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5
Did Active Labor Market Policies 
Help Sweden Rebound from the 
Depression of the Early 1990s?

Anders Forslund and Alan Krueger

5.1   Introduction

In the early 1990s, the Swedish labor market was hit by the worst shock 
it had experienced since the 1930s, with the unemployment rate rising to 10 
percent. This development stands out in light of Sweden’s performance in 
the postwar period. Between the mid- 1940s and the crisis of the 1990s, the 
Swedish unemployment rate oscillated between 1 percent and just under 4 
percent (fi gure 5.1). Unemployment even remained low in the 1970s, despite 
oil price shocks that led to persistently high unemployment elsewhere in 
Europe. A natural question is, what, if  anything, in Swedish institutions 
and policies explains why Sweden’s unemployment rate did not follow the 
same pattern as in most Western European countries? A factor often men-
tioned for this envious performance is Sweden’s active labor market policies 
(ALMPs; e.g., cf. Layard, Nickell, and Jackman 1991).

The United States also avoided the persistently high unemployment 
rates of  the Western European countries. Admittedly, the U.S. unem-
ployment rate rose at about the same time as in Western Europe during 
the downturns of  the 1970s and early 1980s. However, it also declined 
rapidly as the business cycle improved. The U.S. unemployment rate 
has also been lower than Sweden’s during most years since the early 
1990s. A common explanation of  the more favorable development in 
the United States was its fl exible labor market and modest social safety 
net, giving rise to high job search intensity, lower reservation wages, 
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and consequently, to considerably shorter unemployment spells than in 
Europe.

The steep increase in unemployment in Sweden did not refl ect in any 
obvious way a reduced commitment to ALMPs (see fi gure 5.2). Extensive 
ALMPs, however, could not prevent the Swedish unemployment rate from 
rising in the early 1990s. Yet, this was not unexpected—the rapid increase in 
unemployment primarily refl ected a rapid increase of the infl ow into unem-
ployment that could not reasonably be prevented by ALMPs.

In a previous paper (Forslund and Krueger 1997), we questioned whether 
ALMPs actually could have been a main explanation of the earlier low levels 
of unemployment. We showed that the scientifi c support for the view that 
ALMPs had played a key role in keeping Swedish unemployment low was 
fragile. We found that relief  work crowded out regular jobs in some sectors 
(so that the net effect on unemployment was considerably smaller than the 
number of  program participants). We also found that the evidence from 
cross- country studies of the kind that Layard, Nickell and, Jackman (1991) 
used to support the view that large- scale ALMPs lead to lower unemploy-
ment rates was not robust to the time period studied. Furthermore, it was 
hard to argue that the benefi ts of labor market training were large enough to 
offset the high costs. We also voiced concern that the generous social safety 
net and ALMPs in Sweden could lead to hysteresis. Indeed, to an outsider, it 
was puzzling that Sweden was able to maintain such low unemployment as it 
did before 1991 with its generous benefi ts for the nonemployed. Presumably, 
social stigma discouraged excessive use of public programs. We feared that 

Fig. 5.1  Swedish unemployment, 1911 to 2004, share of the labor force (%)
Note: 1911 to 1955: unemployed union members; 1955 to 1961: unemployed registered at the 
Public Employment Service; 1961 to 2004: Statistics Sweden, labor force surveys.
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this stigma could erode as a result of widespread unemployment in which 
weakness in the overall economy rather than shortcomings in individual 
initiative could be blamed for unemployment, leading to greater reliance 
on social benefi ts and ALMPs for years to come. At the same time, we did 
not fi nd any obvious signs that the Swedish labor market suddenly worked 
less well and that this could explain the high unemployment rate of  the 
early 1990s.

The fact that ALMPs were not sufficient to prevent the crisis of the early 
1990s and that they probably were not important for the previous low unem-
ployment rates does not imply that they were ineffective at combating the 
unemployment crisis of the 1990s.

Hence, in the following, we investigate whether ALMPs facilitated the 
recovery from the high unemployment rates of the early 1990s. To remove 
all suspense, we conclude that ALMPs probably played a minimal role in 
reducing total unemployment since the early 1990s. Although the programs 
may have maintained high labor force attachment, unemployment was slow 
to decline compared with past shocks, and cycling through programs and 
participation in unemployment insurance (UI) was common. The main 
function of ALMPs has been to cushion the blow of unemployment for 
those who become unemployed, not to speed reemployment or to increase 
overall employment. While the former is clearly important and salutary, 
interest in fi nding a combination of policies to raise employment remains 
high. Indeed, Sweden’s commitment to supporting the unemployed and to 
reforming the mix of ALMPs when they do not seem to be as efficient as 

Fig. 5.2  Unemployment and program participation, 1963 to 2004 (shares of labor 
force)
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possible is admirable. The optimal formula, however, appears to be a work 
in progress.

5.2   The Swedish Labor Market Since the Early 1990s

In fi gure 5.2, we saw that the Swedish unemployment rate increased very 
rapidly between 1990 and 1993, from 1.5 percent to just above 8 percent, or 
from just under 3 percent to fully 13 percent as measured by total unemploy-
ment (the sum of open unemployment and program participation). Sub-
sequently, the unemployment rate remained high until the business cycle 
upturn of  the late 1990s. The decrease in unemployment was rapid, but 
by the time the unemployment rate increased again in 2003, it had never 
dropped below approximately 4 percent, twice the level of typical business 
cycle peaks during the decades preceding the 1990s. This could indicate a 
change for the worse in the workings of the Swedish labor market since the 
1980s.

As we have already pointed out, the rise in unemployment was accompa-
nied by a rapid increase in participation in labor market programs; in the 
mid- 1990s, program participation amounted to around 5 percent of  the 
labor force (fi gure 5.2).

Although dramatic, the increase in unemployment and program partici-
pation actually downplays the magnitude of the shock to the Swedish labor 
market. This is clear from fi gure 5.3, fi gure 5.4, and fi gure 5.5, where the 
evolution of labor force participation and employment in Sweden is com-
pared with that in the United States.

The steep increase in unemployment refl ected both an increased infl ow 
and a longer duration (fi gure 5.6) of unemployment spells. Indeed, infl ow 
and duration covary quite closely from the early 1990s on.

The observation that unemployment rates have not fallen to the pre- 1990s 
levels may indicate deterioration in the functioning of the Swedish labor 
market. A common way to diagnose such problems is to examine the Bev-
eridge curve—the relationship between vacancies and unemployment—for 
outward shifts. In Forslund and Krueger (1997), we concluded that there 
were no signs of a signifi cant outward shift of the Swedish Beveridge curve 
over the period from 1981 to 1991; on the contrary, we detected a signifi cant 
inward shift.

Looking at more recent data, there possibly may be an outward shift of 
the Beveridge curve, both in terms of open unemployment (fi gure 5.7) and in 
terms of total unemployment (fi gure 5.8). This impression is also supported 
by a more formal analysis. We estimated Beveridge curves using data for the 
period from 1970 to 2004, and an included time trend was signifi cant and 
positive, confi rming the visual impression from the plots. In a bookkeeping 
sense, this shift probably refl ects the increased infl ow into unemployment 
displayed in fi gure 5.6.



Fig. 5.3  Labor force participation in Sweden and the United States, 1963 to 2003 
(share of population in active ages)
Source: OECD labor force statistics.

Fig. 5.4  Employment relative to labor force and labor force participation rate in 
Sweden, 1976 to 2004
Source: Statistics Sweden, labor force surveys.



Fig. 5.5  Employment- to- population rate, 1963 to 2003, in Sweden and the United 
States (share of active population)
Source: OECD labor force statistics.

Fig. 5.6  Infl ow to unemployment (right- hand scale) and the duration of unemploy-
ment (left- hand scale), 1972 to 2002, aged sixteen to sixty- four years
Source: Computations by Bertil Holmlund based on Labor Force Survey data.
Note: The infl ow is given as weekly infl ow as a share of the labor force (%). The values are 
running three- year averages.
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Another way to check for changes in the functioning of  the Swedish 
labor market is to see if  the evolution of unemployment in the 1990s can 
be described satisfactorily by a model estimated on data ending before the 
crisis. To explore this idea, we have estimated an autoregressive model for 
unemployment.

In fi gure 5.9, we plot the actual unemployment rate from 1993 to 2004, 

Fig. 5.7  The Swedish Beveridge curve, 1963 to 2004

Fig. 5.8  The Swedish Beveridge curve, 1963 to 2004, in terms of total unemploy-
ment
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along with dynamic forecasts from this simple model estimated on unem-
ployment data for the period from 1945 to 1990.1 The model systematically 
underpredicts the actual rate of unemployment, and most notably, it pre-
dicts the unemployment rate to fall four years earlier than it actually does. 
According to this evidence, it seems that something happened with conse-
quences for the persistence of unemployment in the 1990s. This would seem 
to bear out our concern that ALMPs were unlikely to prevent persistently 
high unemployment from taking root and that generous safety net programs 
could lead to hysteresis if  the stigma associated with program participation 
was eroded.

There is an extensive research literature on possible explanations as to why 
high unemployment rates may become persistent. One such factor, often dis-
cussed in connection with the Western European unemployment problem, 
is that the average length of unemployment spells tended to increase hand 
in hand with the higher unemployment rates. If  unemployment has a causal 
negative effect on the probability that the unemployed fi nd jobs, and if  this 
effect tends to increase with the duration of unemployment spells, then this 
mechanism is one way to explain why high unemployment may become 
persistent. This situation could be exacerbated if  high unemployment causes 
people to take more advantage of the panoply of safety net programs.

The increase in duration of the survey- based measure of Swedish unem-

Fig. 5.9  Actual and predicted unemployment and impulse- response function for the 
period from 1993 to 2004

1. This estimation period is chosen because unemployment seems to have followed a reason-
ably stable process over this period; see fi gure 5.1.
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ployment shown in fi gure 5.6 is not that dramatic: duration grew from some 
fi fteen weeks to about twenty- fi ve weeks in the mid- 1990s and then fell again. 
However, there is reason to believe that this measure understates the extent 
of the problem, because many spells of open unemployment ended in a labor 
market program. Hence, in fi gure 5.10, we use information from the registers 
at the National Labor Market Board to compute the average duration of 
both ongoing spells of open unemployment and continuous spells of open 
unemployment and program participation.

Using the information in fi gure 5.10, the development is much more omi-
nous: the average length of spells increased more or less continuously from 
around 400 days in 1994 to around 700 days (one hundred weeks) in 2000.2 
At the same time, the average duration of spells of open unemployment was 
only about one hundred days (fi fteen to sixteen weeks; see fi gure 5.6).

Hence, the long continuous spells of open unemployment and program 
participation, on average, entail signifi cant variation. Because the average 
spells of open unemployment are much shorter, a large number of unem-
ployment spells end after only a few weeks. At the same time, there must be a 
number of spells that are signifi cantly longer than the average. This is shown 
in fi gure 5.11, which shows the distribution of spells of  different lengths 
in the stocks of the registered at the Public Employment Service (PES) on 
December 31, 1999, and February 28, 2005.

At both dates, a vast majority had relatively short spells: between 60 and 
70 percent of the spells had durations of no longer than a year. But we also 
see that a signifi cant proportion (just above 14 percent, or about 62,000 
persons in 1999, and just above 7 percent, or about 32,000 persons in 2005) 
had been registered for at least three years. Comparing the two years, we 
see that spells were generally shorter in 2005, but the difference was not 
striking. We have also computed the average number of programs per per-
son, conditional on participation in at least one program. This average was 
between 2.5 and 3 at both points in time, and around 10 percent had at least 
six program spells.

In our previous paper, we investigated whether the stability of the Bev-
eridge curve (atypical for most European countries) and the low Swedish 
unemployment rates prior to the 1990s could be attributed to an expan-
sion of  public employment, but we did not fi nd strong support for this 
hypothesis.

However, it is interesting to note that the share of  public employment 
has developed quite differently in the 1990s than in the previous decades. 
This is evident from fi gure 5.12, which shows the evolution of the public 
employment share for the period from 1970 to 2004. If  the increasing share 
contributed to lower unemployment in previous decades,3 then the sharp 

2. To some extent, this increase is an artifact, refl ecting the fact that the registers only date 
back to August 1991. However, the level in the late 1990s is probably well measured.

3. We are a bit reluctant to push this point, however, given that we found no strong support 
for this hypothesis in our previous paper.



Fig. 5.10  Duration of ongoing unemployment and register spells at the Public Em-
ployment Service, averages
Source: National Labor Market Board.

Fig. 5.11  Distribution of durations of ongoing spells in the registers of the Na-
tional Labor Market Board: February 28, 2005, and December 31, 1999
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decline in the 1990s may have contributed to the relatively high unemploy-
ment rate later.

We have estimated autoregressive models for private-  and public- sector 
employment. The estimation samples cover the years from 1970 to 1992. 
Using these autoregressions to forecast employment from 1993 to 2004 gives 
rise to the results plotted in fi gure 5.13 and fi gure 5.14. Although these 
should not be given any causal interpretation, it is evident that private- sector 
employment evolved in a way that is fairly well described by the model esti-
mated on data for the 1970s and 1980s, whereas the path of public- sector 
employment is radically different in the 1990s—the model overpredicts 
public- sector employment signifi cantly in every single year from 1993 on. 
It is also notable that there has been no recovery in public employment 
since the mid- 1990s. The difference to previous decades in this respect is 
striking.

5.2.1   Regional Adjustments

The evidence presented in Forslund and Krueger (1997) suggested that 
Swedish regional employment dynamics resembled those in other European 
countries, whereas the pattern of  regional unemployment dynamics was 
more similar to that in the United States.

Fredriksson (1999) estimated regional values at risk (VARs) to analyze 
the dynamic adjustment to regional employment shocks. His main results 
were that a region- specifi c negative employment shock in the long run lowers 
employment in that region. The reduction was smaller than what is found 
for a typical U.S. state. In this respect, it was found that Sweden resembled 
the rest of Europe. Looking instead at the short- run dynamics, most of the 

Fig. 5.12  The share of public employment, 1970 to 2004



Fig. 5.13  Public- sector employment and dynamic forecast from autoregression 
model

Fig. 5.14  Private- sector employment and dynamic forecast from autoregression 
model
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adjustment is brought about by migration and very little by unemployment, 
wages, or labor market programs. In this respect, Sweden was found to be 
rather similar to the United States. The results do not suggest that ALMPs 
played any major role for mobility.

A number of studies have estimated the effects of labor market policies on 
geographical mobility more directly. There is a small number of studies of 
various mobility- enhancing programs (Storrie and Nättorp 1997; Harkman 
1988; Westerlund 1998). These studies suggest that the mobility- enhancing 
measures have had minor or no effects on mobility between counties or 
local labor markets. A larger number of studies have estimated the effects 
of  placement in different programs on mobility (McCormick and Sked-
inger 1991; Nilsson 1995; Westerlund 1997; Edin, Heiborn, and Nilsson 
1998; Westerlund 1998; Widerstedt 1998; Fredriksson and Johansson 2003; 
Lindgren and Westerlund 2003). Most studies suggest that programs lock 
in participants and hence that increasing program participation decreases 
mobility. An interesting insight into possible mechanisms is provided by 
the analysis in Fredriksson and Johansson (2003), where it is shown that 
the negative program effect on mobility refl ects a decreased job- fi nding rate 
among participants. Given the lower job- fi nding rate, the propensity to move 
by program participants is not signifi cantly different from the propensity to 
move among nonparticipants.

5.3   Swedish ALMPs Since the Early 1990s

5.3.1   The Program Menu: New and Old Medicine

The labor market programs can be subdivided into three main categories: 
training, subsidized employment, and practice. During the 1990s, many new 
programs were launched, and the following description is not exhaustive.

For a long time, labor market training was equivalent to vocational train-
ing, but over time, it also came to involve more prep courses. More recently, 
it also has involved computer activity centers, as well as an information tech-
nology (IT) training program organized jointly with the Confederation of 
Swedish Industries. Between the late 1980s and the early 2000s, participation 
in training programs enabled participants to renew UI benefi t eligibility. 
This system was abolished for all labor market programs in 2000 in con-
nection with a reform in the UI system and the introduction of the activity 
guarantee (see the following).

Subsidized employment has taken many forms, with the provision of 
relief  jobs a prominent historical approach. In the 1990s, however, relief  
jobs were used to a small extent (and were abolished in 1998). They largely 
were replaced by so- called work experience schemes, where participants were 
supposed to be placed in jobs that would otherwise not have occurred in 
order to avoid crowding- out effects. In 1998, employment subsidies, which 
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entail wage subsidies to employers for hiring unemployed (mainly long- term 
unemployed) workers, replaced recruitment subsidies, introduced in 1981. 
In most respects, employment subsidies are similar to the previous program, 
the main difference being that the new program is targeted more heavily at 
the long- term unemployed.

Work practice programs are supposed to involve both work and training. 
Normally, the participant is paid an amount corresponding to his or her level 
of UI compensation. A number of programs targeted toward youth belong 
to this category (youth teams, schooling- in slots, youth practice, municipal-
ity youth programs, youth guarantee). There were also practice programs 
targeted at other groups—immigrants and unemployed school graduates. 
Many of the practice programs were replaced by a more general work place-
ment program in 1995.

Resource jobs were introduced in 1997. This program was a subsidy to 
employers for temporarily hiring unemployed workers. Participants were 
supposed to both work and to undergo training. The wage rate was capped 
at 90 percent of the participant’s previous income.

Trainee replacement schemes, used between 1991 and 1997, involved 
subsidizing employers who paid training for an employee and who hired a 
replacement from the PES. Hence, this program was a mixture of training 
and subsidized employment.

In August 2000, a new type of program, the activity guarantee, was inau-
gurated (Forslund, Fröberg, and Lindqvist 2004). The activity guarantee 
was (and is) targeted at persons at risk of becoming long- term registers at the 
PES or at those with expiring UI benefi t eligibility. Participation is supposed 
to be full- time, and the participants receive the equivalent of UI benefi ts. The 
activity guarantee is a framework within which the participant is supposed 
to search for a job, to participate in a regular labor market program, or to 
be engaged in some training program. There are only three ways to leave the 
guarantee: by fi nding a regular job lasting at least six months, by participat-
ing in regular education, or by leaving the labor force.

The inauguration of the activity guarantee was synchronized with changes 
in the rules in the UI system, taking place in February 2001. The main 
changes introduced were that fi rst, participation in labor market programs 
no longer qualities for renewed UI benefi t eligibility—the only way to renew 
eligibility is through an ordinary job; and second, if  an unemployed worker 
has not found a job within the fourteen months of UI benefi ts, a case worker 
at the PES office decides whether the individual is to be transferred to the 
activity guarantee, or if  the case worker assesses that the unemployed indi-
vidual has a good chance of fi nding a job, he or she may award the individual 
another period (fourteen months) of UI benefi ts. If  the unemployed has not 
found a job after a second period of UI benefi ts, he or she will be transferred 
to the activity guarantee or will lose all income support (possibly apart from 
means- tested social assistance).
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Looking at the changes in ALMPs and UI from a bird’s eye view, one can 
distinguish an increased focus on job search: a main feature of the activity 
guarantee is supposed to be full- time job search. One can also detect an 
increased focus on the long- term unemployed: several forms of the employ-
ment subsidies that have been in use since 1998 have been targeted explicitly 
at the long- term unemployed.

5.3.2   A Quantitative Description

In fi gure 5.15, we show the evolution of the different types of labor mar-
ket programs since the early 1960s. Both training programs and subsidized 
employment trended up until the mid- 1990s. Training programs had more 
participants than subsidized employment during most of this period. Prac-
tice programs were of a rather limited importance throughout the 1980s. A 
number of observations can be made concerning the 1990s. First, the mea-
sure of fi rst resort to meet the rise in unemployment was training programs, 
which were expanded rapidly during 1991. This is a contrast to previous 
decades, when relief  jobs were used as the primary countercyclical measure. 
Second, after some time, participation in subsidized employment programs 
reached very high levels at the same time that practice programs expanded 
and training programs decreased in volume. When the labor market improved 
in the late 1990s, participation in all kinds of programs declined, and in the 
early 2000s, the three types of programs were of approximately equal size.

5.3.3   Interactions between UI and ALMPs

A generous4 unemployment insurance creates incentives that are likely to 
cause long unemployment spells. A number of reforms in the Swedish UI 
system have facilitated an analysis of the effects of changes in the level of 
compensation on the fl ow from (insured) unemployment to employment.

Carling, Holmlund, and Vejsiu (2001) studied a change in the replacement 
rate from 80 percent to 75 percent that was introduced on January 1, 1996. 
This reform only affected a subsample of  the unemployed. The authors 
estimated the effect of the reform by comparing job- fi nding rates before and 
after the reform of those affected and unaffected. The estimates suggested 
that the cut in the replacement rate resulted in an increase in the job- fi nding 
rate by about 10 percent.

Bennmarker, Carling, and Holmlund (2007) investigated the effects of 
several changes in the unemployment insurance system introduced in 2001 
and 2002. In 2001, a two- tiered benefi t system was introduced. The new 
system entails a higher compensation during the fi rst twenty weeks of an 
unemployment spell. In 2002, benefi ts were raised both for spells exceeding 

4. This is in terms of compensation levels and duration, as well as in terms of the level of 
control the system has in ensuring that the unemployed who is receiving benefi ts actually is 
looking actively for a job. We described the basics of  the Swedish system in Forslund and 
Krueger (1997).
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twenty weeks and for the fi rst twenty weeks of spells. The changes applied, 
as was the case in the 1996 reform, only to subsamples of the unemployed. 
Once again, this was used to identify effects on job- fi nding rates. Some-
what surprisingly, there is a striking difference between the results for males 
and females. The female job- fi nding rate was increased, whereas the male 
job- fi nding rate (in accordance with theoretical expectations) was reduced. 
There was no signifi cant effect on the aggregate job- fi nding rate. The authors 
speculated that the difference between males and females was due to a reform 
in child care that took place simultaneously. The expected effect of  this 
reform was to increase female labor supply.

A peculiarity of Swedish labor market policies in the 1990s was the oppor-
tunity to renew UI benefi t eligibility through participation in labor market 
programs.5 Given the generous Swedish UI system for unemployed mem-
bers, this feature is likely to have affected both the efficacy of program par-
ticipation and the work disincentives associated with the combined system 
of UI and labor market programs by lengthening benefi t receipt. Indeed, 
there is accumulating evidence suggesting that the system led to cycling 
between unemployment and program participation and that this adversely 
affected the results of program participation.6

First, Ackum Agell, Björklund, and Harkman (1995) showed that long 
spells in the registers of the National Labor Market Board (including both 

Fig. 5.15  Different ALMPs, 1963 to 2004 (shares of labor force)

5. Provided that the program lasted long enough, participation in any program counted as 
employment and hence gave renewed benefi t eligibility. Before 1986, only participation in job-
 like programs, such as relief  jobs, qualifi ed.

6. In Forslund and Krueger (1997), we presented some evidence consistent with these results, 
but we concluded that there was no direct conclusive evidence.
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UI and program periods) were common in the early 1990s. Carling et al. 
(1996) showed that UI- compensated unemployment spells close to benefi t 
exhaustion were signifi cantly more likely to lead to program participa-
tion than were uncompensated unemployment spells. Sianesi (2001) found 
that program participation increased the probability of  future benefi t-
 compensated unemployment, as well as subsequent program participation. 
These effects were both nontrivial in size and long lasting. Finally, Hägglund 
(2000) found that both employment durations and the length of program 
spells were affected by changes in UI eligibility criteria.

Second, Sianesi (2001) found that the treatment effect (in terms of  a 
number of different outcomes) of programs was among the worst for those 
individuals who were joining the programs around the time of UI benefi t 
exhaustion, although it is hard to rule out that unobserved personal fac-
tors that lead to program participation late in the spell of unemployment, 
rather than the opportunity to participate itself, caused this result, absent 
a randomized experiment. In either interpretation, this result is consistent 
with the fi nding in Regnér (1997) and Harkman (2002) that unemployed job 
seekers often entered programs just to renew UI benefi t eligibility.

Therefore, the evidence suggests that the system promoted cycling between 
periods of  (UI- compensated) unemployment and program participation 
and hence longer periods of  nonemployment. In countries that prohibit 
long- term cycling between open unemployment and labor market programs, 
it typically is found that shorter durations of compensated unemployment 
spells are associated with shorter unemployment spells.7

The possibility to renew benefi t eligibility was removed in August 2000, 
when the activity guarantee8 was introduced. Apart from other possible 
effects of the activity guarantee, this reform should be expected to improve 
the results of the active labor market programs.

5.3.4   Research Results on Swedish ALMPs: A Survey

Evaluations of ALMPs may be divided into micro-  and macrostudies. 
The microstudies establish program effects for participants, whereas mac-
rostudies consider general equilibrium effects of  the programs (i.e., also 
consequences for nonparticipants). Typical microstudies estimate effects 
of program participation on subsequent income or employment; the mac-
rostudies cover more diverse topics such as displacement effects, effects on 
matching efficiency, or effects on unemployment or wages.

Microevaluations depend on good data. In the United States, the modest 
amount of resources allocated to ALMPs has been accompanied by a fairly 
large amount of experimental evaluations. In Sweden, there still has been 

7. Moffitt (1985), Meyer (1990), and Katz and Meyer (1990) for the United States; Ham 
and Rea (1987) for Canada; Dormont, Fougere, and Prieto (2001) for France; and Ahn and 
Garcia- Perez (2000) and Jenkins and Garcia- Serrano (2000) for Spain.

8. See section 5.3.1 for a description of the activity guarantee.
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only one small experiment carried out for evaluation purposes (in 1974). 
Instead, Swedish evaluations have to rely on register data. This effort has 
been aided by the fact that the supply of register data has grown remark-
ably since the early 1990s, when the National Labor Market Board initiated 
an event database with information on all job applicants registering as job 
seekers at the Public Employment Service. Subsequently, these data have 
been matched with other register data from Statistics Sweden, giving rise to 
extremely rich observational databases for evaluation purposes. In the wake 
of the better data supply and the large program volumes in the 1990s, the 
number of high- quality evaluations of Swedish ALMPs has grown signifi -
cantly since our previous paper. The number of macroevaluations, in con-
trast, has grown only marginally. We continue to think that it is unfortunate 
that Sweden still has not initiated randomized controlled evaluations of its 
labor market programs. Absent controlled studies, it is impossible to know 
if  the programs or some other factors that are correlated with program par-
ticipation are responsible for the measured success or failure of the programs 
in observational studies.

We begin by reviewing microevidence for different programs. Then, we 
take a closer look at some selected macrotopics.

Training Programs

In Forslund and Krueger (1997), we concluded that based on the available 
evidence, we could neither rule out that the returns to labor market training 
were 0, nor that they exceeded 3 percent, which were roughly the returns 
needed to make the investment worthwhile. Since then, a number of new 
evaluations of training programs have been published, and some patterns 
have emerged that may be used to refi ne the previous conclusions.9

The main impression conveyed by the studies is that there was a difference 
in the effects of training when comparing the 1980s and the 1990s, where 
the estimated effects generally looked more favorable in the 1980s. Indeed, 
most studies pertaining to (especially) the early 1980s point to nontrivial 
positive effects, whereas studies pertaining to the 1990s indicate insignifi cant 
results at best.10

There is no hard evidence available to account for these differences, but 
there are many possible explanations. First, for training to be effective, there 
should be easily identifi ed bottlenecks for which to train. This is less likely in 
a deep recession (like in the 1990s) than in a more normal labor market (like 
in the 1980s). Second, the number of participants was much larger in the 
1990s than in the 1980s, and the growth rate in the number of participants 
in the early 1990s was remarkable. (The number of participants doubled 
during the second half  of 1991.) Such high volumes and growth rates may 

9. Most studies are reviewed in some detail in Calmfors, Forslund, and Hemström (2004).
10. The studies either estimate effects on subsequent income or on the hazard to work.
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have had detrimental effects on quality. Third, in the early 1990s, as opposed 
to in the early 1980s, participation in a (sufficiently long) training program 
could be used to renew UI benefi t eligibility. To the extent that a fraction 
of the participants were motivated by a desire to renew benefi t eligibility 
rather than to acquire useful skills, this is another possible explanation of 
the difference in estimated effects.

In 1997, a new program was introduced—the so- called adult education 
initiative (AEI). The program was targeted at unemployed workers with low 
levels of education, who were given the opportunity to take part in regular 
adult education while receiving the equivalent of unemployment benefi ts. 
It was a major program: between 1997 and 2000, more than 10 percent of 
the labor force participated. A number of studies (Albrecht, van den Berg, 
and Vroman 2004; Axelsson and Westerlund 2004, 2005; Ekström 2003; 
Stenberg 2003, 2005; Stenberg and Westerlund 2004) have estimated vari-
ous types of effects of the program. The evidence on effects for the treated 
is mixed and depends on both the outcome measures and the methodology 
applied. Albrecht, van den Berg, and Vroman (2004) calibrated a general 
equilibrium search model and found positive effects for the treated but nega-
tive effects for the nontreated low- skilled workers.

Time Use of the Unemployed

To further examine how ALMPs affect the experience of unemployment 
in Sweden and the United States, we used Swedish time- use data for 2000 
to 2001 and the American Time- Use Survey (ATUS) for 2003 to 2005 to 
examine how the unemployed spend their time in the two countries. Ideally, 
we would prefer to examine years that are at more comparable points of 
the business cycle, but these are the only data we have available at this time. 
There is also a question as to how comparable the data are. The Swedish 
data are based on tabulations from the Harmonized European Time- Use 
Surveys, which only summarize results in categories. Job- search activities for 
Sweden are represented in the category “activities related to employment,” 
which includes some activities in addition to job search.

The ATUS has an activity category for job search and related activities. 
Unemployed American workers spend 0.55 hours per day on weekdays and 
0.4 hours per day on weekends engaged in searching for a job or in related 
activities. The corresponding fi gures for Swedish workers are much lower: 
just six minutes per day on weekdays and one minute on weekends. Thus, the 
Swedish unemployed devote very little time to job search compared with the 
Americans. In addition, a smaller proportion of unemployed Swedes engage 
in job search on any given day than do Americans. Interestingly, both the 
American and Swedish unemployed workers report spending about one-
 third of an hour per day involved in education of some form. Surprisingly, 
we do not see much of a difference in the amount of time spent on training. 
While these results should be taken with a grain of salt, given the difficulties 
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inherent in international comparisons of time use—and other factors that 
matter for job search intensity, such as the extent of  variability in wages 
across comparable jobs—one plausible implication of this pattern is that 
Swedish ALMPs and unemployment compensation may have discouraged 
search effort as compared with American job seekers.

The outward shift of  the Beveridge curve in Sweden suggests that the 
unemployed have become less likely to fi ll available vacancies. This shift is 
consistent with reduced job search activity by the unemployed in Sweden, 
although we do not have time series data on job search time. In any event, 
this comparison indicates that time- use data can provide useful insights into 
the behavior of the unemployed.

Other Microevaluation Results

A number of recent evaluation studies either have compared the effects of 
participation in different programs or have compared program participation 
to continued job search of the openly unemployed.11

A simple generalization of the results boils down to two conclusions. First, 
the more a program resembles an ordinary job, the more efficient it is in bring-
ing the participant to work. This suggests that the most effective programs 
involve subsidizing employers to hire unemployed workers. It also implies 
that many of the low- budget programs used during the 1990s have proved to 
be the least effective in bringing unemployed persons back to work. Second, 
only employment subsidies (and perhaps subsidized self- employment for 
unemployed workers) have proved to be more effective than job search assis-
tance. Hence, most programs, including training programs, are dominated 
by job search assistance, according to the available evidence.

The second result at fi rst glance may seem counterintuitive. However, 
to the extent that it does, this may derive from the fact that time spent on 
job search may be at least as well spent as time in a program, where survey 
studies show that search activity goes down signifi cantly. Against this back-
ground, the recently increased policy focus on job search seems warranted.

Direct Displacement Effects

Direct displacement takes place if  employers substitute program par-
ticipants for ordinary employment. In Forslund and Krueger (1997), we 
estimated displacement effects of relief  jobs and found displacement to be 
high in building and construction but not signifi cantly different from zero 
in health and welfare. Since then, much new evidence has accumulated. This 
evidence is surveyed in Calmfors, Forslund, and Hemström (2004), on which 
we base the following brief  summary of results.

In a fairly large number of surveys, employers, program participants, and 
employment officers have been asked whether they believe that the tasks 

11. See Calmfors, Forslund, and Hemström (2004) for a survey.
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performed by program participants would have been performed also in the 
absence of the program. The results in the survey studies, almost without 
exception, suggest that all programs are associated with substantial dis-
placement effects, but rarely are they above 50 percent. Another main result 
in these studies is that displacement effects are larger when the program 
more closely resembles an ordinary job. These fi ndings must be taken with 
a grain of salt, however, as the public’s opinion of the presence or absence 
of displacement opportunities is not proof that displacement actually takes 
place.

There are also several econometric studies of displacement, however. In 
most cases, these studies do not look at displacement effects for single pro-
grams. The results indicate larger displacement effects than those found in 
the survey studies; typically, displacement effects well above 50 percent are 
found in the econometric studies, whereas the estimated effects in the survey 
studies only in a few cases exceed 50 percent.

Why Do Employment Subsidies Work?

The purpose of  employment subsidies is to facilitate the transition to 
regular jobs for the long- term unemployed. The job- fi nding rate among 
the long- term unemployed is signifi cantly lower than among persons with 
shorter unemployment spells. This may have several explanations. One pos-
sibility is that employers perceive the long- term unemployed to be less pro-
ductive than other persons with the same observed characteristics. So, the 
employment subsidy can be considered a subsidy to employers for the risk 
they are taking. If  the long- term unemployed person in fact has lower pro-
ductivity, this in turn may be due to either permanently lower productivity 
among the long- term unemployed (selection) or the fact that unemployment 
in itself  has a negative effect on a person’s ability to perform work tasks. If  
the latter is the case, the employment subsidy—that is, a temporary wage 
subsidy—is a reasonable policy measure; during the subsidized period, the 
employed can regain the working capacity lost during the unemployment 
spell. If, on the other hand, the productivity is permanently lower, a tempo-
rary wage subsidy is unlikely to solve the problem permanently.

We do not know with certainty whether employment subsidies primar-
ily compensate employers for the risk taken when employing a long- term 
unemployed worker or for the cost of  on- the- job skills upgrading. Also, 
some employees undoubtedly would have been hired absent the subsidy, 
just as some people who use coupons to buy milk would have bought milk 
anyway. However, it is clear from the estimates in Forslund, Johansson, and 
Lindqvist (2004) that a considerable part of the positive effect of employ-
ment subsidies derives from a large fl ow to work at the point in time when 
the subsidy expires. This indicates that a substantial fraction of the positive 
estimated treatment effect arises because subsidized employment turns into 
regular jobs. This pattern would not be expected if  the subsidies to a large 
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extent were given to employers who hire unemployed persons with perma-
nently low productivity. To the extent that a nontrivial share of the long-
 term unemployed has permanently low productivity, the problem cannot be 
solved without permanent adjustments of wage costs for low- productivity 
workers. Such adjustments can come about in a number of ways, such as 
wage adjustments or various permanent subsidies through the tax system.

Other Macroevaluation Results

ALMPs may affect the wage- setting process. To the extent that ALMPs 
are perceived as a better alternative than open unemployment, large- scale 
ALMPs may weaken the incentives for wage restraint created by open unem-
ployment. If, on the other hand, ALMPs contribute to job seekers that are 
more competitive, this creates incentives for wage restraint; if  a union pushes 
for high wages, which then leads to members losing their jobs, the laid- off 
union members will face a tougher competition for the existing jobs. Hence, 
a priori, the sign of the net effect on wages is ambiguous.12 A fairly large 
number of empirical studies have estimated the effect on wages of ALMPs.13 
Most studies have found that ALMPs increase the pressure for higher wages 
or have no effect at all. The uncertainty about the results, however, is con-
siderable.

A few studies have estimated Swedish Beveridge curves (Jackman, Pis-
sarides, and Savouri 1990; Calmfors 1993) or matching functions (Edin and 
Holmlund 1991; Hallgren 1996; Forslund and Johansson 2007) to determine 
the effects of ALMPs on matching efficiency, without fi nding evidence sug-
gesting that ALMPs have actually improved matching.

One important objective of ALMPs in the 1990s was to promote labor 
force participation: even if  programs did not have immediate effects on 
the transition from unemployment to work, it was claimed that they could 
prevent marginalization, and eventually, early retirement. There is a small 
number of studies dealing with the effects of ALMPs on labor force partici-
pation (Wadensjö 1993; Johansson and Markowski 1995; Johansson 2001; 
Dahlberg and Forslund 2005). All of them fi nd signifi cant positive effects. 
However, one should be careful when interpreting these results. If  program 
participation, at least to some extent, was used to renew UI benefi t eligibility, 
it is not clear to what extent the increased labor force participation refl ected 
an increase in effective labor supply.

International Cross- Country Evidence on ALMPs

In Forslund and Krueger (1997), we claimed that much of the favorable 
impression of ALMPs was due to cross- country studies. In that paper, we 

12. A formal analysis of this is presented in Calmfors and Lang (1995) and Forslund and 
Kolm (2004).

13. These studies are surveyed in Calmfors, Forslund, and Hemström (2004).
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showed to some extent that these results were fragile. Calmfors, Forslund, 
and Hemström (2004) have surveyed this growing literature. They fi nd that it 
seems to be a fairly robust result that ALMPs have contributed to lower rates 
of open unemployment. However, if  this result should refl ect that ALMPs 
improve the working of labor markets, one would expect that ambitious 
ALMPs also would contribute to lower rates of total unemployment (the 
sum of open unemployment and program participation). This, however, 
is less clear: some studies fi nd that expanding ALMPs are associated with 
lower rates of total unemployment, while others fi nd the opposite, and some 
studies fi nd no signifi cant effects at all. The implication of these two results 
is that ALMPs contribute to lower unemployment rates, whereas the effect 
on employment is unclear. Hence, the picture conveyed by the cross- country 
studies is rather similar to what we see in the studies of Swedish ALMPs. 
There are also results in the cross- country studies that are consistent with a 
positive effect of ALMPs on labor force participation—just as was the case 
for Sweden.

5.4   Recent Changes in Swedish ALMPs

The new right/ center Swedish government replaced the Social Democrats 
after the 2006 general elections and rapidly introduced a number of changes 
in labor market policies. As of this writing, the new policies have been in 
place for less than a year, so there are no evaluations available. However, we 
can draw on evidence from similar programs and theoretical considerations 
to discuss expected effects.

The most fundamental changes have been introduced in the unemploy-
ment insurance program. First, replacement rates now are lowered from 80 
percent to 70 percent after the fi rst 200 days of unemployment. Second, the 
cap on the daily benefi t, which was higher during the fi rst one hundred days, 
is now constant over the entire unemployment spell. Third, the possibility 
of  receiving more than one period (fourteen months) of  UI benefi ts has 
been removed. Relatedly, compensation during time spent in labor market 
programs is no longer paid by the UI program. Previously, the UI clock 
stopped ticking during spells of program participation. This is no longer the 
case, meaning that periods paid either by UI or as compensation while in 
programs now have a maximum length of fourteen months, without excep-
tions. Previous theoretical and empirical research would indicate strongly 
that all of these changes should contribute to more rapid transitions from 
unemployment to work.

A fourth change involves membership fees for UI insurance fund mem-
bers, which previously were independent of  the level of  unemployment 
among the members. The new government has introduced some elements 
of  experience rating into the system by making membership fees depen-
dent on the unemployment rate of  each fund. However, the degree of 
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experience rating is weak, so the expected effects should be small.14 Govern-
ment subsidization has also decreased, resulting in generally higher mem-
bership fees. This feature of the reforms seems to have given rise to a rather 
rapid decrease in UI fund membership.

Another reform that is closely related to the UI reforms is that the pre-
vious activity guarantee has been replaced by a job and development guar-
antee. This reform entails several changes vis- à- vis the former activity guar-
antee. First, the replacement rate in the new guarantee has been reduced 
to 65 percent; in the activity guarantee, it was the same as the (constant) 
UI replacement rate. Second, when eligibility for UI benefi ts expires after 
fourteen months of  unemployment, entry into the job and development 
guarantee is mandatory. In comparison to the old system, this means that 
entry into the new program, on average, will take place earlier in an unem-
ployment spell. Additional, mostly minor changes also were introduced. 
The lower replacement rate in the job and development guarantee is likely 
to speed up the transition to work compared with the old activity guarantee; 
the effects of the other changes are harder to predict.

The former employment subsidy programs have been replaced by the 
new- start jobs program. This program gives employers a tax subsidy—the 
employer does not have to pay any of the 33.42 percent payroll tax—for 
hiring an eligible worker. Workers become eligible by having a continuous 
period (at least twelve months long) of unemployment, sickness absence, 
or social assistance receipt, combined with nonemployment. The subsidy is 
in effect for a period equaling the duration of time in which the employee 
was not employed prior to starting the subsidized job.15 The main innova-
tion in this reform is that workers can acquire eligibility not only through a 
spell of unemployment but also through other spells outside the labor force. 
So, instead of targeting just the long- term unemployed, the new- start jobs 
program targets those who are more generally long- term nonemployed. It is 
hard to assess the importance of this reform, as well as of other differences 
between the old and the new programs, although Katz (1996) provides some 
evidence that targeted- jobs tax subsidies have increased employment in the 
United States in the past.

A few changes, specifi cally in youth programs, have also been imple-
mented. First, payroll taxes are halved for all young workers (below age 
twenty- fi ve). As a vast majority of youth qualifying for this benefi t prob-
ably would have been employed anyway, this reform is likely to result in 
nontrivial tax transfers, causing deadweight costs due to lost tax revenue 
that will have be made up elsewhere. Second, the responsibility for providing 
the programs has been removed from the municipalities; youth programs, 

14. In the Swedish system, the expected effects of experience rating primarily would be effects 
on wage setting; see, for example, Holmlund and Lundborg (1988). See Card and Levine (1994) 
for evidence of the effects of experience rating on unemployment in the United States.

15. There are exceptions for young people, old people, and immigrants.
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like other programs, are now administered by the National Labor Market 
Board. This new program is called the job guarantee for youth. The avail-
able evidence suggests that transferring the responsibility away from the 
municipalities may have benefi cial effects (Forslund and Nordström Skans, 
2006). Third, according to the new policy guidelines, job search activities 
will be the main component of the fi rst phase of the program. Evidence from 
the U.K. New Deal for Young People gives some support for this focus (see 
Blundell et al. 2000).

Some reforms outside of labor market programs are also likely to affect the 
labor market. For example, the new government has instituted tax reforms 
that are clearly designed to affect labor supply. We leave these issues for 
another chapter, as our focus is primarily on labor market programs.

5.5   Concluding Discussion

There are indications that the modus operandi of the Swedish labor mar-
ket changed during the 1990s. Most importantly, we have documented that 
unemployment followed a different, less favorable pattern after the crisis of 
the 1990s than during the previous four decades. This could refl ect the fact 
that some of those who lost their jobs in the early 1990s remained jobless 
during very long periods and became less employable in that process. This in 
turn could refl ect the possibilities to renew UI benefi t eligibility through par-
ticipation in labor market programs. Labor market policies, in this respect, 
simply enabled people to remain jobless for a longer period of time. The 
possibility to renew UI benefi t eligibility also seems to have had a negative 
infl uence on the treatment effect of labor market programs.

Available evaluations of labor market programs in the 1990s indicate that 
the only program that led to a job more rapidly than job search in open 
unemployment was employment subsidies (before 1998 recruitment sub-
sidies). At the same time, such programs probably are associated with dis-
placement effects, so the net effect on open unemployment may be small.

Altogether, these results suggest that the labor market policies of  the 
1990s were not well adapted to combat the unemployment that arose in the 
fi rst years of the 1990s.

Was there an alternative? From an American perspective, it perhaps would 
seem natural to lower the levels of the social safety nets and in this way to 
make the unemployed persons seek, fi nd, and accept new job offers more 
rapidly. Safety nets at the U.S. level, however, are not a realistic alternative 
in Sweden. For example, according to the OECD (2004), the level of com-
pensation for an unemployed person was considerably lower in the United 
States than in Sweden (30 percent of previous income in the United States, 
compared to 77 percent in Sweden) counted over a long period (fi ve years) 
of unemployment. An explanation of the big difference is that UI benefi ts 
normally are limited to six months in the United States. Thereafter, only 
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time- limited means- tested support and disability insurance are available in 
the United States.

The fi nding that program participation generally was outperformed by 
job search, however, points to another alternative. If  the social safety nets 
are kept at a high level, job search and job acceptance incentives must be 
provided in other ways. One such way is job search assistance and coun-
seling. In the international evaluation literature, there is evidence that 
job search assistance is one of the few examples of successful measures.16 
While it is unclear why job search assistance is such a cost- effective strat-
egy, one possibility is that such programs provide the unemployed with a 
more reasonable expectation for the type of jobs that they might be able to 
obtain (which has the economic effect of lowering reservation wages). The 
effectiveness of job search assistance partly may relate to our fi nding from 
time- use data that unemployed Swedes devote comparatively little time to 
job search.

In many circumstances, a distinction is made between active labor mar-
ket policies (labor market programs) and passive labor market policies (UI 
benefi ts). This distinction seems to be based on a notion that UI benefi ts are 
paid as a compensation for not working. This is a misleading distinction for 
Sweden. In all existing UI benefi t systems, there is a set of rules designed to 
ascertain that the unemployed person is available for work and is actively 
searching for a job in different ways. In Sweden, the Public Employment Ser-
vice is the spider in this web. The PES is supposed to provide both counseling 
and monitoring to make sure that unemployed persons with UI benefi ts are 
available for work, according to the rules of UI. The activities of the PES 
in this perspective should be viewed as a (potentially) efficient labor market 
program. An alternative to the labor market policies pursued in the 1990s, 
therefore, would have been to allocate more resources to job counseling and 
monitoring and less to other programs.

From a perspective based on the experiences from the 1990s, the reforms 
in labor market policies in the early 2000s seem to be steps in the right direc-
tion. The activity guarantee involves an increased focus on measures to stim-
ulate job search, and the new rules in UI have removed the problem of the 
1990s of cycling between programs and open unemployment. The demise of 
relief  jobs and the increased emphasis on employment subsidies is another 
development that is likely to lead to more efficient job creation. Of course, 
this does not mean that Swedes live in the best of all possible worlds. Unem-
ployment is still high, and many problems of (potential) low- wage earners 
remain to be solved. In addition, the 1990s have left a legacy of long- term 
unemployed persons who have had only sporadic contacts with the regular 
labor market. As our discussion of wage subsidies suggests, traditional labor 
market policies probably can not solve all these problems. Yet, Sweden’s 
commitment to improving labor market conditions and its policymakers’ 

16. See, for example, the survey in Martin and Grubb (2001).
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willingness to experiment with different and innovative approaches when 
past approaches proved less effective than desired are positive signs.
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