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Out of work benefits

Changes in the unemployment benefit system

The Hungarian unemployment benefit system has been adjusted several times since its es-
tablishment in the late 1980s. Most of the reforms have aimed at cutting costs by reducing
the replacement rate or the entitlement period which had been initially relatively generous
compared to other post socialist countries in Europe. As shown in tables 2.1-2 in the Ap-
pendix, the prior employment condition was the only element of the UI scheme that was not
tightened during the 1990s. Between 1991 and 2000, the maximum duration was cut from
two years to 9 months, the replacement rate from 70 to 65% of gross earnings (with a tem-
porary rise to 75% between 1993 and 1997), the maximum UI benefit from 3 times to twice
the minimum wage (1992), and the benefit floor and ceiling were not adjusted for inflation
between 1993 and 1996, at a time when price levels rose by around 20 % a year (Nagy,
2002).

The eligibility conditions of the means-tested unemployment assistance (UA) scheme did
not change until 2000. The first major reform of the UA came as part of a workfare reform
aiming to boost employment by strengthening labour supply incentives implemented be-
tween 2000 and 2002. Measures included the introduction of mandatory activation plans for
registered job seekers, cutting the maximum duration of U, the merger of UA with the reg-
ular social assisstance and doubling the minimum wage in two years (Duman and Scharle
2011). In 2000, UA was merged with the more general social assistance scheme and made
available regardless of prior work history.! The benefit level was cut from 80 to 70% of the
minimum old-age pension. The new scheme maintained the character of an unemployment

assistance (UA) support in that eligibility was conditional on cooperation with the job cen-

! Except that the claimant had to prove that they had cooperated with the local job centre or municipality for

at least 12 months within the past two years (as proof of their long term unemployment).



tre or the local welfare agency. In addition, the work test was considerably strengthened in

an effort to focus more on activation and workfare (Frey, 2001).

Insured and means tested unemployment benefits played roughly equal roles in supporting
job seekers. With the increase of long term unemployment, the share of UA claimants
reached 45% of all unemployment benefit recipients by the late 1990s and has ranged be-
tween 50-60 % since then (IE, 2009).

Evaluations of disincentives in the unemployment benefit system

These reforms have been studied relatively extensively, both in comparison to active labour
market programmes in Hungary and compared to similar reforms in Eastern Europe. This is
most likely due to the frequency and nature of the reforms and to the availability of admin-
istrative data from the unemployment register, which are high quality and accessible to re-
searchers. Eleven estimates have been identified that measure the impact of some unem-
ployment benefit scheme in Hungary (see Appendix 3). Most of these estimates exploit the
quasi-experiments created by changes to the system, which are always grandfathered, i.e.

only affect new entrants.

Four of these estimates concern the UA benefit and are comparable as they all measure the
effect of UA benefit on reemployment probabilities. They all use a similar estimation strat-
egy and find significant but small negative effects with no significant difference between
men and women. The first estimate, relating to the spring of 1994, found a somewhat big-
ger effect of 0.144 (0.157 for women), the second, relating to the spring of 2000 estimated
an effect of 0.043 for one group and 0.07 (0.062 for women) for another, where the second
group was eligible only to a new and less generous social benefit scheme. The third esti-
mate for pooled data from 2001-2004 is 0.0596 (0.0557 for women) and this is the average
marginal effect (Firle and Szab6 2007). The fourth estimate (also for 2001-2004) is slightly
higher for men, but not directly comparable as it is more likely to be plagued by selection
bias. The differences between these estimates appear to be small and may simply be the re-
sult of autonomous changes of behaviour (i.e. the supply elasticity of the benefit amount),
of changes in the design of the social benefit or of differences in the estimation strategy and

the data.



There are seven estimates on the disincentive effects of the UI scheme. Five of these are
comparable as they concern the replacement rate and length of entitlement while the other
two focus on other aspects of the Ul benefit. Three of the five estimates exploit the same
reform of 1993 as a quasi experiment while one paper uses the reform of 2000. The reform
of 1993 affected both the replacement rate and the length of entitlement, while the 2000
reform affected only the latter. K6116 (2001) uses cross section variation in data from the
unemployment registry and detailed survey data for 1994 and 2001 to examine the entitle-
ment effect (defined as the timing of job exits, which is supposed to reflect the impact of

the remaining length of the entitlement period on the probability of exit.)

Two of these papers, Ko6ll6 (2001) and Wolff (2001) attempt to handle a problem identified
by the earlier papers, which is that recalled workers (more precisely the difference in their
share in the treatment and control groups) can bias results. Both confirm the cautious inter-
pretation of results in Micklewright and Nagy (1995) and Galasi and Nagy (2002) that the
higher reemployment rate of recalled workers explained most of the difference in estimated
hazard functions in their estimates. Recalled workers typically lose their job at the end of
December or early January, claim UI benefit in January and get rehired in March or April.
The 1993 reform was introduced in January 1993, so the appropriate control group was the
December inflow and thus included a lower share of recalled workers, while the treatment
group was the January inflow, which included a higher share of recalled workers. Wolff
(2001) shows that this was indeed likely to increase the hazard of the treatment group in
Micklewright and Nagy (1995), by identifying subgroups of workers more and less likely
to be recalled workers (using information on their prior job history).? Excluding recalled
workers, Wolff (2001) finds no robust effect of the shorter entitlement period for men, and

a small but robust effect for women aged below 30.

In 2000, the reform was implemented in February so January claims formed the control
group and February claims formed the treatment group, with the latter having a lower share
of recalled workers. This is likely to have affected estimates in Galasi and Nagy (2002a).
Ko116 (2001) controls for this potential bias by using survey data on reemployment (includ-

ing explicit information on whether the worker was rehired by their old employer) taken in

2 As already suspected by Micklewright and Nagy (1995: 15)



the spring of 2001.3 Estimating various specifications he finds no effect of the replacement
rate on exit probabilities. The remaining entitlement period and the expected total benefit
amount have a significant effect in that exit rates rise towards the end of the entitlement pe-
riod. However, the effect is very small for most workers except the small subgroup of job

seekers with secondary or higher qualifications.

Finally, there are two estimates that also concern the UI benefit but cover two different
questions that cannot be compared either to each other or to the other five papers. K6116 and
Nagy (1996) measures the impact of the length of a UI spell on the wages of reemployed
workers. Micklewright and Nagy (2004) measure the effect of tightening behavioural con-

ditions on the probability of exit to a job or an active labour market programme.

Employment incentives

Studies and programmes considered

Documents related to ALMPS in Hungary fall into three categories: a) studies that use only
raw data and clearly do not make an attempt at identifying or controlling more subtle pro-
gram-effects, b) studies that make this attempt, but do this only verbally or based on results
of other studies, c) studies generating original results, taking at least some of the program-
evaluation aspects into consideration. Although it is type c) studies we are most concerned
about, type a) gives regular information about headcounts, while type d) studies make an
attempt at minimal cost-benefit analysis which the evaluations do not do. As genuine evalu-

ation studies are very few, all three types are considered.

During the past 20 years, five main employment-incentive instruments were available:
1. Wage-supplement to subsidize the employment of the long-term unemployed
2. Benefit to labour-market entrants to support gaining experience

3. Benefit to labour-market entrants

3 So the downside of this study is that it cannot use the quasi experimental situation, only cross section

variation in the Ul pool.



4. START programmes for school leavers and other disadvantaged groups providing

social security contribution subsidy

Studies attempting to evaluate impact and efficiency consider only the first type of pro-

gramme.

Summary studies

ALMPs between 2001 and 2006 are surveyed in Frey (2007), whereas those between 2004-
2009 are surveyed by Frey (2011). These surveys build on existing results and attempt to

make some derivative calculations too.

In the case of wage subsidies to the long-term unemployed, headcounts are provided and
already known references are cited (see below). Supplementary information is provided re-
ferring to other sources, such as a) PES offices applied no sanctions if recipients exited em-
ployment in agreement with the employer, b) most of the beneficiaries were hand-picked by
the employer (some were even a family member), therefore it was not the most in need who
received the benefit. A trend of increasing costs of employment means that there is a secular

decrease in the popularity of this benefit type.

Regarding employment incentives, Frey (2011) also discusses the START, the START Ex-
tra and START Plusz programmes. These programmes gain ground over time. From 2005
on, the number of ALMP participants grows from around 73 thousand to 105 thousand,
with the number participants in START programmes increasing from zero to 62 thousand.
There is no evaluation available for any of the START programmes, but there are regular
monitoring data available in the case of the START Extra and Plusz programmes, these be-
ing financed from the European Social Fund. Based on overall spending per participant, the
author assesses the programmes as good value for money. Besides looking at subsidies de-
livered by the PES, Frey (2011) also looks at programmes delivered by the OFA, the Na-
tional Foundation for Employment. Unfortunately no evaluation report is available relating

to these.

Evaluation studies

O’Leary. (1998) is the most comprehensive of all surveyed and also the first in which an

experienced researcher evaluates a Hungarian employment incentive programme (and in
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fact the second such study relating to any ALMP ever implemented Hungary). The project
was coordinated by the World Bank and yielded various research outputs. The report was a
complex one, as it “provides net impact estimates on employment and earnings for the five
main AL[M]Ps used in Hungary: retraining, employment service (ES), public service em-
ployment (PSE), wage subsidies, and self-employment assistance. The report also a in-
cludes a subgroup analysis of program impacts.” O'Leary notes that In recent years, wage
subsidy has received a small share of spending among all ALMPs. It was 3.4 percent in
1994, 3.3 percent in 1995, and fell to 0.3 percent of ALMP spending in 1996.

The data: Data were specifically generated for the evaluation exercise.

Sample sizes were set to be large enough (sample size: 1131) to ensure the reliability of
overall program impact estimates. Ideally, important demographic and regional subgroup
impacts could also be measured using the samples. Program participant groups were
drawn from the outflow of program participation occurring in the second quarter of 1996.
There was random sampling from the outflow where sample sizes were large enough, with
random draws made by birth date. ... The comparison group was randomly selected, using
birth dates, in the 10 counties from the inflow to the register during the second quarter of

1995. ...

Surveys were conducted in April 1997... The overall response rate among ALP participants
was 81.4 percent, while that for the comparison group was 75.6 percent.... In contrast to

the comparison group,... the wage subsidy sample is somewhat more educated...

Risk-group: potential program participants, that is: unemployed registered for at least 6

months.

There are four employment outcomes and two earnings outcomes. They are
EMPLOY1 - Ever reemployed in a non-subsidized job or self-employment
EMPLOYSI - Ever reemployed in any job or self-employment

EMPLOY? - Employed in a non-subsidized job or self-employment on the survey date
EMPLOYS?2 - Employed in any job or self-employment on the survey date

EARNI - Average monthly earnings at the start of the first new job or self-employment



EARN? - Average monthly earnings from the job or self-employment on the survey date

Estimation methods: a) Unadjusted-, matched pairs- (1 nearest neighbour matching), OLS

regression adjusted- and OLS regression adjusted with full interaction comparison of out-
comes. Matching used individual characteristics such as age, gender, education, earlier em-
ployment status and occupation of wanted job as well as a regional indicator. OLS adjust-
ment used all of these characteristics plus former wage, characteristics of spouse and the

household too.

Estimation results: Increase of employment probability between 17 to 24 %points if unad-

justed, -10 to O if adjusted or used matching. Significant increase found in earnings on the
first job, but a negative impact on the survey date with all methods. There is strong evi-
dence that employers were quite selective in choosing the best candidates for wage subsi-
dies. ... The subgroup results also suggest that selectivity in wage subsidy hiring by employ-
ers was most influenced by educational attainment, with employers preferring job candi-

dates with some higher education.

Cost-benefit analysis: No such analysis is present, but data are available on earnings and

time spent employed and unemployed from exiting the programme and the observation.
Such information can be used to assess gains in terms of employment chance, wages, fore-
gone UB spending and foregone earnings in an alternative, non-subsidized job. Total spend-

ing and participation figures allow a rough estimate of costs.

Galasi — Lazar — Nagy (2003) looks at the differences between the effectiveness of the pro-

grammes and their causes.

The data: Identical to the above, but the control-group is not used. Risk-group: participants

of every program considered.

Estimation methods: Logit models comparing program participants with controls for indi-

vidual characteristics.

Estimation results: Employment chances of older workers smaller than younger ones: un-

expected. Can caused by the fact that the employer in fact knew the affected individual.

Cost-benefit analysis: No cost-benefit analysis, see above for information on basic data.
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Assessment: Useful addition for understanding program effects. Suggests that programme

operates with relatively big deadweight loss.

Galasi — Nagy (2005) estimates transition to work probabilities of active program partici-

pants on the basis of ,,Monitoring” data.

The data: Monitoring data is used (described among type a) studies) Data refer to those ex-
ited the programme in 2002 and 2003. N=39000. Observation is made after 3 months exit-
ing the programme. The outcome variable is continued employment of the beneficiary by

the same employer. Large share of nonresponse (29 and 41 percent).

Estimation methods: Probit model for continued employment at the date of survey. Risk

group: program participants. Selectivity correction using county and industry dummies.
RHS variables in probit: gender, age, schooling, county dummies, unemployment rate in
the small region, occupation-group indicator, length of participation in the programme. Be-

cause of the nature of the analysis, an ATE-type measure is not estimated.

Estimation results: Results disentangle the differences between the factors affecting
reemployment probabilities, but do not isolate program-effects. Employment probabilities
are larger for women, for those not very young (above 25), with not very low or high edu-
cation and participating for around the average duration of the program, living in the central

area and areas with lower unemployment rate.

Cost-benefit analysis: The effect of participation lengths on re-employment probabilities is

estimated and determinants of the length of participation in a programme are modelled sep-
arately. Because this indicator is correlated with spending on the programme, this provides
important information for a cost-benefit analysis (section 3.2, pp32-36.) Participation is

longer for women and older persons as well as in areas with higher unemployment rate.

Galasi — Nagy (2008) examines the probability of registered unemployed exiting to various

active labour market programmes.

The data: The register of the registered unemployed was sampled in June 2005 and fol-

lowed until January 2006, using snapshots on the 20. each month. Data from the monitoring
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database was matched to this sample to look at inflow into programmes in the following 6
months. 1.2 percent of the 352 thousand individuals followed entered the wage-subsidy

programme.

Estimation methods: Discrete-time duration (hazard) models for the time elapsed until en-

try, controlled for age, education, local unemployment rate. Risk group: all registered un-

employed.

Estimation results: Risk of entry is greater for the 25-39 year olds, for those with higher

educational level and for those living in areas with higher unemployment. Social benefit

recipients have a below-average probability of entry.

Cost-benefit analysis: None.

Csoba — Nagy — Szabo (2010) aims at quantifying the treatment effect of three programmes,
training, wage subsidy and public works. Its ambition is similar to the net evaluation effort
of O'Leary (1998), that is to quantify the net treatment effect of the programme along with

two other programmes (again: training and public works).

The programme and the target group: The same as before. However, regulation has changed

in 2007: differently funded wage-subsidy programmes were merged and their use dropped
at the same time. The START programmes were started, which provide a subsidy to social
security contributions to support the re-employment of specific disadvantaged groups. The
increase of take-up in these programmes and the decrease in that of the former wage-

subsidy suggests that firms might have switched to the new subsidy.

The data: Data were collected specifically for this analysis with two-stage sampling. First
stage: small regions based on development index. 18 labour office in the best 3-4 small re-
gions (rationale: separate program effects). Second: select control and treatment groups
from the selected small regions: registered unemployed participating/not participating in
selected programmes between September 2009 and February 2010. Data collected during
August and September 2010. Control: N=1068, treatment: N=1041. Risk group: long-term

unemployed. Outcome variable: employed at the time of the survey.



Estimation methods: Logit model comparing control and participant groups. Regressors

include sex, age, education, roma origin (as assessed by the survey administrator), propor-
tion of working life spent in unemployment, type of the dwelling and the place of resi-

dence.

Estimation results: Table with estimation results is not available. Estimation results provid-

ed in-text show significant effects attached only to program participation dummies and
share of unemployment in working life indices. Probability of employment among those in

wage subsidy programme participants is around 24 times higher than in the control group.

Cost-benefit analysis: Employees were presented a question asking if they had employed

the subsidised individual also in absence of the programme (regular monitoring reaches on-
ly the employer). 53% believed that the employer would have employed them also in the
absence of the subsidy. The study also provides figures on average cost of the subsidy, but
does not give information on individual costs. The study also attempts to look at substitu-
tion effects, but it seems that it analyses the substitution of wage subsidy for other forms of
subsidies, rather than the employment of subsidized workers instead of non-subsidized
ones. The questionnaire shows that respondents provided information on both length of par-

ticipation and substitution.

Assessment and conclusions on ALMP evaluations

Hungarian ALMPs are evaluated very rarely, using less than optimal data and (partly be-
cause of the former constraint) not using the best available methodology. Regularly per-
formed monitoring reports are of interest only because they are a consistent source of de-
tailed information on headcount and short-term statistics on continued employment for the
second part of the 2000s. Summary reports build largely on these and the few evaluations
discussed later, adding some, but not much extra information. Out of the five evaluation
studies, there are two attempting to provide an estimate of a net impact and thus the ATET
of the given programme: O’Leary (1998) and Csoba-Nagy-Szabo (2010). O’Leary (1998)
uses a reasonably long observation period of 12 months and uses several estimation meth-
ods. He convincingly argues that initial positive results are driven by selection, which ap-
pears to be skimming. Csoba-Nagy Szabo (2010) is more recent and thus it could in princi-

ple build on a longer period of experience. It did find large significant effects, however, it
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did not deliver the methodological sophistication that would make the presented results
credible: the observation period is short and alternative estimation methods apart from logit

are not considered.

This lack of detail in the more recent evaluation is unfortunate because both O'Leary (1998)
and subsequent studies by the author find strong selection effects both based on data analy-
sis and also based on qualitative evidence. Studies looking at differences in programme ef-
fects among ALMPs suggest that participants of wage-subsidy programmes are better edu-
cated and closer to the prime age on average than participants of public works or training

programmes.

Based on these two results and on supplementary information from other studies, we can
conclude that 1) reliable information is extremely scarce, 2) wage-subsidies have little or
even negative effect on job-finding probabilities. However, in light of the findings of
Kluve-Card-Weber (2010), we can not rule out a positive effect at a later point in time fur-

ther away from exit from the programme.
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Appendix 1. Guide to the evaluation of validity
In evaluating internal validity more clear, we used the following scale:

- - no controls even for observable characteristics (e.g. raw exit rates)

- insufficient/unconvincing controls for selection and composition, or data are / observa-
tion period is highly unlikely to produce reliable results

controls for selection and composition but not using up robustness checks

+  good quality data, adequate controls for observed heterogeneity and an attempt to test
robustness and potential endogeneity

++ state of the art methods, experimental data, multiple observation times, rich set of ade-

quate controls, convincing tests of robustness

External validity was evaluated as being the same as internal validity, minus one mark off
for each serious limitation or one mark off for two smaller limitations, where serious

limitations may include:

- benchmark case not completely non-treated, no benchmark group (only comparing across
ALMPs)

- design of almp/benefit unique to Hungary
and smaller limitations may include:
- short observation period (less than 6 months)

- period of very high unemployment / deep recession.
An example of the basis for evaluation in the case of emplyoment incentives:

Evaluation of employment incentives has a tradition in related european literature which
has to be taken into account when assessing related evaluations. Kluve (2010) looks at 137
evaluations, 23 of which is classified to look at “private sector incentives”, the category
closest to “employment incentives”. When estimating the effect of programmes, the author

29 ¢

found that “private sector incentives...” “...are significantly more likely to yield a higher
probability of positive treatment effects and a lower probability of negative treatment ef-
fects, relative to training programs.” Concerning the evaluation methods, “there is some
indication that experimental studies have a lower probability of yielding significant positive
effects. No pattern emerges regarding the nonexperimental approaches.” When interacted
with a dummy indicating a “modern” study, from the 1990s and 2000s, it appears that pri-

vate sector incentives keep their positive effect. Although information regarding the method
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used in modern studies was not quantified, earlier studies are mostly based on OLS-type
and duration analysis, whereas we find more modern studies using matching. No evaluation

of this policy in the sample has used experimental design.

Card-Kluve-Weber (2010) finds that “Subsidized Private Sector Job”s yield significantly
less positive outcomes than other programmes on the short term (that is: with a 1 year post-
program horizon), but this changes on the medium term (that is: on a 2-3 year horizon) and
positive results emerge. Although no interaction with programme types is looked at, the au-
thors provide evidence that evaluations based on registered unemployment status find sig-
nificantly more positive outcomes on the short term than those based on employment and
so do shorter as opposed to longer programmes. On the medium term, employment and

earnings indicators are likely to show positive effects, too.

In order to perform the comparison of employment incentive evaluations in Hungary, two
references will be used. Firstly, the results of Kluve and Card-Kluve-Weber (2010) show

that in order to quantify important results,
1. alonger (that is: over one year) observation period is preferred to a shorter one and

2. although employment status and wage constitute a more sensitive measure, they ap-

pear to be more reliable too.

Secondly, we use the example of LaLonde (1986) and Ham-LaLonde(1996) to pinpoint im-
portant elements of a successful evaluations of this type. These papers suggests that it is

important

1. a) to control for unobserved heterogeneity, at least by controlling for labour market

history,

2. to check for common support, avoid extrapolation through OLS-type estimators, use

matching if possible at least as a check

3. to control for environmental factors, business-cycle-related effects
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Appendix 2. Changes in the unemployment benefit system in Hungary

Table 2.1 Changes in the Entitlement Conditions of Ul

Year of Prior employment Duration Waiting period after
introduction condition Minimum | maximum Voluntary quit | severance pay
1989 18 months/3 years | 24 months | 24 months | smaller benefit | None
1991 180 days 3 months
1992 135 days 18 months same as months of
1993 6 months severance pay
12 ths/4
1997 OIS yeals 3 months
1998 90 days 360 days
2000 200 days/4 years 40 days 270 days (90 days)
2006* 365 days/4 years 73 days 360 days None

* November 2005, no change until June 2010. Sources: Nagy (2002), Frey (2010).

Table 2.2 Changes in the Generosity of Ul

Year of Benefit in proportion of previous gross | Calculation of Benefit
introduction wage (and maximum duration) average Minimum maximum
earnings
phase 1. | phase 2. phase 3.
1989 base wage in|1989: none phase 1.: 300 % of
1990 70 % for 6|60 % for 6|45 % in the|last month +|0.8*min w minimum  wage
months months second year | monthly phase 2.: 200% of
average of min w
additional min w 300% min w
earnings in last
year
1991 70 % for|50 % for|-
360 days | 360 days
1992 70 % for|50 % for average min w 200% min w
360 days | 180 days earnings in 4
calendar
quarters before
job loss
1993 75% 60% - 8 600 HUF phase 1.: 18 000
for 90 days | for 270 HUF; phase 2.
days 15 000 HUF
1997 65% (no phases) for 360 days (270 90% of min| 180% of min
days after 2000) pension pension
2003 65% for 270 days 85% of min (22 230 HUF |(44 460 HUF in
wage for 180 in 2005) 2005)
days
2006%* 60% for|60%  of|40% of min 60% of min|120% of min
91 days min wage |wage for 90 wage (37500 |wage (75 000 in
for 179 | days in 2006) 2006)
days
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Notes: * November 2005, no change until June 2010. ** this column gives the length of the first, typically
more generous phase of Ul, compared to the total duration of UI benefit (given in table A3).

min w=minimum wage, min p= minimum old age pension

In Hungarian, phase 1-2 was called ,,munkanélkiili jaradék™ until 2005, when it was renamed to ,,allaskeresési
jaradék”. Phase 3 is called ,,allaskeresési segély”. Phase 3 is insurance based. Eligibility conditions are either
200 days (140 days for those less than 5 years before pensionable age) of prior employment or exhaustion of

phase 2.

Sources: Duman and Scharle (2011) based on Nagy (2002), Frey (2010)

Table 2.3 Changes in the Entitlement Conditions of the Unemployment Allowances
Year of Prior employment Means test Activation criteria /
introduction condition work test
Before 1989 | SA —none - SA - none
SA — monthly
1992 UA - exhausted | UA — monthly | income is below
eligilibility for UI (per. 'capita) widows’ . mini- UA — min. 18 years old,
SA —none family income | mum pension
s below capable of . work,
widows’ mini- unemployed, not in receipt
mum pension of UT benefit .
SA — none, may work li-
mited hours
1993 UA - exhausted
eligilibility for Ul | UA — monthly
SA —none (per capita)
family income
is below 80%
of  minimum
pension
1997 UA - exhausted SA - own | UA — min. 18 years old,
eligilibility for UI monthly income | capable of work,
SA — 2 years of is below 70%, | unemployed, no Ul
prior cooperation per capita family | benefit
with job centre income is below | SA — cooperation with job
80 % of minimum | centre or family centre
pension
2000 UA — own monthly income is below | UA — min. 18 years old,
UA — exhausted | 70 %, per capita family income is | capable of work,
other allowance | below 80% of minimum pension, no | unemployed, no Ul
or 1 year of pior | property (except for own housing) benefit, take part in 30
cooperation with | SA merged into UA (the new UA | days of public works
job centre was named °‘social assistance’ but
requires a work test)
2006 April UA- equivalent family income** is
less than 90% of minimum pension
2009 UA — equivalent | SA — equivalent | UA — public works of at
family income** | family income** | least 90 days/year,
is below 90% of | is below 90% of | cooperate with job centre
minimum minimum SA — cooperate with
pension pension family centre

Sources: Duman and Scharle (2011) based on Gabos (1996), Nagy (2002), Frey (2010)
Notes: UA=unemployment assistance (jovedelemp6tld tamogatés), SA=social assistance (rszs)
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** Equivalence scale changed (consumption unit instead of per capita). When splitting the UA and SA in
2009, the SA kept its old name ,,rendszeres szocialis segély” (regular social assistance) and the UA was called
,rendelkezésre allasi timogatas™ (availability allowance).

Table 2.4 Changes in the generosity of SA and UA

Year of Amount Duration
introduction
UA SA
1992 According to need, up to | UA, SA — unlimited
1995 July 80% of the minimum | minimum widow’s pension | UA — max 2 years
pension (top up to own SA — unlimited, annual
income) review
1997 70% of the minimum | UA— max 2 years
pension (top up to own | SA — unlimited, annual
income) review
2000 70% of the minimum pension (top up to own income)
2006 May Top up of equivalent income to 90% of minimum | Unlimited with annual
pension review of entitlement
2007 Top up of equivalent income to 90% of minimum
pension, but maximum the minimum wage
2009 Flat rate = minimum | Top up of equivalent income | UA, SA — Unlimited with
pension (about 39 % of [ to 90% of minimum | review every 2 years
minimum wage) pension, but maximum the
net minimum wage

Sources: Duman and Scharle (2011) based on Gabos (1996), Nagy (2002), Frey (2010)

16



Appendix 3. List of papers reviewed

3.1. Out of work benefits

UI benefit

Galasi, Péter and Nagy, Gyula (2002a): Jaradékjogosultsagi idétartam és elhelyezkedés,
[Duration of benefit entitlement and reemployment] Kozgazdasagi Szemle, February
2002, pp 126-142

Micklewright, J. and Nagy, Gy. (2010): The effect of monitoring unemployment insurance
recipients on unemployment duration: evidence from a field experiment, Labour
Economics, Volume 17, Issue 1, January 2010, pp 180-187 [essentially the same as Bo-
dis — Micklewright — Nagy (2004) bwp 2004/6 ]

Koll6, Janos — Nagy, Gyula (1996) Earnings Gains and Losses from Insured
Unemployment in Hungary, Labour Economics 3, pp 279-298

Kol16 Janos (2001): A jaradékos munkanélkiiliek allaskilatasai 1994 ¢és 2001 tavaszan [Job
prospects of the insured unemployed in the spring of 1994 and 2001] Budapest Working
Papers on the Labour Market 2001/7 http://www.econ.core.hu/doc/bwp/bwp/bwp0107.pdf

Micklewright, J. and Nagy, Gy. (1995): Unemployment Insurance and Incentives in Hunga-
ry: Preliminary Evidence. CEPR Discussion Paper 1118, and in: Newbery, D (ed.): Tax
and Benefit Reform in Central and Eastern Europe, CEPR, London.

Wolft, Joachim (2001) The Hungarian unemployment insurance benefit system and
incentives to return to work, LMU IS Discussion Paper No. 253 http://epub.ub.uni-
muenchen.de/1633/1/paper_253.pdf

Social benefit and unemployment assistance (UA)

Firle, Réka — Szabd, Péter Andras (2007): Targeting and labour supply effect of the Regular
Social Assistance, Working Papers in Public Finance No. 18.
http://tatk.elte.hu/index.php?option=com_docman&task=doc_download&gid=805

Galasi, Péter — Nagy, Gyula (2002b): Assistance recipients and re-employment following
the exhaustion of UI entitlement, in: The Hungarian Labour Market, IE HAS, pp 242-
254 http://econ.core.hu/doc/mt/2002/eng/tan_3.pdf [more detailed version of 2003
available only in Hungarian in Kézgazdasagi Szemle, July —August 2003, pp 608—634]

Galasi, Péter — Nagy, Gyula (2008): A munkanélkiili-jovedelemtamogatasok célzasa Ma-
gyarorszagon [Targeting of unemployment-related income support schemes in Hungary]
[dropped]

Micklewright, John — Nagy, Gyula (1998): The Implications of Exhausting Unemployment
Insurance Entitlement in Hungary 1998 Budapest Working Papers on the Labour Market
1998/2 http://www.econ.core.hu/doc/bwp/bwp/bwp982.pdf

Review article on UI and UA

Galasi, Péter and Koll6, Janos (2002) The disincentive and re-employment effects of
unemployment benefits, The Hungarian Labour Market, IE HAS, pp 197-201
http://econ.core.hu/doc/mt/2002/eng/tan_3.pdf
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3.2. Employment incentives

Monitoring reports of the PES

Statistical data on the operation of the “major” ALMP instruments on the website of the
PES: http://www.munka.hu/engine.aspx?page=afsz_stat_fobb_aktiv_eszkozok

Summaries and reviews of ALMP efficiency

Frey, Maria (2007): A foglalkoztataspolitika aktiv eszkozei hatasanak elemzése 2001-2006
{An analysis of the effects of active labour market measures in Hungary in 2001-2006}
http://mukutir.telco-system.hu/kutat dir/186/aktesz_z_rtan07.doc

Frey, Maria (2011): Aktiv munkaer6-piaci politikék atfogé értékelése a 2004-2009 kozotti
1d6szakban [Comprehensive evaluation of active labour market programmes in Hungary
in the 2004-2009 period] http://mukutir.telco-
system.hu/kutat dir/500/m_d_Frey akteszk szint zis.doc

Evaluation studies

O’Leary, Cristopher J. (1998): Evaluating the Effectiveness of Active Labor Programs in
Hungary, Upjohn Institute Technical Reports
http://research.upjohn.org/cgi/viewcontent.cgi?article=1016&context=up_technicalreports

O’Leary, Cristopher J. - Piotr Koledziejczyk — Gyorgy Lazar (1998): The net impact of
active labour market programmes in Hungary and Poland, International Labour Review,
Vol 137. No. 3. http://research.upjohn.org/jrnlarticles/79/ (varient of O’Leary 1998)

O’Leary C., Nesporova A., Samorodov A. (2001): Manual on Evaluation of Labour Market
Policies in Transition Countries, International Labour Office, Geneva
http://research.upjohn.org/externalpapers/31/ (varient of O’Leary 1998)

Galasi, Péter — Lazar, Gyorgy — Nagy, Gyula (2003): Az aktiv foglalkoztataspolitikai
esz0kok hatasossagat meghatarozo tényezok [Determinants of the efficiency of active
labour market policy instruments] http://www.econ.core.hu/doc/bwp/bwp/bwp994.pdf

Galasi, Péter — Nagy, Gyula (2005): Az aktiv programokban résztvevok allasba 1épési
es¢lyei €s az aktiv programok idOtartamat meghatarozé tényezok a Monitoring ada-
tallomanya alapjan [Determinants of transition to work probabilities of active program
participants on the basis of ,,Monitoring” data]

Galasi, Péter — Nagy, Gyula (2008) Az aktiv munkaerd-piaci programokba keriilés esélyei:
képzés, bértamogatas, kdzhaszni munka., BWP [Outflows of registered unemployed to
active labour market programmes]|
http://www.mtakti.hu/file/download/bwp/BWP0807.pdf

Csoba, Judit — Nagy, Zita Eva — Szabo, Fanni (2010): Aktiv eszkozok, munkaeré-piaci
programok kontrollcsoportos, tobbvaltozos értékelése [Evaluation of active labour mar-
ket programmes with control groups] http://mukutir.telco-
system.hu/kutat_dir/499/aktiv_eszkozok tobbvaltozos_ertekelese.doc
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1. OUT OF WORK BENEFITS - HUNGARY

Type of program | Target group Database Sample size Observation period| Identification method Success Quantitative findings | Internal] External | ATET | Substit{ Total | Cost-
criteria validity| validity effects | effect?| benefit?
Galasi — Nagy | Outof work: | Ul recipients | Ul register | 31031 control 9-12 months | Quasi experiment: new Exit to | No effect. Control 0 0 yes | - ? No
(2002a) UL, length of new entrants | 27947 treatment claimants after 1 feb are job group exit rates
entitlement in1Jan—15]| group entitled to UI for a period are even higher
March 2000 25% shorter (worst case); for some of the
Excluded Kaplan Meier survival subgroups which
voluntary functions, for treated and may be explained
quits and controll group, right by the higher
severance censored, by sex and four share of recalled
pay subgroups by prior workers in
recipients. employment spell, which January claims
determined length of UI (control group).
entitlement.
Boédis — Out of work: | Entered UI Interview 479 w aged <30 | 4-6 months Experiment. Treatment: 4 | Exitto | Hazard ratio for | ++ + (short yes | no ? no
Micklewright | behavioural | registerand | surveysand | 615 waged >29 | following visits to PES and questions | job women over 29 is spell)
—Nagy (2004) | conditions entitled to PES registers| 1037 men entry to on job search in 3 month 1.43 (43 % over
= 75-179 days | Entrants (longer register (controll: no visit in 3 controll group’s)
Micklewright of Ul benefit. | between 26 | entitlements months). Right cenzored
—Nagy (2010) May and 26 | excluded to (excl. exhausters)
July 2003 controll for the Conditional prob of exit to
intro of a new job or almp, proportional
incentive) hazard with treatment
dummy and controls for
indiv.char. and local u.
Koll6 — Nagy | Out of work: | Ul recipients | interview 9420 divided into | NA, less than | OLS on log(w1/w0) — Wage | The median + 0 yes | Not | ? No
(1996) UI benefit reentering survey of 4 subgroups. (a) | 270 days AlogW, dep on individual | gain unemployed lost (high relev
employment | reemployed | 3839, (b) 3092, (c)| (max duration | and job characteristics, (above | 5.2 percent in real u) ant
+PES 383 (d) 2106 of UI) controlling for local u. the terms.
4 subgroups: | register of Ul| Q: tested Subgroups justified by average| Duration of Ul
(a) job losers | recipients; | selectivity of non- Chow tests of pooling gain for| spell:
with <181 exits from Ul| response restrictions; parameters are | Ul pool| compared to a
days in UI registerto a | (18%) jointly significant, inthe | spell lasting for
(b) Job losers | job between | Weighting heteroscedasticity is same | six months the
with 180+ March 20 observations with rejected; Ramsey test for period) | new wage is
days in UI, and April 20,| the inverse of the ommitted variables not estimated to be 5
(c) voluntary | 1994 predicted non- rejected for (a) and (d). % higher if
quits, response rate does completed




Type of program | Target group Database Sample size Observation period| Identification method Success Quantitative findings | Internal] External | ATET | Substit{ Total | Cost-
criteria validity| validity effects | effect?| benefit?
(d) recalled not affect the duration was 0-3
workers results. months, and
almost 5 % lower
if the spell lasted
for one year.
Kol116 (2001) Out of work: | Ul recipients | interview 1994: 8549 9-12 months | multinomial logit (1) stays | Exitto | Remaining benefit| + + yes | no ? No
UI benefit survey of (238841) in UL (2) exit to new job, | job on exit to new job:
reemployed | 2001: 8339 (3) exit to old job, (4) exit | before | -0.182
(+ PES (105924) to unknown job, exhaust| Entitlement: for
register of U]| (excluding those controls for indiv char, ing UI | upper secondary
recipients) | exhausting UI past Im experience (e, u), | benefit | &graduates: if
exits from Ul| during period tests robustness with E(UT) <50, odds
pool bween | observed and alternative specifications. of exitis 1.56
18 March - 7| recalled workers) Cross section. times higher
April 2001 towards end of
eligibility.
Micklewright | UL: amount | Ulrecipients | Ul register | 50441 control 3-19 months | Quasi experiment: after | | Exitto | No effect. 0 0 yes | - ? No
—Nagy 1995 new entrants | 30270 treatment Jan, 1% phase of UI is job Treatment group
in Dec 1992 | group shorter (1/4 of old system) exit rates are
and Jan 1993 but replacement rate is higher for some of]
Excluded higher (75 vs 70 %); the subgroups, but
voluntary Kaplan Meier survival this is most likely
quits and Ul functions and hazards, for due to the higher
claims over 2 treated and controll group, share of recalled
month after right censored, by sex and workers in
job loss. four subgroups by prior January claims
employment spell, which (the treatment
determined length of UI group in this
entitlement. case).
Wolff 2001 I. | UL: amount | Ulrecipients | Ul register | xx control 3-19 months | Quasi experiment, Kaplan | Exitto | No effect. + 0 (high| yes | - ? No
new entrants | xx treatment group Meier survival as in job u)
in Dec 1992 M&N1995, but only for a
and Jan 1993 subsample considered less
Same as in likely to be recalled
M&N1995 workers based on previous
job history.
Wolff 2001 II. | UL: amount | Ulrecipients, | Ul register | 13121(control) 3-19 months | Quasi experiment, data as in| Exitto | No robust effect | + 0 (high| yes | - ? No
excl older new entrants | 10373 (treatmt) M&N1995, but using job for men, small u)
workers in Dec 1992 | m aged below 55 variation in entitlement and robust effects for

2




Type of program | Target group Database Sample size Observation period| Identification method Success Quantitative findings | Internal] External | ATET | Substit{ Total | Cost-
criteria validity| validity effects | effect?| benefit?
and Jan 1993| 6162 (control) replacement rates. ML women:
Same asin | 5047 (treatmt) estimate of semi-parametric entitlement effect:
M&N1995 | w aged below 50 continuous duration model, job hazard is 53
tests alternative % higher than
specifications. base (over 270
days) in the last
30 days. For
women <30:
Elasticity wrt UI -
0.35, wrt wages
0.31
Firle — Szabo | Out of work: | Exited UI Labour force| 1023 m 3-15 months | Jenkins logit (equivalent to | Exitto | Average marginal | 0 0 yes | no no
(2007) 1. social benefit survey* 607 w discrete duration) and job effects of SB
2001 q1 - estimates of alternative receipt on
2004 g4 specifications (discrete and reemployment
(stacked continuous duration) no prob.
panel) attempt to deal with -0.0596 (m) (75
received Ul selection bias other than %)
one quarter sampling, controls for past -0.0557 (w) (82
and not in u, family income and local %)
the next u but not eg for health, Duration on
quarter. motivation unemp 7 quarters
Immediate longer
exits to job
not excluded
Firle — Szabd Out of work: | Non-empl- Labour force| 22153 m 2 consequtive | Probit with robust standard | Exitto | Average marginal | - - yes | no No
(2007) 1L social benefit | oyed survey 2001 | 22087 w quarters errors, on exit to job job effect of SB (SBisa
(excluding ql —2004 g4 Parameters jointly receipt on top up,
those not (stacked significant, no specification reemployment with a
seeking a job | panel) tests probability max. of
because are in no attempt to deal with -0.0679 (m) 15260
full time /il / selection bias, poor controls -0.0530 (w) HUF in
disabled / (asin]) 2003)
caring for
family
member) aged
18-62
Galasi —Nagy | Outof work: | Exhausted UI | Retrospectiv | April: 11259 (m) | 7-8 month Quasi experiment: change | Exitto | Effectsonodds | + + yes | no ? No
(2002b) social benefit e interview | 8678 (w) after in UA rules in May 2000, | job ratio

3




Type of program | Target group Database Sample size Observation period| Identification method Success Quantitative findings Internal| External | ATET | Substit| Total | Cost-
criteria validity| validity effects | effect?| benefit?
survey ofa | May: 14314 (m) | April/May descrete time duration for -0,043 (April,
sample taken| 12372 (w) 2000 affected and unaffected men)
from PES cohort (Jenkins logit for -0,070 (May,
register 2week spells), controls for men)
exhausted Ul indiv.char, local u. -0,043 (April, w)
in April/May Benefit= actual or expected -0,062 (May, w)
2000 benefit = amount x
P(takeup), the latter assumed to be
estimated in a separate constant during
logit. Parameters jointly the observed
significant, no specification period
tests
Galasi — Nagy | Out of work focus
(2008) on
Dropped: no poverty|
info on LS
outcomes
Micklewright | Out of work: | Registered March-April | 4661 11/12 months | Discrete time duration Exit to | Effects on odds + 0 (high| yes | no ? No
—Nagy (1998) | Social benefit| unemployed | 1994 Ul Only those with | (in UI) + model of post Ul job ratio (logit) u) (SBisa
who register (nearly) complete | 3-4 months exhaustion hazard (Jenkins -0.144 (m) flat-rate
exhausted UI | inflow employment (after logit) by sex, estimate coeff -0.157 (w) benefit
benefit cohort of history. Response | exhausting UI)| for expected Social Benefit. conditional on equal to
benefit rate to survey was Controls for individual / survival past 1st 6720
recipients, | almost 90% household char. and local u. week after HUF
+ interview no attempt to control for exhausting UL per
survey of selection bias (variation in month
those who unobserved char) in 1995,
exhausted Ul

*the Hungarian LFS is a rotating panel where an individual may be included for a maximum of 6 consecutive quarters.



2. WAGE SUBSIDIES - HUNGARY

Type of Target group | Database Sample size Observat | Identification method | Success criteria | Quantitative Internal External ATET | Substit. | Total | Cost-
program ion findings validity validity effects? | effect | benefit?
period 9
O'Leary 1998 (also | Wage Longer Survey data | Whole 12 OLS on exit with | Exit to Effect on + 0 YES | NO NO | Some
in O’Leary — subsidy term collected sample: months | control group. employment | employment informa
Nesporova (2001)) | payingup to | registered | following- 9219 Matched pairs, (various probability: tion
50% of the unemploye | up supported interaction terms | definitions), | 17-24%points (wage
. I treated: o . . .
wage billup | d (6 individuals in linear OLS. wage if if gains)
1131, .
to one year. months,3 | anda control: Personal and employed, unadjusted/un
Employment | months if | randomly 3338 ’ regional use of UI matched, 0 to
must be labour selected characteristics -6%point with
sustained for | market control used in OLS and controls. No
an indentical | entrants) group. . matching. effect on
period after . (training: earnings.
. Treated: exit | 2543;
exit from .
from public
program. programme: | works:
(Provides a Q2199, | 1140: Also
similar i significant
. observed: self-emp:
evaluation up to Q2 1067) parameters on
on training lg 97 individual
programmes Conrol: characteristics
and public ’
entered
works t00.) .
registered
status in Q2
1995
Galasi — Lazar — As in As in As in As in As in logit on Exit to Significant 0 - NO NO NO | NO
Nagy (2003) O'Leary O'Leary O'Leary O'Leary O'Lear | participants of employment | and positive
(1998), (1998), (1998), (1998), but | y all programmes | in 12 months | schooling
does not (1998), | with personal after the (0.04-0.47)
use control characteristics treatment and 25+ age
group (0.27-0.52)
and wage-
subsidy
program
participation
(1.87)
coefficient
when

compared to




Type of Target group | Database Sample size Observat | Identification method | Success criteria | Quantitative Internal External ATET | Substit. | Total | Cost-
program ion findings validity validity effects? | effect | benefit?
period ?
young
uneducated
public work
participants.
Galasi — Nagy Asin Long term | Monitoring | N=39000 3 probit corrected | Continued Significant - - NO NO NO | Some
(2005) O'Leary registered | data months | for nonresponse | employment | and positive informa
(1998), unemploye | referring to bias. Probit uses | with the marginal tion
d(6 employers personal same effect for (effect
months, 3 | of characteristics, employer women of
months if | subsidized correction uses (having (0.018), those length
lama workers. industry of received the | not very of
entrants) Registered .employer and subsidy) yong (above subsidi
job type. 25:0.05- sed
unqnployed 0.06), with not employ
exiting 1 )
wage- ;/fry ow or men
bsid igh education
Slrlo raznme (0.08 as
?n 2%02 and opposed to -
2003 0.05 and
0.037 resp.)
and
participating
for around the
average
duration of the
program 0.045
for 180-270

days), living
in the central
area and areas
with lower
unemploymen
t rate (-0.5).




Type of Target group | Database Sample size Observat | Identification method | Success criteria | Quantitative Internal External ATET | Substit. | Total | Cost-
program ion findings validity validity effects? | effect | benefit?
period ?
Csoba — Nagy — As in Longer Survey data | Treatment | 6 logit on exit with | Exit to No marginal - - NO Some | NO | Some
Szabo (2010) O'Leary term collected group: months | control group. employment | effect,
(1998), but registered | following- 1041; Personal and significant
support unemploye | up supported | Control regional positive effect
payable up d(6 individuals group: characteristics on programme
to 100% of | months,3 | anda 1068 used in logit parameter
the wage bill | months if | randomly estimation. (odds ratio
(new labour selected compared to
regulation) market control the controll
entrants) group. group: 24)
Treated: exit
from
prgramme:
between
September
2009-
February
2010
Galasi — Nagy Asin Registered | Individual N= 6 discrete time take part in Ul recipients + + NO n/a n/a | targetin
(2008) O'Leary unemploye | data 351,787 months | duration model one of the have 33% n/a g
(1998), but d snapshots (7.6% of of hazard to exit | programmes | higher
also looking (sampled which in towards ALMP analyzed probability of
at public from PES one of the registry drop out participation
works and register) three types hazard (Jenkins than those
training matched of logit) who get no
with programm subsidy, social
monitoring es) benefit
data. recipients:
Sampling: 50% less.
June 2005-

January2006




