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Abstract

This paper examines the effectiveness of activeuamarket policies (ALMPS) in improving labour
market outcomes, especially of low-skilled indivader The empirical analysis consists of an
aggregate impact approach based on a pooled avas$rg and time-series database for 31 advanced
countries during the period 1985-2010. A noveltytlod paper is that it includes aspects of the
delivery system to see how the performance of ALM®Psffected by different implementation
characteristics. Among the notable results, theepéipds that ALMPs matter at the aggregate level,
both, in terms of reducing unemployment, but alsotérms of increasing employment and
participation. Interestingly, start-up incentive® anore effective in reducing unemployment than
other ALMPs. The positive effects seem to be paldity beneficial for the low-skilled. In terms of
implementation, the paper finds that the most faable aspect is the allocation of resources to
programme administration. Finally, a disruption paflicy continuity is associated with negative
effects for all labour market variables analysed.

Keywords: unemployment, employment, participatioater ALMPS, implementation, start-up
incentives.
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1. Introduction

This paper examines the effectiveness of ALMPsniproving labour market outcomes, especially for
low-skilled individuals. Much has been written abtle effectiveness of activation measures based
on evaluations carried out using micro data, yétemough about their effectiveness at the aggregate
level. This is particularly true with regards teetiole of ALMPS’ implementation characteristics in
shaping their overall effects. This paper aimsdotebute to this debate through an aggregate impac
approach which is better placed to measure bothditect and indirect effects of ALMPs. It finds
that ALMPs matter at the aggregate level. Trainemmployment incentives, supported employment
and direct job creation measures show the mostufabbe results, both in terms of reducing
unemployment, but also in terms of increasing emplent and participation. Spending in start-up
incentives is more effective but only in terms eflucing the unemployment rate. Importantly, results
show that ALMPs are more effective for the low lgdlthan for the overall population. In terms of
implementation, the analysis finds that the mosbf@able aspect is the allocation of resources to
programme administration. Interestingly, the siZe tloe coefficients arising from policy and
implementation variables, once interactions artughed is noticeably higher. This demonstrates @hat
correct implementation of policies enhances thendficial effect.

Since the 1990s there has been an increased awoeptathe developed world of the need for
activation measures to strengthen the link betws@mal protection, labour market policies and
employment. Today, these policies are widely regdrdas an important tool in fighting
unemployment. As a result, expenditure in ALMPssigeable in most advanced economies and
continues to increase. Success of ALMPs, howes not been invariably positive. Although some
empirical evidence exists that points to a positffect on the probability of finding employment
(e.g. Layard et al. 2009; Graversen and van OW882Lalive et al. 2005), the effects tend to be
relatively small, making it unclear whether the ifes outcomes are enough to compensate for the
costs. Moreover, a central concern that remaimghether activation measures are suitable to address
longer-term matters such as skills and employgbiispecially among the least employable jobless
individuals.

Importantly, most of what we know today in termgtud effectiveness of activation measures is based
on evaluations carried out using micro data. A westhblished microeconomic literature exists today
on the effects of these policies and their desiga delivery systems at the individual level. The
overall effects of ALMPs, however, have been lessuthented. Macroeconomic evaluations of
ALMPs have not been carried out systematically geteast not taking into account implementation
characteristics. In fact, few comprehensive studezdred specifically on the effects of ALMPs have
been carried out since the beginning of the 90stlaeyl point to different results with regards te th
effect of ALMPs on unemployment rates. While Layadal. (1991) find that ALMPs have a
negative effect on long-term unemployment, the OE@B93) argues that results are not robust
enough to be conclusive. More recently, Esteva®32dound positive effects of ALMPs on the
employment rate of the business sector in the 1880s0t in the late 1980s. Importantly, studies in
which the effectiveness of ALMPs is linked to implentation aspects are even scarcer (Schmid et al.,
2001; Calmfors, 1994; de Koning and van Nes, 1984%)such, existing knowledge on the aggregate
effects of activation measures and their desigranesninconclusive.

This paper aims to contribute to this debate inliteeature. The analysis is done by ways of a pdol
cross country and time-series analysis based ad@4dnced countries for which detailed annual data
on different ALMPs (focusing on those specificalygeted to low-skilled individuals) exists for the
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period 1985-2010. The study contributes to the gogpievaluation of activation policies beyond
what it is already known in four ways: First, th@ppr includes aspects of the delivery system in the
analysis to shed light on the role of implementatitharacteristics in explaining differences in the
performance of ALMPs between countries. Seconis, ibcused on the labour market outcomes of
low-skilled individuals that have been among thasteresearched marginalized groups. Third, it
provides an update of the aggregate assessmemappsy extending the time and country coverage
of the dataset.Finally, the estimation includes specific econainetechniques (i.e. instrumental
variables) aimed to address the endogeneity protilatrhas weakened many of the ALMP analyses.
As it is argued later in the paper, these methaglslgd stable results unveiling reliable estimaies
the overall net effect of activation policies iretlabour market.

2. Theoretical justification and transmission mechanisms

From the theoretical point of view, the traditiofadtification for ALMPs has been to reduce labour
market imbalances and counteract rigidities antbdiens. This comes from the recognition that
governments cannot address sustainably unemploytinenigh demand expansion alone (Bellmann
and Jackman, 1996a). ALMPs are therefore needed, th facilitate the matching process between
the supply and demand for labour so that a givambau of job-seekers is associated with fewer
vacancies; second, to maintain the level of effectiabour supply by keeping the long-term

unemployed and other groups of “outsiders” tightthe labour force (Layard and Nickell, 1986;

Layard et al. 1991); third, to affect the demandli&our therefore increasing the number of avéglab

jobs (Pissarides, 1990); and fourth, to boost tteelyctivity of the labour force, both through the

direct effect of activation measures on programigi@pants, but also through general productivity
increases associated with externalities.

The direction and magnitude of these effects walddend on the specific type of measure put in
place and its target group (Appendix I). In general

* According to Keynesian theory, measures aimed teramme structural labour market
imbalances (i.e. employment incentives, job-seass$istance, public job creation and certain
other direct-job-creation measures such as thdeergj hiring credits) can increase the level of
employment through an income effect and a multigiéect. However, these measures can lead
to displacement and substitution effects, when jokated for a particular category of workers
supplant jobs for other categories (OECD, 1993miais and Skedinger, 1995).

* In the case of placement services and all typgslm$earch assistance, the benefits to the labour
market result from an increased effectiveness afcte (Schmid et al. 2001, Bellman and
Jackman 1996b, OECD, 1993). Job-search assistatiget mlso increase the number of
vacancies because opening posts becomes less fwosiiyms (Pissarides, 1990; Calmfors and
Lang, 1995; OECD, 1993), which in turn would expaadour demand. However, some
economists predict a reduction in search effortend a raise in wage pressure — since
government support may reduce the fear of unemmoyniBellman and Jackman, 1996a;
Calmfors and Skedinger, 1995).

» Labour-supply-oriented measures (including trainingrkers’ subsidies, supported employment
and rehabilitation and job rotation and job shammggsures), are expected to have little, if any,
impact on the level of unemployment (Schmid, 19%&), these measures will potentially have a
stronger impact on the structure of unemploymentrégucing skill bottlenecks and the

! From around 20 to 25 years and from around 20 tad¥anced economies.
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vulnerability of groups that are more exposed $&giin the labour market, such as the unskilled
or long-term unemployed (OECD, 1993). This woulgtéha redistributive and reallocating effect
of employment opportunities. Search effectivenessalso be improved thanks to these policies,
since participating on training courses can prowvad@ositive signal to potential employers,
reducing uncertainty about the employability of japplicants (Bellman and Jackman 1996b;
Layard and Nickell, 1986; OECD, 1993). More gerlgrahcreases in productivity are thought to
have positive externalities that would contribwegeneral productivity increases (OECD, 1993)
and to general technical progress of societiesnfoas and Skedinger, 1995). However,
participants may also reduce their search effarthe expectation that the course culminates (i.e.
lock-in effect) (Bellman and Jackman 1996b). Moevabour demand can be reduced if the
scale effectesulting of an increase in the marginal produistiof labour (i.e. that shifts labour
demand upwards because a fall of the relativeaasit of labour provides an incentive to expand
output by using more efficient units of labourdisminated by theubstitution effedti.e. arising
since one unit of product can be produced by leds of labour) (Calmfors, 1994).

» Specifically relevant for this paper, ALMPs thatcés on marginal groups (long-term
unemployed, low-qualified individuals, etc.) can bepecially effective. They could raise
employability, compel the unemployed to search éafdr jobs and lead to lower reservation
wages, which can stimulate labour demand and taiglemployment (e.g. Bellman and Jackman
1996a). However, in the absence of specific compiznaimed to raise employability, ALMPs
could result in wage moderation and even in aneg®e in the number of working poor (e.g.
Clasen and Clegg, 2006). In general, the weakeagttfil@tion of targeted group to the labour
market, the less likely it would be for activatioreasures to affect their employment prospects
(Layard et al. 2009).

* In general, in times of crisis, characterized bghhievels of unemployment and low unfilled
vacancies, a given level of aggregate employmeadisi¢o be assumed, which would reduce the
effectiveness of ALMPs. Given the lack of new aafalié jobs, ALMPs could lead to substitution
and displacement effects. Under these circumstargestricter targeting can be justified
economically by its potential to affect specifiogps even if the aggregate effects of ALMPs are
low. In this context, redistributing employment opioinities in favour of disadvantaged groups
(e.g. low-skilled individuals) can be a way of entiag the effectiveness of ALMPs (de Koning,
2001).

In terms of the methodologies available for assgstie impact of ALMPs at the aggregate level,
several models exist, which have evolved over tifmalyses based on the flow model approach are,
by far, the most commonly exploited method to cauryresearch at the aggregate level in the field o
activation policies. These models study the diedtdcts of ALMPs on the friction between labour
supply and demand and the transitions from unempéoy to employment (de Koning, 2001). The
oldest attempts to measure the impact of ALMPshenefficiency of the labour market were carried
from the mid-60s all through the 70s and 80s. Bgtonal version of flow-model approach has been
increasingly applied during the last decidBoday, this approach constitutes a well-establishe
methodology to measure the net effect of laboutkatgpolicies exclusively on the matching process

2 See, for example, Anxo et al. (2001) for a regiomggregate impact analysis of ALMPs in France and
Sweden, carried out by means of an augmented matébnction. Schmid et al. (2001) carried out ailsim
analysis for Germany, with special focus on thegiterm unemployed, and de Koning and Arents (2001)
the Netherlands. More recently, Hujer et al. (2008¢d this approach for Western Germany and Dausth e
(2010) for Austria.
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(given windfall, substitution and displacement eféeon outflows from unemployment) (Bellmann
and Jackman, 1996a).

Meanwhile, some few efforts were developed in e BOs and beginning of the 90s that presented a
more general model to study the impact of ALMPsaonumber of critical economic and labour
market variables (Layard and Nickell, 1986; OECDP93). This approach allows capturing the
impact of ALMPs on the efficiency of the matchinggess and on the size of the labour force, while
also taking into consideration its indirect effedibe model is based on the assumption that ALMPs
have the ability to: (i) enhance the employabibifylabour supply, facilitating recruitment; and) (ii
reduce frictions between labour supply and dembaodsting employment. Indirectly, employability
increases also influence wage levels, which agfiatta the labour market and the economy more
broadly. As such, this approach is capable of sihgdight on the direct impact of ALMPs, while
also taking into account productivity and competfiteffects (insiders vs. outsiders), deadweiglg, los
and substitution, crowding-out and lock-in effe@@ellman and Jackman, 1996a; Calmfors, 1994).
No other approach allows capturing empirically dverall net effect of ALMPs on the wide labour
market.

Empirically, however, evidence from internationahtgarisons on the impact of ALMPs has been
contentious. Historically, a major drawback enceved by the proponents of this cross-country
approach is the existence of a simultaneity biasefise causality), stemming from the fact that
although the scale of ALMP provisions is meantffea the size of unemployment, unemployment
could also drive spending on ALMPs (e.g. if goveemtis base their expenditure decisions on the
magnitude of the problem they wish to address).

During the 90s, the quest for addressing this smveausality focused on defining a medium-term
policy reaction function that could realisticallyeglict policy spending patterns of governments. Two
clearly opposed theoretical frameworks arose watlards to this issue. The first one assumed that
governments based their decisions on a fix leveAldIP spending per unemployed person, which
could vary slightly over time but that could nojusl fully with unemployment (Layard et al., 1991).
However, measuring ALMP spending per unemployedsqrerwould result in an endogeneity
problem. Thus, under this scenario, the suggestiedian to address the simultaneity problem was to
look at average unemployment rates and averagéslefespending on ALMPs per unemployed
person over the medium-term. If the assumed pokeygtion function were a realistic representation,
the policy stance would indeed be exogenous inptwposed scheme. The second theoretical
framework assumed that governments committed andnaetion of GDP to ALMP spending over
the medium-term, which did not adjust with the uptoyment rate (OECD, 1993). In this situation,
ALMP spending was measured as a share of GDP, whithors sustained, did not have an
endogeneity problem.

Importantly, different assumptions about governraepblicy stance yielded different results with
regards to the effect of ALMPs on unemploymentgaihile Layard et al. (1991) found that ALMPs
had a reducing effect on long-term unemploymerg, @ECD (1993) argued that results were not
robust enough to be conclusive. Unfortunatelys till far from clear what a correct representatid
the policy-reaction function is and it might we# kthe case that whatever the representation itdvoul
not be the same across countries. Conscious ofptbislem and of the importance of addressing
endogeneity other efforts arose later, which tatklee issue mainly through fixed-effect estimators
and instrumental variables (Calmfors and Skedin@®85; Bittner and Prey, 1997; Schmid et al.,
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2001; Estevao, 2008)However, given the incipient knowledge about eators capable of dealing
with reverse causality and methods to test theunmstnts’ strength and overidentifying restrictions,
remained far from clear whether the endogeneitplpra was actually addressed in these studies.

As such, existing knowledge on the aggregate effettactivation measures remains inconclusive.
Deepening the understanding of the broader effectaLMPs is, however, all the more relevant
today. First, many advanced countries are undétt tigpidgets and, given the mixed empirical
evidence on the effectiveness of ALMPs, spendinthese policies is under careful scrutiny. Second,
the last decade has seen an important developrhémble and methodologies to treat a wider range
of empirical problems. For instance, a variety @ormmetric estimators, technical fixes and
diagnostic tests exists today to treat the endagerssue? Finally, the availability of longer time
series allows controlling better the sensitivitypaflicies to the business cycle (Schmid et al., 1200
As such, the potential for capturing the full efieeof ALMPs and deepening the understanding of
their effectiveness has increased of late.

3. Empirical specification
3.1 Description of the model

Based on these new developments, the present igapeenewed effort to capture the overall effects
of ALMPs at a macroeconomic level. In order to asdeow effective ALMPs are in improving labour
market outcomes, especially for low-skilled indivédis, this paper uses a panel data model based on a
structural equation with the following simple form:

LM = f(ALMP,IMPL,DC,STRUC,INST)

where,LM represents the selected labour market indicatwisiding those relative to the low skilled:;
ALMP denotes active labour market policy indicators BMiBL, indicators relative to implementation
characteristics. The remaining three groups ofades are controldDC includes determinants of
demand conditionsSTRUC the structure of the labour market (which influesicthe speed of
adjustment to structural change or demand and gugipbcks) andNST a range of institutional
arrangements.

The analysis consists of an aggregate impact apiprbased on a pooled cross-country and time-
series database for 31 advanced countries withyygdormation during the period 1985-2010. The
long time series allows increasing the number skeobations and providing greater statistical power.

% Bassanini and Duval (2006) and Scarpetta (19%6) ahalyse the effects of ALMPs on unemploymentfeo
cross-country perspective but not as their mainedbje. Their central aim is to unveil the effedf
institutional settings on unemployment and thereftiiey include ALMPs as a single variable or as an
interaction.

*In fact, there are a number of studies that hameessfully used these techniques in internatienairical
analysis of labour market policies other than ALMBshuc and Carcillo (2011), for example, used M a
GMM methods in their cross-country analysis of shisne work arrangements during the 2008 recestion
treat the endogeneity bias that plagued their r@stoth IV and GMM methods yielded stable results,
successfully correcting the endogeneity bias. $indlar study (using somewhat different estimatitnategies),
Hijzen and Martin (2013) address the problem ofogresheity through the use of an instrumental vagidbt
short-time work based on the number of years faclwh scheme has been in existence.
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3.2 Selection of variables and hypotheses

Dependant variables

Seven indicators were selected as dependant wesiaflhe first three measure labour market
outcomes of the overall population and includeuhemployment rate, the employment-to-population
ratio and the labour force participation rate (LFPRhe first indicator allows measuring the effeats
ALMPs on the long-term level of the unemploymerteraut will not say much about whether its
reduction is accompanied by higher employment ghdwi inactivity. To get the complete picture, the
participation rate is taken into account to assiessmpact of policies in bringing people backhe t
labour market and the employment rate to evalubtgr teffect in bringing people back to
employment.

Regarding the specific effects of policies on labmarket outcomes of low-skilled individuals, as
with the first model, | use the unemployment, ergpient and labour force participation rates of low-
skilled individuals as dependant variables. In &ddj | include the share of low-skilled unemployed
individuals as a percentage of total unemploymertaike into account the effects of policies on the
“structuralization” of lack of skills in the laboumarket (Schmid et al., 2001). This is based on the
assumption that the higher the concentration ompleyment on the low-skilled, the higher the real
wage rigidity and the higher the persistence ofuthemployment rate — i.e. wages at the lower end
are not flexible due to labour institutions in @ao charge of protecting low-wage incomes (Nickell
and Bell, 1997). This last equation would test \wwketALMPs are providing incentives to workers for
acquiring new skills or to enterprises for enhagdhne demand for low-skilled labour.

Policy intervention

As discussed above, a correct representation gbdhiey stance of governments — on which base it
will be anchored the definition of the policy vdiia — is the first fundamental step to tackle the
endogeneity problem that is so common in policylyeses. | assume in this paper that the medium-
term policy reaction function of governments regagdALMP spending is based on a fixed level of
expenditure per unemployed individual — which cobkl somewhat adjusted based on a cyclical
component (Layard et al., 1991). This would implypasitive correlation between total ALMP

spending and unemployment but a negative correldiietween ALMP spending per unemployed
individual and unemployment, which is in fact these for the panel of countries analysed in this

paper.

Following this policy stance, the policy intervemtimeasure computed for the analysis is defined as
real expenditure on ALMPs per unemployed persorylgte 1993; Bellmann and Jackman, 1996b).
Importantly, different policies can produce differeffects depending on their objective, design and
population targeted (Appendix 1). To take accounthese different effects, total ALMP spending
was broken down in three different categories, wiaie explained in detail in Section 4.

Implementation

Moreover, it can be expected that the design amieimentation of ALMPs will shape their overall
effects. Indeed, the benefits of policies can luced or cancelled if they are badly targeted and

® The ratio of government expenditure in ALMPs to F5Bas also been used in the past as discussed above
(OECD, 1993). In this paper, this definition do@s seem to represent the correct policy stanceeémments
since in our sample of countries the ratio of ALMB$DP does not remain constant over time. Itidesleven
when considering periods of economic growth only.
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implemented, regardless of the expected positifexsf and the magnitude of resources allocated (de
Koning, 1993)

With this in mind, three different aspects of impkntation have been included in the analysis. First
I include the magnitude of resources allocatech®implementation of policies (proxied by public
expenditure on programme administration, PES)s Itoi be expected that policies will be more
effective in countries that have higher spending ppagramme administration per unemployed
individual, since that would imply that programmeaes better resourced and that their administration
is better equipped to deliver employment servidisiently.

In addition, continuity and timing of implementatithave been included in the analysis. Continuity
matters since large fluctuations in public spendfng. exceeding cyclical swings) are likely to
compromise the stability needed for implementatiamich would be detrimental in terms of
effectiveness (Schmid, 1996). The timing is impotrt@o and higher effectiveness could be expected
from policies that are implemented in a countercgtimanner (i.e. spending on ALMPs that runs in
opposite direction of the economic trend and pelrétl changes in the unemployment rate).

Demand conditions

Moreover, it is assumed in the literature that dverall and low-skilled unemployment rates are
determined by demand conditions, which | illustratehe paper by the growth rate of GDP. It is
expected that an increasing demand should redeckevkl of unemployment or at least slow down
its growth, although the effect may not be immesliat

Structure of the labour market

The structure of national labour markets is take#o account as well since it can influence strwadtur
changes and the speed of adjustment to shocks. chacacteristics of the labour market are
especially interesting for this analysis. Firstintlude the concentration of the population on a
particular skill level, measured by the share @& population with tertiary education. It can be
assumed that the higher the concentration of thle-skilled, the easier it would be for policiesb®
effective since highly educated individuals haveenorobabilities to find a job. Moreover, | include
the middle- and high-skilled unemployment ratesaoatrol for the effects of large unemployment
differences across skill groups.

Institutional arrangements

Controls for differences in institutional arrangen® that can affect wage bargaining and
macroeconomic performance were also included ireltenation. Union density (the proportion of

workforce unionized) is included to control for iighsr power in wage bargaining, which may push
wages upwards at a cost of lower employment edheé groups whose labour supply is more

elastic (e.g. low-skilled workers) (Layard et @08). Moreover, the OECD index for the strictnels o

EPL for the layoff of temporary workers was inclddégemporary layoff regulation can reduce search
effectiveness of the unemployed since workers vase kheir jobs can be recalled, with detrimental
consequences on the level of employment (BellmanJackman, 1996Db).

® However, results were not robust when both ratesewused in the analysis, thus the middle-skilled
unemployment rate was dropped to avoid the presafncwilticollinearity.
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Pure control variables

Finally, EU countries have a relatively integratedour market due to a relative freedom in the
movement of workers. To control for this specialtéee of the European labour market, a dummy
variable was added taking the value of 1 for caestihat are members of the European Union.

3.3 Empirical strategy

Seven different models were estimated to measwreeffectiveness of ALMPs. The first three
measure the effects of ALMPs on labour market cug®of the overall population and the other four
the effects on the specific target group of thialgsis, the low-skilled.For each specification, fixed
effects, random effects and pooled ordinary leagptases (OLS) models were estimated. The
suitability of the random- or fixed-effects specdiion was examined by the Hausman test. In certain
cases (employment rate, LFPR, low-skilled employtmate and low-skilled LFPR) a correlation of
the entities’ error terms with the regressors wamdl, which invalidated the use of random effects.
Fixed-effect models were used in these four cases.

Moreover, serial correlation is usually expectedriacro panels with long time series like the one
used in this paper, especially as a result of owmitvariables that change gradually over time
(Lusinyan and Bonato, 2007). | use the Lagrangetiplidr test (Wooldridge, 2002; Drukker, 2003)
and the Arellano-Bond post-estimation techniquagrfRoodman, 2006) to test for serial correlation
in the idiosyncratic error terms. In all casesnié hypothesis was rejected, concluding that thiad
suffered from first order autocorrelation. In tlesntext, OLS, random- and fixed-effects models are
biased and/or inconsistent, since they underestistandard errors of the coefficients. To accoont f
this, an additional estimator was used in all dp=tions: a feasible generalized least squareseiod
(GLS) fitted for panel data. This estimator allofes the assessment in the presence of AR1
autocorrelation within panels, cross-sectionalaation and heteroskedasticity across panels. Resul
of the pooled ordinary least squares model (OL®)S @either fixed- or random-effects), and FGLS
with AR1 correction are detailed in columns 1, 21 &8 respectively, of the tables presented in
Appendix 5.

In addition, as discussed above, given the spatiific of the models and the shape of the policy
variables, it can be expected that the differetitmnegions will suffer from reverse causality. Inded

is not only ALMPs that affect unemployment but itaynalso be the case that changes in
unemployment could influence expenditure in ALMPsthis event, it has been widely demonstrated
that coefficients estimated through OLS and GLShinlge inconsistent and biased. Some authors
have dealt with this problem by either normaliziAgMPs to a fixed fraction of GDP over the
medium-term or by using country-specific average8LdVIP expenditures over the period analysed.
Neither solution is optimal in my view: the formassumes a policy stance that is not a correct
representation of reality (at least in the panat@afntries used for this study, as discussed alanat)
the latter eliminates the time varying propertytioé variables of analysis, something that seems
incorrect giving the long period studied. To addrése specification problem caused by endogeneity
and take account of the presence of heteroskeitigst final estimation was carried out
instrumenting (i.e. finding variables correlatedhwihe endogenous variables, but not correlateld wit

" The augmented Dickey-Fuller test was used to obfwr the non-stationarity of dependent variablesall
cases (but one) the tests rejected the null hypethef non-stationarity at 1 and 5 per cent levidie. exception
was the variablshare of low-skilled unemployed individualich did not pass the test and can be therefore
assumed to be non-stationary.
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the error term) policy variables through a 2-stéggst squares (2SLS) estimator. The complete
discussion of this estimation and the tests anmiiopiused are discussed in section 5.3 and prekente
in Appendix 6.

4. Data and descriptive statistics

4.1 Construction of the database

The variables used in the analysis draw from diffiersources of information. The exact definitions
and sources can be found in Appendix 2. Labour etaviariables €mployment, unemployment,
labour force and working age populatipfor the overall population for the 31 countriesmbysed in
this paper were collected from the Labour ForcevSudataset of OECH.

The low-skilled unemployment ratand employment-to-population ratidraw from the Eurostat
database for the 23 European countries for whibbrrimation is available in this dataset. To draw
information for the low-skilled unemployment ratetbe remaining countries, | used ILO databases
for Australia, Canada, Israel, Mexico and the UWhiftates; and national sources for Japan, Korea and
New Zealand. Regarding the low-skilled employmeatter | used OECD Education at Glance
indicators (2004—-2012) to gather information forskalia, Israel and Mexico, and national sources
for Canada, Japan, Korea, New Zealand and the dUBii&tes. TheFPRwas calculated on the basis
of the unemployment and employment rates. Fintllg,share of low-skilled unemployed individuals
as a percentage of total unemployment was gathieosd the World Bank World Development
Indicators database, which contains informationtlfier whole sample of countries, although not for
all years — e.g. the latest year for which infororais available is 2008.

Skill level is measured by the level of educaticsihinment as defined by the International Stasthdar
Classification of Education (ISCED) (UNESCO, 199%3%. such, the low-skilled in this paper include
individuals with pre-primary, primary and lower sedary education (levels 0-2 of ISCED); the
middle-skilled those with upper secondary and gesbndary non-tertiary education (levels 3-4); and
the high-skilled those that have finalized tertiaducation (levels 5-6). The definition of the adte

in countries where information was gathered frortiomal sources varies slightly. In Japan, low-
skilled individuals are those with primary schgakior or senior high school; middle-skilled those
with junior college; and high-skilled individualbat have coursed college or university, including
graduate school. In Korea, low-skilled are middtaeol graduates and below, middle-skilled are high
school graduates and high-skilled are college andetsity graduates. In New Zealand, low-skilled
are individuals with no school qualification, mideitkilled those with either school qualification or
post school but no school qualification and highiestt those with post school and school
gualification. Finally, the low skilled category @anada and the United States includes individuals
with no schooling and persons who received somedicty but did not obtain a secondary or high-
school diploma.

Policy intervention variables derive from OECD Emphent Outlook databases. Policy categories
used in this paper thus follow the OECD classifaratind definitions. These categories include:

8 All variables obtained from OECD were gatheredfr@ECD.Stat, which is an online repository of caal
metadata for OECD countries and selected non-meadmromies.

® KILM (Key Indicators of the Labour Market) and ILStat.
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e Training Consists of targeted training programmes inclgdimstitutional, workplace and
integrated training and special support for apjpceships.

* Job rotation and job sharingincludes measures that promote the full substitubf an
employee by an individual (unemployed or not) franother target group for a fixed period.
Job sharing schemes include all measures that exgmthe partial substitution of employees
by an individual (unemployed or not) from anothreget group.

* Employment incentivefncludes recruitment and employment maintenanceritives.

» Supported employment and rehabilitatigonsists of subsidies for the hiring of individual
with a long-term or permanently reduced capacity work, and for the vocational
rehabilitation of people with a reduced working @eipy.

» Direct job creation: Includes measures aimed to create additional fobghe long-term
unemployed or individuals otherwise difficult taapk. Jobs created are usually of community
benefit and are usually located in the public on-peoofit sectors. This should not include
support for lifetime protected work in a non-protive environment.

» Start-up incentivesincludes measures that encourage entreprenewasiopg unemployed
and other target groups.

Measures included in the analysis are restrictadrgeted policies. This excludes measures that are
generally available such as in-work benefits foreahployees whose income fall below a threshold,
or training and apprenticeship programmes thagaresrally available to employed adults or youth.
Appendix 3 illustrates how country-specific poliiit the ALMP categories described above.

For each category, the variable computed was defasereal expenditure per unemployed person,
following the policy stance analysis discussed ab&or comparability across countries, expenditures
were converted to international dollars using pasifig power parity (PPP) exchange rates. In order
to deal with the multicollinearity arising betweenlicy variables, a cluster was computgalicy
clustel bringing together training, employment incentivespported employment and rehabilitation,
and direct job creation policies.

One of the novelties of the analysis presentetlimygaper is the inclusion of implementation-radate
variables in the analysis of the effectiveness @&fM®Rs. Three performance indicators were
constructed capturing three different dimensionsngflementation:allocation of resources to the
implementation of policigscontinuity and timing in the implementation ofogrammes. The first
dimension is measured by the overall expenditurgrogramme administratidhas a percentage of
total expenditure in ALMPs. Second, following Scln{i996),continuityin the implementation of
programmes is measured by the dynamics of ALMP mdip&re, i.e. large annual variation in
spending (fluctuations that exceed cyclical swingguld be the antithesis of continuity in
implementation. This variation was captured byd#erence between the fluctuations (measured by
the standard deviation) in real GDP growth and ghewth rate of ALMP spending. Third, as
explained above, the varialiening measures whether policies are implemented in ateoyclical

10 Which is defined by governments’ expenditure irblRuEmployment Services and includes: (i) public
expenditure in placement and related servicesbéiefit administration, and (iii) other servicesl activities,
including both, the budget of institutions that mge placement and related services and ALMPs kaottak
budget of institutions that administer unemploymemd early retirement benefits. It is importanhtdge that in
some countries the share of expenditure in PESesponding to the latter two subcategories might be
significant. For example, Belgium, Italy, New Zaadaand the United States have a significant shi(&) an
their total PES. Moreover, Canada, Czech Republiance, Mexico, Poland, Portugal, Slovak Repubtid a
Spain, have a significant portion of (iii); andimeland the mix of both categories represents thgdst share.
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or pro-cyclical manner (Schmid, 1996). To asse#s the regression coefficients between ALMP

spending and both output and unemployment weraileaésl. A dummy variable was then created

taking the value of 1 if expenditure on ALMPs raarallel to changes in the unemployment rate and
counter the economic trend (i.e. policies that vienyg@emented counter-cyclically) and 0 otherwise.

Regarding thelemand conditionsariable, GDP was drawn from the National Accow#stion of
OECD Economic Outlook dataset. In addition, as @xgld above, two aspects of the labour market
are included to control for the structure of thbolar market: (i) theshare of the population with
tertiary educationwas gathered from the World Bank World Developmiedicators database; (ii)
the middle- and high-skilled unemployment rdi@®w the same sources used for the low-skilled
unemployment rates. Finally, the two institutiormatangement variables (i.e. union density and
strictness of employment protection for temporampyment) are drawn, respectively, from the
ICTWSS™ and EPL databases of the OECD. EPL is measurafiksjon 1 of the indicator given that

it contains annual information since 1985 (althotlghk version does not incorporate all the datagte
included in Version 3)

The analysis is based on data for 31 OECD countves the 25-year period 1985-2010, which
yields a total of 806 observations. Yet, informatie not usually available for all countries foreey
year so most of the regressions are based on é&esmiata set. For example, the number of countries
is reduced to 27 when using the FGLS estimator wotinection for first-order autocorrelation (i.eet
preferred specification) due to the unavailabilify information aboutunion densityand EPL for
temporary workergor Israel, Estonia, Luxembourg and Slovenia.

4.2 Evolution of ALMPs

Since the 1990s there has been a growing intemeattivation measures. Today, expenditure in
ALMPs is sizeable in most advanced economies andreges to increase. Between 2004 and 2009,
ALMP expenditure grew continuously at an averageuah rate of 5.8 per cent, reaching an

accumulated growth of 32.5 per cent and a totahdipg of US$176.5 billion (PPP) in the five years

to 2009. Only in 2010, this expansion was interedpand ALMP spending fell by close to 0.7 per

cent (Figure 1).

ALMP spending per unemployed individual has alsoreased in a sustained manner — by an
accumulated 25.5 per cent between 2004 and 2008008 and 2010, however, this upward trend
ended abruptly due to the rise in the number ofmpieyed as a consequence of the crisis.

1 vVisser (2011).

2 This is, item 16 (authorisation and reporting iegments for TWAs) and 17 (equal treatment for TWA
workers) (vww.oecd.org/employment/protectipn
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Figure 1. Evolution of total expenditure on ALMPs, 2004-2010
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In terms of the distribution of expenditure by typk policy, an important share of spending on
ALMPs (excluding PES and administration) remain@hoentrated in training measures, which
represented close to 39 per cent of the total k02Figure 2). Spending in employment incentives,
direct job creation and supported employment ahdbiitation measures also represented prominent
shares with 22.2, 16.8 and 15.7 per cent, respgtiMeanwhile, the share of expenditure in start-u
incentives was much lower — at 6.2 per cent ofl lexpenditure — and that of job rotation and job
sharing programmes was negligible. Relative to 2804 different types of policies have maintained
their relative importance, with minor exceptionsr Fexample, a small decrease in the share of
spending in supported employment and rehabilitatieeasures seems to have given way to an
increase in spending in direct job creation.

The overall growth in expenditure on ALMPs durihg period 2004-2010 was driven by training, in
spite of a decrease in its share in 2010. It adeoufor one-third of the total increase in ALMP
spending (excluding PES and administration) duthrey period. Employment incentives and direct-
job-creation measures are the second and thirces®wf growth in ALMP expenditure, accounting
for around 27 and 24.5 per cent of the total ireeeaespectively. Conversely, spending in supported
employment and rehabilitation fell during the pdrithus its contribution to growth only accounted
for 7.7 per cent.

In sum, training continues to be the preferred tdaovernments to address labour market problems
in advanced countries. Meanwhile, employment irgeatand direct-job-creation measures have
become more prominent. The remaining of this seatdl test whether targeting spending towards

these priority policies would be the most effectivay to address labour market challenges and
imbalances.
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Figure 2. Share of the expenditure by type of ALMP in 2004 and 2010 and in
the change between 2004-2010 (percentages of total ALMP expenditure*)
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4.3 Descriptive statistics

| Start-up incentives

m Direct job creation

Supported employment
and rehabilitation

® Employment incentives

m Job rotation and job
sharing

Training

A summary of basic descriptive statistics of theialdles used in the analysis are presented in
Appendix 4. Importantly, as shown by the pairwiserelations, implementation variables are closely
related to policy intervention ones. This is to dected since the effect of policy interventions
depends on the quality of implementation. To awiahisspecification arising from the omission of
these relationships, a number of interaction temee tested through individual and joint teststher
non-significance of interactions terms. Three iattions proved significant indicating they shouéd b
added to the model to ensure a correct specifitatiaster * PES allocationcluster * timing cluster

* continuity.” Finally, an additional interaction term was addedween the variableSycle and
timing to capture the fact that countercyclical policiesyrbe more or less effective depending on the

moment of the

economic cycle

13 Omitting relevant interaction terms would constrtie partial derivatives of bofolicy Clusterand the three
implementation variables to be constant rather temying, as they would be for the equation inahgdthe
interaction terms (Baum, 2006, p. 125).
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5. Econometric results

5.1 Description of results

Tables 1, 2, 3 and 4 below report the effects ofViRIs expenditures on thenemployment
employmenandlabour force participation ratefLFPR) of the overall and low-skilled populatiomda
on theshare of low-skilled unemployed individua#dl models presented in these tables report tesul
estimated by FGLS with AR1 correction, which is freferred specification. For each parameter,
interactions were added one by one to check whe#selts change with each addition. This allows
flagging the size of variations due to the inclasf interaction terms, which in most cases are
correlated with the underlying explanatory variabfe

Effects on the unemployment rate

Estimates relative to the unemployment rate arsgmted in Table 1. Results show that piodicy
cluster (i.e. public expenditure in training, employmemcentives, supported employment and
rehabilitation and direct job creation measures}y hasignificant negative effect on the total
unemployment rate and the unemployment rate offotveskilled. The effect of start-up incentives on
the unemployment rates of both groups is also negand significant. Finally, job rotation and job
sharing has a negative but non-significant effectle unemployment rate of these groups, which
might be due to the fact that expenditure in thedeies is small in relative terms. Interestingty,
general, ALMPs seem to be more effective in redyitire unemployment rate of the low skilled than
that of the overall population.

These findings are consistent with empirical evidns carried out using micro data, which suggest
that job-search assistance and classroom and gokhteaining are especially effective (Card et al.
2010; Kluve et al., 2008). In fact, job-search stssice appears to be more effective than traimng i
the short term, whilst in the medium term the dffettraining tends to increase due to gains to
human capital (Card et al., 2010; Hotz et al., 2086bsidized employment programmes can also be
effective, sometimes even exceeding the effectstraining (Kluve, 2010), but this is not
systematically the case in the literature.

Importantly, implementation seems to matter todsiRg theshare of PES in total ALMP expenditure
has a reducing effect on the unemployment rateott lpopulation groups, although this effect is
significantly different from zero only in the casé the overall unemployment rate. This finding
supports the conclusions from a number of micraaeotetric studies carried out in OECD countries
that show consistently positive outcomes from itimgsin PES (Martin and Grubb, 2001). The
variabletiming, which measures whether policies are implementeddountercyclical or procyclical
manner, matters too, implying that countercyclipalicies (iming=1) have an unemployment
reducing effect. Finally, the effect of policgntinuityis significant only in the case of the low-skilled
and has a negative effect as well but only onceybke-timinginteraction is included.

* Note that the analysis is based on 27 countriesellswas dropped from all regressions due to total
unavailability of information about union densifystonia and Luxembourg were dropped because naigéno
temporal information is available on EPL for temggrworkers to carry out the analysis. The sameimed
with Slovenia but with two variables, union densiyd EPL for temporary workers. This is relevant dt
equations presented in tables 1, 2, 3 and 4.
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The interaction otiming with the policy clusteris also significant and has a positive effect loa t
unemployment rate of both population grotipk.suggests that when policies are implementea in
countercyclical mannetifning=1), the unemployment reducing effect of the potityster is lower®
This implies that policies that are implementedcydically have a stronger unemployment reducing
effect during booms but also a stronger unemployraahancing effect during crises. This confirms
the argument in favour of policy continuity thatvesds investing in ALMPs during booms when
resources are available but also during crises vireruinemployed need that support the most. This
argument is also confirmed by tlegcletiming interaction, which is also significant for the low
skilled. It shows that when policies are implemdnteountercyclically, the elasticity of the
unemployment rate to the cycle is lower. Finallg interaction between ttpolicy clusterand the
share of PESs also significant for the low-skilled group, aibonly at the 10 per cent level. It shows
that the unemployment reducing effect of tpelicy clusterbecomes stronger as more ALMP
resources are devoted to PES and administrétion.

Interestingly, the size of the coefficients arisifigm policy and implementation variables once
interactions are included is noticeably higher.sTemonstrates that a correct implementation of
policies (e.g. namely righiming and theallocation of resources to PEE®nhances the unemployment
reducing effect of theolicy cluster

Other control variables — such as of union density,share of the population with tertiary eduagtio
the strictness of employment protection for temporaorkers and the unemployment rate of low-
skilled individuals — also show significant effecfs explained above in more detail, these vargble
have been included in the analysis to control fier $tructure of the national labour markets (which
may affect the speed of adjustment to shocks) andifferences in institutional arrangements (that
can affect wage bargaining and macroeconomic pagnce). Their coefficients will not be analysed
in this paper since their individual effects are [@ast partly) already taken up by the other
explanatory variable¥.

Effects on the employment rate

Table 2 presents the results of the employmentastismations of the two population groups. By and
large, these findings show the mirror image ofuhemployment rate’s results. Thelicy clusterhas
a significant positive effect on the employmentraf the overall and low-skilled populations. The
effect of start-up incentives is also positive this time is only significant for the overall poptibn.
Job rotation and job sharing has again a negativedn-significant effect on both employment rates.

!> The graphic interpretation of the different intetian effects of all estimations is available upequest and in
Table 2 of the Extended Appendix.

16 Given the equation of the interaction effect: ena + b1 cluster + b2 (cluster*timing) + b3 timinge, the
effect of the interaction term when timing=1 is @ivby unr = (b1 + b2)*cluster + b3 and the effettle
interaction term when timing=0 is given by unr =tlister.

71t is important to note that although thelicy cluster*PES allocatiomndcycle*timinginteractions are non-
significant for the overall unemployment rate, thewe been included in the specification givenrdmults of
the joint test of interaction coefficients in favaf their inclusion (i.e. interaction terms arénjty significant).
In this circumstance, a misspecification would goshen considering a reduced version of the modikioat
these interactions (Baum, 2006).

18 In particular, these control variables show sigaift results when used as explanatory variabldsetwo
main policy variablepolicy clusterand start-up incentivesThese results are available upon request and in
Table 3 of the Extended Appendix.
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Finally, in line with previous results, ALMPs se¢mbe more effective in boosting the employment
rate of the low skilled.

Likewise, the impact of implementation variable®wh the mirror image of unemployment rate
estimations. An increasedlocation of resources towards PE®r example, has a positive effect on
the employment rate of both population groups bigt ¢ffect is significantly different from zero gnl
in the case of the overall population’s employmexté. Moreover, the effect of poligontinuityis
positive and significant for both population groupggesting that ALMP spending stability would
have a boosting effect on the employment ratekeobterall and low-skilled populations.

The interaction term between tipwlicy clusterand the allocation of resources to PES is also
significant in the case of the low-skilled and @sjtively correlated. The analysis of this inteiaat
illustrates that as more ALMP resources are aletédwards PES and administration, the favourable
effect of thepolicy clusteron the low-skilled employment rate becomes strarigeaddition, whether
policies are implemented in a countercyclical agyclical manner also influences the magnitude of
the effect of theolicy clusteron the employment rate of both population groujes ipteraction term
betweenpolicy clusterand timing). This interaction term has a negative significaffect on the
employment rate of both population groups, implyithgit when policies are implemented in a
countercyclical mannetifing=1), the employment enhancing effect of fiadicy clusteris lower.
The interpretation of these effects remains theesamin the case of the unemployment rate. This
effect is again confirmed by theycle-timinginteraction, which is significant only for the oa#
population. It suggests that when policies are ém@nted countercyclically, the elasticity of the
employment rate to the cycle is lower.

Effects on the labour force participation rate (LIRP

Likewise, ALMP intervention has significant effedts the LFPR of the overall and low-skilled
populations. Table 3 presents these parameteras8mThepolicy clustervariable is positively and
significantly correlated with the LFPR of both pégdion groups, albeit only at the 10 per cent level
for the low-skilled.

Implementation variables also have some level giiicance. Policycontinuity has a positive and
significant effect on both participation rates. Mover, increasing thadlocation of resources towards
PES has a positive effect on the LFPR of both popatatgroups but this effect is significantly
different from zero only in the case of the ovepalpulation.

The interaction term between thpolicy clusterand theallocation of resources to PEB also
significant in the case of the low-skilled partigijpn rate and is positively correlated. As it whas
case with the low-skilled employment and unemployimeates, the analysis of this interaction’s
parameter illustrates that as more ALMP resouraesdevoted to PES and administration, the
favourable effect of thepolicy cluster on the low-skilled participation rate becomes rafer.
Similarly, the cluster-timinginteraction is significant only for the low skileand has a negative
effect, in line with the low-skilled employment e&t findings. The analysis and interpretation @ th
effect is the same as in the case of the employedtunemployment rates. Finally, the effect of
ALMPs is enhanced when interactions are includetiéranalysis’

9t is important to note, that in the case of thePR of the overall population individual and joiests for the
non-significance of interactions terms could notéjected so all interactions were dropped fromettpgation.
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Effect on the share of low-skilled unemployed iioldials

Table 4 presents the parameter estimates faghtaee of low-skilled unemployed individualsowing
that ALMPs have also the potential for reducing iegative “structuralization” of unemployment on
weaker groups of the labour market, in this caeddiv-skilled. Yet, unlike the other models, orihet
policy clusterand theiming of the intervention show significant results, regain both cases.

A note of caution is in order regarding the robastof this last model since results did not always
hold across the different estimations, mainly ia tase of estimations that did not include country
dummies. This might be explained by the fact timat $tructure of unemployment is particularly
heterogeneous across countries. Country dummies thes included in the OLS and FGLS (AR1)
estimations to account for the unexplained coutdrgeuntry variation. Adding country dummies,
however, has the risk of saturating the modelt ean be seen by the size of variance in model (1).

5.2 Interpretation of results

To provide an interpretation of the magnitude & #ffects discussed above, | use the coefficiemts o
the first columns of tables 1 to 4 (which show efifeof policy variables before adding the
interactions) as basis for some calculations. Adiogrto the results, increasing an additional shashd
deviation in thepolicy cluster(US$4.8 thousand [PPP] per unemployed) would redbe overall
unemployment rate by around 2 percentage pointshtentbw-skilled unemployment rate by close to
3 percentage points. Importantly, the effect wobkdmore important for the low-skilled since this
increase in spending would be accompanied by aedserof 1.5 percentage points in the share of
low-skilled unemployed individuals (in total unerapment). In terms of employment, raising one
standard deviation the expenditure on these psligieuld boost the overall employment rate by
around 2.1 percentage points and the employmeatafathe low-skilled by 2.7 percentage points.
Finally, this would be associated with an increas¢he LFPR of the two groups by 1.6 and 1.7
percentage points, respectively. Importantly, imegal, ALMPs seem to be more effective in
improving labour market outcomes of the low skilld@dhis seems intuitively correct, first, because
most policies are targeted towards this more disatdhged group; and second, because higher-skilled
individuals are expected to be better equippednid jbbs by themselves and so policies targeted to
them appear less effective due a potential deadhivizigs.

The effect of start-up incentives is also non-rgle, albeit less significant in the case of the |
skilled. An increase by one standard deviation (USS[PPP] per unemployment) in expenditure
allocated to start-up incentives would be accongziby a 0.43 and 0.62 percentage points decrease
in the unemployment rates of the overall and loilesk populations, respectively. In terms of
employment, this increase in spending would raigeemployment rate of the overall population by
0.29 percentages points.

Importantly, as shown above, implementation has significant effects. For example, an increase by
one percentage point in the share of PES (in #itallP expenditure) would be associated with a
decrease of 3.3 percentage points in the overaiinployment rate, and an increase by 4.2 and 3.5
percentage points in the overall employment andigiaation rates, respectively. Moreover, a
disruption of policy continuity is associated withreduction of 0.17 and 0.14 percentage pointlén t
overall and low-skilled employment rates, respedyivit would also affect negatively the overalbdan
low-skilled labour force participation rates by D.4nd 0.16 percentage points, respectively.

The size of effects arising from policy and implemnation variables, once interactions are incluéed,
higher. This means that the interaction of the telu®f policies with the right implementation
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measures (e.g. namely right timing of policies ahd share of PES spending) enhances their
unemployment reducing effect. These effects caatiodbuted to the benefits of individualised seevic
delivery in the case of more generous job searclditons (Gaure et al. 2012; Kluve, 2010), while
continuity in implementation can generate mutuasttbetween labour market actors and employment
service agencies. Moreover, some of the implementatriables become significant only once these
interactions are in place.

In more detail, these results suggest that a cpwvith a 10 per cent rate of unemployment (such as
France or the United States in 2010) would neespémd around US$25,000 (PPP) in policy cluster-
type measures for every fewer unemployed — i.audied 0.4 for every 10 unemployed would cost
US$10,000 (PPP) in a country with an unemploymat# of 10 per cent. Following the same logic,
this same country would need to spend around US83BPP) in start-up incentives for every fewer
unemployed. According to thisstart-up incentiveswould be more effective in reducing
unemployment than thpolicy cluster This finding is in line with results from micraenometric
analyses showing that start-up incentives arecagsd with a “double dividend” if subsidized firms
create more jobs in the future (Caliendo and K{&013; Schmid, 2013). Unfortunately, countries
usually spend less on start-up incentives, in pactuse it is commonly believed that these policies
benefit more the higher skilled who also need g®gernment assistance. This lower expenditure
would mean that attaining efficient levels of spegdper unemployed individual would probably be
more challenging. France, for example, would needise its expenditure per unemployed individual
— relative to its 2010 expenditure — by over 27d &85 per cent, respectively, in tokister of
policiesandstart-up incentivedf the country is to attain the necessary levelstifiese policies to be
the most effective. Importantly, recognition of thenefits of supporting new entrepreneurs has
increased. France and the United Kingdom, for exemipave new start-up incentives in place
following the 2007 economic crisis (NACRE and Stapt Loans Scheme, respectively), which focus
on offering longer-term financial, mentoring andildw-up assistance to entrepreneurs looking td star
or rescue a business.

To put these numbers in perspective, one could aocenhe efficient levels of spending in ALMPs
presented above with costs for alternative optigmwvernments would have for supporting
unemployed individuals. For example, the annualiarethbour cost per employee in France in 2010
was around US$38,500 (PPP), which would suggedt ghanding in ALMPs would be both
economically and socially more efficient than havithe government employ these people directly.
Moreover, keeping these unemployed individualschttd to the benefit system has also costs for the
government and for society as a whole. Specificily France, in 2010 the cost for socfétpf
having one unemployed under the out-of-work maimtee and support income was around
US$12,800 (PPP) per participant. In addition, tlewegnment spent over US$7,300 (PPP) per
participant in 2010 in income support measures)cally for the unemployed that had exhausted
their entitlement to unemployment benefitémportantly, the longer individuals are unemployed
less likely it is for them to find jobs without &since. As such, activation measures will be
nevertheless needed to facilitate the return tkwbthese long-term unemployed individuals.

2 This mainly includes the cost of the unemploymiestirance system, but also the 50 per cent ofikeial
employment assistance programme (AEPE) bared byrieenployment insurance system; and the 40 per cent
specific solidarity allowance and pension equivaldlowance financed by the solidarity contribugoot State
employees (Author’s calculations based on Euro2€it3b).

21 This includes the cost of the partial unemploymsaiteme (transferred to enterprises), the tempatalgy
allowance (ATA), the 50% of the special employmasgistance (AEPE) bared by the Central governrasit;
the 60% of specific solidarity and pension equimtikdlowances financed by the State budget (lbid).
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Table 1. Regression results on the unemployment rate adding one interaction at a time

Unemployment rate

L ow-skilled unemployment rate

No interaction Only first Only second Only third Complete No interaction Only first Only second Only third Complete
(1) interact. (2) interact. (3) interact. (4) model (5) (1) interact. (2) interact. (3) interact. (4) model (5)
Cluster (Policy 1) -0.387*** -0.321*** -2.073%* -0.394*** -2.023*** -0.568*** -0.331** -3.130*** -0.584*** -2.968***
(0.0373) (0.0701) (0.239) (0.0372) (0.245) (0.0825) (0.165) (0.493) (0.0808) (0.515)
Job rotation and job sharing -0.736 -0.834 -0.830 -0.716 -0.905 0.245 -0.0957 00760 0.320 -0.231
(Policy 2) (0.576) (0.580) (0.558) (0.589) (0.554) (1.257) 2p6) (1.106) (1.241) (1.164)
S e (Paley D) -3.065*** -3.137** -2.158%*** -2.998*** -2.320%* -4.423** -4.926*** -2.866* -5.257%** -3.856**
(0.768) (0.767) (0.750) (0.782) (0.740) (1.802) (1.772) (1.652) (1.785) (1.725)
N . -0.323 -0.315 -1.015 -1.089*
Cluster * PES allocation (0.291) (0.278) (0.634) (0.601)
Cluster * Timing 1.707** 1.722%* 2.617** 2.675%*
(0.240) (0.238) (0.494) (0.494)
PES allocation -3.298*** -2.897*** -4.564%* -3.451%* -4.096*** - 2.005 -0.601 -3.865* -2.200 -2.633
(1.008) (1.063) (0.967) (1.005) (1.018) (2.228) 383) (2.096) (2.183) (2.251)
Qe s T 0.0102 0.0112 0.00602 0.000672 0.000143 0.0104 0.0210 0.0247 -0.192%** -0.155**
(0.0146) (0.0145) (0.0138) (0.0155) (0.0146) (0.0437) (0.0442) (0.0435) (0.0641) (0.0607)
Correct timing of policies -1.432* -1.394* -3.110%** -1.166 -2.930%** -2.558* -2.500* -6.097*** 0.0230 -3.625**
(0.828) (0.837) (0.770) (0.772) (0.810) (1.335) 370) (1.533) (1.428) (1.543)
Cycle * Timing -2.73e-06 -3.10e-06 -1.90e-05*** -1.79e-05***
(2.02e-06) (2.01e-06) (4.54e-06) (4.37e-06)
Growth rate of real GDP -0.0528** -0.0523* -0.0580* -0.0512* -0.0569** -0185 -0.0245 -0.0365 -0.0304 -0.0354
(0.0266) (0.0265) (0.0258) (0.0273) (0.0253) (0168 (0.0654) (0.0596) (0.0673) (0.0622)
Population with tertiary 0.0125 0.0126 0.0211* 0.0155 0.0240** 0.0145 0.0156 0.0338 0.0398* 0.0592+***
education (0.0111) (0.0111) (0.0104) (0.0111) (0.0107) (0.0228) (0.0227) (0.0222) (0.0231) (0.0224)
Union density 0.0431%** 0.0416%** 0.0245* 0.0345** 0.0212 0.0497* 0.0409 0.0342 0.0338 0.00771
(0.0152) (0.0154) (0.0136) (0.0143) (0.0145) (0126 (0.0274) (0.0274) (0.0256) (0.0259)
ZPIL o (e -0.117 -0.137 -0.0755 -0.0957 -0.101 -1.277** -1.242%* -1.095%** -1.186*** -1.079%**
(0.271) (0.272) (0.159) (0.167) (0.161) (0.334) (0.334) (0.325) (0.326) (0.313)
EU 3.404%*** 3.433%* 3.821%* 3.319%* 3.620%** 6.293*** 6.339** 6.716*** 6.124%* 6.752%**
(0.755) (0.764) (0.665) (0.704) (0.709) (1.164) 20D) (1.234) (1.125) (1.117)
o 7.357%* 7.313%* 9.041%** 7.385*** 8.991*** 13.24%* 13.09%** 15.78*** 8.788*** 11.64%*
(1.255) (1.262) (1.163) (1.196) (1.189) (2.340) (2.362) (2.385) (2.511) (2.459)
Observations 452 452 452 452 452 336 336 336 336 6 33
Number of countries 27 27 27 27 27 27 27 27 27 27

Notes for all tables: Standard errors are in paesgs. Significance levels: *significant at 10 @emt; **significant at 5 per cent; ***significant & per cent. All models have been estimated by FGL
with AR1 correction (preferred specification). Timedel relative to the share of low-skilled unempldyndividuals also includes country dummies.
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Table 2. Regression results on the employment rate adding one interaction at a time

Employment rate

L ow-skilled employment rate

No interaction Only first Only second Only third Complete No interaction Only first Only second Only third Complete

Q) interact. (2) interact. (3) interact. (4) model (5) Q) interact. (2) interact. (3) interact. (4) model (5)

Cluster (Policy 1) 0.436*** 0.390*** 1.396*** 0.463*** 1.167** 0.563*** 0.190 1.701%* 0.685*** 1.850***
(0.0527) (0.100) (0.314) (0.0529) (0.346) (0.110) (0.199) (0.644) (0.118) (0.712)

Job rotation and job sharing  -0.883 -0.826 -0.773 -1.056 -0.832 -1.264 -0.696 .999 -1.926 -0.908

(Policy 2) (0.7112) (0.725) (0.682) (0.745) (0.724) (1.389) 36p) (1.300) (1.609) (1.497)
S e (Paley D) 2.085** 2.198** 1.559* 2.282* 1.898** 1.146 1.762 0.558 1.929 1.577
(0.947) (0.963) (0.923) (0.975) (0.967) (1.891) (1.889) (1.800) (2.134) (2.030)

N . 0.220 0.297 1.672* 1.826**
Cluster * PES allocation (0.381) (0.378) (0.754) (0.799)
Cluster * Timing -0.979*** -0.791** -1.189* -1.638**

(0.311) (0.330) (0.638) (0.682)
PES allocation 4.153%* 3.917 % 4.658** 4.043%* 4.120%** 3.103 0.870 3.745 4.182 2.443
(1.232) (1.328) (1.215) (1.256) (1.351) (2.673) 812) (2.591) (2.944) (3.012)
Qe s T 0.172%** 0.174%*= 0.159%** 0.213**= 0.191%** 0.135** 0.125** 0.121* 0.236*** 0.183**
(0.0387) (0.0388) (0.0377) (0.0392) (0.0385) (0.0629) (0.0626) (0.0627) (0.0874) (0.0828)
Correct timing of policies -2.901%** -2.989%** -1.448 -5.943%*=* -4.247%* -4.%0%* -4.743** -2.591 -6.666*** -4.052*
(0.943) (0.942) (1.022) (1.061) (1.240) (2.074) orB) (2.328) (2.074) (2.277)
Cycle * Timing 0.00109*** 0.000891*** 7.53e-06 5.26e-06
(0.000251) (0.000267) (6.25e-06) (6.15e-06)
Cycle 6.30e-06** 6.52e-06** 5.51e-06** -0.00108*** -0.088***
(2.80e-06) (2.81e-06) (2.77e-06) (0.000251) (0.88)2
Growth rate of real GDP -0.0265 -0.0273 -0.0204 -0.0355 -0.0283 0.0699 0.0684 0.0813 0.0450 0.0587
(0.0377) (0.0380) (0.0361) (0.0397) (0.0380) (0.0747) (0.0737) (0.0697) (0.0873) (0.0796)
Unemployment rate of the high -0.773*** -0.771%** -0.712%** -0.832%** -0.768*** - 0.585%** -0.563*** -0.523*** -0.540%*** -0.433**
skilled (0.0797) (0.0801) (0.0797) (0.0816) (0.0825) (0)270 (0.169) (0.270) (0.185) (0.182)
it Sl 0.0622*** 0.0647*** 0.0642*** 0.0692*** 0.0730*** 0.0872** 0.100** 0.0907** 0.0945** 0.117***
(0.0173) (0.0176) (0.0174) (0.0161) (0.0168) (0.0408) (0.0411) (0.0425) (0.0379) (0.0395)
EPL for temporary workers -0.655%*** -0.655%** -0.677*= -0.453** -0.516** 2.151%** 2.149%* 1.880*** 2.639%** 2.381%*
(0.203) (0.203) (0.200) (0.206) (0.206) (0.445) 442) (0.438) (0.457) (0.445)
EU -8.606*** -8.651%* -8.712%* -10.08*** -9.932%** -9.361*** -9.570*** -9.365%** -9.761%* -10.10%***
(0.763) (0.760) (0.773) (0.764) (0.783) (1.870) (1.872) (1.995) (1.673) (1.744)
Constant 76.90*** 76.96** 75.15%* 80.71*** 78.57%* 51.43*** 51.60** 49.64%* 52.11%** 49.36***
(1.422) (1.421) (1.495) (1.594) (1.783) (3.163) 143) (3.387) (3.216) (3.354)
Observations 364 364 364 364 364 352 352 352 352 2 35
Number of countries 27 27 27 27 27 27 27 27 27 27
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Table 3. Regression results on the labour force participation rate (LFPR) adding one
interaction at a time

Table 4. Regression results on the share of low-
skilled unemployed individuals adding one
interaction at a time

LFPR Low-skilled LFPR Share of low skilled unemployed individuals
No interaction No interaction Only first Only second Complete No interaction Only first Only second Complete
Q) (1) interact. (2) interact. (3) model (4) () interact. (2) interact. (3) model (4)
. 0.340%** 0.346**= -0.00243 1.569** 1.360* -0.315** -0.723** -1.574* -1.995**
Cluster (Policy 1)
(0.0535) (0.105) (0.192) (0.666) (0.695) (0.157) (0.296) (0.924) (0.955)
Job rotation and job sharing  -1.481* -0.571 -0.0946 -0.559 -0.0841 1.967 2.486 1.781 2.287
(Policy 2) (0.786) (1.319) (1.360) (1.348) (1.404) (2.006) .0pB) (1.988) (2.008)
Start-up incentives (Policy 0.587 -0.0873 0.729 -0.576 0.223 -2.711 -1.121 -1.409 0.175
3) (1.126) (1.998) (2.050) (2.056) (2.130) (3.513) (3.656) (3.594) (3.734)

. . 1.681* 1.736* 1.861 1.816
Cluster * PES allocation (0.736) (0.755) (1.161) (1.153)
Cluster * Timing -1.202* -1.345** 1.261 1.284

(0.657) (0.665) (0.907) (0.903)
. 3.540* 1.171 -0.773 2.321 0.550 2.574 0.190 1.739 -0.586
PES allocation
(1.377) (2.570) (2.757) (2.657) (2.867) (4.302) .5) (4.288) (4.553)
Continuity in 0.112%** 0.157*** 0.152** 0.160*** 0.155** -0.153 -0.140 -0.150 -0.137
implementation (0.0265) (0.0610) (0.0607) (0.0608) (0.0606) (0.133) (0.133) (0.131) (0.132)
Correct timing of policies -3.748%* -4.362** -4.750%* -2.979 -3.246 -12.50** -13.69** -14.98** -16.20**
(0.794) (2.091) (2.044) (2.219) (2.172) (6.159) 188) (6.367) (6.392)
Growth rate of real GDP -0.0705* 0.0438 0.0380 0.0416 0.0341 0.185 0.186 0.188 0.189
(0.0428) (0.0725) (0.0738) (0.0741) (0.0762) (0.119) (0.119) (0.118) (0.118)
Population with tertiary 0.0494** -0.0472 -0.0475 -0.0554* -0.0572* -0.8% -0.0117 0.00846 0.00387
education (0.0139) (0.0298) (0.0298) (0.0302) (0.0304) (D4 (0.0413) (0.0426) (0.0425)
Unemployment rate of the -0.201** -0.0954 -0.0517 0.0135 0.0714 -0.651*** -0.609*** -0.795*** -0.756***
high skilled (0.0840) (0.167) (0.169) (0.178) (0.180) (0.232) (0.233) (0.255) (0.256)
Union density 0.0999%** 0.127%= 0.140*** 0.133*** 0.148%**= 0.154 0.169* 0.170* 0.185*
(0.0156) (0.0402) (0.0398) (0.0396) (0.0390) (@D9 (0.0971) (0.0976) (0.0976)
EPL for temporary workers -0.873*** 1.383*** 1.465%** 1.417%* 1.525%** 1.630** 1.705** 1.581** 1.652**
(0.204) (0.435) (0.435) (0.437) (0.437) (0.785) (0.784) (0.780) (0.779)
EU -7.094%** -7.905*** -8.230*** -8.390*** -8.806*** -26.76*** -26.91%* -27.90%** -28.07***
(0.691) (1.874) (1.830) (1.840) (1.784) (5.949) 915) (5.991) (5.960)
e — 76.04*** 58.87*** 58.91%** 57.23%* 57.05*** 58.00*** 59.20*** 59.78*** 60.95***
(1.461) (3.436) (3.397) (3.510) (3.470) (6.389) (6.417) (6.469) (6.493)
Observations 336 326 326 326 326 306 306 306 306
Number of countries 27 27 27 27 27 27 27 27 27
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The story is different, however, for a country wét?20 per cent unemployment rate such as Spain. In
this country, the necessary expenditureluster policiego reduce by one the number of unemployed
would be over US$50,000 (PPP), which is above tineual median labour cost per employee at
around US$33,400 (PPP) in 2010. In this case,-sfaihcentives would again offer a “bigger bang
for the buck” (around US$6,500 [PPP] for one fewaemployed). Yet, this level of expenditure
would entail an increase of 1,650 per cent of Spa®®10 expenditure in start-up incentives per
unemployed individual, which seems unlikely.

5.3 Sensitivity analysis

This section discusses the robustness checks dlatlieen carried out to evaluate the sensitivity of
the parameters presented in tables 1, 2, 3 andsédbon a number of alternative specifications and
tests.

The use of different samples (i.e. overall and &iited populations) in each labour market equation
as discussed in the previous section, can be anesidis the first robustness check. Results hald an
seem to be coherent between the two populatiorpgraoalysed. Moreover, robustness of results was
checked by excluding key countries (in terms ofriative size of their ALMP expenditure), namely
Denmark, Netherlands and Sweden, and by runningetiressions on EU countries only. With some
exceptions, changing the sample does not seentetotaé big lines of the estimation resdftahe
window of time was also modified to see whetheultssheld when studying only the last decade.
Overall results seem to hold, with two exceptiofisst, the policy clusterreveals a loss of
significance in affecting the share of low-skilledemployed. Second, tla#location of resources to
PES and thetiming of policies no longer affect directly the unempimnt rate but through the
interaction with thepolicy cluster

Reduced estimations were also carried out, althowglults are not provided in this paper. In

particular, | estimated three reduced models faheadependent variable: the first model estimates
only the influence of the three policy intervensiprihe second model tests only implementation
variables; and the third model all the variablele Tescription of results was concentrated on the
estimations of the full model only.

Along with these additional specifications carrimat, a number of tests were included in the main
specifications. First, the augmented Dickey-Fulést was used to control for the non-stationarity o
dependent variables. In all cases (but one) the tepected the null hypotheses of non-stationatity

1 and 5 per cent levels. The exception was theblshare of low-skilled unemployed individuals
which seems to be non-stationary. Moreover, thefeiht models were controlled for
heteroskedasticity using the robust option avadlaBobust results did not differ much from non-
robust results.

The problems of serial correlation, heteroskediygtend endogeneity have been taken especially
seriously and have been dealt with through a nurobeéests and additional estimation techniques.
First of all, the Lagrange-Multiplier test (Wooldge, 2002; Drukker, 2003) and the abar post-
estimation techniqgue (Roodman, 2006) were useagbfor serial correlation in the idiosyncratic
error terms. Given that the results of these testdirmed the presence of first order autocorrergti

%2 These results are available upon request andbite Baof the Extended Appendix.
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all specifications were run with a FGLS estimatshjch allows the assessment in the presence of
AR1 autocorrelation within panels, cross-sectiauatelation and heteroskedasticity across panels.

Moreover, in an effort to address the reverse aaygroblem, a final estimation was carried out
instrumenting (i.e. finding variables correlatedhwihe endogenous variables, but not correlateld wit
error term) two of the three policy variabl@®licy clusterandjob rotation and job sharing® and the
implementation-related variablesontinuity and timing through a 2-stage least squares (2SLS)
estimator. In addition to the other exogenous Wwemof the model, | used two sets of instrumemts i
the analysis. The first one is a set of macroecanamd structural variables includifigcal deficitor
public debt(depending on the specificatioff)inflation, the share of the population with tertiary
education and total expenditure in passive labour market policidédoreover, thedifferenced
unemployment ratevas included in the models explaining the emplayate and the two LFPR and
the variablgerms of tradan the models explaining the unemployment rate-$&illed employment
rate and LFPR. The second is a set of governalbdipted indicators. This second set of instruments
includes two indicators of the colour of the pantg; dummy variableieform, taking the value of 1 if

a reform to ALMPs was put in place in that yeattia country and 0 otherwi$éand a continuous
variable,durable, illustrating the number of years that have pasdede a change in governability
was implemented in the country (Marshall et al.1320 Reformwas excluded from the models
explaining the employment rate, and the two LFPRahee its addition proved to be redundant.
Durablewas also excluded from the two LFPR equationshifersame reason.

Results are presented in Appendix 6 and broadlfircorthe findings discussed in previous sections.
Accounting for the endogeneity of policy and imptartation variables leads to the same effect of the
policy clusterandstart-up incentivesin fact, start-up incentivedecome significant in boosting the
low-skilled participation rate and in reducing steare of low-skilled unemployment. A difference in
the results however, is th@tb rotation and job sharingpecomes significant in most of the equations
(with the exception of the overall employment ratal the low-skilled participation rate) but in an
ambivalent manner. An increase in spending in {hodicy appears to be detrimental for the
unemployment and employment rates, but positivedasting overall participation and in reducing
the share of low-skilled unemployment. This seemtsitive given the aim of these policies, i.e.
promoting a full or partial replacement of an enyel® by an individual (unemployed or not) from
another target group.

Moreover, the allocation of resources towards PHS ajains in significance level in the
specifications related to the low-skilled when instents are added. The same occurs with the
variablecontinuityin implementation, with exception of the low-skdlemployment and the overall
LFPR. Finally, the variabldiming continues to the significant and negatively relatgith the

# The variablestart-up incentivesvas not included among the endogenous variablesuise the results of the C
test of exogeneity did not favour its inclusiondéed, when the orthogonality conditions of the naatgduding
this variable as exogenous were tested, the Gnidisaited robust results.

% To avoid correlation of the instrument with theoerterm, fiscal deficit was used in the unemployinete
and share of low-skilled unemployed equations araip debt in the remaining equations.

% Cabinet composition ,lillustrates the percentage of right-wing or leftig parties (the variable with the
lowest correlation with the dependant variable elagsen for each model) in total cabinet posts, tei by
days in office (Armingeon et al., 2013&)abinet composition 2orresponds to the Schmidt-Index, which takes
a value of 1 to 5 depending on whether there isomiiance of right-wing or left-wing parties in the
composition of cabinets (Armingeon et al., 2013b).

% fRDB-IZA Reforms Database (Anelli et al., year awhilable).
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different employment and participation rates. Ard@occurs, however, in the sign of this variable’s
effect on the unemployment rate equations. Whetnuments are included, the coefficienttwhing

in these two equations becomes positive, implyihgt twhen policies are implemented in a
countercyclical manner they would have an unempéaynncreasing effect. This represents now the
mirror image of the employment and participatiotesaequations. The interpretation of these results
would be the same explained above. True, politiasdre implemented countercyclically may have
stronger unfavourable effects during booms (whenagyclical policies should be implemented) but
also stronger favourable effects during crises.sTéonfirms the argument in favour of policy
continuity.

All 2SLS models were estimated using the gmm ambdisboptions to compute efficient estimates in
presence of heteroskedasticity and serial corogiaiihe exception was the estimation ofshare of
low-skilled unemployedhere the robust option was not used. The mode®ead robust results in
the test for the validity of instruments in an ddentified context (J-statistic of Hansen to test f
overidentifying restrictions) implying that the gy of instruments used is suitable and that isBas

the required orthogonality conditions. To test vileetthere are sufficient valid instruments to idfgnt

the model (i.e. models are not underindentified)l avhether models are not relying on weak
instruments, the Anderson’s canonical correlatiapproach was used. The null hypothesis was
rejected in all models implying that there are egtoadequate instruments to estimate the equations.
This was confirmed as well by Shea’s partial R2ui8a2006).

Finally, an analysis of the variance was carried ioueach of the seven models to assess the
percentage of the variability of the result thasvexplained by explanatory variables and how much
of that variability was left unexplained. In theseaof the overall unemployment rate, the R-squared
showed that 84.1 per cent of the variance was mquaby independent variables, while it was 90 per
cent in the case of the low-skilled unemploymetreg.ralthough high, these are still within the rolie
thumb of 90 per cent that is acceptable. The vaeianalysis for the employment and participation
rates showed as well shares of the variance wittgrimits acceptable. These figures were 74.6 per
cent and 49.9 per cent for the employment rateghef overall and low-skilled populations,
respectively; and 62.2 per cent and 48 per centtier LFPR of the overall and low-skilled
populations, respectively. In contrast, the segnwnthe variance explained by the explanatory
variables in the estimation of the share of lowls#iunemployed individuals was 92.8 per cent. This
shows that the use of country dummies to control dountry-specific characteristics might be
saturating the model in this last case.

To conclude, the additional analyses carried ootdily confirm the estimation results discussed
above. Particularly, results remain largely robaioss the various specifications, including pooled
OLS, OLS models with robust standard errors, randéiects and fixed-effects models depending on
the results of the Hausman test (not reported heredlels with country dummies, FGLS estimator to
account for serial correlation, as well as therimsental variable estimator 2SLS. Importantly, the
results concerning the effect of ALMP in shaping ftistructuralization” of unemployment on the
low-skilled remained more sensitive. Robustnesgkdshow that results not always hold across the
different estimations, mainly in the case of estiores that did not include country dummies, which
as explained above may respond to the fact thadttheture of unemployment is particularly country
specific.
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6. Conclusion

This paper examines the effectiveness of ALMPsniproving labour market outcomes, especially for
low-skilled individuals. Much has been written abtle effectiveness of activation measures based
on evaluations carried out using micro data, yétemough about their effectiveness at the aggregate
level. This is particularly true with regards te ttole of the implementation characteristics of ARS8/

in shaping their overall effects. This paper aimscontribute to this debate through an aggregate
impact approach which is better placed to measath, the direct and indirect effects of ALMPs.
This is done by ways of a pooled cross-country @me-series database for 31 advanced countries
during the period 1985-2010. Different models westmated to measure the effects of six different
ALMPs and three dimensions of their implementatig®. allocation of resources to public
administration, continuity and timing in the implemation of programmes) on the unemployment,
employment and participation rates of the overatl bow-skilled populations and the share of low-
skilled unemployed individuals. Controls for demaswhditions, the structure of the labour market
and differences in institutional arrangements wectuded as well. For each specification, different
estimators were used to control for cross-counttetogeneity, account for serial correlation and
address reverse causality.

In sum, | find that ALMPs matter at the aggreg&teel. Public expenditure in training, employment
incentives, supported employment and rehabilitaéind direct job creation measures (i.e. the policy
cluster) show the most favourable results. In paldir, thepolicy clusterappears to have a significant
unemployment reducing effect and a significant eymlent and labour force participation expanding
effect for the overall and low-skilled populatiofedbeit a low significance level on the LFPR of the
low skilled) (Table 5). In addition, results suggt®at spending in these policies has the poteaofial
reducing the share of low-skilled unemployed. Spameh start-up incentives is effective as well but
only in reducing the unemployment rate of both paton groups and in boosting the employment
rate of the overall population. Results on the mfstiabour market variables studied are non-
significant.

In terms of implementation, results show that thesifiavourable aspect analysed is @liecation of
resources to programme administratidndeed, while the share of PES in total ALMP exgiture
has a direct and favourable impact on labour marigables of the overall population; it affecte th
low skilled through an interaction with the policluster. This effect illustrates that as more ALMP
resources are devoted to PES, the favourable efiedhe policy cluster on the low-skilled
unemployment, employment and participation ratesofies stronger. In addition, a disruption of
policy continuity would be associated with negative effects foladbur market variables analysed.
The effect of policy continuity is significantly gative in the case of the low-skilled unemployment
rate and significantly positive in the case of émeployment and LFPR of both population groups. It
is, however, not significant for the rest of theiahles studied.

Finally, the variabldiming, which measures whether policies are implementea countercyclical
manner revealed a significant and negative relakignwith all labour market variables analysed but
the participation rate of the low-skilled. Thessulés show that countercyclical policies (timing=1)
have an unemployment reducing effect but also apl@ment and participation reducing effect.
Importantly, once estimations are run through INg teffect on the unemployment rate becomes
positive showing the mirror image of the employmemd participation rates. Moreover, the
interaction oftiming with the policy clusteris also significant for some of the variables dad a
positive effect on the unemployment rate of bottpyation groups and negative effect on the
employment rate of both population groups and téigipation rate of the low-skilled. This overall
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picture suggests that policies that are implemeptedcyclically have stronger favourable effects
during booms but also stronger unfavourable effdateng crises, confirming the argument in favour
of policy continuity. Policycontinuity is also supported by the cycle-timing interactiorthe two

variables where effects were significant: the Ided unemployment rate and the overall
population employment rate. Interestingly, the sdofethe coefficients arising from policy and
implementation variables, once interactions artughed is noticeably higher. This demonstrates @hat
correct implementation of policies enhances thendficial effect.

Table 5. Synopsis of regression results

EMP

B A T vl o
Policy Cluster () () () () () (+)* ()
Job rotation and job sharing NS NS NS NS NS NS NS
Start-up incentives (-)x** (-)** (+)** NS NS NS NS
Cluster * PES allocation NS O)* NS ()= (+)* NS
Cluster * Timing (H)** (H)** () () (=)= NS
PES allocation (-)*** NS (+)*** NS (+)** NS NS
%)F:}grr;u;% Ston in NS () (+)rx (+)** (+)rx (+)** NS
Correct timing of policies (-)x*= (-)** () (-)* (=) NS (-)*
Cycle * Timing NS () (F)x+* NS
Cycle (-)***
Growth rate of real GDP (-)** NS NS NS (-)* NS NS
EU () () () () () () ()
e, () ()= () () () () ()=
Observations 452 336 364 352 336 326 306
Table 1 1 2 2 3 3 4
Column 3 6 3 6 3 6 3

Notes: Significance levels: *significant at 10 gent; **significant at 5 per cent; ***significantd per cent.

UNR= unemployment rate; LSK= low-skilled; EMP RATEmgloyment rate; LFPR= labour force participatioreraiN=

unemployed; and NS means non-significant.
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Appendix 1: Expected effects of specific ALMP on the labour market

Typeof ALMP Expegted Channel: Actual effect: L.ong- versgs Transmission mechanisms: Ultimate effect. on the
effect: short-term: labour market:
Matchin Wage-settin Reduced search Participants may reduce their search efforts in
- Direct job creation rocessg schg dule 9 effectiveness Short-term knowledge that the employment services will fii Reduced employment
P (unintended effect) work for them (Bellman and Jackman 1996b).
Wage-setting Short-term Wage subsidies reduce workers’ wage expectations

- Direct job creation

- Direct job creation

- Employment incentives an Deadweight loss

other subsidised employmet
policies.

- Training

- Supported employment and Matching

rehabilitation (subsidisation) P'0¢€SS
- Training Matching

process
- Training

- Supported employment and

rehabilitation (where there is Matching
o ; process

provision of vocational

training)

- Training

- To certain degree

supported employment and

rehabilitation (subsidisation) Productivity
and direct-job-creation

measures with on-the-job

training components.

Job creation

schedule (workers
subsidies). Labour

demand (hiring
credits).

Labour demand

Wage-setting
schedule

Wage-setting
schedule

Wage-setting
schedule

Labour demand

Job creation
(intended effect)

Deadweight loss
(unintended effect)

Improved search
effectiveness
(intended effect)

Reduced search
effectiveness
(unintended effect)

Facilitated
matching
(intended effect)

Increased
productivity
(intended effect)

(effects on the
labour market
on the medium-
term)

Short- to
medium-term

Short-term

Short-term

Long-term

Long-term

increasing labour supply at any given market wadgcreased employment
and reducing unemployment (Ohlsson, 1995). Hiringd effective wages.
credits, on the other hand, reduce the effectivgewaN inflation of real

paid by employers shifting labour demand upwardgages in the long term.
(Neumark, 2011).

Reduced efficiency of programmes since hiring frc Deadweight loss lowers
the target group would have occurred even in efficiency of

absence of the programme (Calmfors and Skedin programmes if not
1995; Martin and Grubb, 2001; Cebrian et al., 201 properly targeted

Participants in training courses provide a positive

signal to potential employers, reducing uncertain%educed
about the employability of job applicants (Bellman
and Jackman 1996b; Layard and Nickell, 198431;
OECD, 1993).

nemployment

Participants may reduce their search efforts bec:

of a potentially attractive course or in the expéon

that the course culminates (i.e. lock-in effe Reduced employment
(Bellman and Jackman 1996b; Calmfors &

Skedinger, 1995).

Training would adjust the qualifications of

jobseekers to the structure of demand (OECD, 1993)

and reduce “structuralization” (Schmid et al. 2001).ower unemployment
Specifically for the low-skilled, it would increaseat least among targeted
cross-sector mobility by qualifying them for work i groups.

sectors where the demand for labour is growing

(Bellman and Jackman 1996a).

Increases in productivity can have externalitiesst t

contribute to general productivity increases (OEC Reduced
1993) and to general technical progress of sosie unemployment
(Calmfors and Skedinger, 1995).
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- Training

- To certain degree

supported employment and

rehabilitation (subsidisation) Productivity
and direct job creation

measures with on-the-job

training components.

- Training
- To some extent, subsidisel Labour supply
employment policies.

- PES

- To some extent, Competition for

i ; insiders
employment incentives
- PES Matching
- Training process
- PES Matching
process
- PES _
- To some extent, direct job MacNing
i process
creation

- Job rotation and job sharingCompetition for
- Supported employment andinsiders and
rehabilitation (subsidisation) outsiders

- Job rotation and job sharin
- Supported employment an
rehabilitation (subsidisation)
- Direct job creation

Competition for
insiders and
outsiders

Labour demand

Wage-setting
schedule

Wage-setting
schedule

Wage-setting
schedule

Wage-setting
schedule

Labour demand

Wage-setting
schedule

Labour demand

Substitution effect
(unintended effect)

Increased search

effectiveness

(intended effect)

Increased
competition

(intended effect)

Improved search

effectiveness

(intended effect)

Reduced search

effectiveness

(unintended effect)

Improved search

effectiveness

(intended effect)

Increased
competition

(intended effect)

Substitution effect
(unintended or
intended effect)

Long-term

Short-term

Short-term

Short- to
medium-term

Short-term
Medium- to

long-term

Short-term

Short-term

Importantly, the labour demand can be reduced if

this scale effect of labour productivity outweighg Increase in

substitution effect arising because a given outpat employment and wages
be produced by fewer, more efficient worker# scale effect offsets
(usually when the labour demand is elastigubstitution effect.
(Calmfors and Skedinger, 1995).

Maintain the unemployed active and available dur
recessions, which would reduce the number
vacancies and lower the wage pressure (Calm
and Skedinger, 1995; OECD, 1993).

Positive effect on the
effective supply of
labour.

Downward pressure on wages due to in(:reas,EgWer wages and lower
competition for vacancies (Bellman and Jackma&nem lo ?nent
1996b; OECD, 1993; Layard et al. 1991). ploy ’

Placement services can improve the effectivenes

search (Blasco et al., 2013; Bellman and Jackr Reduced

1996b). Some believe, however, that this posii unemployment and
effect depends on quality of implementation ( reduced vacancies.
Koning, 1993).

Assistance with job search might raise wage pressur
by reducing the fear of unemployment (Calmfors arideduced employment
Skedinger, 1995).

Assistance with job search might also increase
number of vacancies because opening posts bect
less costly for firms (Pissarides, 1990; Calmfand ¢
Lang, 1995; OECD, 1993).

Increased labour
demand and reduced
unemployment.

Lower wages and lower
Programmes targeting specific groups can alsoereanemployment. But
more competition for vacancies, creating downwarmso increased welfare
pressure on wages (Bellman and Jackman 1996b).for the vulnerable

groups targeted.

Reduced labour
Substitution effect occurs when jobs created fo demand for regular
certain category of workers replace jobs for otl employment. Total
categories (Calmfors and Skedinger, 1995; effect on employment
Koning and Arents, 2001; Martin and Grubb, 20( would depend on the
Dauth et al. 2010). scale of the substitution
effect.
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Targeted policies to specific groups (e.g. youthgt

- Job rotation and job sharing W, . Reduced search term unemployed, low-skilled) could mitigate the
age-setting :
- Supported employment andLabour supply schedule effectiveness Short-term fear of unemployment among the targeteReduced employment
rehabilitation (subsidisation) (unintended effect) individuals and thus, reduce the incentives toctear
for jobs (OECD, 1993).*
Matching In general, ALMP that target disadvantaged groi
Short-term - - . . :
. . . process and (especially when used in conjunction with bene
- Job rotation and job sharin " . Increased search  (effects on the " . .
competition Wage-setting . conditionality) will put pressure on unemploye Lower wages and lower
- Supported employment an effectiveness labour market - . .
o o effects for schedule - . people to search harder for jobs, which will unemployment.
rehabilitation (subsidisation) .~ - (intended effect) on the medium- ; -
insiders and term) associated with lower wage pressure and more
outsiders (Bellman and Jackman, 1996a).
Reduced
Start-up programmes improve employment and unemployment. But
- Start-up incentives Job creation Labour demand b cdeation Short-term income prospects, especially for disadvantaged also increased welfare
groups (Caliendo and Kinn, 2013). for the vulnerable

groups targeted.

Reduced
unemployment and
increased employment
if new self-employed
do not displace
unsubsidised
entrepreneurs.

Increased competition could imply that the busiaess
set up by the beneficiaries of start-up incentihége
other existing (unsubsidised) businesses out of the
market (Roman et al., 2013).

Displacement
Labour demand effect Long-term
(unintended effect)

Competition for

- Start-up incentives S
insiders

Notes: * The above, however, would imply that indials are myopic in terms of the actual risks tfee of unemployment. If this were true, myopidiuiduals would compare themselves with the
rest of the population rather than with their vuliide group. This will give them a sense of anéased competition, which will reduce their wageghar (Bellman and Jackman 1996a). Moreover,
many authors believe that state dependence unagngduced search effectiveness is not a suffiégeptanation and that the assumption of myopiaverated (Calmfors and Lang, 1995; Huger et
al. 2009).
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Appendix 2: Definitions and sources of variables used in the regression analysis

Variable Definition Sour ce
Dependent:
Unemployment rate ]E(J)rr]semployed persons aged 15-64 as a percentage labiber OECD. Stat
Employment-to-population ratio e aggd LI £ FSTEENELLS i) OECD. Stat
of the same age (working-age population).
Employed and unemployment persons aged 15-64 as a
Labour force participation rate  percentage of the population of the same age (Wgrkge OECD. Stat

population).

Low-skilled unemployed individuals as a percentafythe total
low-skilled in the labour force.

Low-skilled are individuals with pre-primary, prinyaand
lower secondary education (levels 0-2 of ISCED). Eurostat, ILO and

Age definition varies according to different sourcEs-64 in National sources
the case of Eurostat data; 15+ for ILO data and giztfzered

for Canada, Japan, Korea and New Zealand; and 2516

case of OECD data.

Low-skilled unemployment rate

Low-skilled employed individuals as a percentag¢heftotal
low skilled in working-age.

Low-skilled are individuals with pre-primary, primeand Eurostat, OECD

Low-skilled employment-to- lower secondary education (levels 0-2 of ISCED). and National
population ratio Age definition varies according to different sourcEs-64 in  gources
the case of Eurostat data; 15+ for ILO data and giifaered
for Canada, Japan, Korea and New Zealand; 25-G%icdse
of OECD data; and 25+ for the US data.
Author’s

calculations based
on the low-skilled
employment and

Low-skilled employed and unemployment persons dde@4

“osldiel lzseu iiaes as a percentage of the population of the sameveqy&ifig-age

participation rate

el unemployment
rates.
Share of low-skilled unemployec Share of unemployed with primary education as agregage of World Bank, WDI
individuals total unemployment. database
I ndependent:

Policy intervention:

Public expenditure in training, employment inceesiy
supported employment and rehabilitation, and di@zt
Policy Cluster creation policies. OECD. Stat
Measured as expenditure in thousands of US$ (PRP) pe
unemployed individual.

Public expenditure in institutional, workplace antegrated
training and special support for apprenticeship.

Measured as expenditure in thousands of US$ (PRP) pe
unemployed individual.

Public expenditure in training OECD. Stat

Public expenditure in job rotation and job shasegemes.

Measured as expenditure in thousands of US$ (PRP) pe ~ OECD. Stat
unemployed individual.

Public expenditure in job rotatior
and job sharing

Public expenditure in recruitment and employmeninteaance
Public expenditure in incentives.
employment incentives Measured as expenditure in thousands of US$ (PRP) pe
unemployed individual.

OECD. Stat
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Public expenditure in supported employment andbiitetion
Public expenditure in supported programmes.

g OECD. Stat

employment and rehabilitation  Measured as expenditure in thousands of US$ (PRP) pe

unemployed individual.

Public expenditure in programmes aimed to creatitiadal
Public expenditure in direct job  jobs. OECD. Stat
creation Measured as expenditure in thousands of US$ (PRP) pe '

unemployed individual.

Public expenditure in programmes that promote
Public expenditure in start-up ~ entrepreneurship. Slmein), St
incentives Measured as expenditure in thousands of US$ (PRP) pe ’

unemployed individual.
I mplementation:

Author’s

Allocation of resources for the  Public expenditure on programme administration (Pd&sSa

implementation of policies percentage of total ALMP expenditure. calculations based

on OECD. Stat

Difference between the standard deviation of real GDRily  Author's
and the standard deviation of the growth rate dferpenditure calculations based
in ALMP during the whole period of analysis. on Schmid (1996)

Continuity of programmes
implemented

Dummy variable taking the value of 1 when policies a

Timing in the implementation of implemented countercyclically (i.e. regression Goefnt Author’s
0 rgmmes P between ALMP spending and output is negative andatat  calculations based
prog ALMP spending and unemployment is positive); and 0 on Schmid (1996)
otherwise.
Demand Conditions:
el Coes Deliiesie ot Annual growth rate of real GDP OECD. Stat

(GDP)
Structure of the Labour Market:

Share of the population with World Bank, WDI

School enrolment, tertiary (% gross).

tertiary education database
Middle-skilled unemployed individuals as a perceetaf the

Middle-skilled unemployment  total middle-skilled in the labour force. Eurostat, ILO and

rate Middle-skilled individuals are those with upper sedary and  National sources

post-secondary non-tertiary education (levels 346GED).
High-skilled unemployed individuals as a percentafgéne
total high-skilled in the labour force. Eurostat, ILO and

High-skilled individuals are those that have finatizertiary ~ National sources
education (levels 5-6 of ISCED).

High-skilled unemployment rate

I nstitutional arrangements:

Ratio of wage and salary earners that are tradenun@mbers,

Union density divided by the total number of wage and salary earne OECD. Stat
Strictness of regulation on the use of temporantreats.
EPL for temporary workers Version 1 (1985-2008) of the employment protectigidlation OECD. Stat

indicator.
Other controls:

Dummy variable taking the value of 1 if the courigna

Member of the European Union member of the European Union and 0 if it is not.
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Appendix 3: Country specific interventions in Austria and how they fit the different ALMP categories

This Box presents a list of all interventions répdrby the government of Austria in 2011, groupgdype of
ALMP according to the OECD categories defined above

Training:
Institutional training Promotion of occupational mobility (course costidacourse related cost); Promotion of

occupational mobility (living allowance); Support fisaining in institutions; Employment foundatiorigjrther training
allowance* (Institutional training).

Workplace training Support for training in enterprises (encourages@es in enterprises to participate in training
measures — support for qualification of employe¥sgational training for the disabled.

Alternate training None reported

Special support for apprenticeshifPromotion of apprenticeship training and vocaliotraining; Supra-company
apprentice training.

Job rotation and job sharing:

Job rotation:Further training allowance

Job sharing:Solidarity premium model (SOL); Promotion of jaiesing during part-time parental leave.

Employment incentives:

Recruitment incentives?romotion of regional mobility and entry into emnpinent (travel allowance); Promotion of
regional mobility and entry into employment (chide allowance); Integration subsidy (EB); Allowance daterprises
without employees.

Employment maintenance incentivBsomotion of investment and restructuring.

Supported employment and rehabilitation:
Supported employmerupport for employment of the disabled throughB&®8s; Integration enterprises (BSB).
Rehabilitation:None reported.

Direct job creation:
Socio-economic enterprises (SOB) and non-profit egrpent projects (GBP); Childcare institutions.

Start-up incentives:
Business start-up programme (UGP+GB).

Notes: *Component of another program
Source: Eurostat (2013a).
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Appendix 4: Descriptive statistics

No. of Standard
Variable obs. Mean Deviation Minimum  Maximum
Dependent:
Unemployment rate 731 7.5 3.9 0.6 23.9
Employment-to-population ratio 731 66.5 8.0 46.9 84.4
Labour force participation rate 731 71.5 7.1 56.6 86.0
Low-skilled unemployment rate 511 12.2 7.7 2.1 53.4
Low-skilled employment-to-population ratio 498 47.0 12.1 13.3 71.9
Low-skilled labour force participation rate 490 52.7 11.3 24.5 74.5
Share of low-skilled unemployed individuals 520 36.6 15.5 0.5 78.4
I ndependent:
Policy Cluster (thousand) 652 4.29 4.83 0.04 27.47
Public expenditure in training (thousand) 659 1.71 1.95 0.00 10.32
(Ft’;ljglljigaﬁa()penditure in job rotation and job shari 665 0.03 012 0.00 139
Public expenditure in employment incentives (thowga 662 0.86 1.44 0.00 13.63
Al oerdlure & swRored emOMENt { g g 1@ o 143
Public expenditure in direct job creation (thousand 660 0.79 1.19 0.00 6.46
Public expenditure in start-up incentives (thougand 664 0.10 0.14 0.00 0.81
glec;c?éigtr)] of resources to the implementation ofigies 623 0.27 0.17 0.02 0.90
Continuity of programmes implemented 710 -15.0 14.7 -71.0 -1.2
Right timing in the implementation of programmes 806 0.8 0.4 0.0 1.0
Cycle (billions) 721 40,389 148,061 5.7 10,43,666
Real Gross Domestic Product (GDP) 690 2.8 2.9 -14.1 12.3
Share of the population with tertiary education 729 48.1 21.0 2.4 103.9
Middle-skilled unemployment rate 510 7.6 4.3 0.0 26.5
High-skilled unemployment rate 505 4.5 2.4 1.1 18.3
Union density 689 34.0 19.5 7.1 83.9
EPL for temporary workers 613 2.0 1.4 0.3 5.4
Member of the European Union 806 0.7 0.5 0.0 1.0
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Appendix 5: Regression results based on three different estimation techniques

Table A5.1. Regression results on the unemployment rate

Unemployment rate

L ow-skilled unemployment rate

FGLS FGLS (AR1)
OLS (1) GLS (2) (AR1) (3) OLS (1) GLS (2) 3)
B Kkk - *kk - *kk - *kk - *kk - *kk
Cluster (Policy 1) 2.469 2.435 2.023 2.843 2.797 2.968
(0.230) (0.227) (0.245) (0.483) (0.470) (0.515)
Job rotation and job -1.377* -1.386* -0.905 -1.795 -1.841 -0.231
sharing (Policy 2) (0.768) (0.764) (0.554) (1.415) (1.391) (1.164)
Start-up incentives -5.729%** -5.589%** -2.320%* -4.010%* -4.268** -3.856**
(Policy 3) (0.934) (0.925) (0.740) (1.877) (1.835) (1.725)
_ *% _ Kk _ _ _ *
Cluster * PES allocation  ~°-8%4 0.650 0.315 0.00688 0.175 1.089
(0.294) (0.288) (0.278) (0.679) (0.658) (0.601)
- 2.198%** 2,152%+* 1.722%* 2,153+ 2,147+ 2.675%*
Cluster * Timing
(0.224) (0.222) (0.238) (0.458) (0.446) (0.494)
. -6.935%** -6.993%** -4.096%+* -3.137 -2.995 -2.633
PES allocation
(1.182) (1.123) (1.018) (3.148) (2.989) (2.251)
Continuity in 0.0258* 0.0256* 0.000143 0.257%* 0.138** -0.155**
implementation (0.0147) (0.0141) (0.0146) (0.0916) (0.0676) (0.0607)
Correct timing of -4.544%** -2.930*** -6.967** -3.625**
policies (1.454) (0.810) (3.331) (1.543)
- -7.52e-06 -2.61e-06 -3.10e-06 -3.89e-06 -2.25e-06  -1.79e-05***
Cycle * Timing
(5.87e-06) (3.22e-06) (2.01e-06) (9.94e-06)  (6.67e-06)  (4.37e-06)
Growth rate of real gop 0197 -0.105 -0.0569 0.0594 0.0727 -0.0354
(0.0453) (0.0447) (0.0253) (0.0903) (0.0883) (0162
Population with tertiary ~ 0.0366*** 0.0315%** 0.0240%* 0.0154 0.0123 0.0592%+*
education (0.00950) (0.00885) (0.0107) (0.0250) (0.0219) (0.0224)
. . 0.0962*+* 0.0759%*+ 0.0212 0.0844 0.0604 0.00771
Union density
(0.0211) (0.0180) (0.0145) (0.0588) (0.0449) (0925
EPL for temporary -0.518** -0.487*** -0.101 -1.439%** -1.479%%* -1.079%**
workers (0.200) (0.185) (0.161) (0.483) (0.436) (0.313)
EU 3.013* 3.620%*+ 6.180** 6.752%**
(1.372) (0.709) (3.071) (1.117)
9.089%** 11.01%+* 8.9971 *++ 19.47%* 19.96%+* 11.64%*
Constant
(1.364) (1.906) (1.189) (3.522) (4.398) (2.459)
Observations 455 455 452 339 339 336
R-squared 0.841 0.900
Number of countrie$ 30 27 30 27

Notes: Standard errors are in parentheses. Signdelevels: *significant at 10 per cent; **signdnt at 5 per cent; ***significant at 1
per cent. (1) Pooled ordinary least squares ma@leS}; (2) GLS (either fixed- or random-effects)da(8) FGLS with AR1 correction.
OLS estimates include country dummigtsrael has been dropped from all regressions @t@tal unavailability of information about
union density. Estonia and Luxembourg were dropppech GLS (AR1) regressions because not enough irdtiam on EPL for
temporary workers was available to carry out thayais. The same occurred with Slovenia but with tariables, union density and
EPL for temporary workers. This is relevant foregjuations presented in this appendix.
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Table A5.2. Regression results on the employment rate

Employment rate

L ow-skilled employment rate

oLS GLS FGLS (AR1) oLS GLS FGLS (AR1)
)] (2) 3 1) @) 3)
*kk *k% *k% *kk ** *kk
Cluster (Policy 1) 2.919 0.917 1.167 4.208 0.941 1.850
(0.473) (0.270) (0.346) (0.930) (0.454) (0.712)
Job rotation and job -3.201** -0.846 -0.832 -9.899*** 1.214 -0.908
sharing (Policy 2) (1.590) (0.721) (0.724) (3.809) (1.252) (1.497)
Start-up incentives 5.918%+* 0.914 1.898* 11.07%+ -0.777 1.577
(Policy 3) (1.516) (0.848) (0.967) (3.595) (1.481) (2.030)
- - * * Kk
Cluster * PES allocation  ~0-381 0.116 0.297 2.141 1.026 1.826
(0.524) (0.337) (0.378) (1.245) (0.593) (0.799)
- -2.154%+ -0.711%+ -0.791% -3.509%+ -0.893* -1.638*
Cluster * Timing
(0.442) (0.254) (0.330) (0.883) (0.426) (0.682)
Kkk *kk Kk _
PES allocation 10.35 2.163 4.120 15.48 3.743 2.443
(1.826) (1.432) (1.351) (4.431) (2.807) (3.012)
Continuity in 0.144%%* 0.232%+ 0.191 %+ 0.393%+ 0.180* 0.183*
ImplEmentatian (0.0379) (0.0477) (0.0385) (0.0916) (0.0939) (0.0828)
Correct timing of -2.662% -4 247w -7.335 -4.052*
policies (1.248) (1.240) (2.159) (2.277)
. 0.000595*  -0.000422  0.000891**  2.16e-05%*  -2.44e-05*  5.26e-06
Cycle * Timing
(0.000240)  (0.000563) (0.000267)  (6.05e-06)  (1.04e-05)  (6.15e-06)
-0.000589** 0.000428 -0.000884***
Cycle
(0.000240) (0.000563) (0.000268)
-0.590* -0.173* 0.0587
-0.53 1%+ -0.185%+ -0.0283
Growth rate of real GDP
(0.101) (0.0454) (0.0380) (0.247) (0.0799) (0.0796)
Unemployment rate of -0.916*** -1.057*** -0.768*** -0.507* -0.809* -0.433+
the high skilled 0.0997) 0.0734) (0.0825) (0.219) (0.131) (0.182)
T — 0.0782%%* 10,205 0.0730%%* OLAEKo OLdez Ll
0.0154) 0.0242) (0.0168) (0.0370) (0.0432) (0.0395)
EPL for temporary -0.660% -0.504%* -0.516* 4.067** -0.125 2381
workers (0.234) (0.216) (0.206) (0.531) (0.374) (0.445)
. e -11.59%+ -10.10%+
EU ' '
(0.575) (0.783) (1.249) (1.744)
consant S—— R~ — 46.16%* 49.58%* 49.36%*
(1.982) (1.331) (1.783) (3.845) (2.409) (3.354)
Observations 367 367 364 355 355 352
R-squared 0.746 0.762 0.499 0.331
Number of countries 30 27 30 27

Notes: Standard errors are in parentheses. Signde&levels: *significant at 10 per cent; **signdnt at 5 per cent; ***significant at 1
per cent. (1) Pooled ordinary least squares males]; (2) GLS (either fixed- or random-effects)dai8) FGLS with AR1 correction.
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Table A5.3. Regression results on the labour force participation rate (LFPR)
LFPR L ow-skilled LFPR
oLS GLS FGLS (ARL) oLS GLS FGLS (ARL)
(1) (2) 3) 1) (2) 3)
*k% - *kk *kk *
Cluster (Policy 1) 0.561 0.00223 0.340 5.338 0.223 1.360
(0.0617) (0.0451) (0.0535) (0.978) (0.479) (0.695)
Job rotation and job -3.169* -1.184* -1.481* -4.987 0.568 -0.0841
sharing (Policy 2) (1.716) (0.674) (0.786) (3.917) (1.208) (1.404)
Start-up incentives 5. 774% 1.357 0.587 8.335* 0.513 0.223
(Policy 3) (1.752) (0.889) (1.126) (4.272) (1.677) (2.130)
Cluster * PES allocation 2.730™ 1.552m 1.736™
(1.239) (0.580) (0.755)
- *k%k - - *%
T 4.957 0.551 1.345
(0.940) (0.446) (0.665)
. 8.395%+ 2.154 3.540% 22.23% -5.856% 0.550
PES allocation
(1.714) (1.381) (1.377) (4.412) (2.753) (2.867)
Continuity in 0.0852%* 0.214% 0.112% 0.136** 0.190** 0.155**
ISR (0.0229) (0.0439) (0.0265) (0.0580) (0.0899) (0.0606)
Correct timing of 4,681 3,748 -1.006 -3.246
policies (0.673) (0.794) (2.100) (2.172)
- *kk o *kk - * - - *kk
Growth rate of real 6op 0560 0.247 0.0705 0.403 0.204 0.0341
(0.105) (0.0430) (0.0428) (0.246) (0.0781) (0.0762)
Population with tertiary ~ 0.0816%* 0.0369*** 0.0494%% -0.0901%* 0.00879 @572
education (0.0146) (0.0112) (0.0139) (0.0372) (0.0219) (0430
Unemployment rate of ~ -0.230% -0.479% -0.201** 0.291 -0.274% 0.0714
ML (0.0963) (0.0616) (0.0840) (0.223) (0.131) (0.180)
. . 0.0848% -0.102% 0.0999%+ 0.200%% 0.176% 0.148**
Union density
(0.0142) (0.0278) (0.0156) (0.0376) (0.0516) (00)39
EPL for temporary -0.856*** -0.629*** -0.873*** 3.666*** -0.562 1.525%*
Sl (0.228) (0.234) (0.204) (0.533) (0.419) (0.437)
EU 7,047 7,094+ 11,710 -8.806%*
(0.559) (0.691) (1.316) (1.784)
73.80% 81.50%% 76.04%% 44,05 54.10%% 57,05+
Constant
(1.492) (1.724) (1.461) (3.589) (3.175) (3.470)
Observations 339 339 336 329 329 326
R-squared 0.622 0.507 0.481 0.141
Number of countries 30 27 30 27

Notes: Standard errors are in parentheses. Signdelevels: *significant at 10 per cent; **signdnt at 5 per cent; ***significant at 1
per cent. (1) Pooled ordinary least squares maleS]; (2) GLS (either fixed- or random-effects)dai@) FGLS with AR1 correction.
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Table A5.4. Regression results on the share of low-skilled unemployed individuals

Share of low skilled unemployed individuals

oLS GLS
FGLS (AR1) (3
1) ) (AR1) (3)
N *kk _ *% _ *x
Cluster (Policy 1) 3.044 2.431 1.995
(2.008) (0.988) (0.955)
Job rotation and job sharing 5.036** 4,922** 2.287
(Policy 2) (2.483) (2.474) (2.008)
Start-up incentives (Policy 3) Akl AL Ot
(4.222) (4.157) (3.734)
*% *%k%k
Cluster * PES allocation 3.258 3505 1.816
(1.367) (1.335) (1.153)
*%
Cluster * Timing 1.892 1.275 1.284
(0.939) (0.920) (0.903)
PES allocation 2.203 1.831 -0.586
(5.921) (5.734) (4.553)
Continuity in implementation DA Qe ok
(0.196) (0.137) (0.132)
- - *%
Correct timing of policies 6.246 16.20
(7.092) (6.392)
*% *
Growth rate of real GDP 0.388 0318 0.189
(0.169) (0.167) (0.118)
Population with tertiary -0.00589 -0.0475 0.00387
education (0.0450) (0.0411) (0.0425)
Unemployment rate of the high -0.977*** -0.831*** -0.756***
Sl (0.273) (0.264) (0.256)
*% *% *
Union density 0.252 0.186 0.185
(0.106) (0.0865) (0.0976)
*k%k *%% *%
EPL for temporary workers iz Ehen L2
(0.927) (0.858) (0.779)
EU 0.235 -28.07
(6.358) (5.960)
27.66*** 37.26*** 60.95%**
Constant
(6.714) (9.422) (6.493)
Observations 309 309 306
R-squared 0.928
Number of countries 30 27

Notes: Standard errors are in parentheses. Signdelevels: *significant at 10 per cent; **signént at 5 per
cent; ***significant at 1 per cent. (1) Pooled ardiy least squares model (OLS); (2) GLS (eitheedixor
random-effects); and (3) FGLS with AR1 correctiorodé! (3) includes country dummies.
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Low-skilled Low-skilled Labour force Low-skilled Share of low
Unemployment Employment S S .
unemployment employment participation participation skilled
rate rate
rate rate rate rate unemployed
(1) (2 (3) (4) (5) (6) (7)
4 *kk 4 *kk * *kk Kk *kk _ KKk
Cluster (Policy 1) 0.594 0.776 0.725 1.117 0.809 1.734 1.636
(0.0872) (0.183) (0.423) (0.223) (0.325) (0.469) (0.617)
*kk *k _ Kk Kk _ *
Job rotation and job sharing (Policy 2) 7.559 7.996 27.01 9.628 30.30 0.688 27%F
(2.812) (3.989) (16.59) (4.657) (13.16) (22.61) s>
_ *kk _ *kk *kk *kk _ *kk
Start-up incentives (Policy 3) 4.099 11.54 7.809 4.389 2.600 19.33 46.79
(1.563) (2.227) (3.015) (2.939) (2.748) (3.983) (11.54)
. -12.17%** -21.83*** 6.399 10.13** 1.174 30.88*** -03.9%**
PES allocation
(2.025) (4.328) (4.006) (4.394) (2.583) (5.527) )
L . -0.487*** -0.683*** 0.568*** 0.281 0.0134 0.810** -1.956**
Continuity in implementation
(0.0787) (0.182) (0.191) (0.235) (0.125) (0.354) (0.840)
o - 6.647*** 5.558** -13.75%** -20.10%*** -12.63*** -15.67*** -11.41
Correct timing of policies
(0.986) (2.205) (3.807) (3.039) (2.831) (5.078) 26)
c 7.932%+* 15.20*** 95.74*** 56.76*** 91.01*** 56.46*** 103.6***
onstant
(1.573) (3.482) (6.976) (4.055) (3.040) (6.754) (12.32)
Observations 226 175 314 175 314 305 156
R-squared 0.422 0.478 0.320 0.690 0.068 0.359 0.134
Underidentification test
(Kleibergen-Paap rk Wald statistic) 61.5%** 30.49%** 22.39%+* 40.94*** 21.25%** 21.29%* * 16.37**
Weak-instrument-robust inference
(Anderson-Rubin Wald test) 79.82%+* 58.94*+* 73.12%** 152.8*** 39.32%** 37.73*%** 105.66***

Overidentification test of all instruments

(Hansen J statistic) 5.832 5.675 6.19 7.65 4.599 6712. 1.933

Notes: Standard errors are in parentheses. Signdelevels: *significant at 10 per cent; **signéint at 5 per cent; ***significant at 1 per cent.
All models have been estimated by 2SLS, using gmehrabust options to compute efficient estimategsrésence of heteroskedasticity and autocorrelaiiba exception is (7) where the

robust option was not used.




