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Background

• Some lessons from active labor market programs (ALMPs) literature:
1. The average effect of participation in ALMPs on employment is relatively small
2. Some programs have large effects in some subgroups

→ Better targeting of programs to different groups could increase the average effect
3. Many job seekers dislike ALMPs

→ Low participation rates of voluntary programs
→ Threat effects of mandatory programs

• How to improve the effectiveness of ALMPs?
• One option is to rely on mandatory ALMPs, with benefit sanctions for non-compliers
• In 2005, Finland adopted a different approach and introduced a voluntary program that

combined higher benefits with participation in targeted ALMPs
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Re-employment Program

• Voluntary program aimed at enhancing re-employment of dismissed workers

• Program participants...
• met a caseworker at the beginning of their unemployment and signed an employment plan

specifying ALMPs and other services they should use or apply for
• became eligible for higher unemployment insurance (UI) benefits up to 4 weeks
• ...and for the duration of individually targeted training programs outlined in their

employment plan (up to 37 weeks)

• Possible effects on re-employment through....
• early and frequent caseworker interactions (+)
• increased participation in training programs (?)
• better matches between training programs and job seekers (+)
• higher benefits (-)
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UI benefits as a function of past labor earnings
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Research questions and setting

• How the re-employment program affected labor market outcomes?
• Participation in training programs during the UI spell
• UI duration
• Non-employment duration (the time until the next job within 2 years)
• Employment over the 2-year period

• We use a DiD approach to estimate the causal effect of the re-employment program
• The program came into effect in July 2005

• Transition period: those who became unemployed between February 15 and June 30 could
qualify, if still unemployed on July 1

• Workers with 3+ years of work history who were laid off for economic reasons were eligible
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Data and sample restrictions

• Population-wide matched register data
• UI records from unemployment funds
• Job and earnings records from pension institutions
• Data on job seekers and ALMPs from the public employment service

• Sample
• New UI spells (including training periods) that started in 2002-2006 after job loss
• 25-54 years old with at least 3 years of work history
• N = 79,791

• Treatment group: Job seekers who were laid off for economic reasons

• Control group: Job seekers whose fixed-term contract expired
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The number of UI spells by group
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Program enrollment rate by UI entry month
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Share of job seekers who met a caseworker and signed an

employment plan by the end of their first UI month
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Event-study estimates for program eligibility effects
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Pooled-data estimates for subgroups

To increase statistical power, we also estimate the following simplified DiD model:

Yit = αt + Xitβ + θTreatit + δ (Treatit · Postit) + εit , (1)

where αt are quarter-by-year fixed effects, Xit are controls, Treatit is a treatment group
dummy, and Postit is a dummy for post-reform UI spells.

We also report IV estimates of the effect of program enrollment from

Yit = λt + Xitθ + ϕTreatit + µEnrolledit + ϵit , (2)

where Enrolledit is a dummy for those who enrolled in the re-employment program,
which is instrumented with Treatit · Postit .
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Mechanisms

• We estimate a hazard model for re-employment, with time-varying effects of higher
UI benefits, caseworker meetings and training participation

• Non-random selection into training programs within UI spells accounted for (i.e.,
timing-of-events approach of Abbring and van den Berg, 2003)

• Results for caseworker meetings (no causal interpretation)
• Meetings increase transitions to training programs while decreasing exits to employment
• The former effect became stronger, no change in the latter due to the reform
• Thus, post-reform meetings encouraged training participation, but were not helpful for direct

job transitions

• Results for labor market training during UI spells
• Evidence of a lock-in effect and a positive post-program effect
• After the reform, no change in these effects for the treatment group
• Thus, the RE program did not improve matches between training programs and job seekers
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Summary of the results

• The RE program was successful in bringing services to displaced workers early
• The enrollment rate among eligible workers was about 70%
• Most enrolled workers met a caseworker already during their notice period
• Training participation increased by 4 %-points (7 %-points among enrollees) from 27%
• Job seekers followed their employment plans and participated in individually targeted training

programs outlined in their plans

• Despite improvements in service engagement, the RE program failed to achieve its
primary objective of enhancing re-employment

• Caseworker meetings only promote training, not direct transitions to employment
• Caseworkers unable to use financial incentives to guide job seekers toward more effective

training programs
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The number of UI recipients in the treatment group as a

function of elapsed UI duration and benefit type
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Means of selected background characteristics

Treatment group Control group

Pre-reform Post-reform Enrollees Pre-reform Post-reform

Age 40.4 40.9 41.1 39.4 39.3
Female, % 39.4 42.2 46.7 53.3 55.4
Education, %
Compulsory 27.3 25.4 23.4 26.0 24.5
High school or vocational 45.6 49.3 48.8 49.9 51.1
Lower tertiary 22.2 21.4 23.7 19.8 19.8
Upper tertiary 4.9 4.0 4.1 4.3 4.7

Work history, years 20.6 21.1 21.6 16.7 16.5
UI weeks in past 2 years 3.9 4.2 2.0 17.3 18.7
Duration of previous job, weeks 182.7 217.0 260.7 35.7 33.2
Past labor earnings, EUR/month 2328 2412 2440 1873 1996

Number of observations 12,503 5134 3114 40,543 18,557
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Production index and year-over-year change in production
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