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Vorwort 

In diesem Beiheft wird über den wissenschaftlichen Teil der 60. Jah-
restagung der Arbeitsgemeinschaft deutscher wirtschaftswissenschaftli-
cher Forschungsinstitute berichtet, die am 24. und 25. April 1997 in 
Bonn stattfand und das Thema 

Wie sicher ist unsere Zukunft? 
Entwicklungsperspektiven der sozialen Sicherung 

zum Gegenstand hatte. 

Für die wissenschaftliche Vorbereitung der Tagung ist Bernhard 
Seidel (Berlin), Manfred Stadler (Tübingen) und Kurt Vogler-Ludwig 
(München) zu danken. Für jede Sitzung war ein Referat und ein Korrefe-
rat vorgesehen. Die Autoren dieser Beiträge waren Kurt Biedenkopf 
(Dresden), Johann Eekhoff (Köln), Hans H. Glismann und Ernst-Jürgen 
Horn (Kiel), Richard Layard (London), Bert Rürup (Darmstadt), Dieter 
Sadowski (Tri er) , Viktor Steiner (Mannheim), Gert Wagner (Berlin und 
Frankfurt/Oder) und Jürgen Wasem (München). Die Schriftleitung be-
sorgte Herbert Wilkens (Berlin). 

Die 61. Jahrestagung soll am 14. / 15. Mai 1998 in Bonn stattfinden 
und das Thema 

"Funktionsbedingungen der Europäischen Währungsunion" 

behandeln. 

Berlin im Oktober 1996 

Lutz Hoffmann 
Vorsitzender der Arbeitsgemeinschaft 
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How to Prevent Long-Term Unemployment 

By R ich a r d L a y a r d, London 1 

1. Introduction and Summary 

Chancellor Kohl has set the target of halving unemployment by the 
year 2,000. How can this be done without increasing inflation? The strat-
egy must be to reduce those kinds of unemployment which do little to re-
strain inflation. The most obvious category is long-term unemployment. 

1.1 Effects of LTU 

Let us examine the evidence. In wage equations long-term unemploy-
ment is usually found to have a very small (or zero) effect in reducing 
wage pressure.2 The reasons for this are obvious: long-term unemployed 
people are not good fillers of vacancies. This can be seen from data on 
exit rates from unemployment: exit rates decline sharply as duration in-
creases. Equally, aggregate time-series show that, for a given level of un-
employment, vacancies increase the higher the proportion of unem-
ployed who are long-term unemployed. 

If long-term unemployment is an optional extra, depending on social 
institutions, it is not surprising that there are striking differences in its 
prevalence across countries. As Table 1 shows, in the 1980s the majority 
of countries had between 3 and 6 per cent of the labour force in short-
term unemployment (of under a year). But there were huge differences in 
long-term unemployment. It was under 1 per cent in the US, Japan, Ca-
nada and Sweden and over 8 per cent in Spain, Belgium and Ireland. 

1 Centre for Economic Performance, London School of Economics. r am grateful 
to the ESRC and the Esmee Fairbairn Charitable Trust for financial support. 

2 All remarks in this paragraph are based on Layard et al (1991), Chapter 4. 
They apply only to countries which encourage long-term unemployment. The si-
tuation is different in the US where there are no ur benefits for the long-term un-
employed. 
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Clearly some short-term unemployment is necessary in any economy 
to avoid the inflationary pressure which would develop in an over-tight 
labour market. But long-term unemployment is not needed for this pur-
pose. 

Table 1 
Short and Long Tenn Unemployment 

as Percentage of Labour Force; 80's Average 

LongTerm ShortTerm Total 

Australia 1.9 5.5 7.4 

Belgium 8.0 3.0 11.1 

Canada 0.8 8.4 9.2 

Denmark 2.4 5.6 8.0 

Finland 0.7 4.1 4.8 

France 3.9 5.0 9.0 

Germany 3.0 3.6 6.7 

Greece 2.9 3.6 6.6 

Ireland 8.1 6.1 14.2 

Italy 6.4 3.4 9.9 

Japan 0.4 2.0 2.4 

Netherlands 4.7 5.0 9.7 

NZ 0.4 4.1 4.5 

Norway 0.2 2.5 2.7 

Portugal 2.5 4.7 7.3 

Spain 10.1 7.4 17.5 

Sweden 0.2 2.2 2.4 

UK 4.2 5.2 9.5 

US 0.6 6.5 7.1 

Sources: OECD. Employment Outlook & OECD. Labour Force Survey 

1.2 Causes of LTU 

So how can it be prevented? To consider this we need to know under 
what conditions it occurs. Figure 1 provides a striking clue. It shows on 
the vertical axis the maximum duration of benefit in each country and 
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on the horizontal axis the percentage of unemployed people in long-term 
unemployment (over a year). In countries like the US, Japan, Canada 
and Sweden benefits run out within a year and so unemployment lasting 
more than a year is rare. By contrast in the main EU countries benefits 
have typically been available indefinitely or for a long period, and long-
term unemployment is high. 

The relationship shown in Figure 1 is of course a partial correlation. 
But if one allows for multiple causation, the effect of benefit duration 
upon the aggregate unemployment rate remains strong and clear. 3 
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Percentage of unemployed people who are long-term unemployed 

Figure I: Percentage of Unemployed People out of Work over 12 Months 
by Maximum Duration of Benefits (1984) 

The effect of unemployment benefit availability upon unemployment 
is not surprising. Unemployment benefits are a subsidy to idleness, and 
it should not be surprising if they lead to an increase in idleness. In prin-
ciple of course the benefits are meant to protect individuals against an 
exogenous misfortune and there is meant to be a test of willingness to 
work. But in practice it is impossible to operate a "work test" without 

3 Jackman et al (1996). The other causal variables in the equation relate to the 
replacement ratio, active labour market policy, collective bargaining and the 
change in inflation. 


