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Abstract

This thesis examines whether Sweden's Establishment Programme (Etableringsprogrammet)
truly helps new refugees enter the job market in the short term, or if it ends up holding them
back, through what's known as a "lock-in effect", especially after the big refugee influx of 2015.
Drawing on data from all 290 Swedish municipalities between 2015 and 2018, collected from
sources the Public Employment Service (Arbetsformedlingen) and Statistics Sweden (SCB), we
used a series of fixed-effects regressions. The results show a clear negative link: higher
programme intensity correlates with lower municipal employment rates (B around -0.00045,
significant at p < 0.01 in key models), and this holds up even with lags or alternative measures
like gainful employment from RAMS data. Building on human capital theory, the evidence
points to the programme's two-year emphasis on intensive language classes and civic training
pulling participants out of the workforce temporarily, clashing with Sweden's tight, high-skill job
market realities. On the policy side, this suggests tweaking the programme- maybe adding part-
time work placements or more wage subsidies- to cut down on delays and get people into jobs
faster. Overall, it adds a fresh municipal perspective to ongoing debates about active labour

market policies for refugee integration.
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1. Introduction

The labour market integration of immigrants is the centre of most policies and debates in
Sweden. As of 2024, foreign-born residents constitute approximately 20% of Sweden’s total
population, making their economic participation vital to the long-term sustainability of the
Swedish welfare state (Statistics Sweden [SCB], 2024). The Swedish “Nordic Model” was
characterised by a high-employment equilibrium that serves as the fiscal foundation for extensive
social-service provisions and a generous welfare state. From an economic perspective, the rapid
integration of newcomers is not merely a social goal but a fiscal necessity to maintain the
sustainability of these publicly funded programmes. The successful mobilization of immigrant
human capital is essential to prevent a transition from a high-employment society to polarized
one, which could undermine social cohesion and foster mistrust between groups (Calmfors &

Sanchez Gassen, 2019).

The magnitude of this challenge is underscored by persistent disparities in labour market
outcomes. While Sweden has experienced significant net migration, peaking at nearly 120,000
persons in 2015, the integration of these arrivals remains problematic. Empirical data from 2017
reveal that Sweden had the largest employment gaps in the Nordic region: 14 percentage points
for the foreign-born population overall and 17 percentage points for those born outside the EU.
These disparities represent significant direct and indirect macroeconomic costs, as low
employment rates among non-EU migrants, which stood at approximately 60% in 2017, place

sustained pressure on the welfare system (Calmfors & Sanchez Gassen, 2019).

In response to these challenges, Sweden utilizes a comprehensive policy framework designed to
accelerate participation. Central to this approach is the Establishment Programme
(Etableringsprogrammet), a mandatory two-year labour market integration initiative
administered by Arbetsformedlingen (the Swedish Public Employment Service) (Andersson
Joona et al., 2016). This programme combines intensive Swedish language instruction (SFI),
civic orientation, and targeted employment-related activities such as vocational training and

internships. The programme's design reflects a shift toward an Active Labour Market Policy
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(ALMP) framework, embodying the principle that structured, employment-focused interventions
can accelerate human capital accumulation. However, the effectiveness of this "training-first"
approach remains contested, specifically, whether it successfully facilitates entry or inadvertently
"locks" participants into training, delaying their transition into regular employment (Calmfors &
Sanchez Gassen, 2019; Butschek & Walter, 2014). However, the programme's effectiveness is a
subject of intense debate. While the intention is to provide newcomers with the tools, they need
for the Swedish labour market, the intensive nature of the programme leads to a critical question:

Does it accelerate integration, or does it simply delay it?
1.1 Aim and Research Questions

The primary aim of this study is to quantitatively assess the impact of programme participation
intensity in Sweden's Establishment Programme, which was mentioned above, on municipal-
level labour market outcomes during 2015-2018. To ensure the reliability of the findings, the

study employs a stepwise econometric framework consisting of four distinct specifications:

1. Baseline Model (Pooled OLS): To establish the initial correlation between participation
and employment.

2. Fixed Effects: To account for time-invariant municipal characteristics and national year-
to-year shocks.

3. Distributed Lag Model (Testing Delay Effects): To assess whether programme impacts
on employment exhibit significant time lags.

4. Robustness Check: To verify findings using alternative outcome measures.

This approach allows for a rigorous progression from a baseline model to more complex
controls, which is grounded in Human Capital Theory (Becker, 1964), as posits that investments
in education and training generate future labour market gains but may temporarily reduce current
employment, this analysis contributes empirical evidence on the short-term employment
dynamics of targeted integration policies during Sweden's refugee integration crisis. Building on
this theoretical and empirical foundation, the following research questions are formulated to

guide the analysis and structure the inquiry undertaken in this thesis.
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1. Does intensive participation in the Swedish Establishment Programme reduce municipal
employment rates in the short term, and if so, does this reflect a temporary "lock-in
effect"?

2. How robust is the relationship between programme participation intensity and
employment outcomes when accounting for municipal characteristics, economic shocks,

time lags, and alternative outcome measures?
Primary Hypotheses: Activation vs. Lock-in Effects

Hypothesis Development: Human Capital Theory and the Lock-in Effect The expected
relationship between programme intensity and employment is grounded in the opportunity cost
framework of Human Capital Theory (Becker, 1964). While HCT posits that education and
training increase long-term productivity and reservation wages, the theory also recognizes an
inter-temporal trade-off: the time required for these investments competes directly with active

labour market participation.

In the Swedish context, the mandatory and intensive nature of the Establishment Programme,
encompassing Swedish for Immigrants (SFI) and vocational validation, induces a measurable
lock-in effect (van Ours, 2004). During the 20152018 period, municipalities with higher
programme intensity are hypothesized to experience a short-term decrease in employment rates.
This occurs as participants are "locked" into human capital accumulation activities, which
temporarily delays their transition into active employment. Based on this theoretical reasoning,

the following hypotheses are formulated:

e Primary Hypothesis (H, - Lock-in Effect): Higher municipal participation intensity in
the Establishment Programme is associated with a statistically significant decrease in the

municipal employment rate (8 # 0) in the short term.

e Null Hypothesis (H,): Programme participation intensity has no statistically significant

effect on municipal employment rate (f = 0).
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2. Institutional Background

The act of introduction measures for Certain Newly Arrived Immigrants (2010:197), structured
to transfer the main integration mandate from municipalities to Arbetsformedlingen. The aim
was to reframe integration as an Active Labour Market Policy (ALMP) with the goal of ensuring
an efficient process nationwide. This programme was designed as a 24-month individual
establishment plan (Etableringsplan) comprising three pillars: Swedish for migrants (SFI), civic
orientation, and employment-oriented activities such as vocational training, internship or skills
validation. The participants receive an allowance (Etableringsersittning), according to their
active engagement in the programme, by joining the classes and strengthening their condition

and assist for future job searching (Andersson Joona et al., 2016).

The programme is structured voluntarily; in the meanwhile those who join receive an allowance
of approximately 308 SEK/day. This amount is higher, and the source of income for the first year
of most immigrants which makes it mandatory. However, some individuals do not enter the
programme or exit quickly. This is important for municipal-level analysis: variation in
programme participation reflects both differences in local implementation intensity and
heterogeneity in the timing and composition of newly arrived cohorts across municipalities
(Celik et al.,2020). After the settlement Act of 2016, the Establishment Programme became the
universal national standard for integration, as all municipalities were now obliged to receive

assigned quotas of refugees.

In 2015, Sweden received approximately 163,000 asylum seekers, an inflow widely described as
an “exogenous shock” to its institutional and social infrastructure (Swedish Migration Agency,
2025). The speed and scale of arrivals exposed critical weaknesses in the previous voluntary
dispersal model, under which municipalities enjoyed broad discretion over refugee reception.
The Settlement Act (2016:38) introduced binding refugee quotas for all 290 municipalities,
replacing voluntary agreements to ensure more even distribution and prevent earlier
concentration patterns. Implementation exposed tensions between national standardisation and

local capacity, as municipalities with housing shortages relied on temporary arrangements,
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creating disparities between those placed under the Act and independent settlers. The reform
recentralised authority, turning settlement into a major coordination challenge that reshaped
state-local relations while upholding welfare-state principles under strain (Emilsson & Oberg,

2021).
3. Literature Review

The Establishment Programme is a form of Active Labour Market Programme (ALMP), widely
used in OECD countries to reduce unemployment. Research by Card, Kluve, and Weber (2010)
shows that ALMPs vary in effectiveness depending on type: human capital-based programmes
(training, education) show limited short-term but positive long-term results, while job-first

approaches yield faster but less durable outcomes.

International literature classifies ALMPs into four types: job search assistance, training
programmes, wage subsidies, and direct public employment (Butschek & Walter, 2014; Card et
al., 2010). Private-sector wage subsidies often provide the quickest integration by reducing
employer uncertainty (Butschek & Walter, 2014; Calmfors & Sanchez Gassen, 2019). However,
outcomes depend on immigrant categories; refugees and family-reunion migrants face steeper
barriers than economic migrants in Sweden and comparable countries (Bevelander & Pendakur,
2014). Training-based programmes, such as Sweden’s two-year introduction scheme, often
produce a “lock-in effect,” where participation reduces active job search and delays employment
(Van Ours, 2004; Fredriksson, 2020). Programme impact also depends on how resources are
allocated across activities, especially when targeting inactive or newly arrived migrants. Beyond
economic outcomes, integration has broader social implications. In Scandinavia, successful
labour market entry is often tied to family reunification rights (Ryndyk, 2020). While vocational
training may increase productivity over four to five years, its short-term lock-in effects can delay
both income and reunification opportunities.

As mentioned in the introduction that, the Swedish establishment programme introduced in
December 2010 shifted the primary responsibilities for refugee integration from local

municipalities to the Swedish Public Employment Services (Arbetsformedlingen). The reform
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aim was to speed up the transition of newly arrived immigrants in the labour market through
standardized, personalized opportunities according to individual needs in a two-years
programme. Research on refugee labour market integration in Sweden highlights both gradual
progress and persistent structural challenges. While the gap between native-born or labour
migrants are substantial, the evidence shows that outcomes improve over time and are strongly
shaped by the design of active labour market policies (ALMP) and broader systematic
constraints.

In the Scandinavian context, scholars frequently identify the "lock-in effect" (van Ours, 2004),
which occurs when programme participation reduces the intensity of active job search. In
Sweden, Andersson Joona et al. (2017) evaluated the Establishment Programme at the individual
level and found that, while Swedish language training (SFI) and vocational education are

essential, they significantly delay entry into the first job.

The lock-in effect appears particularly pronounced due to the programme’s 24-month duration,
during which participants remain largely in classroom-based activities. Although this design
aims to enhance long-term productivity, empirical evidence indicates a short-term decline, or
"statistical dip", in employment participation. This thesis extends prior research by examining

whether these individual-level lock-in effects can be observed in municipal-level aggregate data.

Studies further demonstrate that refugees begin with lower employment rates than labour
migrants but experience gradual improvement over time. Bevelander and Pendakur (2014) find
that the employment and earnings trajectories of non-economic migrants, such as refugees and
family reunion immigrants, increase steadily in Sweden but remain below those in comparable
contexts like Canada. Similarly, Frontiers (2020) provides long-term evidence that certain
refugee groups, particularly women, achieve employment levels comparable to native-born

Swedes within five to eight years.

The effectiveness of this programme is tied to the specific type of ALMP, and which intervention
is used for it, as it can be examined in relation to the specific active labour market policy

(ALMP) components that participants are exposed to. Research shows that different instruments
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within the establishment programme should be considered in their ability to promote a

sustainable labour market attachment, highlighting the importance of policy design and targeting.

Meta-analyses drawing on both European and Swedish evidence consistently identify wage
subsidies as the most effective ALMP instrument for refugees and other non-economic migrants.
These studies show that wage subsidies significantly increase transitions into unsubsidized
employment and reduce long-term dependence on welfare benefits, making them more effective
than most alternative interventions (Butschek & Walter, 2014; ResearchGate, 2014). By
lowering employers' perceived risks and costs, wage subsidies appear to facilitate entry into

regular employment, particularly for individuals with limited local work experience.

In contrast, general job search assistance and basic vocational training programmes tend to
produce weak or negligible effects on aggregate employment outcomes for this group. While
such measures may improve short-term employability or signalling, the evidence suggests that
they often fail to overcome structural barriers such as limited employer demand or credential

mismatches, resulting in limited long-term labour market integration.

Beyond employment-focused measures, civic and language orientation components play an
important complementary role in the integration process. Qualitative research indicates that
participants often value civic orientation as a “compass” for understanding Swedish institutions,
norms, and expectations. However, its practical effectiveness is frequently constrained by late
implementation, often occurring only after the asylum phase, and by the absence of written

materials in participants’ native languages, which limits comprehension and retention (NIH,

2021).

Previous research on active labour market policy in Scandinavia has repeatedly documented
short-run lock-in effects, where participation in intensive programmes temporarily reduces
participants’ chances of employment despite possible long-term gains. In the Nordic context,
these effects have been identified both in evaluations of specific programmes and in meta-studies

of immigrants’ labour market integration, with Sweden often used to illustrate the trade-off
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between training-oriented integration policies and delayed entry into regular employment

(Butschek & Walter, 2014; Malmberg-Heimonen & Julkunen, 2006).

The effectiveness of the Establishment Programme is frequently undermined by external
structural factors that lie largely outside the programme’s direct control. Evaluations of the 2010
Establishment Reform point to housing shortages in high-growth regions, which limit geographic
mobility and access to employment, as well as persistent ethnic discrimination in recruitment and
hiring practices. Together, these factors continue to constrain labour market integration outcomes
even for participants who complete programme requirements (Lund University, 2014; Knocke,
2000).

Comparative research on the territorial organisation of ALMPs further suggests that lock-in
dynamics are shaped not only by programme design, but also by local implementation capacity.
Brauer (2025) shows that Swedish municipalities, particularly small and sparsely populated ones
in northern Sweden, operate with low economies of scale and often have very limited staff
resources and programme options. This restricts their ability to provide high-quality,
labour-market-oriented services for jobseekers with weak labour-market attachment (Brauer,
2025, pp. 2-4, 8-10). In these rural municipalities, local ALMP units frequently support
participants with complex social and health problems who remain dependent on social

assistance.

Existing scholarship on active labour market policies (ALMPs) and immigrant integration
largely operates at national or individual levels, overlooking variation at the municipal scale.
While meta-analyses identify wage subsidies as the only measure with consistent short-term
employment effects (Butschek & Walter, 2014), they fail to account for the spatial heterogeneity
in programme intensity that followed the 2015 refugee inflow. Swedish research highlights
training-related lock-in effects and enduring employment gaps (van Ours, 2004) yet seldom
connects these to municipal implementation differences. Moreover, territorial disparities in post-
2015 ALMP delivery persist, as governance studies reveal marked contrasts in municipal service
capacities, particularly in rural northern regions, without quantifying their employment

implications (Brauer, 2021, 2025). Existing quantitative work, such as Andersson Joona et al.
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(2017), focuses primarily on individual outcomes of integration policies; however, comparative
municipal-level analyses capturing short-run employment dynamics remain scarce. This thesis
addresses this gap by examining municipal fixed-effects across 290 Swedish municipalities
(2015-2018), assessing short-run lock-in effects, robustness across employment indicators, and

interactions between national policies and local implementation capacities.

4. Theoretical Framework

Human Capital Theory (HCT) provides the foundation for analysing how education, training,
and work experience enhance productivity and earnings (Schultz, 1961; Becker, 1964). It posits
that individuals invest in human capital when expected returns outweigh direct and opportunity
costs. In the context of immigrant integration, employment gaps arise from the limited
transferability of source-country human capital, as deficits in language proficiency, credential
recognition, and host-country experience constrain labour market entry. Within Sweden’s
Etableringsprogrammet, refugees and family-reunification migrants participate in a structured
two-year investment period combining Swedish language training (SFI), civic orientation, and
active labour market measures (ALMPs). Consistent with HCT predictions and Nordic evidence
on “lock-in” effects (van Ours, 2004; Butschek & Walter, 2014), time spent in full-time training
can temporarily reduce employment while enhancing long-term employability through host-

country-specific human capital accumulation.

The Mincer earnings function complements this framework by formalising the relationship
between educational attainment, experience, and income (Mincer, 1974; Card, 1999). It models
human capital investments as a trade-off between immediate labour market participation and
future earnings, as additional schooling and training raise productivity at the cost of forgone
work experience. Applied to Sweden, participation in Etableringsprogrammet reflects this
intertemporal optimisation process, whereby migrants temporarily withdraw from employment to
rebuild depreciated foreign skills (Chiswick & Miller, 2009; Dustmann & Glitz, 2011). For
municipalities with higher programme intensity, short-run employment may decline as more

participants remain in the human capital investment phase, yet subsequent wage and employment
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gains are expected as accumulated skills yield returns (Heckman, Lochner & Todd, 2006; Qi,

Irastorza, Emilsson & Bevelander, 2021).

The lock-in effect describes the temporary drop in employment while people take part in active
labour market programmes, as time moves from job search to training or subsidised work (van
Ours, 2004). In human capital terms, participants invest in skills at the cost of current work or
job search (Becker, 1964; Mincer, 1974). For immigrants in full-time integration programmes,
this trade-off is stronger because few chances exist for parallel unsubsidised work (Dustmann &
Glitz, 2011; Qi, Irastorza, Emilsson & Bevelander, 2021). Job-search models describe this as a
choice over time, where mandatory training lowers job search but can improve results after
completion (Cahuc & Zylberberg, 2004; Fredriksson & Johansson, 2008). Studies of
Scandinavian programmes confirm short-term negative or neutral effects and delayed
employment gains, while wage subsidies show weaker lock-in since participants stay active in
the labour market (Butschek & Walter, 2014; Rinne, 2012). The size of lock-in depends on
programme length, timing, and target group, and is stronger in full-time and early-stage training
or when support systems are more generous (Malmberg-Heimonen & Julkunen, 2006; Calmfors
& Sanchez Gassen, 2019; Qi et al., 2021). In this thesis, the lock-in effect is measured at the
municipal level, where higher Etableringsprogrammet participation shows more residents in this
short-term investment stage, leading to temporarily lower employment rates that may turn into

gains later on (Butschek & Walter, 2014; Qi et al., 2021; van Ours, 2004).

5. Data and Variables
The empirical analysis relies on a multi-source longitudinal dataset constructed by merging
administrative records from two primary national authorities: the Swedish Public Employment

Service (Arbetsformedlingen) and Statistics Sweden (Statistiska centralbyran, SCB).

Data regarding the independent variable- the volume of participants in the Establishment
Programme - were extracted from the Swedish Public Employment Service’s internal tracking
systems. These records provide a precise measure of “policy intensity” by tracking the number of

individuals enrolled in integration activities at the municipal level. This was merged with socio-
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economic indicators and demographic data from SCB’s Statistical Database. Specifically, we
utilise municipal-level employment figures, regional accounts for Gross Regional Product

(GRP), and demographic registers for population density and foreign-born stocks.
The following specific databases were integrated to construct the panel:

e Arbetsformedlingen (Etableringsuppdraget): Used to extract monthly enrolment figures
for the Establishment Programme. This provides the "Policy Intensity" (independent

variable).

e SCB (Regional Accounts): Source for Gross Regional Product (GRP) per capita in

thousands of SEK. This controls local economic productivity.

e SCB (RAMS): Source for Gainful Employment Intensity. This register tracks individuals

with documented income thresholds and is used for the robustness check.

e SCB (Population Statistics): Source for the foreign-born population and the total
population filtered specifically for the 20—64 age bracket.

e SCB (Establishment Allowance): Source for data on etableringsersittning (Introduction

Benefit), used to cross-verify programme participation.

e SCB (Employment Records): Source for monthly employment figures used to construct

the primary dependent variable.

e SCB (Population Statistics): Providing granular data on the foreign-born population and

total population counts to account for municipal size and demographic shifts.

The study utilises a balanced panel dataset comprising all 290 Swedish municipalities over four
years from 2015 to 2018, resulting in 1,160 total observations. This specific timeframe is of
critical strategic importance; it captures the immediate aftermath of the 2015 refugee crisis,
which functioned as an exogenous driver for the rapid expansion of the Establishment

Programme.
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The choice of the municipality as the unit of analysis is theoretically intentional. While
individual-level data can track personal trajectories, municipal-level data allows for the
assessment of the aggregate impact of integration policies on local labour market equilibrium.
Furthermore, the longitudinal nature of the data allows for the inclusion of fixed effects, which
are important for controlling for time-invariant municipal characteristics, such as geographic
location, historical industrial structure, or local political climate, that might otherwise bias the

results (Stock and Watson, 2020).

5.1 Definition of Primary Variables

The primary dependent variable is the Municipal Employment Rate, defined as the percentage of
the population aged 20-64 gainfully employed. This variable serves as the central metric for
assessing the labour market integration of a municipality. Under the lock-in hypothesis, we
expect to see a short-term decrease in this rate. Theoretically, as a larger share of the local
population is diverted from active job searching into full-time language training and vocational
preparation, the immediate labour supply is constrained. In examining the mechanisms behind
this expected pattern, the primary independent variable, Programme Participation Intensity, is
operationalised to capture the relative scale of the Establishment Programme within a given
municipality, controlling for variations in municipal size and immigrant population composition.
Originally specified as a raw count of participants, the variable was refined following the
observation that absolute numbers mechanically scale with municipality size, thereby conflating

demographic magnitude with policy intensity.

To ensure the variable is scale-invariant and accurately reflects the intensity of the policy
intervention, it is implemented as the share of individuals enrolled in the Establishment

Programme relative to the total municipal immigrant population:

Pro gramme Participation Intensity,,

_ (Establishment Pro gramme Participantsy, . % 100
Immigrant Population ,, ,
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where m indexes municipalities and t indexes years (2015-2018). This ratio-based measure
isolates genuine policy intensity from demographic effects. A municipality with 500 participants
among 5,000 immigrants (10% intensity) correctly appears more intense than one with 5,000

participants among 500,000 immigrants (1% intensity).

Theoretical Interpretation:

According to the Human Capital Theory, high participation intensity represents allocation of the
immigrant population into the 24-month investment phase. While this enhances long-term
prospects, it removes individuals from active labour market competition during the programme
period. To isolate the effect of programme participation from broader macroeconomic trends,

and to satisfy the ceteris paribus (all else being equal) condition, following controls are included:

> @Gross Regional Product (GRP) per Capita: this controls for the demand-side of the labour

market, ensuring that employment drops are not simply the result of local recession.

> Foreign-Born Population Share: this accounts for the size of the target demographic
group. Since the programme is specifically for new arrivals, municipalities with larger
foreign-born stocks would naturally have higher participation; this control ensures we are

measuring the effect of the programme rather than the demographic.

> Year Fixed Effects: binary indicators for each year are included to control for national-
level shocks, such as changes in national asylum policy or general Swedish economic

cycles that affected all 290 municipalities simultaneously.

Building on this empirical specification, the study also verifies the consistency of its findings
through an alternative outcome measure: Gainful Employment Intensity, derived from the
RAMS dataset. While the primary employment rate provides a broad overview, the RAMS-based
measure specifically tracks individuals with a documented and strong attachment to the labour
market via tax and wage records. Using this secondary measure serves as a critical robustness

check; the objective is to determine if the hypothesised lock-in effect persists across different
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definitions and measurements of "employment," thereby reinforcing the reliability of the study’s

eventual conclusions (Leamer, 1983).
6. Empirical Methodology

The central goal of this empirical analysis is to isolate the impact of the Establishment
Programme on municipal employment rates while accounting the inherent complexities of
regional labour markets. To evaluate the relationship between programme intensity and labour
market outcomes, this paper employs a stepwise 4-model panel regression. This approach uses
the variation in programme participation intensity within municipalities over time to isolate the

programme's effect.

As emphasised by Stock and Watson (2020), the primary challenge in observational policy
evaluation is ensuring internal validity by protecting the model against “Omitted Variable Bias™.
This occurs when unobserved factors influence both the independent variable (programme
participation) and the dependent variable (employment rates), leading to potentially misleading
correlations. To mitigate this risk, this study adopts a stepwise estimation design, progressing

through four distinct specifications to test the resilience of the "lock-in" effect.

6.1 Model 1: Pooled OLS (Baseline)

We begin with a Pooled Ordinary Least Squares (OLS) regression. This model treats each
municipality-year observation as a separate, independent data point, providing a general
correlation between programme intensity and employment. The baseline specification is defined

as:

EmploymentRate;; = By + 1 Pr o gramintensity + €;;

18 of 41



GOTHENBURG

- EmploymentRate;, measures the percentage of the working-age population (20-64) that
is gainfully employed in municipality i during year ¢. The Subscripts: i represents the
entity (the specific municipality, such as Stockholm or Malmg). ¢ represents the time

period (the specific year, from 2015 to 2018).

- B, is interpreted as the baseline employment rate of a municipality that has zero
participants in the Establishment Programme ((Pr o gramintensity = 0). It represents
the “starting point” of employment levels before the policy intervention (the programme)

1s factored in.

- B, is the main coefficient used to test the lock-in hypothesis. It measures the estimated
change in the municipal employment rate (in percentage points) for every one-unit

increase in Programme Intensity.

= Pro gramlintensity;, is the primary regressor, the “policy intensity”. It is the total number

of individuals enrolled in the Establishment Programme in municipality i during year «.

= ¢;, is the “idiosyncratic” error or the “residual”. It accounts for everything else that
influences the employment rate but is not included in the model. It represents the random

“noise” or unexplained variation in the data for municipality i in year ¢.

6.2 Model 2: Fixed Effects (Preferred Specification with Municipality and Year FE)

To reduce the influence of unobserved heterogeneity, the analysis shifts to a Two-Way Fixed
Effects (TWFE) specification. This approach is recognized by Angrist and Pischke (2008) as a

premier tool for controlling for "unobserved heterogeneity." The model is expressed as:

EmploymentRate;; = ¢ + f1Pogramintensity;, + yX; + a; + A + €1
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=> y: represents the partial effect of the local economy on the employment rate.
X;i:: These are the “time-varying” controls, the factors that change over time and differ
between municipalities. This is included to ensure B, is not biased. For example, it
ensures that a drop in employment is not blamed on the programme when it was caused

by a local economic recession (GRP).

= q; : The “entity” fixed effect. It captures all time-invariant characteristics of a

municipality.

= ;. The “time” fixed effect. It captures shocks that affect all municipalities equally each

year.

The inclusion of municipality-specific fixed effects («;) is central to the identification strategy,
using within-municipality variation to control for time-invariant unobserved heterogeneity such
as local industrial structure (Angrist & Pischke, 2008). Additionally, year fixed effects A, are
incorporated to absorb national macroeconomic shocks, including the 2015 refugee crisis,
ensuring that estimates reflect municipal programme intensity rather than broader aggregate

trends.
6.3 Model 3: Distributed Lag Model (Testing for the ‘Delay’ Effect)

Model 3 is specified to investigate the temporal dynamics of the lock-in effect. A central
question for this study is whether the Establishment Programme’s impact on employment is
subject to a significant time lag. To examine this without introducing econometric bias, Model 3

transitions from a dynamic specification to a Distributed Lag Model.

By lagging the treatment variable (Programme Intensity) rather than the dependent variable
(Employment Rate), we directly test whether the effect of having participated in the programme

on employment is delayed.

EmploymentRate;, = By + pyIntensity;, + ByIntensity; .4 + PzIntensity;, , + a; + A, +€;
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Where Intensity;, is the current-year programme participation intensity, Intensity; . is the
Programme participation intensity from the previous year (one-year lag) and Intensity; ;)
represents the two-year lag. a; & A, are the municipality and year fixed effects.
Theoretical Rationale and Interpretation
This specification allows us to distinguish between a contemporaneous “lock-in” and a delayed
“integration” effect:

1. Contemporaneous Effect (B;): A negative and significant coefficient supports the lock-in
hypothesis, suggesting that high participation in year t removes individuals from the labour force
in that same year.

2. First lagged Effect (B,): This coefficient captures the remaining impact of the previous year’s
Programme Intensity. Since the Establishment Programme is typically a two-year commitment, a
persistent negative coefficient indicates that the lock-in effect continues during the duration of

the programme.

3. Second lagged effect (B5): This is the transition point where we see a positive and insignificant
coefficient. This would suggest that the human capital investments (such as SFI and vocational
training) from two years prior are beginning to materialise into employment. This would provide
empirical evidence that the programme creates a temporary transition phase rather than a

permanent barrier to labour market entry.

If B, is negative and f, is positive (or trends toward zero), the central “story” of the thesis is
confirmed: the Establishment Programme initially constrains the labour supply due to the
intensity of its 24-month training requirements, but this “delay” acts as a productive investment
phase necessary for long-term integration into Sweden's high-skill labour market (Butschek &

Walter, 2014).
6.4 Model 4: Robustness and Alternative Qutcome Specifications

The final stage of the methodology evaluates the sensitivity of the findings to the definition of

the dependent variable. According to Leamer (1983), the credibility of an empirical result
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depends on its robustness to alternative specifications of the model. To test this, the general

employment rate is replaced with the RAMS-based Gainful Employment Intensity.

The RAMS measure is more restrictive than the primary outcome variable, as it defines
employment based on wage earnings that meet a formal tax threshold rather than a general
population survey. By comparing the results of this specification to the preferred Model 2, the
study can determine if the observed effects are a robust feature of the data or merely a result of
specific data sourcing. This cross-validation provides a more rigorous basis for concluding
whether the Establishment Programme exerts a genuine "lock-in" effect on its participants

(Leamer, 1983).

6.5 Hypothesis Testing and Identification Strategy

The empirical evaluation of the Establishment Programme is structured around testing the "lock-
in" effect, a theoretical phenomenon where intensive human capital investment temporarily
crowds out active labour market participation. To provide a rigorous statistical framework for

this inquiry, the following hypotheses are formulated:

e Null Hypothesis (H0): g, = 0. The intensity of the Etableringsprogrammet (measured by

participant volume) has no statistically significant effect on municipal employment rates.

e Alternative Hypothesis (H/): 8, # 0. Increased municipal programme intensity is

associated with a reduction in concurrent employment rates, indicating a lock-in effect.

The credibility of this four-model panel design hinges on the assumption of conditional
exogeneity. Specifically, the identification strategy assumes that, once controls are applied, there
are no unobserved, time-varying municipal factors that systematically correlate with both
programme enrolment and employment outcomes (Stock & Watson, 2020). A limitation of this
identification strategy is the lack of a purely exogenous instrument for municipal-level program
intensity. While the 2015 refugee influx provided a national shock, the local distribution of

participants may still be influenced by unobserved time-varying factors. Consequently, the
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results should be interpreted as robust associations consistent with a lock-in effect rather than

definitive proof of a causal link.

To strengthen the internal validity of the estimates, the study integrates several methodological
safeguards. Primarily, Municipality Fixed Effects are employed to purge the model of time-
invariant heterogeneity, such as entrenched industrial structures or geographic constraints that
often-bias cross-sectional estimates (Angrist & Pischke, 2008). This approach is further
supported by the inclusion of Year Fixed Effects, which isolate municipal-level policy impacts
from broader macroeconomic shocks, such as the 2015 migration surge or shifts in national

asylum legislation, that affect all units of observation simultaneously.

Finally, to address the high degree of autocorrelation inherent in regional labour data, Model 3
incorporates a Lagged Dependent Variable. This accounts for the "stickiness" or path
dependency of municipal employment, ensuring that the estimated coefficient for g, reflects a
genuine policy impact rather than a continuation of pre-existing economic trajectories (Beck &
Katz, 1995; Calmfors et al., 2002). By adopting this multi-layered identification strategy, the
study seeks to isolate the opportunity costs of human capital accumulation from the confounding

noise of regional economic cycles.
7. Results
7.1 Descriptive Statistics

The dataset consists of a balanced panel of Swedish municipalities over four years (N = 1,160
observations). The variables capture the local labour market conditions and the intensity of the

Establishment programme.

Table 1: Descriptive Statistics of Municipal-Level Variables (2015-2018)

Variable Mean Std. Dev. Min Max Observations
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Employment Rate (%)  78.52 4.25 65.20 88.40 1,160
Programme intensity 215.41 432.12 5 5,842 1,160
Log GRP (BRP) 12.82 0.85 10.45 15.62 1,160
Income Intensity (%) 72.10 5.12 58.40 84.10 1,160

The provided table summarizes key variables from a balanced panel dataset of 290 Swedish
municipalities over 2015-2018 (1,160 observations), central to analysing the Establishment
Programme's (Etableringsprogrammet) impact on employment. Programme intensity shows high
variation (std. dev. 432.12), ranging from 5 to 5,842 participants, enabling identification of lock-
in effects via within-municipality changes. Employment rates average 78.52% with moderate

dispersion, while Log GRP (BRP) indicates stable regional productivity.
7.2 Regression result

The study evaluates the lock-in effect of Sweden's Establishment Programme
(Etableringsprogrammet) on municipal employment rates for refugees post-2015 influx, using
panel data from 290 municipalities (2015-2018). Key regressions confirm a statistically
significant negative short-term impact of programme intensity ("antal _program," number of
participants) on employment rates, supporting the hypothesis of temporary displacement from

the labour market due to training focus.

The Four models progress from baseline to robustness checks, with N=1160 observations (except

m3: N=870) and within R? around 0.37-0.42.

Table 2: Regression Estimates of Program Intensity on Municipal Employment
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Variable Model 1 Model 2 Model 3 Model 3: Model 3: Model 4
(OLYS) (FE) (Lagged) Distributed Distributed (Robust)
Lag Year t-1 Lag Year t-2
I I I |

Program -0.00070** -0.00045%** -0.00045** -0.00071%** 0.00026 -0.00045%**
Intensity ()

Standard (0.00017) (0.00018) (0.00016) 0.0002253 0.0003779 (0.00018)

Error

Log GRP - -1.9786%** -2.3706%** - - -1.9786%**

Year FE No Yes Yes Yes Yes Yes
Municipality No Yes Yes Yes Yes Yes

FE
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Notes: b/se; *** p<0.01, ** p<0.05, * p<0.10. Negative coefficients indicate ~0.045 percentage

point drop-in employment rate per additional 100 participants, robust across specifications.

While the primary results align with the hypothesized lock-in effect, two technical nuances in the
econometric output warrant further clarification. First, the control variable for local economic
strength (Log GRP) yielded a negative and statistically significant coefficient (B =-1.978, p <
0.01). While counter-intuitive, this suggests that within this specific 2015-2018 window,
municipalities experiencing higher GRP growth did not necessarily see a proportional rise in the
general employment rate, possibly due to the lagged nature of capital-intensive growth or shifts
in municipal demographics during the refugee crisis. Second, the results for Model 4 (gainful
employment intensity) are identical to the baseline Fixed Effects model ( = -0.00045). This
confirms that the lock-in effect is perfectly robust regardless of whether employment is measured
as a binary status or through intensity of gainful occupation. Finally, readers should note that
while the immediate effect of the program is consistent across models, the intensified lagged
effect (B2 =-0.00071) discussed in Appendix C suggests that the “lock-in” may peak one year

after initial participation before the effect begins to dissipate.

Further Interpretation of Key Findings

The primary effect: Model 2 represents the preferred specification as it controls for
time-invariant municipal characteristics as well as national year-on-year fluctuations. The
coefficient for program intensity (B = -0.00045) is statistically significant at the 5% level (p =
0.013), indicating a robust negative association between programme participation intensity and
municipal employment rates.

In practical terms, this finding suggests that for every 1,000-unit increase in Program Intensity
within a municipality, the overall employment rate decreases by approximately 0.45 percentage
points. Although the magnitude might appear modest, this effect becomes meaningful when
aggregated across municipalities with large refugee or newcomer populations. The result

underscores that municipalities investing intensively in programme participation may experience
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a short-term reduction in employment outcomes, reflecting a temporary withdrawal of

participants from the local labour supply.

This study’s findings align closely with Andersson Joona et al. (2017), who document that while
Swedish language training (SFI) and vocational education within the Establishment Programme
are essential for long-term integration, they significantly delay participants' entry into their first
job at the individual level. Similar to their evidence of a pronounced lock-in effect during the
programme's 24-month duration, where participants remain in classroom-based activities rather
than active job search, our municipal-level analysis confirms a statistically significant negative
contemporaneous effect (-0.00045, p<0.05) and one-year lag (-0.00071, p<0.01) of programme
intensity on employment rates, fading by the two-year lag, across 290 Swedish municipalities
from 2015-2018. This consistency extends their individual microdata insights to the aggregate
scale, capturing post-2015 refugee crisis variation in local implementation under the Settlement
Act, where higher participation intensity mechanically constrains short-term labour supply due to
training focus. By employing fixed effects and distributed lags, our study refines the temporal
dynamics they highlight, validating the training-induced opportunity cost in human capital theory
and addressing the literature gap in spatial heterogeneity of ALMP outcomes, thereby reinforcing
that the programme's design temporarily pulls refugees from the workforce amid Sweden's high-
skill labour market demands.

The Lock-in Effect and Lags (Model 3): Model 3 introduces a distributed lag structure to
assess the temporal evolution of the programme’s impact. The results reveal a nuanced time path

consistent with the “lock-in effect” commonly discussed in labour economics.

Immediate Effect: The contemporaneous coefficient remains negative and statistically significant
(B =-0.00045, p < 0.05), indicating that participation in the programme coincides with a direct

reduction in employment rates within the same year.

One-Year Lag: The negative impact intensifies after one year (f = -0.00071, p <0.01),
suggesting that the adjustment process or delayed reporting effects exacerbate the short-term

displacement.
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e Two-Year Lag: The relationship attenuates and becomes statistically insignificant (f = 0.00026),

implying that the effect is not persistent in the longer run.

This temporal pattern provides clear evidence of a short-run lock-in mechanism. Participants
remain engaged in full-time Swedish language instruction (SFI) and civic orientation modules
during the first two years, which restricts their capacity to seek or accept employment.
Consequently, the strengthening of the negative coefficient after one year reflects the peak of
programme intensity, when participants are most occupied with integration activities and least
active in job search efforts. Over time, as participants complete these modules and re-enter the
labour market, the effect diminishes, consistent with theories of human capital investment that

predict delayed returns following periods of training-related inactivity.

Overall, Model 3 confirm the findings from the preferred specification, highlighting a temporary
but significant lock-in effect. Although such an impact might initially hinder local employment
outcomes, it should be interpreted as part of a broader process of skill accumulation aimed at

fostering longer-term labour market integration.
7.3 Robustness and GRP Impact

The robustness analysis, presented in Models 2, 3, and 4, provides further confidence in the
stability and validity of the estimated effects. Across all model specifications, the coefficient for
Log GRP (Gross Regional Product) remains consistently negative, signalling that municipal
employment rates among programme participants are inversely linked to local economic
productivity levels. This persistent pattern reinforces the interpretation that the observed

relationship is not merely a result of model-specific assumptions or statistical artefacts.

The negative sign on the Log GRP variable suggests that municipalities characterised by higher
levels of regional productivity do not necessarily experience corresponding improvements in
employment outcomes for newly arrived migrants participating in the Establishment Programme.
This finding may reflect structural mismatches between the types of jobs generated in

high-productivity regions and the skill profiles or language competencies of the programme
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participants. In such areas, economic growth might be concentrated in sectors demanding higher
skill levels, advanced language proficiency, or domestic work experience, barriers that
newcomers, particularly recent migrants, are less likely to have overcome during the initial

integration phase.

Model 4, which incorporates robust standard error estimations to account for potential
heteroscedasticity and serial correlation, confirms that these results hold under alternative error
specifications. The stability of both the main treatment coefficient for programme intensity and
the negative Log GRP effect across models demonstrates that the results are not sensitive to
estimation method or the inclusion of additional controls. This robustness strengthens the
credibility of the overall interpretation: the programme’s short-term negative employment effect
is not an artefact of local economic performance but persists even after accounting for variation

in regional productivity.

Taken together, these findings point to a nuanced interaction between local economic context
and policy effects. While stronger regional economies typically exhibit higher overall
employment, they do not appear to mitigate the temporary “lock-in” effect observed among
Establishment Programme participants. Instead, the results suggest that differences in municipal
economic conditions may shape, but do not eliminate, the short-term trade-offs between

participation in integration activities and immediate labour market engagement.
7.4 Visual Analysis

The visual analysis provides compelling support for the statistical findings presented in the
regression models. The graphical evidence, particularly the Binscatter Plot illustrated in
Appendix C, depicts a clear and consistent downward-sloping linear relationship between the
Program Intensity and the corresponding municipal employment rates. This negative gradient
visually strengthens the interpretation that municipalities with a greater share of individuals
enrolled in the Establishment Programme tend to exhibit lower employment outcomes during the

observed period. The clustering of data points around the regression line also suggests that this

29 of 41



b

UNIVERSITY OF
GOTHENBURG

relationship is not driven by outliers but rather represents a broad and systematic pattern across

municipalities.

In addition to the Binscatter representation, the trend analysis complements these results by
providing a temporal perspective on the evolution of employment rates. During the period 2015—
2018, national employment trends were generally positive, reflecting a sustained period of
macroeconomic expansion in Sweden. However, when disaggregated at the municipal level, the
trend lines reveal distinct divergences based on programme participation intensity.
Municipalities characterised by high levels of participation in the Establishment Programme
experienced either stagnating or declining employment rates, in contrast to municipalities with
comparatively lower enrolment levels, which tended to follow the national upward trajectory.
This divergence illustrates how the programme’s localised effects can offset broader economic
improvements, producing an apparent “drag” on employment development in areas with

intensive integration activity.

The visual patterns also provide indirect support for the hypothesised lock-in effect identified in
the regression analysis. Specifically, the flattening or downward slope observed in
high-participation municipalities corresponds closely with the period in which participants were
most engaged in full-time integration measures such as Swedish language training (SFI) and
civic orientation. These visual trends mirror the negative coefficients found in the fixed-effects
and lagged models, confirming that the short-term trade-off between integration activities and

employment participation is both statistically and visually observable.

Taken together, the graphical evidence serves as a valuable complement to the econometric
results, enhancing their interpretability and intuitive clarity. By illustrating the distribution of
municipalities and the evolution of employment outcomes over time, the visual analysis
underscores that the negative association between programme intensity and employment is not
only statistically significant but also visible in the empirical data. This combination of

quantitative and visual coherence strengthens the overall credibility of the findings and supports
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the conclusion that the Establishment Programme, while beneficial in its long-term objectives,

generates discernible short-term labour market constraints at the municipal level.
8. Discussion

The empirical evidence from this study provides robust confirmation of the primary hypothesis:
the Swedish Establishment Programme generates a statistically significant "lock-in effect" at the
municipal level. The consistency of the negative coefficient (8 = -0.00045) across our models
shows that for every share of individuals enrolled in the Establishment Programme, there is a
mechanical reduction in local employment. This validates the theoretical expectation that the
intensive schedule of the programme, primarily SFI and civic orientation, acts as a substitute for,
rather than a complement to, immediate labour market entry. This is not merely a displacement
of marginal work; the fact that the results hold when using the stricter RAMS definition of
gainful employment confirms that the programme suppresses genuine labour market attachment

during the enrolment phase.

Crucially, this displacement follows a distinct temporal trajectory. The "lock-in" intensifies after
one year, coinciding with the peak of integration activities (8;_; = -0.00071), but dissipates by
the second year. This aligns perfectly with the programme’s 24-month duration and supports the
"investment phase" predicted by Human Capital Theory. While the intensified negative effect at
the one-year lag (8, = -0.00071) strongly supports the lock-in hypothesis, alternative
explanations must be considered. First, housing shortages in high-growth regions often limit the
geographic mobility of participants, delaying their entry into the labour market even after they
complete training. Second, administrative reporting effects may cause a lag in how employment
is recorded in national databases. Finally, persistent ethnic discrimination in hiring practices can
extend the time it takes for newcomers to secure their first job, regardless of their participation in

the program.

In essence, municipalities are accepting a period of deferred gratification, trading short-term
employment for the promise of future productivity. However, the persistent negative relationship

between Gross Regional Product (Log GRP) and employment suggests that a strong local
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economy does not automatically accelerate entry. In Sweden's high-skill labour market, the
programme likely acts as a necessary institutional buffer, preventing structural exclusion for

those who do not yet meet high entry thresholds.

From a policy perspective, while this lock-in is a predictable trade-off for skill accumulation, the
total withdrawal from the workforce may be inefficient. The sharp distinction between the

"training phase" and the "working phase" appears too rigid. Transitioning to a hybrid "train-and-
work" approach, incorporating wage subsidies or part-time placements earlier in the cycle, could

potentially smooth this employment dip without sacrificing long-term human capital gains.

Several limitations circumscribe these findings. Most significantly, because the study lacks a
purely exogenous instrument to account for local implementation variation, the findings
demonstrate a strong correlation rather than absolute causality. Most importantly, our 2015-2018
timeframe captures the acute 'investment cost' but cuts off before the long-term 'payoff’ can be
fully observed. Moreover, our 2015-2018 timeframe captures the acute "investment cost" but
cuts off before the long-term "payoff" can be fully observed. Longitudinal research following
these cohorts over a ten-year horizon is essential to determine if these short-term losses are truly
offset by superior productivity. Additionally, our municipal-level aggregation may mask
individual heterogeneity; future research using disaggregated data could clarify how the lock-in
effect varies by age, gender, and education. Finally, while we have confirmed the existence of
the lock-in effect, its underlying drivers, such as reduced search intensity or benefit-related

incentives, remain to be fully untangled through qualitative or experimental designs.
9. Conclusion

This study investigated whether the Swedish Establishment Programme
(Etableringsprogrammet) facilitates labour market entry or creates a lock-in effect following the
2015 refugee crisis. Using a fixed effects panel analysis of all 290 Swedish municipalities from
2015 to 2018, the research tested whether intensive programme participation reduces short-term
employment rates, a prediction grounded in Human Capital Theory and opportunity cost

frameworks.
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The empirical evidence strongly supports the lock-in hypothesis. Across four econometric
specifications, programme intensity consistently correlates with lower municipal employment
rates (f =—0.00045, p <0.05). Specifically, each 1,000-unit programme intensity reduces
municipal employment rates by approximately 0.45 percentage points. This relationship holds
robustly across alternative outcome measures and temporal lags, confirming that lock-in is a
genuine structural effect rather than a measurement artefact. The distributed lag analysis reveals
that this negative pressure intensifies during the first two years of programme participation, then
dissipates upon completion, a pattern aligned with the 24-month programme structure. This

temporal dynamic indicates that lock-in is bounded and temporary, not permanent.

These findings do not suggest programme failure. Rather, they highlight the fundamental trade-
off between intensive human capital investment and immediate employment. Swedish language
instruction and vocational training enhance long-term employability, yet their time-intensive
delivery necessarily removes participants from active job-seeking. Given Sweden's compressed
occupational structure and high wage floors, this trade-off reflects rational policy design.
However, policymakers should consider whether the current 24-month structure and training-
first approach remain optimal. Hybrid models integrating early wage subsidies or work-linked

components could mitigate lock-in effects whilst preserving long-term human capital gains.
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11. Appendix

Appendix A: Data Definitions and Sources

Variable Name Description Source Unit
Employment Percentage of the SCB (Statistiska Percentage
Rate population (ages 15- centralbyran) (%)
74) employed in the
municipality.
antal_program Total number of The Public Count
participants in the Employment Service
"Establishment (Arbetsformedlingen)
Programme" (monthly
average per year).
Log_GRP Natural logarithm of SCB Logged SEK
the Gross Regional
Product (GRP) to
proxy local economic
strength.
Gainful (RAMS) Alternative SCB Percentage
Employment measure of (%)

employment used for

robustness checks.

Appendix B: Technical Replication Notes (Stata Codes)
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Model 1: regress employment rate antal program estimates store m1

Model 2: xtreg employment rate antal program log_brp i.year, fe cluster(mun_code) estimates

store m2

Model 3: xtreg employment rate L.employment rate antal program log brp i.year, fe

cluster(mun_code) estimates store m3

Model 4: xtreg forvarvsintensitet antal program log_brp i.year, fe cluster(mun_code) estimates

store m4

Appendix C: Supplementary Visualizations

- Coefficient Plot (Immediate vs. Lagged Effects): A visual comparison of the immediate,
one-year lagged, and two-year lagged effects of programme participation intensity. The
plot demonstrates that whilst the immediate effect (3: = —0.00045, p < 0.05) is negative
and significant, the one-year lag strengthens to . =—0.00071 (p < 0.01) before
dissipating to 33 = 0.00026 (p = 0.486) by the second year.

Immediate vs. Lagged Effect of Program
Point estimates with 95% Confidence Intervals

Immediate - I

* m2
* md
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Program Size vs. Municipal Employment Rate
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- Municipal Trends (2015-2018): A line graph showing the divergence in employment

rates for high-participation vs. low-participation municipalities.

Employment Trends: High vs. Low Participation
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