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1 Introduction

Benefit-entitlement effects of unemployment inswenon the duration of unemployment have been the
subject of much theoretical and empirical analysisabour and public economics (for surveys see,
e.g., Atkinson and Micklewright 1991, Krueger aneydr 2002: 2334-2354). Both microeconomic
models of individual labor supply and the theoryoptimal job search imply that a more generous
unemployment compensation system will increaseltitation of unemployment (see, e.g., Moffitid
Nicholson 1982, Mortensen 1977). The economic rationale fbis tprediction is simple:
Unemployment benefits act as a search subsidy, rddiscing the costs of leisure or increasing the
reservation wage thus inducing the unemployed @ockelonger for a job. More specifically, as shown
by Mortensen (1977), under some simplifying assumngtthe simple job-search model implies that
the hazard rate from unemployment is continuoustreasing as the remaining benefit-entitlement
decreases until the benefit-exhaustion point ishred, and remains constant thereafter.

Although these models are somewhat restrictiverdaga their focus on the supply-side of the
labor market, they have widely been used as a ¢hieal basis for the empirical analysis of benefit-
entitlement effects on the duration of unemploynietiavior (see, e.g., Meyer 1990, Katz and Meyer
1990). For Germany, benefit-entitlement effect® &lave been analysed in several previous empirical
studies (e.g., Hunt 1995, Hujer and Schneider 186iner 1997, Wolff 2003, Fitzenberger and
Wilke 2004). These studies used the successivasrte of unemployment benefit entittement periods
that took place in the 1980s to estimate the efééthese changes on the duration of unemployment.
Estimating simple hazard rate models, these stusltablished some evidence that this extension of
benefit-entitlement periods increased the duratbnunemployment, especially among the older
unemployed for whom the extension of maximum estignt was most pronounced (see section 2).
Some of these studies also found that, comparedee entitlement effects, the effects of marginal
changes in the income replacement ratio, i.e. tt@esof (previous) net earnings replaced by the
amount of unemployment compensation, on the duratiainemployment are quite small.

All the studies mentioned above refer to the pehbefibre the recent major reform of the German
unemployment compensation system, which partly waseaction to the perceived disincentive
problems related to two features of the previoityfgenerous system: First, the rather long maximu
unemployment benefit entitlement periods especifatyolder workers and, secondly, the generally
unlimited eligibility for means-tested Unemploymekdsistance after the expiration of the entitlement
to Unemployment Benefit. Both of these regulatisrese changed by the recent reform, and the new

rules became effective in 2005 and 2006, respdygtilre particular, potential Unemployment Benefit



entitlement periods were cut, especially for thdeolunemployed, and Unemployment Assistance was
changed into Unemployment Benefit 1l with, depegdon previous earnings, a reduced benefit level
and a tighter means test.

Since this reform has only recently become effegtis likely effects on the duration of
unemployment in Germany can only be assessed lmsead ex-ante evaluation. Christensen (2005)
examines potential effects of the reform on theatian of unemployment by simulating the reservation
wages on the basis of a non-stationary job seanttehfor a couple of stylised households diffengntl
affected by the reform under various simplifying@sptions. Calibrating the model to an empirically
estimated reservation wage elasticity of the haratelto employment of 2 % assumed the same for all
groups, his simulations indicate that the refornil wvaduce unemployment by 200,000 to 250,000
persons. One limitation of this approach is thaldes not adequately account for the fact that the
effects of the analysed reform vary substantiatiyoss individuals, even for claimants with the same
age and the same previous earnings. Another limnitas the rather restrictive model specification
regarding benefit-entitiement effects on the hazate from unemployment.

The aim of this paper is to empirically assessitgortance of benefit-entitlement effects and
the likely impact of the mentioned recent reformtbe duration of unemployment. For this purpose,
we specify a flexible hazard rate model and esenitabn pre-reform data to simulate the likely efée
of the recent policy reform on the duration of updmgment. In the next section, we provide some
information on the German unemployment compensasigsiem and the recent reform mentioned
above. The empirical model is described in seconand estimation results are presented and
discussed in section 4. These are then used ilsécto simulate the effects of the recent refam
the completed duration of unemployment, and on emg unemployment in particular. Our main

results are summarised in section 6, which alsclodes.

2  The German Unemployment Compensation System — Stiture and Recent
Reforms

Until the recent reforms of the German unemploynwmpensation system there were two types of
unemployment benefits. Unemployment Benefit (UBrbeitslosengelt), which is funded by
contributions of employers and jobholders, and Upsleyment Assistance (UA Arbeitslosenhilf8,
which is funded from government revenues. While fitrener was granted for a certain number of
months depending on the age and the duration othwhkbntributions were made prior to the

unemployment benefit claim, the latter was gengigdanted infinitely if a means-test was passed.



To be eligible for UB one had to meet a number aiditions. First, one had to be registered
unemployed and to be available on short notice. Ur@mployed had to be at most 65 years and to
accept any suitable job offer. Employees who dchairtjob or did not accept suitable job offers were
sanctioned up to a length of 12 weeks. In 1995utiemployed had to have worked for at least 12
months in the last three years. The possible len§tbB then depended on the number of months
worked in the last seven years and the age ofl#@ant. The ratio of months worked to the maximum
number of months of UB receipt was 2:1. Howevegpbe younger than 42 years were only entitled to
a maximum duration of 12 months, people youngen # to a length of 18 months and so on. The
longest possible duration was 32 months for peofder than 54 years, who had worked at least 64

months in the last seven years.

Table 1. Changes in unemployment benefit entittemeperiods over time by age and previous work

experience
until April 1997 from April 1997 until Jan 2006 since Feb 2006
length of months length of months length of months
entitlement worked in | entitlement worked in | entitlement worked in
to UB last seven to UB last seven to UB last seven
(months) age years (months) age years (months) age years
6 - 12 6 - 12 6 - 12
8 - 16 8 - 16 8 - 16
10 - 20 10 - 20 10 - 20
12 - 24 12 - 24 12 - 24
14 42 28 14 45 28
16 42 32 16 45 32 15 55 30
18 42 36 18 45 36 18 55 36
20 44 40 20 47 40
22 44 44 22 47 44
24 49 48 24 52 48
26 49 52 26 52 52
28 54 56 28 57 56
30 54 60 30 57 60
32 54 64 32 57 64

Source: Adapted from Wolff (2003), own extensions

In April 1997 the Employment Promotion Act increddbe age limits by three years and reduced the
maximum entitlement length for the most people ottan 42. Those who became unemployed after
April 1997 but had worked at least 12 months outheflast three years prior to the spell beforeilApr

1997 were entitled to UB according to the old ragoh. Table 1 presents the exact regulations until
March 1997 and from April 1997 to January 200@l$o shows the regulations that became effective



in February 2006. This reform tightened the créteéa eligibility for ALG. Now, to become eligiblef

UB one has to have worked for at least 12 monthbenlast two years (instead of three years). The
maximum entitlement length depends on the numbenarfths worked in the last three years (instead
of seven). Also the age limit was increased agaam now on only individuals older than 55 years ar
possibly entitled to UB for more than 12 monthst Buen for this group the maximum length of
entittement decreased and is now 18 months.

For unemployed who already received UB in the kesten years (the last three years since
February 2006) the period between the last ande¢leunemployment spell determines the entitlement
length. The number of months worked in this shogeriod divided by two yields the potential
duration of UB receipt. Potential remaining montidUB entitlement from the last spell are added.
Again the sum is limited by the maximum durationiebhis determined by the age of the individual
(see Table 1). The amount of UB depends on tharggmn the former job and did not change since
1995. Individuals with children receive 67% of thi&rmer net income, individuals without children
get 60%.

Until January 2005, people who were not eligible B could receive UA if they passed a
means test that also included the income of all begmof the household. It could either be received
from the beginning of the unemployment spell (ibpke were not entitled to UB because of their
work-history) or after the claimant had exhausted WB benefits (Wolff, 2003). It was in principle
unlimited, but only granted for a year and thenlgomiged every year if another means-test was passed
and the claimant was younger than 65 years. THagement ratio was 57% (53% without children) of
the former net earnings.

In January 2005, UA was integrated with Social sissice to a new form of assistance called UB
2. It is still means-tested and principally grantefinitely. However, the amount does not depend on
the former net income of the unemployed indivica@ymore, but on the requirements of the household
(“Bedarf”), as the social assistance already ditbriee The basic allowance for the household is
calculated depending on the number and age of abseinold members. Adequate rents and heating
costs are added, where the definition of “adequdtf&rs between regions. The UB 2 is this sum
deducted by received child allowance (“Kindergeldiid net income of any household member less an
amount of exemption.

The data used for the empirical analysis refeheogeriod 1995 to 2003 and hence do not cover
the recent reform’s impact on the behaviour ofuhemployed. However, for an ex-ante evaluation of
these reforms, the hypothetical benefits and maxireatitiement durations are computed according to

the new regulations.



3  Empirical Model

3.1 Hazard Rate Model

We model the transition from unemployment to, resipely, employment and out-of-the-labour-force
using a discrete-time hazard rate approabtie use a discrete-time hazard rate model becéuese t
duration of unemployment and benefit receipt ardedoon a monthly basis in our data (see section
3.2). The specification of the hazard rate modes$ely follows Steiner (2001), although the focusehe
is on the effects of regulations concerning unemplent compensation on the hazard rate from
unemployment.

Let Ti« denote the length of thé"kunemployment spell of individual i and be assurtetie a

discrete non-negative random variable. It takesthen value t if the unemployment spell ends in
interval [k.1,l;) with one of the two exit states. The hazard raﬁe(t), is the conditional probability of

transition from unemployment to the exit state jnterval t, given the individual has been unempbby

until the beginning of this interval.

@ Atx®.em)=P(T =tQ= ik =t x(0.5"),

wherej = 1 is transition to employment= 2 transition to out-of-the-labour-force, axft) denote the
vector of covariates of individual in intervalt. In addition to a set of control variables, such a
individual characteristics, indicators of an indiwal’s previous labour market history, and the oagl
unemployment rate, iX) also includes unemployment benefit variables, dascribed in the next
section.

The time—invariant individual effects™, accounts for unobserved population heterogerieity

the hazard rates and is assumed to come from @ragylaiscrete probability distribution with a shna

number of mass pointsF1l, 2, ... M:
M M

(2 E(g)=D.P(E")g" =0; > PE™ )=1; EE"x t)= 0,0 m Mm=1,2,...\.
m=1 m=1

These mass points and their probabilitl%(fim), which can be interpreted as the respective ptiguo

of the unemployed in the sample belonging to aiqddr heterogeneity group, are simultaneously

b Full-time work, part-time work, temporary workydvocational training are grouped to the statepleyment”, while

all other states except for unemployment are grdupme “Out-of-the-labour-force”. The latter are fexample
retirement, education or working at home.
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estimated with the parameters of the model. The-tiwariant individual effect;" is assumed to be
uncorrelated with the set of explanatory varialrethe model,x (t)

The overall hazard rate from unemployment is tha & the two state-specific hazard rates,

assumed they are independent, conditional on ttt®wef covariates and the individual effef:f”,:2

@ A (xoa) =S A (drw.e)

Hence, the conditional probability of remaining omoyed in interval t, given the spell has already

lasted until t-1 is

@ P(T >t 2t x(0.8")=1-2({x().6")

The survivor function is the unconditional probdfilof still being unemployed after the end of

intervalt. It is the product of the probabilities of remaigiunemployed in all previous periods until t:

6 S(4x(9.67)= AT > tx0)e")= |j(1—)| (7] xr).67)

Finally, the unconditional probability that individl i leaves unemployment in intervahto statg can

be expressed in terms of the hazard rate as:

© P =x0en) =2 ({067 [] (124 (e o))

The specification of the hazard rate is a multirmdnogit with the three alternatives unemployment,

employment and out-of-the-labour-force.

exp(a t)+L% )+e™)
1+Zexp(a.¢)+ﬁ>s(t)+£ )

@ Atxm.e)=

where o;(t) denotes the baseline hazard which is commoalltondividuals and depends only on
elapsed spell time. In the empirical model we dydbie baseline hazard by a set of dummy variables,
with the first month as the base category, andrivegg with the fifth and sixth months variables are

grouped to get sufficient exits from unemploymernthim each category. The coefficients can be

2 Of course, without conditioning on the individedfect transitions into the two states will beretated.
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interpreted as means of the respective categoryrdfat to a single month within the group (see
Steiner, 2001). Due to the inclusion of the erromponent&;”, the multinomial logit specification
does not imply the IIA assumption, i.e., the effetsome component ix (t) on the relative odds-

ratio between two alternatives, e.g.. unemploynagat employment, does depend on the presence of
other alternatives, the out-of-the-labour-forceesta this case.

With the multinomial logit specification, the suver function can be rewritten to

(®) $U|Mm$%¢t_z o 1ﬁ e
=1+ expla, (1) + 8% (1) +¢

For completed spells the likelihood contributiorgigen by (6), and by the survivor function in 8y

a right-censored spell. Introducing the indicatariabled;; with is 1 if thek-th unemployment spell of
individual j ends in state j (O otherwise), aod which takes on the value 1 if theth spell of
individuals i is right-censored (0 otherwise), tmaximum likelihood function is given by (Steiner,
1997):

J erp{a 1)+ (1) +2") W
4 142" exp(a, (1) + 8% (1) +5)
o 1
7=l 1+Zexp(a +,[S’>gJ l”‘)

L=[]PEn T
©

X

wheren is the number of individuals in the sample, &dhe number of spells of individual i. This

function is maximized with respect to the coeffidieon the baseline hazau, the coefficients on the

explanatory variableg, and the mass—points together with the correspgnniobabilities,P(eim),

taking into account the restrictions on the indiatl effects given in equation (2) above by standard

numerical optimization procedurgs.

3.2 Data and Variables

The data base for the empirical analysis is ther@arSocioeconomic Panel (SOEP), which started in

1984 in West Germany with 12,245 persons and Sii&eholds. Since then, the sample has been

¥ The Stata programme gllamm version 2.3.10. wesd far the estimations (see Rabe-Hesketh and Sar@904).
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continuously followed up every year. In June 1990as extended to include East Germany with 2,179
households and 4,453 persons. There were refresfimeh998 and 2000, resulting in a sample size of
24,586 adult individuals living in 13,258 houselwldhat participated in the SOEP survey in 2000
(Schupp and Wagner 2002).

Constructing Unemployment Spells from Calendar Datan the SOEP

The SOEP contains retrospective monthly calendfrnmation on the labour force status of the
previous year (there are 14 different states). ¥¢érict the sample to unemployment spells thatestar
between January 1995 and December 2003 usingpetiidge information of the waves from 1996 to
2004. Spells that have not been finished in Decen20®3 are treated as right-censored in the
empirical analysis. We use information of the GSQfRn in the waves from 1988 to 2004 because
the work history up to seven years prior to thdlspeneeded to compute the eligibility for ALG, as
described in section 2. In addition to getting Hisient number of spells, the period 1995 to 2003
spans various macroeconomic conditions and alstudas some regulatory changes in 1997
concerning the length of entitlement to UB (sedtisec2). Spells that are left censored are left out
because there is no information available on tngtkethe respective person is already unemployed,
which might lead to biased parameter estimatesmpi®yment duration is coded on a monthly basis.
We distinguish between two transitions from unemgpient, employment and out-of-the-labour-force.
Spells of unemployed aged 58 years and more afeded due to a different search behaviour (for
example because of early retirement regulationsliSare also dropped if information on one orenor
covariates required for the subsequent analysismissing, or if there was no full information oreth
work history for at least three years prior to t@ell to compute eligibility for unemployment
insurance benefits. Information on the number alwked spells and exit states of the spells thiren
the analysis is given in Table 2. There is a totdl0,193 spells between 1995 and 2003.

The variables representing the unemployment insgraystem are the remaining months of
entitlement to UB and the income-replacement r&umth of them are time-varying covariates, that is,
they may take on different values for the samel §petlat different points of time. They are noteditly

available in the SOEP and have to be computedesitded below.



Table 2. Construction of unemployment spells

Men Women

West East West East Total
Spells between 1995 and 2003 3194 236[1 2510 201 19310
Spells dropped:
Left censored 349 162 242 211 992
Work history Information missing 169 103 135 59 483
58 years and older 179 130 98 62 469
Covariates missing 250 184 244 211 900
Spells used 2247 1782 1791 1528 7348
Individuals 1451 972 1307 882 4612
Person-month-Data 21349 14882 17586 18445 72262
Exit to
Employment 1534 1302 1043 982 4861
Out-of-the-labour-force 273 206 358 257 1094
Right-censored 440 274 390 289 1393
Average duration of spell (months) 9.50 8.35 9.82 12.07 9.83

Source: German Socioeconomic Panel (SOEP), wav#s-2@03, own calculations.

Computation of Remaining Benefit-Entitlement

To identify possible spikes in the hazard at thé ehentitlement to UB, we construct a set of dummy
variables indicating the remaining months of eatittnt to UB at each month of unemployment by
deducting the elapsed spell duration from the gakentittement duration. There are two possible
ways to determine an individual's potential benefitittement period from the information provided i
the SOEP: First, for persons whose unemploymeratidur is longer than the duration of UB receipt it
can be assumed that their entitlement to UB endedgl the spell, and that the duration of UB reteip
equals their entitlement duration. This procedsreot possible for persons who left unemployment
although they still received UB in the last moriflo. be sure that UB entitlement really expired befor
the end of unemployment, the duration of unemplaynh@as to be at least one month longer than the
duration of benefit receipt. It should even be edst two months longer, because there might be

claimants that did not receive UB in the first nforf unemployment due to sanctions or a short
waiting period.



Table 3. Information on previous labour market stde for the computation of entitlement to UB

Information on previous labour market state Number of spells %

(1) Full Information for seven years prior to theel begin 3030 41.24
(2) Full Information for seven years when usinguten 1302 17.72

Only full information for the last three ysar

(3) Enough information to detect maximum entitleinguration 752 10.23
(4) Not eligible 516 7.02
(5) Eligible, assigned to the maximum duration 284 3.86
(6) Not enough Information but original value obast 288 3.92
(7) Multiple Spell 307 4.18
(8) corrected to observed value 459 6.25
(9) corrected to 0 410 5.58
Total 7348 100.00

Source: German Socioeconomic Panel, waves 1995-29@8calculations.

Since the unemployment duration exceeds the duarafibenefit receipt by two months for only about
half of all spells in our data, and in order todi#e to perform the ex-ante simulations of the mece
policy reform described below, we compute the pidérbenefit-entittement duration using the
information on the work history seven years pritie spell and the age of the unemployed according
to Table 1 in section 2. Thereby, we also take @atcount the regulatory change in April 1997
including the transition period described in sactlh For about 37% of all spells the entitlement
durations were computed according to the regulatimefore the change. Most of these spells began
after April 1997 but were treated according thesubefore the change due to the transition period.
Table 3 summarizes the information available in 8@EP used to construct the entitlement
variable. For 483 spells information on labour nedrktatus for the last three years previous was
insufficient to construct the entitlement variableese spells had therefore to be dropped from the
subsequent analysis. In order not to lose too nedsgrvations, another 284 spells without sufficient
information but observable duration of UB receiptrer assigned to the observed duration. If the
duration of UB receipt coded in the SOEP exceedethdividual’'s computed potential duration, the
observed value was used. On the other hand, coohplBeentitlement was set to zero if no UB receipt
for the person was coded in the data and the lesigthe unemployment spell exceeded two months.
The main reason for this discrepancy seems to l@sunement error, suspension of Ul up to 3 months

because of resignation of the job or not acceisgitable job offer.
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Computation of the Income-Replacement Ratio

The income-replacement ratio (IRR) is defined as #mount of UB received divided by an
individual’s potential net earnings if she tookaipob. This counterfactual is computed in threpste
First, we estimate for each unemployed expectediyhaages on the pooled sample of the SOEP for
the years 1995 to 2004 accounting for potentiaécelity-bias using the two-step Heckman (1979)
procedure. The wage equations and the selectioatieqs are estimated separately for men/women
and east/west, regression results are reportedaiieTAl in the appendix. Instruments in the
participation equation are education, experieneduction in earning capacity, nationality, marital
status, children, region, and other household ircofs in the wage equations, experience is divided
into years of full-time and part-time employment feomen. From these selectivity-corrected wage
equations we derive expected gross hourly wagesditonal of being non-employed. Since the
variance of estimated wages is much lower tharvéitence of observed wages we adjust the former
by adding a stochastic term to expected wageseofitiemployed, where this error term is drawn form
the residuals between observed and predicted wd@aential gross earnings are computed by
multiplying the estimated conditional gross houslsige by four times the number of weekly working
hours. It is assumed that individuals who workeltitfme before are willing to work full-time in the
new job, while individuals who used to work par, also want to work part-time in their future.job
Further assuming that individuals do not changeusiny, we have calculated the average working
hours of full-time and part-time employed peopleach industry by gender and regions (east and west
Germany) and assigned each individual the numbeexpkected working hours to calculate gross
earnings per calendar year. The last step is tmas the net wage on the basis of the derivedsgros
wage and a few control variables. This is done lepms of a simple tax function, where the log of the
gross-net wage differential is regressed on a polyal in the gross wage, some characteristics known
to affect the tax rate due to special legislationthie tax code and year dummies (see Table A2en th
Appendix).

Dividing the amount of UB or UA per month by montimet earnings yields IRR exceeding one
for some individuals implying that they receive leg benefits than they would be able to earn iktoo
up a job. One reason for this might be that ouc@dare to compute expected wages does still ndt wel
predict very high wages. That is, an unemployed wdwdd get a very high wage if he would take up a
job could be assigned a predicted wage that is oné/ third of the real potential wage. Even if one
takes into account the social insurance contrilbutigiling that results in benefits lower than 6Q46a@f

the former net wage (in case of UB), the replacémate could be rather high. To avoid bias due to
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measurement errors of the numerator (the benefs)excluded 187 spells with replacement rates of
more than 1.5.

Since the SOEP only contains information on theaye amount of UB or UA received during a
year, we have to allocate this amount to particolanths within that year. Following Wolff (2003) we
assume that if a person received UB flomonths, she received it during the firstmonths of the
unemployment spell. If she also received UA ingbme year, it is assumed that it is received &fger
entitlement is exhausted. For people who are nttlesh to UB but receive UA we assume that
entitlement to the latter starts at the beginnifghe spell. For a number of people, the length of
unemployment exceeds the length of UB receipt k& month in a given calendar year — e.g. a person
is unemployed from June until December in the €89, but the duration of benefit receipt in 1999 i
only six months. In this case it is sometimes diffi to distinguish whether they were not eligibbe
UB anymore in the last month and left unemployntkeah or if they did not receive benefits in thatfir
month due to sanctions or some type of roundingrerut were still entited when they left
unemployment. This is important because we wanidémtify the effect the last months of UB
entittement has on an individual's probability teate unemployment. For people who are still
unemployed and receive UB in the following yearassumed that they did not receive UB in the first
month of their spell but in the last month of thastlyear. If UB is not received in the followingaye
we assume that entittement ended in the last mdfih.people who are not unemployed in the
following year, it is assumed that they did recei® benefits in the first month of their spell araoh
out of entitlement in the last month, becauseith&ipposed to be the regular case.

To analyse if there is a different impact of UB egt than of UA on the behaviour of the
unemployed, we use two different replacement rakés. first one, “replacement UB”, takes on the
value of the replacement rate if the person resei¥® and zero if he either receives UA or no besefi
at all. The second one, "replacement UA” takestenvalue of the replacement rate if the individual
receives UA and zero in case of UB receipt or ndlement to any of these two. They can also b& see
as interaction terms between the replacement rat@dinary variable that indicates the receipt/Bf
or UA. To account for non-linear effects of theleement rate on the hazard rate, the squaresttof b

interaction terms will also be included in the esggion.

4 Because the data are grouped to monthly obsengtwhile they are calculated on a daily basieiity.
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Structure of Unemployment Compensation

Table 4 summarizes relevant information on the aldeis used to describe the structure of

unemployment compensation in the subsequent eraparalysis.

Table 4. Descriptive statistics on variables cono@ing unemployment and the Ul system

Men Women
West East West East Total

Average entitlement to UB (months) 9.20 10.63 8/68 9.02 9.36
Maximum UB entitlement period

0 months 31.73% 24.19% 36.01p 31.41% 30.88%

1-6 months 7.12% 9.88% 491% 11.39% 8.14%

7-12 months 45.629 43.88% 45.00% 39.33% 43.74%

13-18 months 3.569 5.39% 4.08p0 5.10% 4.45%

> 18 months 11.979 16.67% 9.99% 12.76% 12.79%
(1) UB received 64.899 74.41% 58.12% 67.28% 66.05%
(2) UB exhausted (of 1) 29.90% 22.78% 35.16% 36.38%0.46%
(3) UA after exhaustion of UB (of 2) 46.79%  59.27%36.61%| 66.319%9 51.76%
(4) Neither UB nor ALH 27.33% 15.77% 33.61p6 20.169R4.56%
Mean amount of UB ( > 0) 831.6/1 721.43 544121 5B5.6 684.25
Mean amount of UA (> 0) 608.04 557.23 44467 430.3 509.34
Mean Potential Net Income 1313.27 107538 881.5277.67 | 1048.07
Mean Potential Net Income (at begin)  1340/94 11®3.2 908.05 886.76 1083.46
Income Replacement Ratio, IRR 0.40 0.64 0,38 Q.48 .440
IRR (>0) 0.57 0.64 0.59 0.6p 0.60
IRR if received UB 0.62 0.67 0.64 0.69 0.65
IRR if received UA 0.50 0.57 0.52 0.53 0.53

Source: German Socioeconomic Panel, waves 1995-p@d8calculations.

In the observation period, men in east Germany Ih@esn more likely to be eligible for both UB and
ALH, and they have longer maximum entitlement doret. Roughly 30% of all unemployed are not
eligible for ALG, whereas about 43% have a maxinentitiement duration of 7-12 months. The latter
results from the majority of unemployed being éaditto UB for a maximum of 12 months. As could
be expected, men in west Germany have the higloéshgal net income and amount of both UB and
UA. While their amount of UB exceeds that of mereast Germany by about 15%, the potential net
income is even 22% higher. This leads to a lowptacement rate for men in the west compared to
those in east Germany. Women have much lower amairttB and UA due to lower average hourly

wages and part-time work, which is seldom chosemby. The higher amount of UB for women in
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East Germany than in West Germany could result fnagher average hours in the former job (37.9
hours compared to 34.5), that is, from more panetivork in west Germany. Nevertheless, women in
west Germany have higher potential net wages, agssnlting in lower replacement rates. The
potential net income in the first month of the spelhigher than the average over all months. This
reflects lower possible wages due to human capegkeciation as spell time elapses. But also that

those with the chance for higher wages leave ungynpnt earlier.

Control variables

In addition to unemployment variables, we includeuanber of variables that control for differences i
individual characteristics and other observed factaffecting individual unemployment behavior
through their effects on reservation wages, joleroffrrival rates and wage offer distributions. Ehes
include personal characteristics, indicators of detwld composition, human capital variables and
indicators for the state of the aggregate laborketaHuman capital variables include education and
position in the last job, and previous unemploymexperience. Some of these variables, e.g. the
regional unemployment rate, not only depend ongsedime, i.e. the month of the unemployment
spell, but also on historical time. We also incluaméDecember dummy” to account for "heaping
effects”, i.e. the disproportionate number of spelhding in December due to "rounding errors" of
interviewees' responses in the calendar data (see 995, Kraus and Steiner 1997). Means of control

variables are contained in Table Al in the appendix

4  Estimation Results

The regressions are carried out separately foranenvomen in east and west Germany because there
are still marked differences by gender and in ttnecture of the labour markets between the two
regions. Before we discuss estimation results aomog the variables describing the unemployment
compensation system we briefly comment on estimatsults in general. Detailed estimation results
are reported in Table A4 for men and Table A5vimmen in the Appendix. Since the focus of the
analysis is on the effects of the unemployment amption system on these hazard rates, we will not
discuss estimation results for the control variglilere. Although we include a fairly large numbgr o

control variables in the hazard rate models, unvieseheterogeneity remains quantitatively important
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Statistical tests based on the Akaike Informatiaite@lon (AIC)* have shown that two heterogeneity

groups, i.e. mass points, are sufficient to accéomtemaining unobserved heterogeneity for men and
women in west Germany, whereas three mass poiatseguired for both men and women in east
Gemany. These mass points and their probabilitieseported at the bottom of Tables A4 and A5,
respectively. Except for the coefficients of thesddmme dummies, controlling for unobserved

heterogeneity had very little effect on the paranetstimates, however. Estimation results for the
unemployment compensation variables defined irptegious section are summarised in Table 5.

Estimated coefficients on the remaining benefiitlemhent dummies are to be interpreted
relative to the base category, which is remainingtlement of more than 19 months. Differences in
the coefficients of two remaining entittement categs show the effect of the transition from one
category to the other one on the hazard rate tadbpective exit state. As described in section 3,
entittement durations do not only differ by age gmdvious labour market experience, but also by
entry cohort due to the regulatory changes of Ap®®7 and the special regulations for multiple UB
receipt within the base periods.

A “real” entitlement effect would imply that coeaffents on the entittement dummies are
monotonically increasing as remaining entitlemeuntation decreases. As shown in Table 5, there
seems to be no strictly monotonic relation betw#en hazard rate from unemployment neither to
employment nor out-of-the-labour force. For examphe coefficient of the 3-4 months remaining
entittement dummy is higher than the one indicatimgmaining period of two months in some cases.

However, the hazard rate from unemployment to egympént increases significantly for most
groups close to benefit-exhaustion. For example,nfien in west Germany the coefficient on the
remaining entittement dummy increases from abal® @ 0.47 when the unemployed moves form one
remaining month of UB entitlement to the month whdB is exhausted, i.e. to zero month of
remaining benefit entittement. Similar effects @nefit exhaustion on the hazard rate to employment
are also obtained for east German men and for wombath regions. There is also a strong effect of
UB exhaustion on the hazard rate to out-of-thedatforce for women, especially in east Germany.
This indicates that some of the unemployed waiil emhaustion of UB eligibility until they take ug

new job or drop out of the labour force.

® Defined as AIC = llik — k, wherek is the number of parameters antikinis the log likelihood of the model at its

maximum. The decision rule is to take the modehilie highest AIC.
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Table 5. Estimated effects of unemployment compeaison on hazard rates to employment and out-of-théabour force by gender and region

Men - West Men - East Women - West Women - East
Out-of-the- Out-of-the- Out-of-the-I Out-of-the-
Employment labour-force Employment labour-force Employment abour-force Employment labour-force
. 0.129 0.534 0.115 1.863 0.367 -0.035 0.233 0.648
Not entitled to UB (0.75) (1.97)* (0.55) (3.89)** (1.87) (-0.10) (0.94) (1.42)
Remaining Entitlement:
< 0 Months 0.985 1.364 0.847 2.244 1.150 1.102 1.101 1.304
(5.81)*** (4.49)** (4.01)** (4.70)* (5.60)*** (3.03)* (4.54)** (2.91)*
0.47 0.885 0.699 1.821 0.928 0.912 0.732 1.322
0 Months (1.92) (1.69) (2.78)* (2.78)* (3.23)* (2.25)* (2.59)* (2.64)*
L Month 0.189 0.692 0.561 2.071 0.538 0.322 0.375 -0.019
(0.74) (1.23) (2.25)* (3.56)*** (1.88) (0.71) (1.30) (-0.03)
> Monthe 0.005 0.836 0.169 2.261 0.317 0.127 0.488 1.031
(0.02) (1.58) (0.65) (4.22)* (1.07) (0.28) (1.74) (2.11)*
0.462 0.666 0.157 1.952 0.626 0.832 0.446 -0.264
3-4 Months (2.42)* (1.49) (0.78) (4.59)++ (2.93) (2.21)* (1.88) (-0.53)
0.603 0.419 0.300 0.666 0.495 0.523 0.163 0.148
5-6 Months (3.5)* (1.04) (1.57) (1.21) (2.41)* (1.39) (0.69) (0.34)
0.398 0.642 0.147 1.761 0.674 0.283 0.006 -0.004
7-8 Months (2.31)* (1.73) (0.78) (3.77)+ (3.26)* 0.72) (0.02) (-0.01)
0.579 1.546 0.298 1.615 0.744 0.138 0.185 0.12
9-12 Months (3.84)%* (6.26)** (1.81) (4.05)%* (4.40)%* (0.40) (0.84) (0.29)
0.097 0.632 0.053 0.480 0.490 -0.158 0.470 0.121
13-18 Months (0.45) (1.74) (0.33) (0.78) (2.06)* (-0.36) (2.01)* (0.26)
Income Replacement
Rate (IRR)
RR x received UB -2.131 -2.457 -1.467 -1.416 -2.078 -2.283 -1.166 -1.365
(-6.27)** (-3.17)* (-3.75)** (-1.42) (-5.11)** (-3.74)** (-2.69)** (-1.51)
(IRR x received UB) 1.476 1.302 0.758 0.198 1.379 0.951 0.726 0.715
squared (4.88)*** (1.52) (2.45)* (0.21) (4.26)*** (1.69) (2.24)* (1.05)
RR x received UA -5.114 -5.182 -3.453 -5.86 -4.315 -8.298 -3.669 -2.975
(-9.87)** (-5.41)** (-5.99)*** (-5.36)** (-7.6) (-6.66)** (-6.90)*** (-3.03)**
(IRR. x received UA) 3.89 3.245 2.194 4.375 2.686 5.099 2.587 0.642
squared (6.6)*** (3.36)*** (3.51)*** (3.99)** (4.76)*** (4.24)* (4.77)** (0.53)

Notes: For full estimation results see Tables AAB in the Appendix. t-values are given in parasts; * p<0.05, ** p<0.01, ** p<0.001.
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After benefit exhaustion (remaining entitlement smonths), the hazard rate from unemployment
to employment, and to a lesser degree also to fetledlabour-force, seems to increases further.
However, to compare these two months one alsochesrtsider the effects induced by changes in the
income replacement ratio (IRR) as well. Since themployed could be entitled to Unemployment
Assistance after exhaustion of the UB, the IRR neaddrop to zero but could take on a positive — if
lower — value. It is therefore important also tc@mt for this effect when simulating the totaleetf of
changes in unemployment compensation on the haatadrom unemployment.

Estimated coefficients of the IRR interaction vhhes described in the previous section are
summarised in the lower part of Table 5. The irtgoa terms between the IRR and the dummy
variables for, respectively, entittement to UB a8l on the hazard rate to both employment and out-
of-the-labour-force are negative for all groupsgeapected, and statistically significant in mostesa
The positive sign of the coefficients on the sqdardgeraction terms may seem unexpected at first
sight, because it indicates that the negative effethe amount of UB received on the hazard naimf
unemployment is diminishing in its level. Howevtre relative size of estimated coefficients on the
respective interaction term and its square imghes the overall effect remains negative as lonthas
IRR is smaller than about 0.75, which is the caseafmost 90% of all observations. The estimates
have the plausible implication that an increas&/hat low levels of the IRR has a stronger negative
effect on the hazard rate than at high levelseastiup to an IRR of about 75%. For UA estimated
coefficients imply marginal effects that are mucghler (in absolute values) and decrease faster than
for UB receipt, with the sign of the total effeatriing positive for only about 5% of all observato

To compute the effects of unemployment compensatiohazard rates over the duration of the
the unemployment, the effect of the remaining UBtkement period in each month as well as the
impact of changes in the IRR on the hazard rate lhawe considered. Furthermore, because of the
non-linearity of the hazard rate, the impact of tlemefit-entitlement variables and the IRR willcals
depend on its level, changes in the baseline haaéedalso have to be considered. To account for al
these effects, we simulate the evolution of thealthzates from unemployment for different groups,
and conditional on alternative assumptions conogrnUB entitlement at the beginning of an
individual’s unemployment spell. The control vateshare assumed constant and take on the following
values: Variables with metric measurement (exceiptife IRR) are set to the respective sample means.
The binary variables are set to represent a pasdunis between 44 and 52 years, married, without
children, German, not disabled, with vocationalinireg and A-levels, who lives in North-Rhine
Westphalia (Saxony for East Germans) and was nemnployed before. The other dummy variables

also take on mean values, except for the basetinarth and the remaining entitlement variables. The
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Figure 1. Benefit-entitlement effects on hazardates to
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Figure 2. Benefit-entitlement effects on hazardates to
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binary variables of the baseline hazard and theam@img entitlement duration change with elapsed
spell duration. The replacement rates are setdadhpective means for each group - as reported in
Table 4 - in case of eligibility, and zero othemisThe hazard rates are the expected values for
unemployed of the reference group as defined albievewe take the expectation over the estimated
heterogeneity groups. Empirically, this expectatisrcalculated as the weighted sum of the hazard
rates over the two (three) mass points (heterogemgeoups), with their estimated probabilities as
weights.

As Figures 1 and 2 show, simulated hazard ratesriployment are fairly constant or slightly
decreasing until UB entitlement is exhausted, amttease immediately before UB-entitlement is
exhausted. To this point, the pattern of hazarésrahore or less corresponds to the estimated
entitlement coefficients summarised in Table 5 &boAfter UB-entitlement exhaustion, simulated
hazard rates depend very much on whether or nairtbeployed are entitled to UA. In case they do,
the hazard rate stays more or less constant drtlsligecline with increasing unemployment duration;
if they are not entitled to draw UA, the hazararaimps to a much higher level in the month follogyi
and subsequently stays there or declines only tgligkor example, the average hazard rate from
unemployment to employment in the group of westn@er men with an assumed initial UB-
entitlement period of 12 months has reached ab@er&nt after 12 month, virtually the same lewel a
at the beginning of the spell. If UA is not avallalior a typical person in this group, his hazaater
more than doubles in the month following the exhaunsof UB-entitlement to almost 18%, and
subsequently remains at this high level. In comtiascase UA is not available to this person there
no upward-jump in the hazard rate in the monthofeihg UB-entitlement exhaustion, and the hazard
rate declines slightly in the subsequent monthguifé 1a). A similar patter can also be observed for
east German men (Figure 1b) as well as east andGerman women (Figures 2a and 2b), although
the hazard rates differ somewhat in levels betwdmse groups. Furthermore, a similar pattern
regarding the spike in the hazard rate in the mdoitbwing UB-benefit exhaustion also obtains in
case the initial UB-entitlement period is set t@.,€18 months, as illustrated in Figures 1c andotd
men and Figures 2c and 2d for women, or for ottlssumed maximum initial benefit-entitlement
periods defined in section 2 as well.

Simulated hazard rates to out-of-the-labour-foto®, exhibit an upward-jump in the month
following UB-entitlement exhaustion in case thesed subsequent eligibility to UA (see lower pdrt o
Figures 1 and 2). Again, this effect can be obskrfee the various initial UB-entitlement defined
above, and for all groups considered here. Sineartale out-of-the-labour-force hazard rate is mathe

low, for men this effect is of rather limited quiative importance. Especially for women in west
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Germany, however, this effect is rather large amgigests that only after UB-entitlement has been
exhausted is unemployment terminated by way ofualforce withdrawal. This effect is much less
pronounced for women in east Germany, which is aiibfe with the higher labour force participation

rate of east German women compared to the west.

5 Policy Simulations

On the basis of the estimation results describatemprevious section, we now simulate the effe€ts
the two main regulatory changes considered in@e@; i.e. the reduction of the potential entitl@ine
period to UB (including tightened eligibility crii@) which came into effect in February 2006, amel t
replacement of UA by UB Il. The calculation of tpetential entittement periods after the reforms
assumes that the changes have already been fabeghn, i.e. the existing transition periods ave n
modelled. That is, the analysis examines the lengreffects of the reform.

Table 6 compares the distribution of UB-entitlempattiods in the sample until January 2006 and
since then. There is no change for about 80% afremployed people in the west and for 70% in the
east. Those affected are especially older unemglayen with relatively long previous insured
employment histories whose maximum entitlement ftilma is cut. Whereas between 14%
(women/west) and 22% (men/east) of all unemployeckventitled to at least 13 months of UB before
2006, this share now ranges between 2,4% and d@B6uhlthough this change is mainly related to the
marked reduction of maximum UB-entitlement peridalsthe older unemployed, part of the younger
unemployed are also affected. Roughly 5% of allnpleyed people who would have been eligible for
UB before the reform are not entitled anymore utidemew regulations.

In addition to these changes, the integration of B@Ad Social Assistance into the new
Unemployment Benefit Il (UB II) transfer also colldve substantial effects on unemployed people.
Since UB Il is means-tested and depends on househobme rather than previous individual net
income, the effects of the reform differ for clams in the same age group, with the same work
history. As described in section 2, until 2005 agehold with an unemployed receiving UA or UB
could also receive “Supplementary Social Assistainfcetal net household income was below the
social minimum determined by the household’s “dogismimum”. For example, a single unemployed
person with previous gross income of 1,500 € woattkr exhaustion of UB and if eligible, have been
entitled to UA in the amount of 552 €. Since thisoaint was below the Social Assistance of 664€, the
person could obtain Supplementary Social Assistaricgél2 €. After the reform, UB Il including
allowances for housing and heating for a singls@emamounts, on average, to about 670 €. Thus, the
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reform has changed very little in this case. Howgifehe person had earned 3,000 € in his previous
job, UA would have been about 900 € before thernef@and he would have lost about 230 € due to the
reform. Larger households that were already ekgibl Supplementary Social Assistance before the
reform, were hardly affected by the introductionJd Il if they still passed the slightly tighter aues-
test after the reforr.

Table 6. Distribution of benefit-entittement durations before and after the reforms in the sample

Men Women
West East West East
before after before after before after before after

UB-entitlement (shares in %)

0 months 31.7 36.5 24.2 29.3 36.0 397 314 35.8

1-12 months 52.7 60.2 53.8 66.5 49.9 57)9 50.7 61.1

13-18 months 3.6 3.4 5.4 4.1 4.1 2.4 51 3.1

> 19 months 12.0 0.0 16.7 0.0 10.0 0.0 12.8 0.0
Average entitlement duration(months 9.2 6.9 10.5 7.4 8.7 6.8 9.0 6.5
UA-entitlement (shares in %)

No change 78.0 70.2 80.3 72.6

Reduced entitlement 22.0 29.8 19.7 27.4

Entitlement completely lost 5.0 5.7 4.4 5.3

Source: SOEP, waves 1995-2003, own calculations.

To account for the substantial heterogeneity achosseholds in terms of benefit-entittement and, at
the same time, keep the empirical analysis compsshie, in the following we distinguish between
type of household (single, no children; coupleswaibd without children), four age groups (40, 45, 5
and 57 years) and three income groups (low, aveaadgehigh income). For simplicity, we use the
average IRR for to calculate the amount of UB fbimeome groups. The simulated replacement rates
for UA and UB Il are then computed assuming theesg@tential net income as before but with the
adjusted amount of benefits. For example, a singEmployed person with gross income of 3,000 € in
his previous job receives UB in the amount of 1,604€. The assumed income-replacement ratio of
0.62 for west German men yields potential net ine@mh1024.5 € / 0.62 = 1652.4 €. The amount of
UA of 905 € yields a replacement rate of 905 €/1683Z = 0.548, whereas UB Il amount of 666 €
results in a replacement rate of 0.403.

Since the SOEP does not provide sufficient infation on the assets of a households, we have tomasshat all
unemployed who were eligible for UA before alsepthe means-test for UB II.
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Simulated survival rates before and after the me$ofor the various household and income types
are reported in Table A6 for men and in Table A7v@men in the Appendix. The simulations are
based on full estimation results for the hazaré rabdels summarized in Tables A4 and A5 and
assume that the reform does not affect employmeht\aour of potential claimants prior to the
unemployment spell. Furthermore, we have to asghatgob offer arrival rates and offered wages are
not affected by the reform. The dynamic effectshaf reform can be assessed by comparing survival
rates after 6, 12, 18, and 24 months of the uneynmat spell before and after the reforms for some
reference groups. These survival rates are caémilasing equation (8) in section 3.1 and estimated
coefficients from our preferred specifications bk thazard rate model. The survival rate after 6
months, for example, can be interpreted as theestfandividuals who became unemployed in a given
month and are still unemployed six months latercdpt for age, benefit entitlement and household
structure, the definition of the reference grouphe same as the one used in Figures 1 and 2.

As shown in Tables A6 and A7, there is substarm@érogeneity in simulated responses to the
reform across the various groups. Block A of eaahle shows changes in survival rates for
unemployed people living in couple households with children with an average level of gross
earnings in the previous job differentiated by ¢hage groups differently affected by the reductibn
the maximum UB-entitlement period after the refoitns further assumed that these groups are not
affected by the reform of UA because they are figibde to means-tested benefits under either
regulation. This also means that a reduction indsBtlement effectively reduces household income.
For most of the groups shown in the tables, siredlaurvival rates decline substantially after the
reform. For example, the 12-months’ survival ratevest German unemployed men aged 52 declines
by 12 percentage points, from 54% to 42%. For ghigip, the 18-months’ survival rate declines from
37% to 14%, and the survival after 24 months i$ §i% after the reform, compared to almost 30%
before it. For east German men and women in bajioms of the same age group, simulated reduction
in survival rates due to the reform would also bbssantial, although somewhat smaller in absolute
magnitude. Smaller reductions in survival rate as® to be expected for the older (57 years) and
especially the younger (45 years) age groups for amel women in both regions, as shown in Tables
A6 and A7.

Block B of Tables A6 and A7 shows changes in saiviates for a single unemployed person
with alternative levels of previous gross earnifiga/high) by age group. In addition to the thregea
groups considered above, unemployed singles aggea8 for whom there was no change in the UB-
entitlement period are included in the compariseéor this latter group with low earnings in the

previous job the reform did not affect net housdhiocomes because the amount of UB Il almost
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equals the former UA, as described above. Thusrdftem has no effect on survival rates for this
group. Unemployed people of this age but with Ipgivious earnings get less UB Il after the reform,
but this only becomes effective after exhaustiomegfular UB after 12 months. This has very little
effect on survival rates after 12 months. For th#eioage groups, for whom the maximum UB-
entitlement period is cut depending on age, reduostiof survival rates induced by the reform are
somewhat larger but still rather modest. The larg#ect occurs for east German men in the oldgst a
group, for whom the cut of the maximum UB-entitlethgeriod from 32 to 18 months induces,
irrespective of the level of previous earnings,all iin this group’s 18-months survival rate by 18
percentage points, from 56% to 37%. A similar pattean also be observed for unemployed people
living in couple households with a child, as shawifblock C). Still, these effects are limited ftela

to the impact the eligibility to UB Il subsequent the exhaustion of UB has on the survival rate in
unemployment (see Figures 1 and 2).

Table 7 summarises simulation results more compsevely in terms of average survival rates
and median unemployment durations before and afterreform for those unemployed actually
affected by the reform as derived from the infoioratin the data and summarised in Table 6. The
upper part of the table reports results for thelelsample, the lower part for unemployed peoplerold
than 45 years.

Table 7. Simulated effects of reform on survivalates in and the median duration of unemployment

Before reform After reform
Survival rates (in %) Median Survival rates (in %) Median
6 12 18 24 (months) 6 12 18 24 (months)
men/west 54 42 38 35 8.0 53 39 34 31 7.0
Whole men/east 47 29 22 17 6.8 45 25 18 12 5.0
Sample women/west 63 46 37 32 10.5 62 42 30 25 9.0
women/east 64 46 37 33 10.0 63 41 31 25 9.0
men/west 74 61 55 49 23.0 68 53 46 40 14.0
45 years ~ men/east 59 39 31 24 8.0 54 31 24 18 7.0
and older  ywomen/west 80 63 52 45 20.0 75 57 42 34 14.0
women/east 73 55 46 42 15.0 72 51 40 34 12.5

Notes: Simulations based on estimation resulfainies A4 and A5 and assumptions about benefitlemint, see text.

Whereas the reform seems to have only minor eff@etsurvival rates in unemployment, and also on
its median duration, in the whole sample, the impat the unemployed older than 45 years is

substantial. For example, for west German men didan 45 years the survival rate after 18 (24)
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months would fall from 55% to 46% (49% to 40%), atie median completed duration of
unemployment form about 23 to 14 months. The sbaleng-term unemployed people (> 24 months)
among east German men in this age group wouldrtath 24% to 18%, and the median duration of
unemployment from 8 to 7 months. The reform alse &arelatively strong impact on older west
German women, for whom the simulated median uneynpdmt duration falls from 20 to 14 months,
whereas for east German women of the same ageethistion amounts to less than 3 months. Thus,
the relatively small effects of the reform on loregm unemployment we obtain for the whole sample
are almost completely driven by the impact the mafthas on older unemployed men and women in
west Germany, whereas the relatively small ovemafiact on the east-German unemployed is more
evenly distributed across all age groups. The ggpmmpact the reform seems to have on younger
people in east Germany can be explained by thehatthe share of unemployed people living in the
east whose amount of UA was cut partly or compjateiarkedly higher than in the west, as shown in
see Table 6.

6 Summary and Conclusion

Our empirical analysis of the impact of the Germaemployment system and its recent reform on the
duration of unemployment on the basis of a disdiete hazard rate model has yielded a number of
noteworthy results. First, eligibility to Unemplowmt Benefit reduces both the transition rate to
employment and, especially for women, to the ottheflabour-force state, and thus increases the
duration of unemployment. Second, benefit-entitletreffects on hazard rates are not monotonically
increasing as time to exhaustion of UB gets shdstérrather occur around the month of benefit-
exhaustion. These effects differ significantly begéw the unemployed who are not entitled to means-
tested Unemployment Assistance subsequent to thausiion of UB-entitlement and those who are
not. For the former group, there is a huge spikbénhazard rate to both employment and to thebtut-
the-labour-force state in the month following baéthekhaustion, with both hazard rates thereafter
remaining at much higher levels. In contrast, far fatter group the hazard rates more or less reatai
the previous level or decline slightly after behefkhaustion. These patterns indicate that eligible
unemployed wait until benefit-exhaustion beforeytteke up a new job or drop out of the labour force
Third, the marginal effects of the amount of botB &hd UA are negative and highly non-linear but of
modest size. These results are qualitatively smida men and women in east and west Germany,

although the magnitude of estimated effects difbmtsveen groups.
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In an ex-ante evaluation of the recent reform & tmemployment compensation system in
Germany, we used our estimation results to simutsiéely effects on the duration of unemployment
and on long-term unemployment in particular. Tle®rm reduced maximum UB-entitlement periods,
especially for the older unemployed, and integrdtd and Social Assistance into a means-tested
transfer called Unemployment Benefit Il. This ingali a lower level of means-tested benefits for
unemployed people with high previous earnings irtigdar, and for a small minority the loss of
eligibility to it altogether, whereas not much cbead for unemployed people with low previous
earnings. Due to there longer previous insured eympént periods, the share of unemployed people
living in the east whose amount of UA was cut gadt completely is markedly higher than in the
west. Our simulation results show that the reforas fonly small effects on the duration of
unemployment for the population as a whole. Howewer simulation results also indicate that the
share of the long-term unemployed among older gegplsubstantially reduced, as is the median
unemployment duration for this age group. Thesectsfare stronger in west Germany than in the east
where the relatively small overall impact on thetegaerman unemployed is more evenly distributed
across all age groups. In west Germany, the remtuati long-term unemployment of older men and
women is mainly induced by the shortened UB-emtidat periods, whereas the integration of UA and
Social Assistance into UB Il seems to have relagilitle impact. However, we might underestimate
this latter effect because the available data dcatlow us to model the somewhat stricter meants tes
applied to UB II.

Overall, our simulation results indicate that theemt labour market reform which aroused much
heated debates and even some political unrestcialperegarding the repeal of UA and the
introduction of UB I, is unlikely to have a majonpact on the average duration of unemployment in
the population as a whole. However, it will sigo#intly reduce the level of long-term unemployment
among older workers, and in particular of thosedagbove 55 years who effectively used the
previously existing UB-entitlement periods of up 38 months as a way to early retirement. The
reduction of long UB-entitlement periods for oldeople should also reduce incentives to become
unemployed in the first place, thereby also contiitg to a lower level of unemployment among older

workers.
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Appendix

Table Al. Selectivity-corrected wage regressionsiependent variable:in(gross hourly wage)

Men Women
West East West East

coefficent t-value coefficent t-value coefficent t-value coefficent t-value
Y ears of education 0.059 49.95 0.040 20.46 0.062 39.42 0.029 13.95
Experience 0.019 12.97 0.015 10.56
Experience squared/100 -0.037 -10.65 -0.033 -9.2
Full-time 0.011 5.74 0.014 9.33
Full-time squared/100 -0.023 -3.82 -0.037 -8.87
Part-time 0.001 0.07 -0.004 -2.49
Part-time squared/100 -0.001 -0.09 0.01 11
Tenure 0.009 5.05 0.003 244 0.01 414 0.018 12.31
Tenure sguared/100 -0.016 -2.8 0.001 0.04 -0.015 -1.93 -0.025 -6.03
Human capital depreciation -0.051 -6.5 -0.131 -17.04 -0.025 -4.3 -0.058 -9.81
Y ears of education x German 0.006 6.05 0.002 1.84
Experience x German 0.001 -0.28
Experience sq./100 x German -0.002 -0.59
Full-time x German 0.005 2.32
Full-time sq./100 x German -0.017 -2.72
Part-time x German 0.002 0.83
Part-time sq /100 x German -0.017 -1.31
Tenure x German -0.001 -0.72 0.004 1.78
Tenure sg. /100 x German 0.013 2.17 -0.002 -0.22
Human cap. depreciation x -0.071 -7.86 0.003 051
German
Region:
Schl.-Holstein. Hamburg 0.017 1.27 0.034 2.28
Lower Saxony. Bremen -0.004 -0.31 -0.015 -1.14
North Rhine-Westphalia 0.029 242 0.005 0.37
Hesse 0.049 3.86 0.049 3.62
Rhineland-Palat.. Saarland -0.006 -0.49 -0.017 -1.23
Baden-Wuerttemberg 0.073 6.02 0.037 2.87
Bavaria 0.02 1.69 0.012 0.93
Mecklenburg-Western Pom. -0.086 -5.18 -0.130 -7.71
Brandenburg -0.092 -6.1 -0.139 -8.96
Saxony-Anhalt -0.122 -8.12 -0.16 -10.51
Thuringia -0.157 -10.6 -0.156 -9.98
Saxony -0.148 -105 -0.176 -12.27
Year:
1995 -0.197 -27.67 -0.246 -18.74 -0.147 -17.16 -0.199 -14.06
1996 -0.163 -225 -0.196 -14.53 -0.132 -15.2 -0.172 -11.95
1997 -0.152 -21.08 -0.162 -12.04 -0.116 -13.43 -0.133 -9.37
1998 -0.134 -18.67 -0.149 -11.17 -0.092 -10.85 -0.111 -7.8
1999 -0.129 -17.86 -0.144 -10.71 -0.09 -10.53 -0.099 -7.03
2000 -0.109 -18.22 -0.135 -11.42 -0.091 -13.13 -0.105 -8.42
2001 -0.11 -17.62 -0.115 -9.53 -0.078 -10.9 -0.084 -6.61
2002 -0.031 -5 -0.041 -3.39 -0.022 -3.22 -0.039 -3.09
Industrial Sector:
Agriculture. Forestry 0.058 15.08 0.008 0.8 0.009 122 -0.091 -5.27
Mining. Energy 0.031 2.63 0.095 5.38 0.172 5.88 0.11 3.54
Chemical Ind.. Synthetics 0.051 8.73 0.041 281 0.03 3.7 -0.063 -2.85
Construction Industry -0.01 -1.87 -0.005 -0.71 -0.018 -1.25 0.026 1.45
Heavy Industry 0.016 29 -0.027 -2.47 0.021 1.76 -0.048 -1.82
Textile Industry -0.132 -7.24 -0.166 -3.43 -0.142 -8.19 -0.298 -10.23
Retail -0.071 -12.42 -0.105 -9.78 -0.098 -21.05 -0.152 -16.67
Railway. Post. Transport -0.116 -17.92 -0.07 -5.85 -0.01 -0.97 -0.097 -5.57
Public Services -0.023 -5.91 0.06 8.67 0.033 12.78 0.084 23.03
Private Services 0.107 17.36 0.093 7.2 0.042 7.61 0.003 0.28
Others and Missing -0.016 -2.24 0.003 0.27 -0.034 -4.55 -0.082 -6.49
Firm Size:
Small -0.188 -20.88 -0.193 -14.41 -0.188 -27.17 -0.237 -20.25
Middle -0.104 -21.59 -0.115 -16.89 -0.063 -13.84 -0.079 -10.46
Middle-Big -0.027 -8.88 -0.008 -1.87 -0.014 -3.9 -0.01 -1.78
Big 0.022 7.2 0.102 14.11 0.048 129 0.048 7.56
Public -0.016 -6.92 0.023 3.97 0.027 9.13 0.015 2.05
Constant 1.734 94.83 1.985 57.1 1516 59.99 2.017 51.96
mills
lambda 0.0002 -0.07 -0.014 -1.34 0.045 6.25 -0.007 -0.6
Number of observations 51329 17534 57731 19896
Adjusted R2




Table A2. Tax function regressions — dependent viable: In[(gross wage - net wage)/(gross wage)]

Men Women

West East West East
Coeff. t-value Coeff. t-value Coeff. t-value Coeff. t-value
year_1996 0.0002 0.01 0.0249 1.50 0.0211 145 0.0014 0.08
year_1997 0.0108 1.02 0.0351 212 0.0440 3.01 0.0203 1.13
year_1998 0.0154 1.50 0.0555 3.39 0.0338 2.38 0.0382 214
year_1999 0.0010 0.10 0.0464 2.79 0.0344 2.37 0.0368 2.03
year_2000 -0.0143 -1.55 0.0149 0.98 -0.0054 -0.43 0.0006 0.03
year_2001 -0.0361 -3.80 -0.0264 -1.69 -0.0252 -1.94 -0.0483 -2.87
year_2002 -0.0593 -6.36 -0.0452 -2.92 -0.0459 -3.65 -0.0658 -3.93
year_2003 -0.0319 -3.32 -0.0252 -1.57 -0.0397 -3.08 -0.0076 -0.44
year_2004 -0.0582 -6.05 -0.0458 -2.88 -0.0564 -4.39 -0.0292 -1.71
gross wage -34e05  -13.67 -3.6e-05 -6.31 -1.1e04 -21.07 3.2e-05 1.74

ross

\(lgage)sq.lloooo 2.8e-06 6.77 3.0e-06 4.38 9.7e-06 13.20 | -6.4e-05 -4.35
In(gross wage) 0.3797 53.76 0.3866 33.54 0.4613 55.35 0.3052 15.35
married -0.1901  -37.89 -0.0578 -1.27 0.1234 21.31 0.0949 11.62
children -0.0452 -21.54 -0.0481 -11.71 0.0104 3.17 0.0009 0.20
public sector -0.2436  -46.93 -0.1227 -14.24 -0.0891 -14.95 -0.0682 -8.54
constant -3.815 -77.80 -3.9282 -51.51 -4.3055 -79.03 -3.4469 -28.59

Observations 43161 12823 30629 11143

Adjusted R2 0.182 0.186 0.170 0.190




Table A3. Means of variables in the hazard rate maels

Variable Men Women
West East West East
Personal characteristics
25<=Age<35 25.7 19.6 27.2 20.8
35<=Age<44 19.7 219 211 26.0
44 <= Age< 52 15.0 218 18.0 19.8
52 <= Age< 56 84 89 85 94
Age >= 56 142 137 9.0 135
Foreigner 33.2 - 240 -
Disabled 13.0 59 7.7 33
Education and Vocational Qualification
General elementary 25.2 10.0 26.9 125
Middle vocational 46.8 68.3 431 68.1
Vocational plus college 38 17 59 2.2
Higher vocational 3.0 53 5.2 31
Higher education 105 115 9.6 11.8
Trained worker 15.7 29.8 2.5 10.0
Foreman 8.8 13.3 38 2.9
Self-employed 2.1 2.8 2.7 24
Household variables
Spouse employed 28.8 329 431 48.6
Earnings of spouse/1000 0.25 0.37 0.77 0.63
Other household income /1000 1.01 0.70 0.84 0.60
Married 56.0 52.4 55.5 65,1
Children <= 6 years 304 159 27.7 20.3
Children <= 6 years x single 15 0.8 6.4 3.8
Regional dummies
Northern States 18.6 R 19.4 R
Hesse 8.3 - 76 -
Rhineland-Palatinate, Saarland 8.2 - 8.2 -
Baden-Wuerttemberg 14.4 R 18.0 R
Bavaria 13.9 - 14.1 -
West Berlin 5.0 - 6.8 -
East Berlin - 6.9 - a1
Mecklenburg-Western Pomerania - 95 - 10.8
Brandenburg - 16.6 - 16.3
Saxony-Anhalt - 19.3 - 20.9
Thuringia - 182 - 205
Regional unemployment rate 10.0 19.0 10.0 18.9
Regional unemployment rate squared 107.4 364.9 108.8 360.9
Number of previous unemployment spells 10 15 0.7 15
Not employed before 215 11.9 335 22.2
Part-time before - - 195 9
Vocational Training before 10.6 12.8 12.3 21.5
1st Quarter 37.2 335 394 36.8
2nd Quarter 22.7 19.6 214 210
3rd Quarter 221 234 222 24.0
December
9.3 9.2 9.1 8.7




Table A3 Continued.

Men Women
West East West East
Baseline hazard (month 1)
month 2 9.0 104 9.0 75
month 3 7.7 85 7.8 6,8
month 4 6.4 7.0 6.8 6,1
months 5-6 10.6 111 115 10,6
months 19-32 14.3 12.1 12.2 15.2
months > 32 9.0 7.3 84 10,6
UB-entitlement
Not entitled to UB 30.0 20.7 355 30.6
< 0 months 214 22.2 18.5 251
0 months 20 21 18 2,2
1 month 21 24 20 2,3
2 months 22 2.6 22 25
3-4 months 4.8 57 5.0 55
5-6 months 5.6 6.3 58 56
7-8 months 6.3 6.9 6.7 5,6
9-12 months 13.0 14.3 131 10,1
13-18 months 59 74 49 52
Income replacement ratios (IRR)
IRR x received UB 0.27 0.37 0.26 0.29
(IRR x received UB)squared 0.19 0.28 0.20 0.23
IRR xreceived UA 0.13 0.17 0.12 0.19
(IRR x received UA) squared 0.08 0.11 0.08 0.12
Number of observations 21349 14882 17586 18445
Number of spells 2247 1782 1791 1528
Number of persons
1451 972 1307 882

Note: Means of dummy variables are given in sharesin percent. Means are averages over person months.

Source: German Socioeconomic Panel (SOEP); waves 1995-2003).



Table A4. Estimation results for other variablesm the hazard rate model - men

Wesi Easl
Employment Out-of-the- Employment Out-of-the-
labour-force labour-force
25 <= Age < 35 -0.111 -1.17 -0.165 -1.736
(-1,06) (-4,93)*** (-1,52) (-5,21)
35<= Age< 44 -0.376 -1.518 -0.462 -1.462
(-2,88)** (-5,5)*** (-3.87) (-4,31)
44 <= Age< 52 -0.803 -1.438 -0.604 -1.369
(-5,32)*** (-4,65)*** (-4,61) (-3,46)
52 <= Age < 56 -1.026 -1.149 -0.747 -1.188
(-4,99)*** (-3,13)** (-4,32) (-2,44)
Age >= 56 -2.252 -0.578 -1.314 -0.272
(-8,04)*** (-1,81) (-6,89) (-0,66)
Foreigner -0.424 -0.614 - -
(-4,78)*** (-3,48)*** _ _
Dissbled -0.474 0.371 -0.456 0.392
(-3,01)** (1,79) (-2,53) (1,30)
Married 0.115 -0.203 0.180 0.298
1,2 (-1,06) (2,02) (1,13)
Children <= 6 years -0.066 -0.061 0.010 -0.369
(-1,16) (-0,41) (0,14) (-1,04)
Children <= 6 years * single -0.192 -0.213 -0.391 0.645
(-0,73) (-0,41) (-1,08) (1,03)
Spouse employed 0.369 0.381 0.224 -0.272
(3,47)*** (1,44) (2,37) (-0,82)
Earnings of spouse/1000 -0.177 0.165 0.117 0.017
(-1,77) (0,69) (0,86) (0,01)
Other household income/1000 0.056 0.073 0.098 0177
(1,77) (1,44) (2,40) (2,55)
General dementary -0.149 -0.568 0.160 -0.793
(-1,16) (-2,28)* (0,79) (-2,69)
Middle vocational 0.184 -0.079 0.382 -0.398
(1,41) (-0,34) (2,07) (-1,55)
Vocational plus college 0.684 0.309 0.223 0.459
(4,02)*** (0,75) (0,73) (0,74)
Higher vocational 0.749 0.309 0.441 0.064
(3,57)%** (0,76) (1,99 (0,13)
Higher Education 0.374 0.026 0.475 -0.508
(2,42)* (0,08) (2,14 (-1,13)
Regional Unemployment Rates 0.241 0.341 0.180 -0.406
(2,37)* a,77) (0,95) (-1,29)
Reg. unempl. rate squared -0.011 -0.014 -0.005 0.012
(-2,41)* (-1,7) (-0,96) (1,39)
# unemployment spells in the past 0.052 -0.208 -0.035 -0.033
(1,86) (-2,65)** (-1,54) (-0,48)
Trained worker 0.195 -0.008 0.216 -0.021
(2,12)* (-0,04) (2,94 (-0,09)
Foreman 0.275 -0.414 0.251 -0.128
(2,19)* (-1,62) (2,11) (-0,34)
Sdf-employed 0.292 -0.066 -0.400 -1.760
(1,27) (-0,12) (-1,63) (-1,63)
Not employed before -0.438 0.27 -0.339 0.759
(-4,97)%** (1,62) (-3,27) (3,48)
Vocational training before -0.272 0.149 -0.218 0.329
(-2,51)* (0,68) (-2,15) (1,37)




Table A4 continued

West East
Employment Out-of-the- Employment Out-of-the-
labour-force labour-force
Baseline Hazard
Month 2 0.121 0.264 0.531 1.232
(1,18) (0.99) (4.36)*** (3,93)**
Month 3 0.338 0.447 0.644 0.969
(2,79)** (1,56) (4,62)** (2,63)**
Month 4 0.181 0.49 0.699 0.899
(1,24) (1,45) (4,61)*** (2,27)*
Months 5-6 0.142 0.892 0.463 1.268
(1,06) (3,24)** (2,97)** (3,37)***
Months 7-9 0.000 0.138 0.387 1.106
(0.00) (0,40) (2,35)* (2,77)**
Months 10-12 0.044 0.676 0.527 1.504
(0,28) (2,14)* (2,91)** (3,84)***
Months 13-18 -0.294 0.859 0.120 1.139
(-1,73) (3,03)** (0,59) (2,48)*
Months 19-32 -0.478 0.66 -0.144 1.649
(-2,58)** (2,12)* (-0,61) (4,11)***
Months > 32 -0.526 1.499 -0.488 2.144
(-2,04)* (4,32)*** (-1,60) (4,46)***
C -3.559 -6.323 -4.570 -3.063
onstant
(-5,72)*** (-5,07)*** (-2,51)* (-0,90)
gt - 404** -1.046***
& 0.673 1.875%**
e - 0.243
P(eY) 0.625 0.261
P(e?) 0.375 0.057
P(e?) -- 0.682
Number of observations 21349 14882
Number of spells 2247 1782
Log likelihood -6145.953 -4891.52
Number of parameters 122 120
Akaike criterion 12535.91 10023.041

Notes:  Regional dummy variables and seasonal (quarterly) dummies are included in all regressions; t-values are given in parantheses; * p<0.05, **
p<0.01, *** p<0.001.



Table A5. Estimation results for other variables m the hazard rate model - women

West East
Employment Out-of-the- Employment Out-of-the-
labour-force labour-force
25 <= Age < 35 -0.156 -0.434 -0.730 -0.803
(-1.39) (-2.19)* (-4.71)*** (-2.78)**
35 <= Age< 44 -0.364 -1.030 -0.991 -1.68
(-2.99)** (-4.61)*** (-5.97)*** (-5.36)***
44 <= Age< 52 -0.663 -1.249 -1.183 -1.592
(-4.25)*** (-4.79)*** (-6.49)*** (-4.74)***
52 <= Age < 56 -1.024 -1.327 -1.58 -1.991
(-4.22)*** (-4.03)*** (-7.06)*** (-4.29)***
Age >= 56 -2.448 -0.890 -2.558 -1.232
(-6.88)*** (-2.96)** (-8.93)*** (-3.80)***
. -0.477 -0.499 - -
Foreigner
(-4.32)*** (-3.01)** - -
Disabled -0.462 0.456 0.197 0.952
(-2.31)* (1.85) (0.68) (2.34)*
. -0.225 0.437 0.064 0.466
Married
(-2.19)* (2.51)* (0.56) (2.27)*
Children <= 6 years -0.279 0.207 -0.304 -0.117
(-3.13)** @.77) (-2.85)** (-0.63)
Children <= 6 years* single -0.533 -0.378 0.287 -0.042
(-2.51)* (-1.23) (1.25) (-0.10)
Spouse employed 0.138 0.072 0.098 -0.017
(1.05) (0.37) (0.78) (-0.09)
Earmings of spouse/1000 -0.011 -0.045 0.032 0.015
(-0.17) (-0.49) (0.34) (0.10)
Other household income/1000 0.049 0.011 0.160 0.223
(1.35) (0.19) (2.90)** (2.30)*
General dementary 0.086 -0.218 0.607 0.023
(0.49) (-1.02) (1.89) (0.07)
Middle vocational 0.470 -0.187 0.741 0.263
(2.73)** (-0.85) (2.59)** (0.87)
Vocational plus college 0.587 0.321 0.986 -0.731
(2.85)** (1.00) (2.73)** (-0.96)
Higher vocational 0.305 -0.263 1.391 0.569
(1.29) (-0.73) (3.88)*** (1.19)
Higher education 0.682 -0.316 1.306 0.733
(3.37)*** (-1.05) (4.15)*** (2.99)*
. 0.013 -0.028 -0.142 -0.386
Regional unemployment rates
(0.10) (-0.16) (-0.96) (-1.23)
Reg. Unempl. Rate squared -0.001 0.003 0.003 0.011
(-0.23) (0.39) (0.75) (1.32)
# unemployment spellsin the past 0.036 0.013 0.006 -0.139
(0.96) (0.20) (0.16) (-1.95)
Trained worker 0.051 -0.474 0.094 0.285
(0.26) (-1.09) (0.69) (1.28)
0.128 0.338 0.575 1.112
Foreman
(0.70) (1.20) (3.02)** (3.48)***
Sdf-employed 0.079 -0.102 -0.162 -0.357
(0.36) (-0.17) (-0.67) (-0.52)
Not employed before -0.59 -0.232 -0.552 0.445
(-5.72)*** (-1.37) (-4.43)*** (2.16)*
Vocational training before -0.178 -0.399 -0.159 0.164
(-1.57) (-1.65) (-1.46) (0.80)




Table A5 continued

West East
Employment Out-of-the- Employment Out-of-the-
labour-force labour-force
Baseline Hazard
Month 2 0.210 0.174 -0.025 1.160
(1.72) (0.57) (-0.17) (3.12)**
Month 3 0.188 0.046 -0.028 1.333
(1.40) (0.14) (-0.19) (3.42)***
Month 4 0.043 0.389 0.068 0.784
(0.27) (1.15) (0.37) 1.73)
Months 5-6 -0.151 0.336 0.207 1.053
(-1.05) (1.10) (1.42) (2.60)**
Months 7-9 0.155 0.400 0.076 1.664
(1.10) (1.35) -0.48) (4.42)*
Months 10-12 -0.029 1.245 0.256 1.17
(-0.18) (4.37)*** (1.49) (2.89)**
Months 13-18 -0.058 1.140 0.074 0.906
(-0.32) (3.81)*** (0.40) (2.22)*
Months 19-32 -0.412 0.929 -0.159 1.541
(-1.68) (2.90)** (-0.76) (3.94)%**
Months > 32 -0.875 0.956 -0.290 2.004
(-2.34)* (2.40)* (-0.92) (4.69)***
-2.484 -3.315 -1.131 -2.178
Constant
(-3.14)** (-2.64)** (-0.81) (-0.71)
e -.7597* -2.66%**
& 0.287 1.02%%*
e - -0.148
P(eY) 0.274 0.042
P(e?) 0.726 0.216
P(e?) - 0.742
Number of observations 17586 18445
Number of spells 1791 1528
Log likelihood -5078.174 -4735.3154
Number of parameters 124 122
Akaike criterion 10404.35 9714.6308




Table A6. Simulated effects of policy reform on swival rates (in %) after 6. 12 ... months of unemplgment. men

Age and West Germany East Germany
EnBtitlement to Previous Income Before reform After reform Before reform After reform
6 12 18 24 6 12 18 24 6 12 18 24 6 12 18 24
No UAand no | 45 (18 - 12) average 65 38 27 9 55 35 10 60 32 19 4 54 26 1
UB II;
A Couple. no 52 (24 - 12) average 74 54 37 29 61 42 14 68 44 29 17 59 31 8
children 57 (32 - 18) average 89 81 69 58 84 69 59 33 79 61 48 29 74 45 27 5
low
40 (12 - 12) _ 46 25 18 13 46 25 18 13 57 29 20 14 57 29 20 14
high 46 25 16 11 57 29 18 12
low
UAand UB 11 | 458 = 12) ) 67 41 30 24| 98 38 30240 4 4 6 19 6T 3B 24 18
B Aan ; high 58 38 28 22 61 35 23 16
Single. no
i low
children 52(24 - 12) ' 6 56 40 a1 63 45 36 30 24 52 37 25 66 39 29 22
high 63 45 34 27 66 39 27 20
low
57 (32 - 18) , 90 81 68 56 84 69 58 52 83 68 56 39 & 54 37 28
high 84 69 58 50 79 54 37 26
low 45 24 17 12 50 23 14
40 (12 - 12) 45 24 16 12 50 23 14 9
high 45 24 16 12 50 23 14
low 57 37 29 24 55 27 18 13
| 4518 = 12) 66 41 29 23 60 33 20 13
c UA and UB II; high 57 37 29 23 55 27 18 12
Couple. 1
child low 63 44 35 30 60 32 23 16
52 (24 - 12) 76 56 40 31 68 44 30 19
high 63 44 35 29 60 32 22 16
low 85 71 61 55 75 49 33 24
57 (32 - 18) 90 82 70 60 80 63 50 34
high 85 71 61 55 75 49 33 24

Source: Simulations based on estimation resultsin Table A4.



Table A7. Simulated effects of policy reform on swival rates (in %) after 6. 12 ... months of unemplgment. women

Age and
entitlement to
UB

Previous Income

West Germany

Before reform

After reform

Before reform

East Germany

After reform

6 12 18 24 6 12 18 24 6 12 18 24 6 12 18 24
No UAand no | 45(18 - 12) average 72 44 26 6 67 40 6 65 46 29 10 72 44 13 5
UB II;
A Couple. no 52 (24 - 12) average 84 62 42 30 74 49 10 3 80 58 47 36 80 57 24 12
children 57 (32 - 18) average 89 73 58 45 88 66 43 10 92 83 73 67 88 79 69 47
low
40 (12 - 12) _ 55 28 19 | 28 19 14 70 40 26 19 70 40 26 19
high 55 28 17 12 70 40 25 17
low
UAand UB I | 4508 ~12) ) 60 41 25 20| 6 38 28 28 4 45 3 | 4 4 325
B Aan ; high 64 38 26 19 74 47 31 22
Single. no
i low
children 52 (24 - 12) ' 83 60 42 a1 72 49 39 33 82 60 49 39 81 59 47 38
high 72 49 36 29 81 59 45 36
low
57 (32 - 18) , 91 79 66 55 90 2 8 M 93 84 75 70 89 81 2 66
high 90 72 53 47 89 81 72 65
low 64 35 26 21 75 48 34 26
40 (12 - 12) 64 35 25 20 75 48 34 26
high 64 35 25 20 75 48 34 26
low 71 44 35 29 78 54 41 32
| 4518 - 12) 76 49 29 24 72 55 40 31
c UA and UB II; high 71 44 34 29 78 54 40 32
Couple. 1
child low 77 52 43 38 85 66 54 46
52 (24 - 12) 85 65 45 31 85 67 56 47
high 77 52 43 37 85 66 54 46
low 88 64 38 34 91 84 76 70
57 (32 - 18) 88 70 54 40 94 86 79 74
high 88 64 38 34 91 84 76 70

Source: Simulations based on estimation resultsin Table A5.
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