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Abstract

Active labor market policies (ALMP) are often used to assist in strucadijastment, including change to
information societyand to prevent the jobless from getting ensnared in-teng unemploymenBLMPs can help
reduce dependency on public transfers, especially in recent years egomtries have struggled maintaining
financial sustainability due to the global finankca@isis and large public debbyassisting workers in finding jobs

The main types of ALMPs have different ways of accomplishing the samiévedjezhief among those
reducing unemployment. As a result, ALMPs are frequently costly. Theréwar measures to determine the
importance ofALMPs at the macro level: 1) the number of workers in an ALMP prograanshsre of the labor
force; and 2) the public expenditures on ALMPs as a percentage of GDP

This paper will focus on the second measure, public expenditures on AdsviPpercentagef GDP, to
examine the importance of ALMPs in Romania, the finanaistamability of the public policies, and attempt to
empirically illustrate how they impact the labor market. The paper concluilesa discussion of the policy issues
associated with BMPsin Romania
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1. Introduction

Active labor market policies have been extensively used by namtrées for decades in an attempt to improve the
functioning of their individual labor arkets. Typically this is done lgovernment investment in human capital and
enhancing labor mobility. As such, there are four primary types of ALidPthe unemployed, those at risk of
losing their job, and employed adults seeking to improve their emglol situation: training subsidized
employment public employment servicesnd activation (Boeri and van Ours, 201Bjaining programsrovide
skill-based instruction to the unemployed and other priority groups to make them npoyadie. Subsidized
employment provides monetary incentives for firms to hire targeted wodkeie maintain their current staffing
levels. Furthermore, there is monetary support for unemployedepsegking to develop their own business. Public
employment servicefnclude placement services, job counseling, and assistance with jobeseaichivation
provides incentives for unemployed individuals to find employment through besdfittions or by requiring the
unemployed to attend employment counseling and apply forgubsccepting suitable offers. Additionally, there
may be obligations for unemployed individuals to attend job traimimtcreation programs.

! This paper presents some results of the stiithe interconnection betweeconometric modelingf poverty and
flow-fund modeling part of the research program of the Institute for Economic Forecastitlg, Romanian
Academy
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However, for the purposes of this papee considexdthe following types of ALMPs: (1) training, (2) employment
incentives, (3) direct job creation, (4) stapt incentives, and (5) owtf-work maintenance and support. Training is
as defined above. Employment incentives include subsidies and tax redudonfdé government to employers
for hiring workers. Direcfob creation is the hiring of workers for public employment. Sipriincentives are
subsidies and other incentives aimed at unemployed individuals enterirgmpdtiyment. Lastly, owdf-work
maintenance and support are transfer payments to the unemployed to sustagurihgniheir period without
employment so they can pay for every day expenses while performingpthsearch. The main objectives of these
types of ALMPs are toeduce or eliminate disequilibrium in the labor market by encouraging vigofdosggoches
and hiring.

The effectiveness of ALMPs fia come into question during and after the global financial crisis of 20081Ps
arevery expensive. As a result, as country debt and deficits balliptime scrutiny on expenditurdsr ALMPs
increased. However, ALMPs may not be a negative revenue source.tfidegfectiveness of ALMPs must be
considered. Two measures are used to expl@émportance of ALMPs at a country level. Fitst,examining the
number of workers receiving ALMP benefits as a share of the labor force and, degmod,tinizing the money
spent on ALMPs as a percentage of GDP (Boeri and van Ours, 2013).

One country that has taken a dynamic approach to ALMPs is Romania. The Romaniamgoveised ALMPs
extensively aftethe Revolution of 1989, sensing the urgency to assist the unemployed in the tramesitd from
a planned economy to a market economy. During the centrally planneteragiman capitadlecreased ate labor
force wasrequiredto work in jobs that di notproperlyvalueor utilize their skills. As a result, after the Revolutjon
the Romanian government quickly recognizbeé need to assist the population with social safety anogyr
including ALMPs to support unemployed and, perhaps, unemployabléepéapreforms took placand the market
economy maturedLMPs were scaled baakntil theGreatRecessioriook hold.

The focus of this paper is to evaluate the effectiveness of ALMPs on reducingloypment in Romania. In
particular,using data from Eustat for the years 2003 to 201Be impactthat ALMPs have had on unemployment
rate, long-term unemployment rate of the active populativary longterm unemployment rate of the active
population andunemployment rate for those aged twefig or youngeris examined

The rest of the paper is structured as followse next section presam selection ofelevant findings from the
literature on ALMPs. Section 3 provides a description of the data andptanation of the techniques used to
analyze the data. Section 4 presents the results of the analfrsiseffectiveness of the use of ALMPs in Romania.
Section 5 concludes the paper.

2. Somepreliminary considerations

The impact of theGreat Recession on developed countries was very traumetivpdn 2007 and 2010 the
unemployment rate in advanced economies increased from 5.4 percent to 8.3 percenthartdyt 2012 it had
declined to 8.0 percemtrompting Blanchardand his colleague014)to claim that the right motto is “protect
workers, notiobs’. Despite the fact thah the E.U, memberstatesoffer a wide range of welfare arrangemetus
protect the unemployed, the general trend of the past two deeadetowards arincreasing commitmenfior
ALMPs (Wulfgramm 201%. Empirical analysis comgring unemployment benefit generosity with a country’s
commitment to ALMP, in order to alleviatee detrimental impact of unemployment on life sattéa¢hasshown
“that a generous passive labour market policy moderates the negativesitecian dfect of unemployment to an
impressive extent, while the positive effects of ALMP turn out to bertdssst” (p. 259)According toanother
comparative analysis Blanchardand collaborator§014 5)

The best model is the “Nordic” modebased on a medium to high degree of employment protection, on generous
but conditional unemployment insurance, and on strong active labketpalicies—which allows for reallocation
while maintaining low unemployment.... These are surely cargsitbut the successthie Nordic countries in
“protecting workers, not jobs” hasd to the belief that the Nordic model, also tedrtiee “flexicurity model,” is the
direction to go to reform labor market institutions
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On a differentevel, thethreateffect of ALMPs, meaning how the programs have as an indirfect ef behavioural
change of unemployed peopleat makeghem more eager to move away from unemployment, is investigated by
Andersen (203) who presentsa detailed review of literature related tlis topic The focus is on developed
countries $candinavian countries, Switzerland, U.K., Denmark, U.8. Anstralia) the results are mixed and
depend on factors such as business cycle, length of unemploymentty @ gendeof the unemployed

The Beveridgecurveillustrates the relationship between the number of people unemployed and the olujpber
vacancies in the econonfgonthuis and collaborators (201&)alyzedevelopments in Beveridge curves forkliro
area countries over 20 yearst both the aggregateviel and on a disaggregated badikdr results showa
significant shift in theEuro area Beveridge curve since the onset of the Great Recebsiogpnsiderable
heterogeneity at the country levelggeshg thatALMPs aimed atupskilling and retraining of low-skilled workers
would have a positive effecFor Romania, Lincaru (2010)ses the Beveridge curve to investigate regional
mismatch tendencies.

Mitigating theeffects of unemployment is even more demanding for transitional countdegeselopingcountries
than for developed countriefor example Romaniahasa duallabour marketwith 30% of the labar force in
agriculture(E.C.,2013) and 15% of total population lalvamigrants (Stan and Erne, 20)4hose two groups play a
buffer role (Bocean B07) for employment decrease due to industry restructuiBarean (2007) presentan
empirical analysi®f eighttypes of ALMPs (vocational training coursebenefits allotd to the unemployed who
take up employmenbefore the period of entitlement toetunemployment benefiemployers' subsidization
stimulation of the labour force mobilitgranting loans to SME's for new jobs creatiopunselling and assistance
services for starting up an independadtivity or businesstemporary employment in public works in community
serviceand other active measures) Romaniabetweer2000and 2005 before joining the EU. For that transitional
period, sibsidized jobsseem to have beethe most effective prograno decreasainemployment; alsolabour
market traning and temporargublic employmenin community servie hada positiveimpact

Additionaly, for CEE and CIS countries (including Romania), Spevacek (2009) preseniswa of programs and
analyzes the effectiveness of five types of ALMPs and concluldasthe most attractive arenploymentservices
(such as job search assistance) gkills training programsThe relative effectiveness in Romaniaesfiployment
services and smaliusiness assistance prograim&valuate by RodriguezPlanas(2007) The results showthat
employment services are, on average, more successful than ebgsiradiss assistance progrdaxtending this
study,RodriguezPlanasand Jacol§2010) estimate the effects of four ALMPs implemented in Romaniherdate
1990s Theirreaults correspond tearlier findings in transition countriesmd showthattraining and retraining, self
employment assistance, and public employment and relocation seméidesuccess in improving participants’
economicoutcomeswhile public employmengppeardetrimental for themployment prospects of its participants.

3. Data Description and Analytical Techniques

The data used in this paper were obtained from the Eurostat databasedE@opanission, 2015). Thariables
considered for analysis in thigper are listed in Table 1.

Table 1. List of variables mnsidered for Romanian ALMP analysis

Variable Name Variable Name
Activity rate for 15 to 24 year olds Long-term unemployment rate of the active population
Activity rate for adults 20 to 64 Out-of-work maintenance and support as a percentage of C

Direct job creation as a percentage of GDP  Population
Employment services as a percentage of GDF Startup incentives as a percentage of GDP

GDP growth rate Total active labor market spending as a petage of GDP
GDP per capita Training services as a percentage of GDP

Inflation Unemployment rate

Job training as a percentage of GDP Unemployment rate for those less than 25 years of age
Job vacancy rate Very longterm unemployment rate for the actpepulation
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The following variables serve aslependent variablés our analysis

v" Two activity rate variablesre included as meassrmef labor force participationThese variables are expected to
have a positive coefficient when used with unemploymaniables as the dependent variable as there will be
more people in the labor force.

v" Both GDP growth rateand GDP per capitaare included because increased economic activity shiocidase
employment and lower unemployment. These variables are included to decipher vihdiFer really work or
whether an increase in economic activity causes a reduction in unemploiaiher of these variablesre
found to be significant with the unemployment variables used as dependent variablegeriboth GDP
growth rate and GDP per capita would be expected to have a negdeitenship with unemployment.

v Inflation is included because increased economic activity in an economy ljelesrds to increased inflationary
pressure. Furthermore, the variable is inetbdo determine if an expansion in monetary policy has a bigger
impact on unemployment rather than ALMPs. Inflation, following the Phillips Cusvexpected to have a
negative relationship with unemployment. However, inflation could have a positefécient with longterm
unemployment depending on the skills of the labor force.

v' The job vacancy rates included to examine if there is a corresponding relationship between thableari
ALMPs, and unemploymendob vacancy rate was used but found toditesignificant in any of the models for
unemployment.

v' Population is included to examine whether increases or decreases in population in &dmpacts the
unemployment rate either positively or negatively. Population is égbéz have a positive relatiship with the
unemployment rate as the more people there are the more jobwtdie created in the economy.

v ALMP variablesinclude direct job creation, employment services, job training,-sparhcentives, training
services, and total ALMP spending, all expressed as a percentage of GEPASIWP expenditures are likely
to increase as unemployment increases (Boone and van Ours, 6Wing Bocean (2007)the different
types of ALMP expendituregre normalizeds expenditures per unemployedsos as a percentage of GDP per
member of the labor force, as shown in Equation 1

ALMP  ALMP
__ U __ Gbp _amph
“TGeoP T ULl W
N LN

where ALMR representshe various types of expenditures on active labor market policies, U it hopdbyment,
GDP is gross domestproduct, N is the population, L is the labor forgenp% is each type of ALMP expenditure
as a percentage of GDP, u is the unemployment rate, anellabtr force participation rate.

The ALMP variables arell spending as a percentage of GDP in Roia direct job creation, employment services,
job training, owof-work maintenance and support, staptincentives, training services, and total ALMP. All the
variables except for job training and axftwork maintenance and support are expected te hagative coefficients

as they are developed to reduce unemployment. However, job graimihouof-work maintenance and support are
expected to have a positive coefficient, unlessdddor several periods, because job training takes time before a
worker has acquired the skills to get a job andafuvork maintenance and support can prolong unemployment
spells as workers do not have to take the first job that they are offered becgusavthéinancial support from the
government.

TheseALMPs are wiely used to reduce unemployment. Therefore, the followdngunemployment variables are
used aglependent variableIhe unemployment rates an obviouschoice as a dependent variable since it is the
leading indicator used for labor market performaft® longterm unemplpmentrate of the active population and
thevery longterm unemployment ratef the active population are also used as dependent varialletetmine if
ALMPs have an impact on the unemployment of those who have been seeking employraeréxtended period
and whose job skills may have deteriorated due to such an extended period withootiEatia@t Long-term
unemployment is defined as a period of unemployment of one year or more, with tterlongnemployment rate

is defined byEurostat as the share of unemployed people without a job for twelve months or mueetatat
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number of active people in the labor market (European Commission, 201%).ovigrterm unemployment is
defined as a period of unemployment of two years oemeith the very londerm unemployment rate defined by
Eurostat as the share of unemployed people without a job for 2dhsmmtnore in the total number of active people
in the labor market (European Commission, 2012). ALMPs are developedilyriimathis group of individuals so
using these variables as dependent variabidisallow for the impact of ALMPs to be determine@he last
dependent variable considered is tlremployment rate for those less than twéinty years old This variable is
examired to determine if there are ALMPs that specifically implagetgroblem of youth unemployment.

To examinethese variables, ordinary least squgf@kS) linear regression analysis is us@LS linear regression

was used because the small sample size dittlily does not allow for a proper time series aigalp be performed

(Hyndman and Kostenko, 2007). All regression analyses performed in this gaqmemt for heteroskedasticity
using White’smethod to correct the standard errors. Furthermore, eatie ohddels in this papéasbeen tested

for serial correlatiorusing the Breusclbodfrey Serial Correlation LM test. If serial corratatiwas found, the

problem was corrected by using lagkerefore, the results presented in the next section are.robus

4. Results andAnalysis

Figure 1 illustrates theevolution ofthe four unemployment ratesver the period 2002013 The unemployment
rate, longterm unemployment rate, and very letggm unemployment rate have declined slightly since 2000,

although beforehe financial crisis in 2008 there was a substantial deeréait unfortunatelysubsequenthyan
increasdollowed.
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Figure 1. Unemploymentatein Romania, 20062013

However, youth unemployment, the unemployment rate for those less than 25, isanease over this same time

period, getting larger with the financial crisis of 2008. Thia daiggests that employment that youth might obtain is
| temporary and likely lowpaid service jobs. The data also shows that as the economy expdramaactshatthe

unemployment rate, loagrm unemployment rate, and very lelggm unemployment rates increase and decrease
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by approximately the same amounts suggesting that employers are looking farsvemrkess all spectrums of the
labor force.

The Beveridgecurve for Romania(Figure 2) shows thatthe number of vacancies in Romania has decreased
substantially since 2008 while the number of unemployed has increasegraphesuggests that 2008 after the
beginning of thdinancial crisis manyfirms in Romania reduced their workforce or ceased operationthefmore,

the relatively small increase in the number of unemployed atggests that people stopped looking for employment
and left the labor forcerhile some of the workers joined theanfal labor market or left the country

Beveridge Curve: Romania
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Figure 3presentshe total spending and spending by types of ALMPs in Romania frot&®R2012.
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As shown in the graph, ALMP spending slightly decreased from 2003 to 20@ e financial crisis hit in 2008
there was a corresponding increase in ALMP spending until 2011 when sperdiegsgd to prerisis lewels.
After 2010 total ALMP spending decreased by more tharhaifewith outof-work maintenance and support
making up nearly all of that decrease. This change in spending suggests thatsthef W financial crisis was
over as the government did not find it necessary to help boost the economy wiiblaymeent payment benefits.
Yet, unemployment lagged therefore, the government slightly increased spendirajnomg tand employment
incentives.

As shown in Table 2, the use of ALMPsRomanishadboth positive and negativampacst on unemployment.
Table 2 ALMPs and the Unemployment Rate

Dependent Variable: Unemployment Rate

Variable Coefficient Std. Error t-Statistic Prob.
C 1.696957 1.327329 1.278475 0.2483
Activity Rate B-24 0.204985 0.037275 5.499279 0.0015
Employment Services -3.302182 0.764874 -4.317292 0.0050
Job Creation 2.392062 0.847731 2.821721 0.0303
R-squared 0.903834

Adjusted Rsquared 0.855751

The ALMP that has a large negative relationship with the unemploymaienis employment services. However, job
creation, another ALMP possibility, was found to have a positive retdtiprwith the unemployment rate, as does
the activity rate for young people aged 15 to 24. One possible reason thae@ion is found to increase
unemployment is that this ALMP is generally targeted atlémgterm unemployed and hatd-place individuals.
As a result, job creation would likely take several periods before thezdtistion inunemploymentit wasfound
that two lags are necessary before job creation has a negative impact @ioynemnt; however, the variable was
not statistically significant in any model configtion. The positive coefficient for the activityt@dor young people
aged 15 to 24 is consistent because employers can hire young people at lowesndagepattime or seasonal
staff to fill their labor needs. Other ALMPs were tried in the model, kewsone other than those reported were
statistically significant.

Given the results of BAMPs on overall unemployment, whether not the policies would have an impact on long
term unemploymerdire examined nexfirst, the impact of ALMPs on loAgrm unemployment in the percentage
of the populatioris consideredThese results are providedTable 3.

Table 3. ALMPs and Long-term UnemploymentActive Population

Dependent Variable: Lontgrm Unemployment Active Population

Variable Coefficient Std. Error t-Statistic Prob.

C -84.14518 34.23022 -2.458213 0.0574
Populdion 0.004145 0.001595 2.598411 0.0483
Employment ServicesZ) -4.176534 0.893229 -4.675770 0.0055

Out-of-work Income Maintenance and Suppett)(0.127282 0.058176 2.187889 0.0803

R-squared 0.734191
Adjusted Rsquared  0.574705
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In this case, two ALMP instruments were found tcstagistically significant, employment services and-of-work
income maintenance and support. Additionally, popatetvas found to be a statistically significant variable. As
expected, population has a positive coefficient; the larger the populatiorettterghe number of jobs that must be
created in the economy to maintain a stable unemployment rate. Of the two AletiRamisms, employment
services with a two period lag has a negative relationship withtengunemployment and owff-work income
and support with a one period lag has a positive relationship. Both signs on the cieffice as expected.
Employment services should reduce ldagn unemployment. Furthermore, the two period lag is consistémt wi
this finding as these services may take some time to fingg@itant a job. As for oudf-work income and support,

a positive coefficient is anticipated because payments to the unemploydbeggandividuals less urgency to find
a job which resultsn higher longterm unemployment. Other ALMP variables were attempted they were not
statistically significant.

The impact of ALMPs on very lortgrm unemploymeris investigated using theodel shown in Tablé.
Table 4. ALMPs and Very Long-term Unemployment Active Population

Dependent Variable: Very LoAgrm Unemployment Active Population

Variable Coefficient Std. Error  t-Statistic Prob.
C 1.386173 0.372957 3.716706 0.0138
Job Creation-@) -3.376038 1.215863 -2.776659  0.0391
Outof-work Income Maintenance and Suppei}( -0.159048 0.039422 -4.034509 0.0100
Inflation 0.311802 0.116025 2.687370 0.0434
R-squared 0.653730

Adjusted Rsquared 0.445967

Job creation with a two period lag, eof-work income maintenance and support with a one period lag, antibimfla
were the only variables found to be statistically significdob creation has a negative coefficient indicatiag) ith

the very longterm, unemployment will decrease with this public policyiative. This result is a bit surprising,
however, the two period lag suggests that over time jobs are created fointhesg longterm unemployment;
unlike the previous model which had no lags. Lastly, the model shows that asnnifeieases very longm
unemployment also increases. At first glance this result might seem to cortinedttillips Curve. However, the
likely outcome in this case is that those who have been recently unemployediagerghkited first as their labor
skills are still releant, whereas the loAgrm unemployed struggle to get work immediately, even in a growing
economy.

The last dependent variable exanding the unemployment rate for those less than 25 years ofAagshown in
Table 5, there are two independent variabiies are statistically significant, population ardployment services.

Table 5. ALMPs and Unemployment Under 25 Years of Age
Dependent Variable: Unemployment for those less than 25 Yeageof

Variable Coefficient Std. Error t-Statistic Proh
C 224.0884 65.64680 3.413547 0.0112
Population -0.009297 0.003073 -3.025223 0.0192

Employment Services -6.505929 1.799692 -3.615024  0.0086

R-squared 0.833546
Adjusted Rsquared  0.785987
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As population increases, the unemployment for those less than 25 years d¥ceggses. This result is not as
expected. However, one possible explanation is the age structure in Rowlaicta,is more weighted to the
pensioners. As a result, those less than 25 years of age could expedesases in employment. Another possible
explanation is that the jobs being created in Romania areskdled, lowpaying service type jobs that lead to
employment of the young.

5. Conclusion

ALMPs are an important publgolicy tool utilized by most couries. In particular, ALMPs aresed extensively in
the European Union, as they are a major component of the Europe 2020 strategy €vdanstet al., 20117s
part of the EU, Romania also integrates ALMPs as part of their econonteggtrdVhile Romaia gained EU
membership in 2007, the country has used ALMPs dimee Revolution in 1989 in an attempt to stabilize what
was, and to some extent still is, an unbalanced labor market. ALMPs were successful in helping the
unemployment situation durintpe transition years after the Revolution. However, siheeldate 1990s, ALMPs
have been considered to be not as successful, arguably because thewasir@xperiencing economic stability.
Furthermore,as the economy matured and stabilized, some questithe government spending much needed
money on ALMPs.

This paper has examined the use of ALMPs in Romania during this period of econatming, 2003 to 2012ln
particular the impact of ALMPs on the unemployment rate, the-ermg unemployment ratéhe very longterm
unemployment rate, and the unemployment rate for those less than 25 years of ageamdmed. The use of
specificALMPs in Romania were found to have some impact, although as a wdtal ALMP spending was found

to have no impact. In particular, spending on employment services was found to laeye inpact on reducing
unemployment while job creation policies actually can contribute to unemployatetgast in the shorun.
ALMPs also exhibited mixed results with lotgrm unemplognent. Employment services, after two years, has a
large impact on reducing lostgrm unemployment, while owf-work income maintenance and support contributes
to longterm unemployment even after one year. However, in the cases of vergtongnemployment both job
creation, after two years, and eftwork income maintenance and support, after one year, have a neggagt. im
As for youth unemploymenfunder 25, only employment services reduces unemployment. In fact, the variable
‘employment servicésfor young peoplghas a large negative impact on unemployment.

Although this paper examines a relatively small time period, the finding®laust.The findings of this paper can

be used to show the Romanian government that funding for ALMPs shoutetawdlly concentrated toward
employment services as this ALMP measure is shown to subdtargilice unemployment of all kinds. Moreover,
the government could target funds for job creation to those in the ventdongunemployment category. These
findings further suggest that spending on other ALMP measures in Romania aesyneffective. As a resylthe
findings presented in this paper are important because the Romanian goveoutiarget the limited funds that
they have available to these sifiecALMPs to have a bigger impact on unemployment reduction and to experience
the economic growth that would result. Using analyses similar to the ones pesertes paper can help
governments use their limited resources more effectively to provideecmmomic stimulus andeduce
unemployment
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