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INTRODUCTION: VARIETIES OF
CAPITALISM, VARIETIES OF FEDERALISM

Alain Noél

In the beginning of the 1990s, most of the devel oped democracies went through
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soon became, clear, however, that national practices and institutions would not
be refashioned easily. Policies and programs were embedded in broader pat-
terns of social regulation, they were deeply anchored in national traditions and
values, and they continued to be strongly supported by social and labour mar-
ket actors.* Adjustments were made, but most were cautious and incremental .°
In fact, these changes preserved “the prevailing regulatory framework while
introducing elements of flexibility at the margin.”®
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the other side of the coin so to speak, is to consider federalism in light of
labour market policies and, more broadly, of varieties of capitalism, a perspec-
tive seldom used in the comparative study of federations. To do so, the book
presents case studies of five federations: the United States, Germany, Switzer-
land, Belgium, and Canada. These cases include countries that can be
characterized as liberal market economies (the United States and Canada) and
others that have coordinated market economies (Germany, Switzerland, Bel-
gium), as well as federations that are majoritarian (the United States and
Germany) and others that are plural or multinational (Switzerland, Belgium,
Canada).'? The fact that these differences do not overlap is particularly helpful
to see the various institutional arrangements at play.

DIFFERENT PURPOSES, DIFFERENT INSTITUTIONS

Peter Hall and David Soskice distinguish two broad types of advanced capital-
ist societies, the liberal market economies (LMES) and the coordinated market
economies (CMES). In liberal market economies, “firms coordinate their ac-
tivities primarily viahierarchies and competitive market arrangements,” whereas
in coordinated market economies, they “depend more heavily on non-market
relationships to coordinate their endeavors with other actors and to construct
their core competencies.”*® These behavioura patterns and the social arrange-
ments, informal rules, and culturesthat sustain them are anchored in acountry’s
history, but they are also continuously tested and must often be “reaffirmed.”
Over time, institutions develop to sustain these choices and practices. In lib-
eral market economies, these institutions give rise to an open market for
corporate shares, deregulated labour markets where hiring and firing is easy,
and an education and training system oriented toward general, transferable
skills. In coordinated market economies, firms have access to more “patient”
capital through dense networks where information and reputation are impor-
tant, they rely more on a skilled labour force that is organized, stable, and
represented within the firm, and they count on an elaborate education and train-
ing system that produces workers and employeeswith industry-specific or even
firm-specific skills. X

In liberal market economies, public policies tend to favour measures
that “sharpen market competition,” because coordination is achieved prima-
rily through market mechanisms. Effortsto do otherwise, to promote concerted
actions between business and organized labour for instance, are likely to fail.
In coordinated market economies, on the other hand, policies “that reinforce
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the capacities of actors for non-market coordination” are more likely to be
pursued and to be successful. Hence, social and labour market policieswill be
more developed in the latter, and constantly questioned and challenged in the
former. Trade unions will also be in a more precarious position in liberal mar-
ket economies.’

There are obviously important differences within these two broad cat-
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has had almost no place. Federations are either contrasted globally to non-
federations, or they are treated one by one, in detailed case studies that do not
lend themselves easily to comparative analysis. Federalism scholarsinterested
in public policy, note Jonathan Rodden and Erik Wibbels in a recent article,
have tended to place “too much emphasis on differences between federal and
unitary systems and not enough on the institutional, political, and cultural di-
versity within these two types.”?® To alarge extent, thisis the case because the
driving hypothesis behind this research tradition is the idea that federalism
and decentralized decision-making tend to be “ market-preserving” and inimi-
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otherwise equal conditions, have a harder time achieving effective political ac-
tion than single-actor polities, and even though we are impressed by the fact
that appropriately specified hypotheses derived from this theory are able to ex-
plain 0.1 percent of the empirical variance in multivariate regressions (Bawn
1999), we are still confronted with the fact that multi-actor Germany was better
able to respond to the crises of the 1970s than were single-actor Britain, France,
or New Zealand.®

Paying close attention to the diversity of federal arrangementsis neces-
sary if we are to explain the interactions between labour market policies and
federalism.

Three broad distinctions have been introduced thus far: one between
liberal market economies and coordinated market economies, one between
countries where unemployment is a critical political issue and others where it
should be less problematic, and a last one between majoritarian and multina-
tional federations. These distinctions are not very fine; they encompass large
groups within the universe of developed democracies. Still, they point at dis-
tinct political purposes and different institutional arrangements that should
matter for the study of labour market policies and federalism.

In liberal market economies such as the United States and Canada, |a-
bour market policies have not been seen, traditionally, as a core domain for
state intervention and political debates. Unemployment, of course, has remained
an important political issue, especially in Canada where it has been relatively
high and unevenly distributed across the country but, beyond income support,
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that continues to be significant, but tends to be perceived as a useful adminis-
trative and democratic device more than as a fundamental political condition.
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Figure 1 indicates how varieties of capitalism intersect with varieties of
federalism, to produce distinct debates, specific to each country. In coordi-
nated market economies, labour market policies tend to be more important
politically, and federal questions matter more or less, according to the
majoritarian or multinational character of the country. In liberal market econo-
mies, labour market policies are lower on the agenda, and the salience of
federalism varies in the same fashion. We thus have one case where both di-
mensions are less salient (the United States), one where federalism is the
paramount issue (Canada), one where labour market policies are highly politi-
cal (Germany), and two where both dimensions appear important (Switzerland
and Belgium). The cases have also been positioned in space within their quad-
rant, to indicate variance among types. Canada, for instance, is placed further
than all along the salience of federalism axis, because the question is impor-
tant enough to threaten the very existence of the federation. Belgium, where
reforms were undertaken in the 1980s and 1990s to make the country federal,
is not far behind, further on the right than Switzerland. Likewise, within each
variety of capitalism, countries with higher unemployment rates (Germany,
Belgium, Canada) are located higher than countries with better records on jobs
(Switzerland, United States).

The distinctions presented in Figure 1 are qualitative and should not be
overstated. One should keep in mind that labour market policy and federalism
matter in all these countries. The differences outlined here neverthel ess appear
significant and they help to contrast, in a coherent and theoretically grounded
way, the different cases under study. We are indeed comparing countries where
these two political issues occupy very different places in the political debate.

FIVE DIFFERENT CASES

Two of our cases are unilingual, rather homogeneous majoritarian federations.
In these countries, the United States and Germany, federalism was introduced
not to manage diversity, but rather to enhance democracy. Not surprisingly,
over time these two federations have evolved toward fairly centralized arrange-
ments. In the case of Germany, centralization wasreinforced by awidely shared
political commitment to equalize as much as possible the living conditions of
al citizens. This commitment also required a strong welfare state and elabo-
rate labour market policies. In the United States, the creation of an integrated
but free market prevailed over the promotion of social citizenship, and labour
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The Employment Service is also a federal-state system that functions along
the lines of unemployment insurance.
With respect to training, the situation is somewhat similar. In the past,
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Germany

The German federal system is also very centralized, but in adifferent way. As
Steffen Schneider, of the University of Augsburg, explainsin his chapter, Germa-
ny’s“highly centralized and interlocking” systemis*amost completely dominated
by the federal government and national institutions,” so much so that federalismis
not avery important dimension of labour market policy. Key decisions are made at
the centre, and uniform policies and outcomes are privileged.

In a sense, Germany could be understood as the model social union.
Over the years, the federal government has prevailed on most social policy
questions, because the Basic Law allowed it to legislate in areas of concurrent
jurisdiction, whenever it was necessary “to establish and maintain the legal
and economic union of Germany, aswell asto promote and safeguard the equal -
ity of living standards throughout the country.” The Lander have maintained a
role because they implement most federal legislations and participate in the
formulation of these legislations, either through intergovernmental bargaining
or through the Bundesrat, the federal upper house that is composed of del-
egates from the Lander. State governments do not question, however, the idea
of a closely integrated social union. Often, Lander governments harmonize
their policies themselves, horizontally, to achieve uniformity and prevent the
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of unemployment and reunification created difficulties and led to some re-
trenchment in labour market policy, but this evolution proceeded in the
incremental and moderate fashion typical of German politics. Continuity and
adjustments characterized both the expansion and the retrenchment periods.

Persistently high unemployment levels have presented a challenge, but they
have not reversed the German approach to labour market policy. Even German
unification — aformidable task that brought into the country an entire region that
was poorer, less productive, and poorly endowed in skills — was achieved with
basically the same policy objectives and approaches as before.®? The practices
associated with a majoritarian federation and a coordinated market economy are
very centralized, not always effective, and often perceived as insufficiently flex-
ible, but they contribute in a significant way to the equality of social conditions,
among regions as well as among households. Many of the country’s policy instru-
ments have been eval uated as efficient and effective, the system allowsfor regional
inputs and variations, and it gives an important role to stakeholders (business and
labour, in particular). Labour market policy remains an important political issue,
one of the most important according to Steffen Schneider,® but the debate in this
case has less to do with federalism than with labour market objectives and instru-
ments. In Germany, federalism is only one aspect of the politics of consensus, and
probably not the most difficult one. The problem with federalism, in this case,
may be less the maintenance of consensus than the preservation of diversity, in a
country that prizes solidarity and equality so highly.®*

Switzerland

Like Canada, Switzerland is a multilingual country, where federalism plays an
important role in the political management of diversity. Social and labour mar-
ket policiesreflect thissituation. Herbert Obinger, of the University of Bremen's
Centrefor Social Policy Research, presents the country’s labour market policy
arrangements as aregional and “highly fragmented” system. With about seven
million inhabitants, Switzerland has “ 26 different social assistance and almost
as many unemployment assistance laws.” Active labour market measures are
also primarily defined at the cantonal level. The norm setting and harmoniza-
tion typical of coordinated market economies may take place horizontally,
among private actors and cantons, but interventions from above tend to be re-
sisted by canton governments jealous of their prerogatives.

Swiss federalism has been built on the basis of a loose confederation.
Today, canton governments maintain a high degree of autonomy, which is
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reinforced by their influence at the federal level. Inside and outside parlia-
ment, cantons play an important role in federal policy-making. Citizens
themsel ves can exercise a veto over mgjor reforms, through popular initiatives
and referendums. This complex institutional structure is completed by two
parallel bargaining arenas, acorporatist one, where public administration, busi-
ness, and organized labour are involved, and a partisan arena, made necessary
by proportional representation and coalition governments. These different are-
nas, combined with the role of direct democracy, make for afragmented polity,
governed by consensus and incremental reforms more than by clear-cut politi-
cal alternatives and abrupt policy changes.

In labour market policy, the division of powers remains highly relevant.
Unemployment insurance is governed by federal legislation, but implemented,
along with related active measures, by the cantons. Unemployment assistance,
social assistance, and related activation and reintegration programs are defined
and implemented at the cantonal level. Theredistributive effect, acrossregions,
appears rather weak and, for some measures, public provision may not be suf-
ficient. Overall, the system neverthel ess appearsrelatively generous, effective,
and legitimate. Cantons, argues Obinger, “still act as laboratories of democ-
racy” and have proved able to innovate significantly in active labour market
policy aimed at the poor. It should be kept in mind, however, that unemploy-
ment and poverty are relatively marginal problems in Switzerland. Up to the
1990s, the unemployment insurance system was hardly tested by an unem-
ployment rate that remained below 1 percent. The more difficult 1990s saw an
increase of this rate to levels around 4.5 percent, hardly a crisis situation from
a Canadian or even a German point of view. Accordingly, unemployment and
social assistance do not have the same importance, in terms of the number of
persons concerned, as they have in other comparable federations.

The importance of diversity and of cantonal autonomy makes Swiss feder-
alism somewhat akin to Canadian federalism. In Switzerland, however, the
multi-faceted bargaining and compromises typical of coordinated market econo-
mies tend to prevail over unilateralism and to foster a certain integration of
approaches. Over the years, policy changes have been modest and incremental,
and did not alter significantly the model established after the Second World War.®

Belgium

Belgium isanew, still evolving federation, created to accommodate linguistic
and regional diversity. Established formally in 1993, the federation is very
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young, and evaluating its complex institutions and arrangementsis not an easy
task. This is why Marianne De Troyer and Valter Cortese, of the Université
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Unger and Jelle Visser, the country’s social partners have been unable to agree
on an adjustment strategy and the federal government had to impose wage
restraints. Hemerijck and his co-authors deplore the incapacity of social part-
nersto cometo termswith the new imperatives of the 1990s and, more broadly,
what they call the “immobilism of Belgian politics’:

There is no other country where governments have designed so many pacts,
proposals, plans, and schemes to coax unions into accepting wage restraint and
employers into creating jobs, and with so little success. There is aso no other
country where five Ministers of Labor, at the federal, regional, and communal
levels, compete for attention and resources.*

Hemerijck, Unger and Visser wonder whether linguistic conflicts and
the federalization process contributed to this difficulty in reaching compro-
mises.®” As De Troyer and Cortese suggest, it is probably too early to answer
such aquestion. What is certain is that the institutions and practices of a coor-
dinated market economy survived athorough process of political reform, often
marked by acrimonious conflicts, making clear that varieties of capitalism and
varieties of federalism evolve on related but different planes. The question is
open, however, as to whether the relative decline of solidarity within Belgium
will further undermine the coordination capacities of the social actors, or
whether the enduring strength of these coordination mechanisms will contrib-
ute to reinforce national cohesion and unity.

Canada
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According to Haddow, federalism did shape labour market policy in
Canada, but itsimpact proved more subtle than is often assumed. Overall, there
is no evidence of a major and problematic duplication of services, and the
division of powers does not prevent labour market policy changes. There are,
of course, coordination problems, but these difficulties are probably unavoid-
ablein afederal system. The disconnection between unemployment insurance
and social assistance, for instance, undoubtedly creates hardship for many job-
less persons.®® One should keep in mind, however, that many of these
coordination problems also exist in unitary countries, where unemployment
insurance and social assistance are usually managed by different administra-
tions, which often work at cross-purposes.

In his analysis, Haddow stresses the impact of retrenchment and ex-
presses scepticism with respect to the potential benefits of devolution in active
labour market policy. The curtailment of passive measures and the relatively
low priority given to the active measures now managed by the provinces, he
writes, “are quite likely to contribute to a convergence of Canadian labour
market characteristics with patterns that prevail in the United States.” In this
perspective, Canada would inherit a more unequal and more regionally polar-
ized distribution of income, with perhaps a better employment record. This
conclusion is probably too pessimistic. It overlooks the fact, underlined by
Haddow himself, that Canada’s distribution of income remained more equal
than that of the United States, even during years of retrenchment.® It seems
unlikely that Canada would do much worse in the post-deficit period.

The key labour market policy difficulty for Canada does not stem from
federalism, but from the country’s social and institutional arrangement as a
liberal market economy. After all, as Haddow notes, in labour market policy
there were partial accommodations between Ottawa and the provinces, with-
out Ontario this time.* What proved more difficult in the end was to develop
new coordination mechanismsin training and labour market development, in a
society with pluralist and liberal values and institutions.** Asin Belgium, but
at the other end of the spectrum, the country’s variety of capitalism proved
more resilient than its federal institutions, even though the latter are not par-
ticularly easy to change!

This being said, it isimportant to stress that Canada’s variety of liberal
market economy remains quite different from its American counterpart, with
more reliance on state intervention, stronger trade unions, and more generous
redistributive measures. Because this is the case, and because unemployment
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remains a more important economic and political problem in Canada, labour
market policies keep moreimportance in this country than in the United States.

VARIETIES OF LABOUR MARKET POLICIES

The study of labour market policies in five federations confirms the impor-
tance of institutional arrangements in the contemporary process of adjustment
to amore global and postindustrial economy. The economic challenges are the
same for the different federations, but the policy responses vary significantly,
in accordance with the varieties of capitalism and federalism that prevail in
each country. The experiences of the various countries are thus different enough
to warn us against sweeping conclusions about the relationship between feder-
alism and labour market policy. At the same time, these national experiences
are not incommensurable. They can be interpreted satisfactorily in light of the
two dimensions outlined above.

First, there are major differences between liberal market economies and
coordinated market economies. Asis suggested by Hall and Soskice, these two
varieties of capitalism foster distinct forms of industrial relations and of la-
bour market policies, and they govern to alarge extent the adjustment process
of each country. The failed experiments with labour force development boards
in Canadaindicate how difficult it isfor aliberal market economy to introduce
coordination mechanisms that require concerted actions by the social partners.
Likewise, liberal reforms in Germany, Belgium, and Switzerland can only be
introduced with homeopathic doses, if at all.

Second, the institutions of federalism do not have the same meaning in
majoritarian and in multinational societies. In the former, federalism is aless
salient feature of political life and it has|essinfluence on political debates and
on public policies. Germany, in particular, gives primacy to solidarity and equal-
ity, and designs most of its policies in a majoritarian fashion, for the whole
country. Thisis the case because German society is homogeneous and not pro-
foundly federal; whenever a problem appears to be important, all social and
political actors tend to converge to seek a nationwide solution.* In Switzer-
land, by contrast, federalism introduces a number of veto points, through the
representation of the constituent unitsin the central state — asin Germany —
but also through a stricter division of powers between the orders of govern-
ment, as well as through the practices of direct democracy, which can act asa
check on federal initiatives.®
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Third, when the two dimensionsintersect, the variety of capitalism seems
to prevail over the variety of federalism, at least in labour market policy. In
Belgium, notably, the practices and institutions of market coordination proved
remarkably resilient in aperiod of profound upheaval in the country’s political
life and of thorough institutional renewal. The social actors' capacity for com-
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and globalization. The studies in this volume confirm this point of view, and
show how significant the varieties of capitalism can be.

In federal countries, one often hears arguments about the necessity to
adjust institutions and practices to the policy demands of the time. These de-
mands of the time change regularly, but the general call in favour of more
efficient and collaborative practices remains the same. In today’s complex and
interdependent world, goes the typical exhortation, we should |eave aside old
divisions and boundaries and settle for what works, regardless of what the
constitution may say. In the 1950s, for instance, Canadian scholars argued that
“modernization” made centralization imperative, and they even entertained the
possibility that federalism itself would disappear.** The argument is now ex-
pressed in more prudent and nuanced terms, but the view remains that the
complexity and interdependent character of contemporary problems calls for
new and better forms of collaboration.®® Collaborating isaways good. It should
be kept in mind, however, that federations can respond to policy problemsin
very different ways, in accordance with their specific history and character.
Policy reguirements need not dictate institutional or intergovernmental arrange-
ments. Infact, if they are driven solely by perceived policy necessities, decisions
about federal institutions and practices are likely to be ill-advised. Likewise,
labour market policies are not determined primarily by the workings of federal
institutions. They belong to an institutional and discursive universe that inter-
sects with, but is not defined by, federalism.

The politics of federalism and the politics of labour market policy are
closely intertwined, but they respond to distinct logics and should be under-
stood on their own terms, and then as complementary. There is no need to
sacrifice the socia frameworks and understandings embodied in one to better
serve the other. Indeed, it is probably not possible to do so.
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INTERGOVERNMENTAL RELATIONS IN
EMPLOYMENT POLICY: THE UNITED
STATES EXPERIENCE

Christopher J. O’Leary and Robert A. Straits

INTRODUCTION

Policiesto regulate and support labour marketsin the United States have mainly
been an initiative of the federal government. Historically, states and localities
were reluctant to act independently to build up worker rights and protections,
for fear of competitively disadvantaging resident industries with added costs.
Federal |eadership has permitted states to address important labour market is-
sues with a diminished risk of job loss to competing states. Furthermore, in
many cases federal law permits states to establish practices that adapt to the
economic and cultural conditions of the region. The interplay of federal, state,
and local partnersin labour market policy has resulted in a system that varies
greatly at the local and state level, but maintains important federal standards
nationwide.

Federal constitutional authority to raise revenue and control commerce
among the states governed development of labour market policy in the United
States. The history of this process is mainly a twentieth-century story.! The
rights of workers to organize, conditions of employment, and policies to ad-
dress unemployment are concerns of an industrial society where the magjority
of people live in cities separated from the subsistence naturally provided by
the land in agrarian cultures.?
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THE ECONOMIC CONTEXT OF EMPLOYMENT POLICY

To set the economic context for employment policy, this section presents data
describing the labour market and employment program usein the United States
during the last half of the twentieth century. For 1999, which isthe most recent
year for which data are available, information is given for the whole country
and for each individual state.* National data are also given for each of the 52
preceding years.

Table 1 presents data on unemployment, labour force participation, and the
size of the civilian labour force in 1999 for the nation and the states. Table 2 gives
data on the same variables for the nation in each year dating back to 1947.
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TABLE 1
Employment Data: United States and Individual States, 1999

Unemployment Rate (%) Unemployed (%) Labour Force Participation Rate (%)
Long-term Male Female
Total Black Youth (27 weeks or more) Age 16 and  Age 16 and

Age 16-19 (1998 data) Total over over
United States 4.2 8.0 13.9 141 67.1 74.7 60.0
Alabama 4.8 8.9 171 11.0 63.6 70.5 56.7
Alaska 6.4 7.0 16.4 111 735 80.6 66.6
Arizona 4.4 6.7 13.8 10.6 66.2 74.8 58.4
Arkansas 45 10.2 19.3 104 62.8 69.7 56.4
California 5.2 8.4 16.4 17.0 66.3 74.9 58.1
Colorado 2.9 DNA 12.0 11.6 735 80.1 66.9
Connecticut 3.2 6.5 10.0 NA 67.5 73.9 61.7
Delaware 35 6.6 111 13.3 67.1 73.1 61.5
District of Columbia 6.3 9.4 32.7 25.0 67.7 71.6 64.3
Florida 3.9 8.0 13.0 12.6 62.5 70.3 55.4
Georgia 4.0 7.8 16.3 12.4 69.6 76.8 63.1
Hawaii 5.6 NA 21.6 243 67.0 70.7 63.6
Idaho 5.2 NA 16.5 6.1 69.7 77.5 62.0
Hlinois 43 10.3 12.9 15.5 69.7 76.9 63.0
Indiana 3.0 5.5 124 NA 68.3 76.0 61.1
lowa 25 NA 7.0 NA 71.9 77.8 66.1
Kansas 3.0 7.3 8.6 7.4 721 78.3 66.3
Kentucky 45 7.5 16.4 15.7 64.3 725 56.7
Louisiana 5.1 8.8 17.0 16.1 62.6 70.3 56.0
Maine 41 NA 16.2 17.2 67.9 73.8 62.4
Maryland 35 7.0 11.3 19.2 69.8 75.1 64.9
Massachusetts 3.2 8.8 6.8 10.1 68.7 74.8 63.0
Michigan 3.8 6.7 115 8.2 68.5 76.3 61.2
Minnesota 2.8 NA 9.1 NA 75.1 80.4 69.9
Mississippi 5.1 9.3 21.0 17.6 61.1 69.7 53.9
Missouri 3.4 8.1 8.7 9.2 68.7 76.4 61.4
Montana 5.2 NA 12.4 115 69.2 74.9 63.6
Nebraska 2.9 8.0 9.6 NA 73.1 80.0 66.6
Nevada 4.4 7.7 14.7 125 69.1 76.6 61.7
New Hampshire 2.7 NA 111 NA 72.3 78.7 66.2
New Jersey 4.6 9.7 134 16.7 67.1 75.5 59.5
New Mexico 5.6 6.3 211 13.7 62.0 69.3 55.3
New York 5.2 10.2 15.8 235 62.9 70.9 55.8
North Carolina 3.2 5.7 12.7 13.7 67.2 74.8 60.3
North Dakota 3.4 NA 9.1 9.1 70.5 76.1 65.2
Ohio 4.3 7.4 13.8 11.6 66.9 74.1 60.3
Oklahoma 3.4 5.5 11.3 6.8 65.1 72.6 58.4
Oregon 5.7 NA 18.0 13.3 68.2 76.2 60.6
Pennsylvania 4.4 7.6 15.7 15.6 64.4 721 57.5
Rhode Island 41 9.0 12.2 16.7 67.2 74.3 60.8
South Carolina 45 7.9 14.2 6.7 65.6 72.9 59.2
South Dakota 2.9 NA 8.6 NA 73.2 78.5 68.2
Tennessee 4.0 7.0 121 9.5 66.3 73.6 59.7
Texas 4.6 6.7 17.3 10.9 68.8 77.9 60.3
Utah 3.7 NA 115 7.5 723 81.8 63.3
Vermont 3.0 NA 9.9 NA 721 77.9 66.5
Virginia 2.8 5.9 12.6 NA 67.5 75.1 60.6
Washington 4.7 5.0 18.1 12.4 70.2 77.6 63.3
West Virginia 6.6 12.9 23.0 26.4 56.4 65.0 49.1
Wisconsin 3.0 14.1 10.1 7.1 723 77.6 67.2
Wyoming 4.9 NA 121 8.3 71.2 78.5 64.3

Source: US Data. US Department of Labor, Bureau of Labor Statistics. Local Area Unemployment Statistics.
Available <http://stats.bls.gov/lauhome.htm>, 9 November 2000.
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TABLE 2
Historical Employment Data: United States, 1947-1999

Unemployment Rate (%) Labour Force Participation (%)

Long-term Male Female Civilian Labour
Youth (27 weeks Age20and  Age 20 and Force
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unemployed job-seekers are more difficult to reemploy. Within states there is,
however, adirect relationship between the rate of unemployment and the pro-
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in caseloads fostered by the booming US economy of the late 1990s. Simulta-
neously, there has been a modest decline in the proportion of the population
living below the poverty line. Over a longer time frame, the poverty rate has
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mobility within the country are also examined. Our aim isto elucidate how the
intergovernmental and economic context of program evolution has influenced
the nature and effectiveness of service delivery.

Unemployment Compensation

The federal-state system of unemployment insurance (Ul) was established in
the United States by the Social Security Act of 1935. Title 111 of the Act estab-
lished federal grants to the states to perform administrative functions for Ul,
and Title1X established the federal unemployment tax and related provisions.?
Thetax provisions established incentive conditions that showed federal genius
for initiating the system among states with varying degrees of unemployment
and concern about worker hardship. While principles for the financing of ben-
efits are now widely accepted, the financing of administration remains an area
of federal-state contention in Ul policy.

The Ul system was a key element of President Franklin D. Roosevelt's
social policy initiative entitled the New Deal that aimed to lift the country out
of the Great Depression. The federal-state Ul system has five main goals: (i) to
provide temporary partial wage replacement during involuntary unemployment,
(i) to prevent dispersal of employers workforce, (iii) to promote rapid return
to work, (iv) to limit business downturns by maintaining aggregate purchasing
power, and (V) to encourage stabilization of employment in enterprisesthrough
experience rating.

Prior to the Social Security Act, there were several attempts to establish
asingle federal system for unemployment compensation.?? In 1932, Wisconsin
enacted thefirst state Ul law. In 1934, President Roosevelt appointed the Com-
mittee on Economic Security to study how best to establish an unemployment
compensation system. Ultimately the committee recommended afederal -state
system for Ul. The recommendation was probably influenced by the knowl-
edge that President Roosevelt favoured such a system. Furthermore, the Great
Depression led many to believe that unemployment is due to national rather
than local economic events. However, Congress did not wish to usurp all state
authority on such matters, and feared that the courts might find a wholly fed-
eral system to be unconstitutional.

Thefederal-state Ul system represented an entirely new model for inter-
governmental relations. It was not a federal system like the old age insurance
provisions of the Social Security Act. Neither wasit a system of federal grants
to the states like public assistance matching grants. A clever incentive structure
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TABLE 5
A Chronology of Increasing Federal Conformity Requirements for State
Unemployment Insurance Systems in the United States

Original confor mity requirements set in 1935 wer e minimal, and said states must:
Make full payment of benefits when due
Make benefit payments through public employment offices
Have a fair appeals hearing process
Transfer tax receipts immediately to the Unemployment Trust Fund (UTF) in

Washington

Use withdrawals from the state account in the UTF only to pay Ul benefits
Make required reports to the US Secretary of Labor
Provide information to any federal agency running public works or assistance
Not deny benefits to eligible individuals
Not pay benefits until two years after contributions start
Not deny benefits for refusal to fill a vacancy resulting from a labour strike
States may repeal their Ul laws at their own discretion
Additional employer rate reductions must be based on experience rating

Reasonable additional federal r equirements wer e added in the 1940s and 1950s
regarding:

Interstate claims rights

Rules for combining earnings from multiple employers to gain entitlement

Broadened coverage

Approved training participants are Ul eligible

States must participate in the Extended Benefits (EB) program

Denial of benefits to workers who are not legal residents with employment

privileges
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states have claimed that federal holdings for administration are state entitle-
mentsthat should be distributed. Davidson and Martin have viewed the standoff
asaclassic principal-agent problem.® The federal partner isthe principal seek-
ing to administer a high quality Ul program through its agents, the state
employment security agencies. Davidson and Martin argue that to encourage
high quality service, efficient low-cost administration, and continuous quality
improvement the administrative funding mechanism should be based on the
quality of service as measured through a simple monitoring system operated
by the federal partner to assess state practice, and should permit states to re-
tain unspent financial grants. Special administrative grants could also be made
to states with high unemployment or low population density where adminis-
trative costs are higher because of these factors, but not because of inefficiency.
Such a system will also have the effect of encouraging Ul taxpayers to monitor
administrative efficiency at the local and state level, so asto increase the share
of administrative grants retained for other uses, including benefit payments.
In recent years, federal-state conflict about the issue of fund solvency
has been waning. The federal government holds 53 separate state unemploy-
ment trust fund accounts for payment of benefits. Federal guidelines
recommended by the US Department of Labor and federal advisory commis-
sions on Ul have advocated forward funding of benefits. That is, reserves in
state unemployment trust fund accounts should be sufficient to pay benefits if
unemployment were to rise dramatically. In recent years states have generally
not met the reserve adequacy standards, preferring instead to restrain tax rates
and leave money in the hands of the private sector where jobs might be cre-
ated. States have been content to rely on their possibility to borrow from the
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when states feared handi capping competitive possibilitiesfor resident employers
by imposing taxes. Economic theorists like William Hoyt have shown the struc-
ture of federal-state relations: (i) induces higher Ul tax rates in states with
more labour force members, (ii) causes a positive relationship between taxes
in neighbouring states, and (iii) has bigger spillover Ul tax effects from larger
neighbouring states.*

Kent Weaver has asserted that interstate competition for jobs has resulted
in states trying to provide minimal Ul protection while often shunting low-
wage workerstoward public assistance programs which receive sizeable federal
funding supplements.”’ He haslabelled this phenomenon a*“ race to the bottom.”
Bassi and McMurrer estimate that such interstate competition has resulted in a
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TABLE 6

A Chronology of Training in the United States

47

Program
Relations

Training Types

Eligibility

Intergovernmental

Manpower Develop-
ment and Training
Act (MDTA), 1962

Comprehensive
Employment and
Training Act
(CETA), 1973

Job Training Partner-
ship Act (JTPA),
1982

Workforce Invest-
ment Act (WIA),
1998

Institutional and
on-the-job training
(OJT)

On-the-job training,
Classroom skill
training, Classroom
soft training, Work
experience in public
agencies, and Public
Service Employment
(PSE)

On-the-job training,
Classroom skill train-
ing, Classroom soft
training, and Work
experience in public
agencies

On-the-job training,
Customized class-
room skill training,
Classroom soft train-

Low income and
welfare recipients

Training was targeted
to low-income
persons, welfare
recipients, and dis-
advantaged youth

Low income, public
assistance recipients,
dislocated workers,
and disadvantaged
youth

Access to core serv-
ices like job search
skills and job referral
is unrestricted. Train-

Federal funding
granted directly from
12 regional offices to
agencies in local areas.
Administration and
reporting structures
similar.

Federal funding
flowed to prime
sponsors in substate
regions which
numbered about 470.
Performance moni-
toring with results
reported to the US
Department of Labor
(UsSDOL).

Federal funding
through state
governors to private
industry councils
(PICs) in each of 600
service delivery areas.
PIC performance
reports to governors
who reported to
USDOL.

Like JTPA, but PICs
now workforce
development boards
with dominant private



48 Christopher J. O’Leary and Robert A. Straits

employment. The belief was that the major employment problem of the disad-
vantaged was their lack of marketable job skills. Conseguently, it was agreed
that the federal government needed to provide a full range of services for the
poor including remedial education, occupational skill training, work experi-
ence, and counselling.

Under the MDTA, training was viewed as an anti-poverty program, and
the federal government took a centralized and categorical approach to eradi-
cating poverty. Funding from the federal government was targeted to specific
groups. Funds were available on a formula basis to communities, based on
population and estimates of the proportion below the poverty income level.
The federal government managed funding through 12 regional offices, each of
which supervised activity in between four and six states. Often times compet-
ing agencies within localities bid against each other for federal funding by
submitting separate proposals to regional offices for review. This despite pre-
established criteria which included ensuring a “geographically equitable”
distribu -0.0vie(por)lc
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program operators was that the federal government promoted solutions, but
failed to provide sufficient funding to truly address the problems. More pro-
nounced in the 1960s was recognition at the local level that there were gross
inefficiencies due to the categorical nature of programs and the centralized
control by the federal government.

The 1970s brought a more comprehensive approach to addressing the
problems of the economically disadvantaged. The bureaucratic buzz words “ de-
categorize” and “decentralize” became the theme of the decade. Decentrali-
zation meant the transfer of authority from federal to state and local govern-
ment. Authority given was defined in the legislation and regulations, it often
included the responsibility for designing, implementing, and to some extent,
evaluating program activities. De-categorization meant that federal appropria-
tions were no longer earmarked for specific programs. A local determination
could be made after analyzing the needs of the disadvantaged population.

In addition, the
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to ensure that their interests were taken into consideration. By 1982 CETA-
type public service employment programs were considered taboo because they
were expensive and the media had extensively documented instances of fraud
and abuse. More important to shaping employment policy were the large and
growing federal budget and foreign trade deficits. These concerns created a
policy environment ripe for a conservative swing.

It was the involvement of the private sector that promised to make a
major difference in the lives of the poor by providing access to jobs that ex-
isted in local areas. While there have been many employers who have hired
clients from the program, most individuals on these boards either have a per-
sonal commitment to hel ping the poor or their company considersit acorporate
responsibility to volunteer. Seldom did advisory board members themselves
recruit employees from among those enrolled in the program.

The natural evolution of programs seemed to call for arange of services
and programs based on individual needs. Careful assessment and a holistic,
family-centred case-management approach were the logical next steps, par-
ticularly if complemented by what we had learned about locally designed
programs, driven by the local labour market and supported by the local private
sector. However, economic conditions of the mid-1990s had improved to the
point where full employment existed in most of the United States.

The more than 30 years of searching for ways to reduce poverty through
employment policy has evolved into a new approach that shifts responsibility
from government to the individual, and divests authority from the federal gov-
ernment to the states. It exchanges an emphasis on skill training that will lead
a family out of poverty, for an emphasis on job placement that will quickly
reduce the cost of public assistance payment.

Two pieces of legislation signed into law by President Clinton, the Per-
sonal Responsibility and Work Opportunity Act (PRWORA) of 1996 and then
the Workforce Investment Act (WIA) of 1998 illustrate the intended change in
federal human resources policy toward self-sufficiency and local control.

PRWORA reformed the nation’s welfare laws. A new system of block
grants from the federal government to the states called Temporary Assistance
for Needy Families (TANF) was created, changing the nature and provision of
welfare benefits in America. These block grants were given with many fewer
restrictions on state use. The fundamental requirement is for states to have
most recipients working within two years of first receiving TANF benefits.
States are largely free to choose means to this end. PRWORA has a strong
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the tools they need to manage their careers through information and high qual-
ity services, and to help employers find skilled workers. WIA embodies seven
key principles:

1. Streamlining services through a one-stop system. Programs and provid-
erswill co-locate, coordinate and integrate activities and information.

2. Empowering job-seekers through Individual Training Accounts (vouch-
ers) and centralized information on job seeking, skills, education, and
related materials.

3. Unrestricted universal access to core employment services is available
to all job-seekers.

4. Increased accountability monitored through performance indicators for
both state and local entities managing the workforce investment system.
Performance indicators include entered employment and job-retention
rates.

5. Strong role for the workforce investment boards and the private sector,
with local, business-led boards acting as “boards of directors’ focusing
on strategic planning, policy development, and oversight.

6. Increased flexibility for the states and local workforce boards.

7. Improved youth programsthat link with community youth programs and
recognize local labour market needs.

The success of the new workforce investment system depends on the devel op-
ment of true partnerships and honest collaboration between all stakeholders.
Aswas the case for previous employment policy legislation, PRWORA
and WIA were achieved through legislative compromise. This time the politi-
cal consensus was that entitlement programs were not working, taxes were too
high, and low unemployment meant that anyone who really wanted to work
could find ajob. In addition, morality slipped into the preamble of the PRWORA
indicating a bias toward marriage, families, and the interests of children.
Funds under WIA are allocated to states with governors enjoying much
more discretion than they had in prior legislation. Thisisthe devolution of the
federal role. Although a more direct relationship between taxpayers and tax-
supported programs has not yet materialized, many believe that the shift to the
states presages an eventual shift tolocal government. Taxpayers may soon have
the opportunity to decide program funding at the local ballot box.
Thirty-seven states enacted welfare reform programs before the federal
Temporary Assistance to Needy Families program was approved. In fact,
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currently, all states have work-based welfare. Thisis a shift from the skill de-
velopment approach of previous programsto a“work-first” approach that makes
quick job placement the top priority. This transformation to a work-based sys-
tem assumes that the best training is a job, and that suitable jobs paying
sufficient wages are available.

Not unlike earlier policymakers, many current legislators apparently
believe that it is only a matter of getting the right match in the labour market.
The opinion that a good match and workplace experience will result in stable
employment has little support from employment policy practitioners. Recent
research suggests that low-wage jobs with few fringe benefits and no career
path tend to have high turnover.*

The specific components of programs vary across states, and even within
states, but the desired outcome is clear. Work-first emphasizes work as the
objective for nearly al individuals receiving public assistance.*

All new applicants for public assistance and all current recipients are
assessed to determine if any of the exempt classifications apply. If not, the
individual is referred to a work-first service provider. Once referred to work-
first the individual must participate in work and/or job-seeking activities for at
least 25 hours a week until they stop receiving benefits. Failure to participate
in job-seeking activity or work is grounds for reduction or loss of public
assistance payments.

Once eligibility is satisfied, regulations establish the activities that are
alowable. These activities are:

* Unsubsidized Employment. Thisisthe ultimate goal of all activities and
it is encouraged from the beginning sinceit is believed by some that the
sooner it is accomplished the lower the cost.

» Subsidized Private Sector Employment. The individual is an employee
of a private sector employer.

»  Subsidized Public Sector Employment. Theindividual isan employee of
apublic sector employer. The wages are supported by grant funds.

* Work Experience Program. This is an unpaid training assignment for
individuals who lack previous employment experience and/or job readi-
ness and who are, therefore, difficult to place in unsubsidized
employment. The goal of work experienceisto improve skills, attitudes,
and general employability of these individuals.

* On-the-Job Training. The individual is an employee of the employer
and training is conducted on the job. Reimbursement of the extraordinary
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training cost is provided to the employer with grant funds. The employee
is expected to retain employment with the employer.

Job Search and Job Readiness Assistance. These include activities that
help participants become familiar with general workplace expectations
and learn behaviour and attitudes necessary to compete successfully in
the labour market. Job search includes job clubs, counselling, and job-
seeking skills training.

Community Service Program. Community service programs are projects
that serve a useful purpose for the community or the public interest in
fields such as health, education, urban and rural development, welfare,
recreation, public facilities, public safety, and other purposes identified
by the state. The Community Service Program must comply with the
minimum wage requirements and other laws related to employment.
Post-Employment Training (vocational education). Post-employment
training is defined as an occupational training component that may com-
bine classroom, laboratory and other related activities, and is directly
related to a specific occupational field or specific job.

Job Skills Training. Thisis a classroom activity for recipients who have
aspecific barrier to employment opportunities resulting from an identi-
fied need for skill training. The skills being taught must be in demand
by local employers. Thisisonly for recipients who have received ahigh
school diploma or equivalency; example: English as a second language,
remedial education, basic math.

Education Directly Related to Employment. Thisis a classroom activity
(a non-occupational training activity) for recipients who have received
a high school diploma.

There have been some early studies on the impact of the WIA and

PRWORA. What we know is that all states and the District of Columbia have
met the overall work participation rate targets for all familiesin 1998, the first
full year of the welfare reform law. We also know that work requirements and
welfare time limits have focused attention on hard-to-serve welfare recipients
who experience multiple barriers to employment. The hard to serve include
recipientswith physical or mental disabilities, substance abuse problems, learn-
ing disabilities, and criminal records. Environmental stresses such as housing
instability, extreme poverty, lack of transportation, and care-giving responsi-
hilities are also significant barriers to employment.
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Technical Preparation. Re-authorization of the Vocational Education Act
during the mid-1980s created a new curriculum called
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funding sources to substitute for federal money. Among the eight first-wave
states, Michigan has done by far the most. It has pledged to support STW with
the same level of funding as that devoted to vocational education.

Employment Service

Ever since the Ul system was established by the Social Security Act of 1935,
there has been a close relationship between Ul and the United States Employ-
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