if he were not particinating in the program, fhis output
-would be lost to society if the person does participete. It is a
program cost and, presuming the worker - would Be paid the market
value for his work, would be measured 5y the wage income that would
be eerned by the worker if he were mnot participating in the program.

Let us call this cost O.



28

The operation of the program uses scarce resources; and the
value of these is a gecond social cost to be considered in program
evaluation. This category of costs includes the wages (including
social ‘insurance taxes) paid to supervisory, administrative, and
medical workers, materials and sales costs, machinery, building,
and other facilities costs, worker tramsportation costs, the medical
and physical training costs incurred on behalf of participants (to
the extent that such costs are over and above the costs that would be
incurred for participants if they were not working in the program),
and other program costs to the extent that they represent the use
of real resources in the program.16 As noted above, the wages of program
participants, including social insurance taxes, are trédated as transfer

payments. Let us call this entire bundle of costs, R.

The third category of social costs would result if the functioning
of the Social Employment program entails increased unemployment in
other parts of the economy. This cost would exist if

1. the output of the Social Employment program would displace

some private sector or normal public sector output, and

2, 1if some of the resources (primarily, labor) released

because of this reduced non-Social Employment output, were
not re-employed in some other activity.
Indeed, under the conditions that the output from the program
displaced alternative production on a guilder-for-guilder basis
and that none of released resources foutid alternative employments, the
value of this cost would be equal to V--~the value of program output.
On the other hand, to the extent that the production of the Soeial

Employment program required more inputs (materials, machines, space)
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. than equivalent output by the private sector, production by the .

program would create some additional employment in the economy;
This increment to labor demand would tend to offset the displacement
effect. 1In concept, this category of costs would be measured by
the value of the labor and other resource services that were
displaced by the program output, and that did not find alternative
employment, less the incremental employment generated by the relatively
low productivity of ‘the prdgram.17 Let us call this component of
costs D.

Again, conéidering one yéar's 6peration of the program, the

total costs. (C) attributable to that year's operation would be:

C=0+R+D,

A social benefit-cost account. This categorization and compilation
of social benefits and costs can be summarized in a benefit~cost
account as follows:

Benefits _ v Costs

-V = Value of Program Output 0 = Forgone Participant Output

R = Program Operating Costs,
including supervisory
salary costs, material
costs, machinery and
facilities costs,
and incremental training

P = Present Valﬁe of Increased
Productivity of Participants

W = Social-Psychological Well-
Being Increase to Participants

M = Reduced Medical or Psychological costs
Care Costs Stemming from
Increased Participant Social- D = Value of Forgome Output

from Displacement of
Private Sector and
T = Third-party Benefits Stemming Normal Public Sector

from Increased Social Resources Not Re-
Psychological Well-Being emp loyed

Psychological Well-Being

Social Benefits from One-Years'
Operation of the Program

Social Costs from One-
Years' Operation of the
Program
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From this accounting the concept of the Net Social

Benefits (N) of the program can be derived.
N=3B-2C.
Only if N > 0 is it in society's interest to continue the program.

The Social Benefit—-Cost Analysis of Social Employment--Procedures

From this discussion, it is seen that the data and information
requirenénts for a comprehénsive benefit-cost analysis of the Social
Employment program are significant. In the case of some of the
variaﬁi@s, data are available to allow us to make an estimate of
the value for individual years. TFof other variables, the
data required for an estimate do exist, though the collection and
organization of them exceeds time and budget constraints. For
yet other variables, the value is unmeasurable, given the state of
vknowledge and the available data. This is true in particular for
those variables defined as the willingness to pay for some effect
by certain citizens.

We will first discuss each of the variables
shown in the benefit-cost account, indicating the extent to wﬁich
they are measurable and the extent to which appropriate data is
available. 1In those cases in which measurement will be undertaken,
we will describe the procedures adopted and the assumptions on
which the calculation is based.

V = Value of program output. For the year 1973, data have been

obtained on the sales revenue of each of the industrial centers.
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Because the output produced by these centers is sold either via a
contract with a private sector business or a governmental unit or on the
open market, it is likely that the output will be sold at a competitive
price. This is especially true if the contracts are obtained
through a competitive bidding process. Hence, the data on center
sales revenue will be taken as a good estimate of the value of

. 18
program.

P = Present value of increased productivity of participants. No

reliable estimates of the value of the training are available, There
is some, admittedly weak, evidence that the gain in productivity

from partiéipating in the program is not substantial, however.

The main piece of evidence is the very low--and falling--number

of participants who make the transition from the program to private
or normal public sector employment.

As a result, we will.adopt two procedures in estimating this
value for this variable."First, Qe will assume it to be zero.
Second, on the basis of some rough estimates of worker progress
through the wage groups of the program and an assumed duration
for which this productivity effect persists, we will calculate
a value of P. Thisvcalculation is described in detail in Appendix A.
As an upper-bound estimate of this value, we will assume that
the actual value of P is about three times the value estimated in

the Appendix.

W = Social-psychological well-being increase for participants.

M

Reduced medical or psychological care costs stemming from

increased participant social-psychological well-being.
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T = Third-party benefits stemming from increased participant social-

| psychological well-being.
These three components of program benefits are all treated
as unmeasurable..

0 = Forgone. participant output. In the absence of an experimental

design, it is impossible to obtain a reliable estimate of what
participants would be doing if they were not in the program. Some
of them would undoubtedly be doing nothing in the way of productive
work, Others would be engaging in some part—time free-lance productive
activities, for which they may or may not receive remuneratiom. Still
others would be employed in private induétry. Howevér, the low and fall-
ing numbér of program participants that transfer from the program to
private employment suggests that the level of alternative private settor
employment is likely to be low.

In our analysis, we will make two assumptions regarding this
value. These assumptions are regarded to be lower and upper bounds
on the true value. The first assumption is that the true value
is zero. . The second assumption is that the true value is .3 times
the program wage costs paid to participants. In this latter assumption,
we are presuming that in the absence of participation in the Social
Employment program, workers would be engaging in activities ﬁhat
would yield them income equal to 30 percent of their wage costé in
the program.

R = Program operating costs, including nonparticipant salary costs,

materials costs, machinery and facilities costs, and incremental training

costs. For the year 1973, data have been obtained on the total costs

of each of the industrial centers, and the composition of these costs
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by 16 categéries. These data were collected by the Ministry of Social
Affairs from the individual centers, and hence represent summaries
from their detailed accounts. Presuming that the inputs that fhése
costs represent were purchases in competitive markets, these costs
should be accurate reflections of the social costs that the use.

of these inputs implies.

D = Value of forgone output from displacement of private sector

and normal public sector resources not reemployed. Like some of

the other componeﬁts of real social costs and benefits, this
component is extremely difficult to estimate. No diréct dataAon
it is avéilable.

In'the'empirical analysis;'we employ.two estimaﬁes of this
‘value. These estimates are meant to be upper and 1owef bounds éf
the true value. The lower-bound estimate is zero, implying that .
all Qf the displaced resources are reemployed. The upper—bqund
estimate presumes that 30 percent of the diéplaced labor is not

reemployed.20 The procedures for empirically estimating thiS‘

‘forgone output are presented in Appendix B.

From this variable—by—VariaBle discussion, it is clear
that reliable estimateé of some of the variables are available for
each of the cénters, rough estimates of other variables are available,
and no estimates are available for stiil other of the variables. o ‘
The following account, similar to the ome presented above, shows
the status of the empirical estimates available for each of the

variables.
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Benefits Costs

i

V = Reliable estimate, but with 0
possible downward bias

Rough estimate

s
i

Reliable estimate,
P = Rough estimate but with possible
downward bias

W = No empirical estimate available

o
]

Rough estimate
M = No empirical estimate available

T = No empirical estimate available

If we confine ourselves to those variables for which some estimate
is available we have the following calculation of partial net benefits

(or costs) (PN):
PN = (V+ P) - (0 + R + D).

The resulting value of PN can be positive or negative; if it is
negative, it represents net social costs.
Assume, now, PN is calculated. If this calculated value is, say,

-x guilders, the following statement can be made:

Neglecting social-psychological well-being benefits, the Social
Employment Program (or industrial center z) imposes a net

cost on society of x guilders. For the program (or a

centér) to be judged as contributing to net social welfare,

the sum of benefits deriving from the increased psychological
well-being of workers (W + M + T) must be greater than x

guilders.
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Empirical Benefit-Cost Analysis of the Social Employment Program

Using the data and procedures which have been described, the follow-
ing three estimates of partial net benefits (or costs) were calculated.
Estimate I: 1In this estimate of partial net benefits or costs,
upper-bound values of all benefits.and lower-bound ﬁalues of all costs
are used in the calculation. Estimate I.yields the most favorable
possible evaluation of the program. If a negative value 1s estimated,
it is a lower bound estimate of the net social costs reqﬁired to produce
21

the unmeasurable social psychological well-being benefits.”

Estimate IT: 1In this estimate of partial net benefits or costs,

lower-bound values of all benefits and upper—bound'vélues of all costs are used

in the calculation. Estimate II yields the least favorable evaluation
of the ?rogram. If a negative value is estimated, it is an upper-bound
estimate of the net social costs.required to produce the unmeasurable

22 '

social psychological well-being benefits.

Estimate IIT: In this estimate of partial net benefits or costs,

only accounting values are used in the calculation. Estimate III neglects
all of those elements of benefit and cost on which no firm accounting
estimates are available. It, in effect, assumes that P, 0O, and D

' . 23
equal zero--the lower-bound estimate of each.
From these procedures, the following estimates of partial net benefits

or costs (PN) of the industrial centers component of the Social Employ-

ment program in 1973 are obtained:

Estimate I = 65.1 million guilders ($26 million) of net social cost.
Estimate TI = 273.7 million guilders ($109.5 million) of net social

cost.
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Estimate III = 107.2 million guilders ($42.9 million) of net social

cost.

At a minimum, then, the 1973 social costs of providing the social-psycho-
logicéi well-being benefits are 65 million guilders ($26 million), and
could Ee as great as 274 million guilders (8110 million). A reasonable
middle estimate of 1973 social costs would be 125-150 million guilders
($50-%60 million).

Stated in per worker per year terms, these social costs are:

Estimate T = 2365 guilders ($946) per worker.

Estimate II = 9950 guilders ($3980) per worker.

Estimate TIT = 3896 guilders ($1558) per worker.

A medium estimate of partial net social costs would be 5000=6000 guilders

($2000-82400) per worker per year,

Given the increase in costs since 1973, combined with the lagging
sales revenues for the program, partial net social costs per worker in
1976 are likely to be from 7500-10,000 guilders ($3000-4000). If this
estimate of social costs per worker applied to both industrial center and
open—air and administrative workers, the total social cost of the program
in 1976 would be approximately 480 to 640N million guilders ($192-8256
million).24

Becdause the centers have substantially different results in terms
of éales and costs, the partial net social benefits (+) or costs (=) per
worker is>estimated for each center. Table 3 presents this distribution
for Estimates I, II, and III. TFor the lower-bound estimate of net social
benefits or costs per worker—-Estimate I--the range of estimates extends
from ~14,289 guilders (-$5716) per worker to 4341 guilders, ($1736) per

worker. For the centers with non-negative values it is estimated that
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Table 3

Distribution of 155 Industrial Centers by Partial Net Social Benefits (+)
or Costs (-) Per worker, Estimates I, II, and III, 1973

Net Social Costs (=)
or Benefits (+) in

Number of Centers

guilders (in dollars) Estimate I Estimate IT Estimate III
14,000 or less  (=5600 or less) 1 11 2
~14,000 to -12,000 (—5600 to -4800) 1 j 17 0
~12,000 to -10,000 (-4800 to -4000) 0 | 41 g
-10,000 to -8,000 (-4000 to -3200) 5 - 47 5
-8,000 to -6,060 (-3200 to -2400) = 8 _' ' 31 22
-6,000 to Z4,000 (2400 ‘to -ieoo) S 21 ' 7 34
-4,000 to —3,060 (-1600 to -1200) 19 - -1 g 22
-3,000 to -2,000  (-1200 to -800) 22 , 0 - ' 28_
-2,000 to -1,000 ~ (-800 to -400) 29 | 0 | 15
-1,000 to 0 (=400 to oj 2 o : 0o 12
0 to 1,000 (0 to 400) 13 4 0 5
1,000 to 2,060' (400 to 800) 6 0 5
2,000 to 3,000 (800 to 1200) 4 0 1
3,000 to 4,000 (1200 to 1600) ~ .3 0 0
4,000 or more (1600 or more)_- 1 0 0

Total | 155 155 155
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social benefits are being produced over and above the social psycho-=
logical well-being benefits., Twenty-seven of the 155 centers yield such
net social benefits, if Estimate I is accepted.

The range of the upper bound estimates of net social benefits or
costs per worker--Estimate Il-~extends from -~21,468 guilders (~$8587)
to -3304 guildérs (-§1322). No centefs display nonnegative values and
the bulk of the centers (119 of 155) have net social costs of from 6000
guilders ($2400) to 12,000 guilders ($4800).

The distribution of net social benefits or costs for the estimate
based on only accounting values—-Estimate IIT--is intermediate to the
other two estimates. The range of estimates is from —15,820 guilders
(~$6328) per worker to 2810 guilders ($1124) per worker. Flevéen of the
155 centers are estimated to yield net social benefits. In this distri=
bution, 106 of the 155 centers are concentrated in the -2000 guilders

(~$800) to -8000 guilders (-$3200) range per worker.

6. SOME LESSONS FOR THE UNITED STATES FROM THE DUTCH EXPERIENCE

Does this review and evaluation of the Dutch Social Employment
programihave any lessons for public policy toward the disabled in
the United States? In this section a few suggestions will be tentatively
put forth. First, however, the broad outlines and trends of U.S.

policy toward disabled persons will be described.

A Sketch of U.S. Policy Toward Disabled Persons25

The problem of distinguishing between disabled and disadvantaged

workers makes any effort to sketch the nature of U.S. policy very difficult.
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In the following discussion, attention will be focussed on U.S. policy
toward the disabled. This is done for two reasons. First, policy tar-
getted at the disadvantaggd——antipoverty policy--has been deseribed often
and is generally well understood. It consists of welfare (AFDC and SSI),
in-kind transfers (Food Stamps and Medicaid), and training and education.
On the other hand, policy toward the'disabled is far less well understood.
Second, those individuals assisted by disability policy include numerous

" workers who‘afe classified as disadvantaged or poor.

According tc recent estimates (1972), 15 percent of the adult, ﬁon-
aged, noninstitutionalized population of the U.S. is classified as dis-
ébled. This constitutes nearlﬁ 16 million people.26 About one—third of
theselpeople (5.5 millién) are.so disabled that they cannot work at all,
and another one—sixth (2.5 million) cannot work regularly. .Theée two
groups are classified as "severely disabled." About two-thirds of the
10.5 miliion individuals (abbut’7 miilion) who could work at leést éome
amount do work either part or full time, usually in very low-paid
positions; | |

Of the eight million-éeverely disabled persons, about two million
were receiving income ffom the Disability Insurance program in 1972.27

The median level of these benefits was about $1800 per year, which

accounted for 36 percent of the recipients total income. Since 1972, these

numbers have risen substantially as both the number of recipients
_of and expenditures by the Disability Insurance program have grown

rapidly.28 In 1976, expenditures in this program were about $9 billion.
Tn addition to the Disability Insurance program, disagbled persons receive

cash transfer benefits from about 10 additional federal programs and 5
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state-local programs whose total transfér beénefits to the disabled are
about four times the expenditures of the Disability Ipnsurance program.29
These programs include the SSI program, the Black Lung program, and the .
Veterans Administration Disability Compensation and Pension Programs.

In addition to policies that séek to provide an income floor for
the disabled, there are policies wi£h two other objectives, First, there
are a series of programs that provide medical services for the disabled.
These include Medicare and Medicaild, both of which target a substantial
proportion of their benefits on the disabled.30 Other federal medical
programs include a number of Veterans Administration programs and a group
of programs providing support for.general hospital and medical care. In
1976, public expenditures in these programs which aid the disabled totaled
about $30.billion.

Second, there is a set of programs designed to improve the work
capacity of disabled persons and to assist them in finding employment in
the private sector or regular public sector. The most important of these
is the joint Federal-State Vocational Rehabilitation program., While
each state administers its own rehabilitation program, the federal gov-
ernment pays 80 percent of the costs, in addition to making grants for
facilities and personnel training. In 1976, about l.4 million persons
were served by these agencies, and about 450,000 persons were described
as rehabilitated. Expenditures in this program are in exéess of $1 billion
per vear. ’ |

As indicated above, in addition to support from these programs‘seﬁen

million handicapped people were employed in 1972, About 20 percent of
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of these employed handicapped (1.2lmillion) earned less than $50 per week.
Many of these low earnings handicapped people-—about 400,000--are emploved
in sheltered workshops.32 The wage rates in these enterprises are, by and
large; less than $1 per hour. Most of these workshops cover a portion of
their costs through the sale of output;'-Contributions (often through
local community funds) and, to a lesser extent, government subsidies cover
the remainder of enterprise expenses. The extremely low wage rates are
enébled by the numerous transfer programs. By prqviding minimum income
support, these progfams encourage a labor supply at such low wage rates
from those disabled whq wish to work. Thg provision in thebDisability
Insurance Drogram that recipilents can earn up to $2500 of income without
éxperiencing decreased benefits, coupled with the high marginal tax rates
for earnings above this amount, also contribute to this low wage rate
phenomena. |

In recent years, the transfer programs——in particular; the Disability
Insurance programs—-have significéntly reléxed eligibility standards -and
significantly increased benefit levels. Tﬁese changes have, in all likeli-
hood, contributed to the rapid growth in the number of recipients and the
volume of. expenditures. It has been estimated that nearly one—half of
eligibility.déterminations in the ‘Disability Insurance program are now
based on vocational considerations (age, océupatioﬁ,.and educational
factors) and-ﬁot on the medical severitv of the disaBility——and that this
proportion is rising. From 1966 to 1972 the number of severely disabled
people in the populétion increased at a rate of about 5,5 percent pef
year,

Also, it shouid be noted thét the number of recipients leaving the

rolls of the Disability Insurance program has decreased substantially in
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recent years, This trend is probably related to the rapid rise in benefit
levels. From 1964 to 1975, benefits in the Disability Insurance program
L(alone) as a percent of spendable earnings for a worker with three depen-

dents rose from 28 percent to over 40 percent,

Work and the Less Productive Worker--Lessons from the Dutch Experience

The Dutch experience with Social Fmployment contains a number of
warnings pertimnent to current U.S. discussions regarding publicly
provided or subsidized employment programs for less productive workers.33
These will be stated in catalogue fashion:

* The ultimate size and budget cost of emplovment programs for less
productive workers is.unknown, but very large. Hence provision
of public employment for such workers cannot be separated from
policy on 1) the.role of vocational factors in determining eligi-
bility to public employment or to disabilitv cash benefits and
2) the degree of leniency in applying eligibility criteria in
either cash transfer or public employment programs, and 3) the
wage levels established for public employment. Relaxation of
eligibility standards and increased benefit (wages) levels can
lead to large increases in program rolls and expenditures., The
population with some potential claim for benefits or jobs is
enormous. This is particularly true when vocational, cultural,
or social factors, as opposed to medical or psychological
considerations, are given substdntial role in determining
eligibility.

¢ While the objective of providing a job to everyone who wishes

to work is a laudable one, it neglects the enormous difficulties
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in 1) structuring suitable and rewarding work activities, 2)
arranging for the sale of products produced at a price that
reflects neither charity nor the subsidization of purchaser,
3) and the development of subsidy arrangements that en-
courage cost minimization., Indeed, even 1f these obstacles
afe overcome, the social costs of publicly providing work

to less productive workers are large, and may remain sub-
stantially in excess of the social benefits of such an
arrangement. The level of social costs is particularly
sensitive to the level of per participant expenditures on

staff, supervisory, and rehabilitation inputs, the forgone prod-

“uctivity of participants, the productivity of the work force

in turniﬁg materials and supplies into .saleable products, and

the nature of the product provided and the extent to which its

production displaces private or regular public sector employment.

A major component of the social cost of public employmentt'
programs is the forgone productivity of the participants in the.
program. This cost is positiﬁely related to the skill level of
participant workers—-which in tu;n 1s positively reiafed ;o the .
wage level established for public employment. As a résult,vhigh

wage public employment programs--by attracting workers with

high‘forgone opportunity costs-—are less likely to meet a benefit-

cost efficiency criterion than programs designed for those with

poor private sector employment opportunities. Moreover, programs

~ employing participants with high forgone opportunities are likely

to produce products that are directly competitive with private .
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production. As a result, such programs are also more likely

to incur high displacement costs, which also contributes to

their difficulty in meeting a benefit-cost efficiency eriterion.
This conclusion will be tempered to the extent that those program
participants with high forgone private sector productivity also
have high productivity in the public program,

If an expanded federal government program of public employment

is to be undertaken, attention should be focussed on the
arrangements for publicly‘subsidizing such activities. Program
managers should be given:incentives for reducing program costs
(especially staff and supervisory costs), increasing worker pro-
ductivity, and increasing sales revenue. Likewise, if the pro-
gram is to invelve federal grants to states or local govern-
ments, subsidy arrangement should be such as to give nonfederal
officials incentive to undertake activities that have high

social value and that are net marginal additions to public

sector output, to constrain staff and supervisorv costs, and

to maximize worker productivity.

The transition of less productive workers from public employ-
ment programs with adapted work arrangements to regular public

or private employment is not likely to be substantial, even

when rehabiiitation and training is a part of the public em~
ployment arrangement. The transition is likely to be especially'
low when there is relatively high unemployment in the economy.
The economic success of the program is dependent on macroeconomic

policies.
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. Public emplovment and income transfer programs for less
productive wofkers should be carefully integrated to enable
eligible individuals to increase their iﬁcéme through employ~
ment in such programs. These programs should also be structured
to encourage pérticipafing workers to leave the program for
regular public or private employment. Such 1ntegration requires
that transfer benefits lie below the sum of transfer benefit
plus earnings from éubiic employmenf. This sum should, in ‘turn,

" lie beiow‘potential earnings in regular public or private em-

ployment,
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APPENDIX A

The  Calculation of Training and Increased Productivity Benefits

The célculation of the benefits from increased worker product-
ivity due to a) training, b) familiarity with the work place or
work schedules, and c¢) accomodation to production procedures is difficult.
Ideally, one would wish to observe the same worker both without
participation in the Social Employment program and yigg'participation
and then make an estimate of his gain in productivity. This gain
- would then be attributed to participation. The value of this
productivity increase could theﬁ be attributed as a benefit to the
program. Clearly, attaining this ideal is impossible.

An alﬁernative method-~less scieﬁtific but often reliable--is
to Qbserve Both a group of program participants and a matched group
éf like individuals over a period after which the'forﬁer group has.
completed'the program. In this case, it is the gap in productivity'
between the two groups over time that represents the contribution
of the.program, and that musf be counted as a benefit. Often,.in.such-

studies, it is possible to observe the earned income of both the

progrém participants and the control group during the period gﬁggﬁ
participétioﬁ in the program. -This gap in.earnings is a refleétion
“of the contribufion of the program to increased productivity.
However, because the Social Employment program is—-by and large--not

. a transitional program, this post-participation observation method

is not possible either.



47

The procedure adopted for estimating this component of benefits
is more crude than either of these methods. It is based on the
following presumptions. First, each of the 10 wage groups in the
Social Employment program has a set of specifications stated in
terms of worker competence and skill level. Hence, it is presumed
that the movement of a worker from one wage group to a higher wage
group implies that he has attained a higher skill level, a higher
competence, and hence, a greater productivity. The observed
movement of a worker over time is taken to represent the contribution
of the program to his skills and productivity.

Second, it is presumed that the wage levels in the groups
represent thg value of the productivity of workers in that group.
While the correct measure of a workers productivity would be what
he or she could command in the open labor market, this value is
unattainable, as there is no effective normal demand for Social
Employment workers. Because the wage groups are meant to be reflections
of skill levels and competency, however, the wage levels attached
to the groups are likely to be good proxies of the value of'the
pro&uctivity of workers in each group.

Given these presumptions, the changes in a worker's productivity
over time is indicated by how he or she changes wage groups over time.
This would, of course, presume that the plant manager was accurately
able to evaluate the productivity progress of a worker through time.
However, the progress of individual Social Employment workers through

time cannot be traced because of a lack of individual worker data.
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Hence, there is a third presumption. It is assumed that a
center which experiences very little growth or contraction in its

size over time has the same group of workers from one period to the

next. If that is the case, the change in the distribution of workers

among the wage groups from one period to the next can be measured. This

yields an estimate of the pattern of progress of workers through
the wage groups through time. Observing this change between two years

yields an estimate of the contribution of the program in the

intervening year to the increased productivity of its work force.
Clearly thé assumption that the same group of workers is employed

in a center in both pefiods will.not be entirely correct. However,

if centers with little growth or reduction in size can be identified,

some of the problem caused by the interjection of new workers will

be eliminated. 'The problem that remains is simply.the substitution

of new workers for those leaving. Such new workers may have higher»

skill levels than those leaving, or lower skill levels. On balance,

" however, one would expect the new entrants to have somewhat lower

skill levels than those leaving. Hence, observation of the change
in the distribution of workers in a centef by wage group may

yield an estimate of productivity growtﬁ which is biased downward
to some unknown extent. - However, because centers that have 1little
change in size haﬁe been chosen, and because entering workerslmay'
well be placed in entering wage groups which ére about those of
worke;s who leéve, the extent of this bias is believed not to be

excessive. This is the fourth presumption.
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The specifics of the procedure used to develop this estimate are

as follows:

1. A random sample of 19 centers was chosen, and the distribution
of workers by wage groups was obtained for each center for
1973, 1974, and 1975. This yielded 38 (19 x 2) observations
of year-to-year changes in the distribution of workers
by wage groups.

2. The wage levels of each wage group were obtained for December.
1973, the date on which the 1973 distribution of workers was
estimated. This wége structure wés presumed to represent
the structure of préductivities among the workers.

3. All of the 38 observed distributions that demonstrate an-
increase or decrease in the number of workers in a center
of 10 percent or more were discarded. This left a total
of 31 observed changes in the distribution.

4. TFor each distribution, the average wage level (using the
1973 structure) was calculated. Then, the difference
between the average wage levels of two comnsecutive years
was calculated. This difference is an estimate of the

average advancement in wage levels~—taken to represent

productivities——of the workers in a center. There were

31 of these differences in means calculated, of which
26 were positive values and 5 were negative values.
5. Presuming that the negative differences reflected an

excessive inflow of new, lower productivity workers, these
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5 estimates were discarded. The range of the remaining
26 estimated average differences was from 1 guilder per
year to 221 guilders per year.

The weighted mean of these annual average increments was
calculated (using the number of workers in the center as
weights). This Weighted mean was 69.96 guilders per year.

Hence, a value of 70.00 guilders per year was accepted as

the contribution of one year's operation of the program
v P prog

to the increase in productivity of the average worker.

The question now becomes, how long will this one-year
increment persist? Most studies have indicated that there

is a rather rapid decay over time in tﬁe earnings difference-
between workers who entered a training program and those that
did not--that after ten years, nearly all of the increment

to productivity has faded away. The estimate made here is

more optimistic--it is assumed that the estimated annual

increment to productivity--70 guilders per year-—persists

for each worker for lSAyears, and. then falls to zero.

Because that increase in productivity is a stream of benefits
through time, it is difficult to use it in a benefit-cost

analysis. First, the present value of the stream of benefits

must be.calculated, which is done through a process called
discounting. In this process, each future year's value is

reflected in the present value calculation, but those

values not occurring until some future period's are discounted
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by a compound interest-type calculation._ This reflects

the factlthat a benefit in some futqre vear is not worth

as much today as that same benefit if it were received
today. The present value (P) of a stream of annual benefits

(Ri) is calculated by the following formula:

R,
i
P=Z—————.———J;:'
a1+ r)
The symbol r is the interest rate used and for this analysis

r = 10 percent.

The calculated value of P, the present value of inc;eased

productivity benefits, is 531 guilders ($212) per worker.
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APPENDIX B

The Calculation of the Costs of Displaced Private Sector Employment

By produciﬁg output and selling it in the open market, social
employment centers are providing competition to private sector business.
It seems reascnable to assume that every guilder of social employment
sales represents sales‘of one guiider which wouid, in the absence
of the progrém, have been made by private business. Because of this
reduction of private sector sales, somé workers in the private
sector will not have jobs that they otherwise would have had. 1In
a fully employed economy, this is no problem--these workers will,
by definition, be employed elsewhere in the economy. When there is
general unemployment, these’displacéd workers may not find an
alternative job. 1In this case, their productivity is lost to the
economy. This is a social coét. 'If none of the displaced workers‘
find alternative employment, the social cost is estimated by the
wage incomé that would have been generated by the displaced.wonkers. 

As a first step in estimating this component of costs, the

sales of the Social Employment industrial centers were used as an estimate
of private.secfor sales forgone. Then, the number of displaced private
sector workers implied by these forgone.sales was estimatedf This was

doae ﬁy calculating the weighted average sales per worker in the industriés
producing products sold by the Social Employment industrial centers; and
then multiplying the inverse of this ratio by the forgone sales. The

wages foregone in the private sector because of this displacement were.
obtained by multiplying the estimated number of displaced worke;s by the

weighted average per worker wage costs in the affected industries. The
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industry weights used were the percentages of industrial center sales
in tﬁe various iIndustries in 1973.

In calculating both weighted average sales per worker and weighted
average wage costs per worker, the industry weights used were the per-—
centages of industrial center sales in the various industries in 1973,

These were:?

Textile and Clothing 7.0 percernt
Leather, Plastic, Rubber, and Chemicals 6.3 percent
Wood and Furniture 10,7 percent
Paper, Printing, and Editing 7.8 percent
Pottery, Glass, and Concrete .8 percent
Metal and Metal Products- 32.6 percent
cher : 34,8 percent

The sales per worker among the industries ranged from 134,000 guilders
($53,600) in the Rubber and Plastics industry to 63,000 guilders
(825,200) in the Wood and Furniture industry, The weighted average sales
per worker is estimated at 74,058 gﬁilders (829,623), The weighted
average per worker wage costs in the affected industries—-using the same
weights=wwas 24,284 guilders ($9714) ;n 1973.

In 1973, total sales revénue in the industrial centers program was
240 millign guilders ($96 million) implying that 3240 private sector
workers were displaced because of the social employment industrial
centers programs.2 Multiplying the weighted average wake costs per-
worker by the number of workers displaced (3240) vields an estimate of
the private sector productivity that would be forgone if none of the dis-
Placed workers finds alternative employment. This value is 78.7 ﬁiilion

guilders ($31.5 million).
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As described, the upper bound estimate of the proportion of
displaced private sector workers who do not find alternative employment
was taken to be .3. The lower bound estimate was zero. Hence} the
upper bound estimaté of sociai costs attributable to the industrial

centers program from this displacement effect is 23.6 million

guilders ($9440). Again, the lower bound esﬁimaté is zero. The upper
bound estimate is equal to 721 gullders ($288) . per worker.

This same procedure was followed for each center in the beneflt—
cost analysis. For.the upper bound estiméte, the formula for the
calculation of the forgone productiyity from displaced private
sector workers (D) ié:

Sales revende

D = per worker o 3 .
‘ in center x

weighted average sales per worker
weighted average wage cost per worker

Sales revenue
D = per worker ol 3 .
in center. x

174,058
24,284

Sales revenue 4
D = per worker RS §
in center x
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Notes to Appendix

1The weighted average calculated for the identified industries

was assigned to the "other" industry category.

21t should be noted that, in 1973, there were 32,714 workers
employed in the industrial centers program. Hence, on average, one

private sector worker is displaced for every 10 disabled workers employed.
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NOTES

lThe terms "handicapped," "disabled," and '"disadvantaged” are

separable in concept, but overlap significantly in practice, Haﬁdicaps
and disabilities typically refer to some physical or mental condition .
which limits either the extent or the type of activity in a which a
person can engage. They are often categorized as total, partial, or
vocational. Persons with a partial disability are often restricted in the
extent or duration of the activity in which they can engage; vocationally
disabled persons are unable to effectively carry on in the occupation in
which they were employed prior to becoming disabled., Persons in both
categories often work. Disadvantaged workers are ﬁhose whose activity

is also limited by some personal characteristic (or some set of charac-
teristics) other than a physical of mental problem, As one example?
the.combination of older age, illiteracy, and low skill 1evel would
indicate a disadvahtaged worker. In most cases, programs defined for

the handicapped and disabled also provide>Benefits toc some disadvantaged
workers, In all three cases, low economic'productivity is the primary

characteristic.

2This declaration, put forth by the General Assembly in 1948,
stated: "Everyone has a right to work, a right to f;ee choice of
profession, just and favorable conditions 6f employment, as well as
protection against joblessness'" (Article 23).

3From 1950 to 1969, the wage was tied to Unemployment Compensation
Benefits, and ranged from 105 to 140 percent of such benefits. Currently,
the entry level wage ranges from two-thirds to 110 percent of the

wage income of the worker in the modal family, depending on the skill
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level of the worker., In addition, within each skill ‘level (of
which there are 10), wages rise above the entry level by number of

years in the proégram.

4This compares with the average enterprise size of 35 workers in

1955 and 108 workers in 1965.
5 ‘

The preamble of the 1969 Social Employment Law reads as follows:
We have considered it desirable to provide regulations
concerning the provision of adapted employment, aimed
at conservation, restoration or stimulation of the
working capacity, on behalf of persons, who are
capable to work, but for whom, mainly due to factors
connected to their person, employment under normal
circumstances is not or not yet available,

6W@;gkverbanden, in turn, are responsible to the municipal
council.

7As will be emphasized later, the composition of this commission

is important, given the structure of financial incentives in the program.

8A worker must be judged capable of attaining a minimum of one-

third of normal productivity in the adapted circumstances of the program.

Through a special provision, a limited number of persons not capable

of attaining this minimum are admitted into the program.

9There are ten wage groups to which assignments can be made.

Detailed guidelines and job descriptions have been issued by the

Ministry of Social Affairs to facilitate the placement decision.

lOThe supplemental subsidy is paid by the Minister of Social

Affairs upon request of the municipality.

11, . N o .
The incidence of personal characteristics defined as handicaps or

disabilities is substantially greater in the Netherlands than in the U.S.
For disorders provable by a clinical test, the disability rates are

comparable. However, Dutch rates for mental and musculoskelatal
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disorders are more than five times those of U.S. rates. Miller (1976)

attributes this to "generous social security benefits"--moral hazard.

lZSocial Employment workers with relatively high predisability earn--
ings are entitled to supplemental income (in addition to the program wage)
as a benefit from the Disability program. The objective of this supple-
mentation is to assure Social Employment workers of an income equal to
90 percent of their previous income. In practige, however, workers have
often received substantially more than tﬁis 90 percent figuré, often |
over 100 percent and up to 125 percent of thelr pre-disability earnings.
Prior to August 1976, supplementation from the Disability program was
based on a "standard" Social Employment wage which was veryvlow. Hence,1
even if a worker's actual wage was substantially above the "standard"»
wage, he received supplemental benefits as if his wage was at the
"standard". Hence, Social Employment workers in the higher wage groups
often received total income well above 90 percent.of their previous
income, Since August 1976, a new "standard" wadge arrangement has been-
in effect. This scheme réduces,'but does ﬁot eliminate, the chaﬁce of a
worker receiving more pbst—disability income (from the Social-Employhenﬁ

and Disability Benefit programs) than his income prior to disablement. -

13One aspect of the incentive structure should be noted, however .
While the average burden of costs borne by the municipality is very

low, after some point the marginal burden of increases in the

deficit (whether due to cost increases or sales revenue decreases)




59

rises from zero percent to 20 percent. As long as the deficit of a

center (defined as total costs less the sum of the basic subsidy, the
special subsidy, sales revenue, and miscellaneous income) is zero,
the marginal burden of any cost increase or revenue decrease to the
municipality is zero. Once a deficit appears, however, the marginal

burden of any change in the deficit to the municipality becomes

20 percent of the deficit increase. After a deficit appears, the
municipality's marginal burden of increases in costs varies among
the types of costs. The following list indicates the percent of any
increase in the various costs bornme by the municipality after a
deficit occurs:

— Participant Wage costs——two:Bchent

— Subsidized Directing Personnel costs--10 percent for personnel

for which a basic 50 percent subsidy is paid and 5 percent
for personnel for which a basic 75 percent subsidy is paid

- Non-Subsidized Personnel costs--20 percent

~ Materials and Facilities costs--20 percent
After a deficit appears, the municipality bears 20 percent of any
reduction in sales revenue.
14This discussion presumes that the evaluation of the project
shoﬁld be done from society's point of view. Hence, we speak of
social bemefits and social costs. However, there are other points
of view that ate also relevant. For example, one could calculate the
benefits and costs of a program from the point of view of taxpayers.
From this perspective, interest centers on direct public sector
expenditures and receipts rather than on social benefits and costs.

That this is a different perspective than the point of view of society

as a whole can be seen by considering wage payments to otherwise
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unemployed program participants. From society's point of view, such
payments entail no costs at all-—income is simply transferred from one

member of society to another. From the taxpayers point of view, however,

such payments are a cost—-they result in an Increase in tax liability.

There is also a third point of view-—-that of the participants
in the program. From this perspective, one would wish to analyze
the extent to which participants experience benéfits from the program—-
and then éompare these benefits with the costs which are borne by
the partiéipant because of his involvement in the program. If there-
is no coercion for individuals t0'pérticipate in the program, this
perspective is.redundant. Without coercion, the decision to
participate means that the benefits as perceived by the participant
exceed the costs. Pérticipanf coercion, however, is not absent in many

/

manpower programs.

15This discussion presumes that reasonably competitive markets -

prevail and that monopoly, externalities, and other market imperfections

are not serious. The modifications to this framework that aret
required in the presence of these problems are describéd in the

conferénce paper by Peter Kemper and Phillip Moss. See also

.Andersorn. (1966).

16The costs of municipal officials, employment office officials,
.members of advisory committees, and employees of the Ministry concerned.

with the program (whether or not these costs are reimbursed) would be

included in this category.

l7This discussion assumes that mometary-fiscal policy will remain

unchanged.with'the establishment of a jobs program for less productive

workers; It also assumes that a high degrée of occupational mobility
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exists, and that wages are flexible. Hence, it does not account for
rigidities associated with the standard Phillips curve analysis.

18, : ‘
There are reasons for believing that the sales revenue data

may be biased upwatd as an estimate of V. In:some cases, buyers
of output may be willing to pay a premium over the market price
because of the desire to aid handicapped workers. There are also
reasons to believe that the éales data may yield estimates of V
which are biased downward. For example, because so much of the
labor cost of the centers is.subsidized, éenters may ernter bids
on contracts which are below the effective markef price of the

product or service. While the magnitude of these biases is unkown,
sales will be accepted as a reliable estimate of V. IE is judged
that, if anything, this estimate biased downward to some extent.
lng there is a bias present, it would be in the direction of
understating costs. This judgment is based upon what appear to be
excessively low costs for facility rental and equipment depreciation
for some of the centers. One speculation would be that the
buildings used by some centers ate owned by the municipalities and
provided to the center for a nominal charge. The same could be

true of some of the equipment used. An alternative speculation is
that the centers may own the building without a mortgage and

hence, register mno charge for it in their accounts. . In either
case, this component of costs would be too low. . Because, in both
cases, the services of the facility or the machinery used represent

a real economic input, they should be valued at the price which

they would bring if sold (rented) on the open market.
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The estimates would also be biased downward because no costs
are included for the time of municipal officials, members of advisory
committees to the municipality and the Ministry, members of the
piacement committee, and all of the employees of the Ministry who
are concerned with administration of the Social Employment Program.

20‘I‘he upper bound estimate was based on judgment. The only

| empirical support for it is found in Haveman and Krutilla (1968).
Note that, in the empirical analysis, only labor is assumed not to
be fully reemployed.

21

The calculation of Estimate I of partial net benefifs or costs
(PN) can be stated.as follows:

PN + (V.+ 1531 guilders) - R;

P = 1531 guilders (upper bound estimate)
0 = zero (lower bound estimate)
D = zero (lower bound estimate.:

The value of P (1531 guilders) is derived in Appendix A, -

22The calculation of Estimate II of partial nét benefits or cost
(PN) can be stated as'follows:

PN =V

.3(wage costs per worker) + R + .1(Séles Reévenue per ﬁork;

P = zero (lowér bound estimate)

0 = 20 percent of wage.costs per worker (upper bound estimate)

s D= lO'percent of sales revenue per worker (upper bound esfimafe).

23, \ ' |
3The calculation of Estimate III of partial net benefits or costs

(PN) can be stated as follows:
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PN = V - Rj
P, 0, and D = zero (lower bound estimates).

24This is on, the order of 500 gullders ($200) per employed

worker in the Netherlands.,

25thh of the descriptive information in this section is from Sar

Levitan and Taggert (1977).

26
The 1970 U.S. Census estimated that 40 million people in the

non-institutionalized population were disabled. Other estimates range

as high as 68 million,

27A.bout 50 percent of the severely disabled men who could not

work at all received benefits.
28From 1969 to 1975, the number of tecipients in the Disability

Insurance program rogse from 2.5 million to 4.4 million, and expenditures

rose from $2.5 billion to $8.4 billionm.

29

Estimates taken from An Evaluation of the Structure and Functions

of Disability Programg (Bureau of Economic Research, 1975). This report

estimated that federal expenditures on the disabled were $40.7 billion,
of which $18.5 billion were cash benefits, and $20 billion were medical
payments:. State and local governments had estimated expénditures on
the disabled equal to $11.6 billion in 1973. Private expenditures
(primarily insurance benefits) were estimated to be $30.8 billion.

In total, it was estimated that total benefits or éxpenditures on behalf
of the disabled were $83 billion. A similar tabulation for 1976 would

undoubtedly yield a total of over $100 billion.
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30

in 1973, from 85 to 90 percent of expenditures in these two programs benciiticd

t » disabled.

311n addition, payments up to 1.5 percent of total disability
insurance benefits are diverted annually to provide rehabilitation
services for recipients. In l975,_ab6ut $100 million was spent for

rehabilitations of.these insured disabled,

32Several of these workshops—for example, some Goodwill Industries
enterprises—-receive subsidies frem the Federal Government Vocational

and Rehabilitation Program,

33Thé U.S. policy debate will bring increased attention to other
issues as well., These include the statement, interpretation, and
application of eligibility criteria, the monitoring of continued benefit

~

receipt of existing beneficiaries, the Integration of transfer programs

- for less productive workers (the problem of multiple benefits), and the

work incentives implicit in programs.

The Rutgers study (Bureau of Economic Research 1975) estimated that
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