Shortening the potential duration of unemployment
benefits and labor market outcomes: Evidence
from a natural experiment in Germany
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This paper explores the effects of a major reform of unemployment benefits in Germany on
the labor market outcomes of individuals with some health impairment. The reform
induced a substantial reduction in the potential duration of unemployment benefits for
older workers. Our results provide causal evidence for a significant decrease in the number
of days in unemployment benefits and increase in the number of days in employment.
However, they also suggest a significant increase in the number of days in unemployment
assistance, granted upon exhaustion of unemployment benefits. Transitions to
unemployment assistance represent an unintended effect, limiting the success of a policy
change that aims to increase labor supply via reductions in the generosity of the
unemployment insurance system.

Introduction

Reform = Reduction in potential duration of unemployment benefits (UB-1) for older
workers in 2/2006.

Table 1: Maximum duration (in months) of unemployment benefits (years 2004-2009)
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Table 2. Results Sample A (2005/2007, employed before rehabilitation)

(1) UB-1 (2) UB-2 (3) WORK
age=>45 17.80*** -6.51*** -25.29%***
[0.97] [0.59] [1.57]
year2007 -6.66*** -4.96*** 10.56***
[1.01] [0.67] [1.79]
age=>45 x year2007 (post-reform) -10.50*** 4.65*** 13.57***
[1.22] [0.72] [2.06]
R? 0.11 0.07 0.19
Mean dep. variable 39.58 6.15 261.68
N 94,990 94,990 94,990

Notes: Outcome variables are days per calendar year. Covariates included in all models. OLS regressions. Robust s.e. in brackets. * p<0.05; ** p<0.01; *** p<0.001.

Table 3. Results Sample B (2004-2009, employed before rehabilitation)

Age category |Before 2/2006 Reduction 2/2006-12/2007 | Extension Since 1/2008

<45 12 0 12 0 12
45-46 18 6 12 0 12
47-49 22 10 12 0 12
50-51 22 10 12 3 15
52-54 26 14 12 3 15
55-56 26 3 18 0 18

57 32 14 18 0 18
> 57 32 14 18 6 24

German Unemployment Insurance System:
- Unemployment benefits (UB-1) = conditioned on contributions, temporally restricted.

- Unemployment assistance (UB-2) = upon exhaustion of UB-1, living at subsistence level.

Causal effects = DiD design for natural experiment
- Increase days with employment? — Intended incentive effect by policy.

- Decrease days with UB-17? —> Intended incentive effect by policy.

- Increase days with UB-2 due to slip from UB-1? = Non-intended by labor market policy.

Contributions: 1) Framework of institutional interactions. 2) A large sample of people with
health impairment. 3) Cumulated labor market outcomes measured in t after rehabilitation.

Data and Methods

Administrative data of the German Statutory Pension Insurance: Longitudinal data set with
a random sample of 20% of all people with medical rehabilitation treatments.

2004-2009 (2003-2008).
38-62 years (37-61).

Years outcome (years rehabilitation) =
Age in outcome year (age in rehabilitation year) =

Preferred Sample A = 2005/2007, N=94,990, employed before rehabilitation.
Extended Sample B = 2004-2009, N=306,230, employed before rehabilitation.
Additional Sample C — 2005/2007, N=15,857, unemployed, and N=16,529,

non-employed before rehabilitation.

Pooled (repeated) cross-sections with information before and after medical rehabilitation.
Treatment (=245) and control group (<45) assignment according to age.

Y = a + BLAGE + B,YEAR + B;AGE X YEAR + 6X + ¢

Y = outcome variables (days UB-1, days UB-2, days employed).

AGE = dummy for treatment group (age 245) (/,).

YEAR = dummy for post-reform year (£,).

AGEXYEAR = interaction term (DiD) and identification of treatment effect (5,=ATT)
X — control variables (all dummies).

(1) UB-1 (2) UB-2 (3) WORK
age>45 17.52*** -5.39*** -28.72%**
[0.94] [0.43] [1.48]
year2005 -3.73*** 4.08%** 4.84**
[1.09] [0.68] [1.84]
year2006 -8.17*** 5.27*** 12.26***
[1.04] [0.69] [1.79]
year2007 -10.34%** -0.98 15.33***
[1.01] [0.56] [1.75]
year2008 -9,3]*** -2.81*** 15.48***
[1.01] [0.51] [1.74]
year2009 -6.31*** -1.85*** 0.06***
[1.04] [0.54] [1.76]
age>45 x year2005 0.38 -1.27 3.61
[1.33] [0.72] [2.13]
age>45 x year2006 3.35** -1.05 4.61%*
[1.29] [0.74] [2.07]
age>45 x year2007 (post-reform) -10.14*** 3.43%*x 17.17%**
[1.21] [0.61] [2.01]
age>45 x year2008 (post-reform) -10.99* ** 4.38%** 19.74***
[1.20] [0.55] [2.00]
age>45 x year2009 (post-reform) -12.61%** 3.61*** 23.25%%*
[1.22] [0.58] [2.00]
R® 0.11 0.06 0.18
Mean dep. variable 40.47 5.51 261.43
N 306,230 306,230 306,230

Notes: Outcome variables are days per calendar year. OLS regressions. Covariates included in all models. Robust s.e. in brackets. * p<0.05; ** p<0.01; *** p<0.001.

Table 4. Results Sample C (2005/2007, un-/non-employed before rehabilitation)

Unemployed Non-employed
(1) UB-1  (2)uUB-2 (3) WORK | (1)UB-1  (2)UB-2 (3) WORK
age>45 31.34***  -26.95*** -1455*** | 20.83*** -23.86*** 0.34
[2.25] [3.88] [2.45] [2.74] [3.36] [3.96]
year2007 -17.17***  14.30**  20.39*** | -13,94*** -1.79 30.52***
[2.20] [4.84] [3.41] [2.67] [3.78] [4.46]
age>45 x year2007 -5.94* 9.62 -2.05 -9.93**  18.98***  -12.67*
(post-reform) [2.93] [5.53] [3.77] [3.27] [4.21] [5.07]
R? 0.12 0.23 0.20 0.07 0.27 0.35
Mean dep. variable 55.93 159.31 42.86 47.47 61.23 146.31
N 15,857 15,857 15,857 16,529 16,529 16,529

Notes: Outcome variables are days per calendar year. OLS regressions. Covariates included in all models. Robust s.e. in brackets. * p<0.05; ** p<0.01; *** p<0.001.

Summary and Conclusion

Results Sample A: Intended positive effects dominate
Results Sample B: Support for common trend assumption
Results Sample C: Non-intended negative effects dominate => better rating of prospects?

—> upper & lower bounds.
= ATT is likely unbiased.

Contact

Inna Petrunyk

Leuphana University Lueneburg, Germany

Email: petrunyk@leuphana.de

Website: http://www.leuphana.de/universitaet/personen/inna-petrunyk.html
Phone:+49-4131-677.2303

Reference

1. Card, D., R. Chetty, A. Weber (2007). The spike at benefit exhaustion: Leaving the unemployment system or starting a new job?
American Economic Review 97(2): 113-118.

2. Dlugosz, S., G. Stephan, R. A. Wilke (2013). Fixing the leak: Unemployment incidence before and after a major reform of
unemployment benefits in Germany. German Economic Review 15(3): 329-352.

3. Kyyra, T., V. Ollikainen (2008). To search or not to search? The effects of Ul benefit extension for the older unemployed. Journal
of Public Economics 92(10-11): 2048-2070.

4. Lichter, A. (2016). Benefit duration and job search effort: Evidence from a natural experiment. IZA Discussion Paper No. 10264.

5. Schmieder, J. F., T. von Wachter (2016). The effects of unemployment insurance benefits: New evidence and interpretation.
Annual Review of Economics 8(1): 547-581.

6. Schmieder, J. F., T. von Wachter, S. Bender (2012a). The long-term effects of Ul extensions on employment. American Economic
Review 102(3): 514-519.

7. Schmieder, J. F., T. von Wachter, S. Bender (2012b). The effects of extended unemployment insurance over the business cycle:
Evidence from regression discontinuity estimates over 20 years. Quarterly Journal of Economics 127(2): 701-752.

8. van Ours, J. C., M. Vodopivec (2006). How shortening the potential duration of unemployment benefits affects the duration of
unemployment: Evidence from a natural experiment. Journal of Labor Economics 24(2): 351-378.




