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1 I nt ro d uct ion

Unemployment beneþt sanct ions are increasingly being used as part of the unemployment in-

surance and public welfare systems in many countries.1 Beneþt payments are made condit ional

on requirements such as act ively searching for a job or part icipation in act ive labor market

programs. Sanct ions (or the threat to impose them) are intended to provide incentives for the

beneþt recipients to comply with these requirements. In G ermany, these elements have become

much more commonplace after the reform of the G erman welfare system in 2005, which merged

former social assistance and unemployment assistance into the new unemployment beneþts I I

(U B I I). T he obligation to act ively search for employment and to participate in welfare-to-work

programs marks an important change in G erman welfare policy. For the þrst t ime, welfare

recipients have become a target group of labor market act ivation. Beneþt sanct ions are now

frequently imposed in the form of a partial or a complete revocation of beneþts for a certain

period of t ime.2

T he empirical li terature on the eÞects of sanct ions is st ill limited. Fredriksson and Holmlund

(2006) provide a survey of theoret ical and empirical research. A number of recent empirical

studies have analyzed the ex-post eÞects of sanct ions imposed on unemployment beneþt recip-

ients, e.g. Abbring, van den Berg, and van Ours (2005) for the Netherlands, Lalive, van Ours,

and Zweim  uller (2005) for Switzerland, Svarer (2007) for Denmark , or M  uller and Steiner (2008)

and Hofmann (2008) for G ermany.3 Some empirical evidence also exists for welfare recipients

(see, e.g., van den Berg, van der K laauw, and van Ours, 2004, for the Netherlands, Grogger

and K aroly , 2005, or Blank and Haskins, 2001, for the US and Schneider, 2008, for G ermany).

Most of these studies establish posi t ive eÞects on labor market outcomes. T hus, van den Berg,

van der K laauw, and van Ours (2004) þnd that the transi t ion rate from welfare to work more

than doubles after a beneþt sanct ion has been imposed. Similarly, M  uller and Steiner (2008)

report posi t ive eÞects of beneþt sanct ions on employment uptake for unemployed individuals

in G ermany. By contrast , Schneider (2008) analyzes the eÞects of beneþt sanct ions on the

reservation wage for unemployment beneþt I I recipients and does not þnd a signiþcant impact .

To date, the extant empirical li terature does not yield clear policy recommendations. A ma jor

drawback is that these studies ei ther rely on limited individual information or are restricted to

small geographic areas. For example, Abbring, van den Berg, and van Ours (2005) use Dutch

register data containing only a small number of individual characterist ics. T herefore, they model
1 G rubb (2000) provides an overview of a number of diÞerent unemployment insurance systems of selec ted

O E C D countries with a part icular focus on beneþt sanc t ions.
2 B eneþt sanc t ions have also been used for recipients of unemployment or social assistance before 2005, albei t

far less intensely than U B I I sanc t ions. See, e.g., W ilke (2004) for descript ive evidence on the use of sanc t ions for
recipients of unemployment assistance.

3 T here may also be ex ante eÞec ts of sanc t ions due to the de terrence eÞec t associa ted with the potent ial
exposure to beneþt sanc t ions. However, est imat ing ex ante eÞec ts on observable data is di Ž cult since information
on warnings is not usually available. O ne notable except ion is provided by Lalive, van O urs, and Zweim  uller
(2005) who evaluate the eÞec ts of beneþt sanc t ions on the unemployment durat ion. T heir þndings indicate that
warnings (ex ante) and exposure (ex post ) both have signiþcant eÞec ts on labor marke t t ransi t ions.
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unobserved heterogenei ty explici t ly by using a mult ivariate mixed proportional hazards model to

avoid potential select ion bias in the est imates. T he results of Lalive, van Ours, and Zweim  uller

(2005) are based on data for only three out of 26 Swiss cantons and van den Berg, van der

K laauw, and van Ours (2004) focus on welfare recipients in the Dutch ci ty of Rot terdam only.

G eneralizing these þndings to unemployment and welfare beneþt recipients in other regions or

countries is not straight forward and requires very strong assumptions.

Another limitat ion is the degree of sophist ication in stat ist ical analysis and the treatment eÞect

chosen as the parameter of interest . For instance, while the more recent empirical studies

for G ermany are most ly based on comprehensive administrat ive data, the results are ei ther

purely descript ive (for example, W ilke, 2004) or aÞected by potential select ion biases. T hus,

Schneider (2008), Hofmann (2008), and M  uller and Steiner (2008) use propensi ty score matching

est imators to est imate average treatment eÞects on the treated ( AT T ) but ignore select ion on

unobservables. Est imation of the AT T is reasonable if the group intended to be sanct ioned by

the policy maker is actually exposed to beneþt sanct ions. However, identifying the intended

group from observational data may be incomplete since sanct ions are not imposed mechanically

for certain infringements but depend on a number of factors. T hese factors comprise individual

characterist ics of the beneþt recipients but also characterist ics of the caseworker and the welfare

agency administering the beneþts. Moreover, although the probabili ty of infringement may be

systematically related to certain characterist ics of the individual, addressing select ivity with

respect to observed characterist ics only is a quest ionable approach.

In pract ice, the likelihood of being sanct ioned will not only depend on the observable and

unobservable characterist ics of the individual but also on the characterist ics of the welfare

agency at which an individual is registered and which is in charge of the actual imposi t ion of

sanct ions. Beneþt sanct ions are not imposed uniformly when the individual does not comply

with his or her duties during the act ivation process but there is substantial discret ion at the

agency level. As our data show, some agencies are quite reluctant with respect to using sanct ions

while others apply sanct ions more frequently and even in cases of minor infringements. T he

role of the policy regime at the level of local agencies has so far been completely neglected in

the empirical li terature.

T his paper aims to contribute to the li terature in the following respects. Based on a unique

new data set for G ermany, we est imate the eÞects of beneþt sanct ions for U BI I recipients in

G ermany on the transi t ion to employment and the drop-out from welfare dependency. T he data

set combines information of a large survey of welfare beneþts recipients with administrat ive

information. T he data were collected at 154 diÞerent welfare agencies across G ermany. In

addit ion to individual information, the data provide information on organizational aspects and

strategies of the welfare agencies. In part icular, we have access to survey information on the

sanct ion strategy that is used in the respect ive welfare agency. Based on the diÞerent strategies

of the welfare agencies, as well as on the frequency with which sanct ions are actually imposed,
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we instrument the select ion process at the individual level and est imate local average treatment

eÞects (L AT E , see Imbens and Angrist , 1994). Speciþcally, we est imate the eÞect of a sanct ion

on individuals not sanct ioned in an agency with a moderate sanct ion policy but sanct ioned

in an agency that imposes sanct ions more frequently. Since the eÞect is est imated for those

individuals who are not necessarily sanct ioned because of a severe non-compliance but simply

because the punishing agency regards sanct ions as an important element of i ts act ivation and

monitoring regime, the est imated L AT E can be interpreted as a measure of the eÞect iveness of

an intensiþed use of sanct ions.

T he remainder of this paper is organized as follows. Sect ion 2 presents some details of the

G erman welfare system and the inst i tut ional set t ing of beneþt sanct ions. T he data used in the

empirical analysis is described in sect ion 3. Our identiþcation strategy of the eÞects of beneþt

sanct ions on receiving welfare beneþts and on employment is discussed in sect ion 4. In sect ion

5 we present the est imation results. T he þnal sect ion concludes.

2 T he G er m an Welfare System an d i ts Sanct ion Scheme

T he G erman welfare system was substantially reformed at the beginning of 2005.4 Before 2005,

welfare recipients were eligible for social assistance (SA) if they had not contributed to un-

employment insurance before. In addit ion, persons whose unemployment beneþt (U B) claims

had expired were eligible for unemployment assistance (U A). If U A was too low to provide a

minimum living standard, a combination of U A and SA was granted. In contrast to U B , U A

and SA were both means-tested. W ith the welfare reform of January 2005, both programs were

replaced by the so-called unemployment beneþts I I scheme (U BI I). In contrast to U A , which

replaced up to 57% of the previous net earnings, U BI I (as former SA) does not depend on

former earnings. T he means-test takes into account the wealth and income of all individuals

living in the household. At the beginning of 2005, U BI I cash payments amounted to E U R

345 in West G ermany and to E U R 331 in East G ermany. Meanwhile, the level of U BI I in

East G ermany was adjusted to the Western level and U BI I was slightly raised in both parts

to compensate for in  at ion. In addit ion, U BI I welfare payments also include compulsory social

insurance contributions and costs of housing. Addit ional expenses for special needs may also

be covered.

In order to be eligible for U BI I , persons have to be aged between 15 and 64 years and be able

to work for at least 15 hours per week . I t is important to note that unemployment is not a

prerequisi te for receipt of U BI I . Individuals who are employed but whose household income is
4 T his reform was the last part of a series of four ma jor reforms of the G erman labor market which were

enac ted be tween 2003 and 2005. T hese reforms have become known as `Hartz reforms' named af ter the chairman
of the commission proposing the reforms. Since the reform of the welfare system is the last of the four reforms
i t is also referred to as the `Hartz I V reform'. See Jacobi and K luve (2007) for a descript ion of all four `Hartz
reforms'.

4



too low are also eligible for U BI I . Claimants capable of work have to register with the local

welfare agency and are obliged to participate in welfare-to-work programs. T his obligation

marks an important change in G erman welfare policy since for the þrst t ime welfare recipients

are a target group of labor market act ivation. Before 2005, hardly any eÞort was made to

reintegrate these persons into the labor market and welfare solely relied on passive beneþt

payments. Since 2005, the welfare recipients' rights and duties in the act ivation process are set

out in a so-called `integration contract' (Eingliederungsvereinbarung ), an agreement between

the welfare agency and the beneþt recipient containing obligations with respect to program

participation and job search act ivit ies, as well as detailing the services provided by the welfare

agency. T he integration contract is usually set up after the þrst meet ing of a welfare recipient

with the caseworker.

T he caseworker counsels and advises the welfare recipient and decides about placement in

welfare-to-work programs. If the caseworker detects non-compliance of the U BI I recipient during

the act ivation process, the welfare agency has the option of imposing a sanct ion by beneþt

revocation. Welfare recipients are informed about the possibili ty of sanct ions in the integration

contract and each time they are assigned to a program. Sanct ions have a duration of three

months and can be imposed for various reasons. For minor non-compliances, such as the failure

to report to the welfare agency, beneþts are cut by 10%.5 More severe infringements (lack of job

search eÞort , refusal to accept a suitable job oÞer, refusal to part icipate in a program) lead to a

beneþt reduct ion of 30%. In case of repeated incidents of severe infringements within one year,

a second (60% cut) or a third sanct ion (100% cut) can be imposed.6 For U BI I recipients below

25 years of age, beneþts can be reduced by 100% even for the þrst incident of non-compliance.

3 D a t a

T he empirical analysis is based on a unique data set that combines various diÞerent data

sources. T he core of these data is a two-wave panel survey of welfare recipients who received

U BI I in O ctober 2006 or entered U BI I receipt in the second half of 2006. T hese individuals

were randomly sampled from the administrat ive records of the Federal Employment Agency.

In the survey, two computer-assisted telephone interviews were conducted in the beginning of

2007 (January to April) and about one year later (November 2007 to March 2008). In the þrst

wave, 24.563 interviews were realized, which form the basis for the analysis presented here.

T he sample is strat iþed according to the following characterist ics: age (15-24, 25-49, 50-64),

children younger than three years living in the household and lone parent status. Furthermore,

the sample is restricted to 154 out of 439 G erman welfare agencies. In each of these agencies,
5 T he basis for the sanc t ion is the standard U B I I .
6 A similar possibili ty exists in the case of minor non-compliances where sanc t ions can be increased stepwise

by 10% up to a cut of 100%.
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between 100 and 300 interviews were conducted. T he 154 agencies are chosen partly as a random

select ion of agencies, partly as nearest neighbors of those agencies randomly selected (see I AW

and Z E W (2006)). Our results relate to those individuals who are registered at one of these

agencies. See F igure A .1 in the appendix for an illustrat ion of the sampled agencies. In our

est imation approach we use sample weights to account for strat iþcation. For more details on

the realizat ion of the survey, see Z E W , I A Q , and T NS Emnid (2008).

T he survey includes individual characterist ics (e.g. gender, age, marital and parent status,

education, health and disabili ty status, migration background), information on other household

members (number, age and relat ion to the respondent) and details concerning the labor market

status and history (current labor market state, former spells of insured and minor employment ,

former spells of unemployment , U BI I receipt , participation in act ivation programs). Moreover,

i t contains information about basic skills (e.g. reading, writ ing, math and computer skills),

further qualiþcations (e.g. driver's license), job search act ivit ies and information about beneþt

sanct ions.

Importantly, respondents were asked whether they have ever been sanct ioned by their welfare

agency, and, if so, in which month the last sanct ion was imposed. We use this information to

construct our treatment variable. We deþne those individuals as treated who report having

been sanct ioned for the þrst t ime and only once between O ctober 2006 and April 2007. Since

we focus on the eÞect of the þrst sanct ion imposed, persons with more than one sanct ion are

deleted from the est imation sample, as earlier sanct ions may have been imposed before O ctober

2006. Individuals who explici t ly state that they have been sanct ioned before the sampling date

are dropped from the data for the same reason. Since we do not have precise information on the

amount of the beneþt cuts, we are not able to dist inguish between diÞerent levels of sanct ions,

and thus use the information as a binary indicator only. In addit ion, we impose two further

restrict ions on the est imation sample. Since the transi t ion to employment is one of our two

outcome variables of interest , we only look at individuals aged 18 to 57, who were unemployed

at the beginning of their respect ive U BI I spell. Individuals aged 58 or above can opt for the

so-called relieved beneþt entit lement . W ithin this scheme they are no longer required to act ively

search for employment , but remain on welfare beneþts until ret irement age. Individuals aged

15 to 17 are sub ject to compulsory schooling and cannot be expected to take up employment .

Due to these restrict ions, our sample size reduces to 15.361 observations.7

To provide the outcome variables of interest (departure from welfare receipt and transi t ion to

employment), administrat ive data from the Federal Employment Agency are merged to the

survey data. T hese administrat ive data contain labor market states on a monthly basis for

each individual up to December 2007, thus allowing us to follow each sanct ioned person for at
7 In de tail, we drop 845 individuals aged 15 to 17, 2.116 persons aged 58 to 64 and 3.771 welfare recipients who

are employed. Moreover, we exclude 811 persons with more than one sanc t ion, 989 individuals with a sanc t ion
before the sampling date, 181 welfare recipients with a sanct ion in a former U B I I spell and 489 observat ions with
missing information.
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least eight months after the imposi t ion of the sanct ion. For instance, for a person sanct ioned

in January 2007 we examine the labor market states from February to September 2007, and

for a person sanct ioned in April 2007 we use information on the period from May to December

2007. In order to compare the sanct ioned individuals with the control group, we construct a

hypothet ical sanct ion date for the non-sanct ioned group by drawing randomly from a uniform

distribution of sanct ion dates from the period of O ctober 2006 to April 2007 for each individual,

i.e. the probabili ty of receiving a (hypothet ical) sanct ion in each of these months is assumed to be

1/7. Given this (hypothet ical) sanct ion date, the non-sanct ioned group is also followed for eight

months.8 T he economic condit ions during this observation period were quite favorable. In 2006

G erman G D P grew by 2.9% and in 2007 by 2.5%. However, while the number of U B recipients

decreased strongly in 2007 (yearly average of 1.253 million U B recipients in 2007 compared to

1.664 million in 2006), there was almost no decline in the number of welfare recipients (5.277

million in 2007 compared to 5.392 million in 2006).9

T he combined administrat ive and survey data were linked to addit ional data at the agency

level collected via surveys and case studies in all 154 sampled agencies in 2006 and 2007. T hey

include variables that characterize the welfare agencies' organizational structure (e.g. type of

case management , counseling concept , placement approach, mix of act ive labor market policies,

number and qualiþcation of caseworkers). Furthermore, regional information is added re  ect ing

labor market condit ions (e.g. share of unemployed persons, share of welfare recipients, G D P

per worker).

4 E st i m a t ion A p p roach

To est imate the eÞect of a sanct ion on employment and the drop-out from welfare receipt ,

consider the linear probabili ty model

Yi = Xiβ + Siθ + ui (1)

where Yi is the binary outcome variable of interest (for example, Yi = 1 denotes employment

of individual i and Yi = 0 denotes non-employment), Xi is a vector of covariates (at individual

and regional / agency level) and Si is a dummy variable indicating whether individual i has

been sanct ioned (Si = 1) or not (Si = 0). Under the addit ional assumption that the error

term ui has zero mean condit ional on all covariates Xi and Si , one could apply simple O LS

est imation to identify the eÞects of the right-hand side variables on Yi . However, we cannot
8 In some cases welfare recipients appeal against the imposi t ion of a sanc t ion. Social courts then have to decide

on the legit imacy of the sanc t ion. T he average durat ion of li t igat ions in these instances was 13.7 months in 2007
(see Stat ist isches Bundesamt (2009)). T his period is considerably longer than our observat ion period of eight
months. T herefore, we do not expec t that a potent ial appeal of sanct ioned survey part icipant against the beneþt
cut aÞec ts his or her behavior in our observat ion window. Since the sanc t ion is in force despite the appeal, there
is the same incent ive to increase job search eÞort as in the case without an appeal.

9 F igures according to the Federal Stat ist ical O Ž ce (www.desta t is.de) and the Federal E mployment Agency
(www.arbei tsagentur.de).
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rule out that Si is endogenous in our case, i.e. i t may be that Cov(Si, ui) 6= 0. In this case

an O LS est imate of the sanct ion eÞect on Yi would be biased. Endogenei ty of Si could be

due to diÞerent reasons. For example, there could be a negative select ion process driven by

motivation or other unobservable factors such that individuals with unfavorable characterist ics

are sanct ioned with higher probabili ty. As a result , the O LS est imate of the eÞect of Si on Yi

would be underest imated. However, there could also be a posi t ive select ion process init iated by

caseworkers if those with unfavorable characterist ics are not act ivated and thus not sanct ioned.

A posi t ive select ion of this kind would result in an overest imated eÞect of Si on Yi . Hence, the

bias of a simple O LS est imation is undetermined ex-ante.

To overcome the potential endogenei ty of Si we use an instrumental variable approach to est i-

mate the sanct ion eÞect on the outcome variable Yi . Speciþcally, we consider a binary instrument

Z such that the þrst stage equation of a two-stage least squares est imator can be writ ten as

Si = Ziδ + Xiα + εi (2)

where Xi is the same vector of covariates as in equation (1) and εi is an error term with zero

condit ional mean. We allow this error term and the error term ui of equation (1) to be correlated

across observations from the same agency. Under this speciþcation the two-stage least squares

est imator provides an est imate of θ in equation (1) that can be interpreted as a local average

treatment eÞect (L A T E , see Imbens and Angrist , 1994)10: I t measures the impact of a beneþt

cut on those individuals who get a sanct ion when Z changes i ts value from 0 to 1.

As an instrument Z we use two diÞerent variables: the sanct ion strategy of welfare agencies

as reported by the agency managers (denoted as Z1) and, alternatively, the actually observed

sanct ion rate within the agencies (denoted as Z2).

Welfare agencies play a crucial role for the use of sanct ions since they have substantial discret ion.

W hether or not a sanct ion is actually imposed depends not only on the detected infringement

but also on the general sanct ion policy of the welfare agency. Some agencies have a high a Ž nity

for sanct ions whereas other agencies are more reserved. In the surveys and case studies at

agency level described in sect ion 3, agency managers were asked about the use and importance

of sanct ions within their agencies. T he answers of managers were classiþed as depicted in Table

1.

T he distribution of answers makes clear that beneþt sanct ions are valued diÞerently across wel-

fare agencies. While some agencies use sanct ions only to comply with legal requirements, other

agencies ei ther apply sanct ions more frequently, perhaps even when minor non-compliances of

clients are detected, or less frequently, so that not all infringements are punished. T he agency
10 A lternat ively, instead of a two-stage least squares est imator we could also use a bivariate probit model to

est imate θ taking into account the binary nature of Yi and Si (see, e.g. E vans and Schwab, 1995). Both me thods
rely on diÞerent assumptions but yield similar results.
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Table 1: T he use of sanct ions in welfare agencies (number of agencies in brackets)
a) Sanct ions are part of the act ivation strategy and applied frequently (32)
b) Sanct ions are supported but are not part of the act ivation strategy (41)
c) Sanct ions are used to comply with legal requirements (41)
d) Sanct ions are regarded sceptically, but nevertheless are used (21)
e) Sanct ions have no special role (nei ther posi t ively nor negatively) (12)
f ) Sanct ions are rarely used (5)
g) Sanct ions are used for general monitoring purposes, but are not re-

garded as useful in single cases
(2)

will therefore have an impact on the individual probabili ty of being sanct ioned.11 Option a) of

Table 1 diÞerentiates between agencies that strategically impose sanct ions with high incidence

as opposed to agencies that do not . We use this diÞerentiat ion to specify our þrst instrument

Z1 , which has value one if an individual is registered at an agency that frequently imposes

sanct ions as part of i ts act ivation strategy and which is zero otherwise, i.e. if the welfare agency

is classiþed as one of the options b) to g) of Table 1. Using Z1 as an instrument , the est imate

of θ depicts the L AT E of a sanct ion on those individuals who are sanct ioned in an agency

that frequently imposes sanct ions and who would not be sanct ioned in another (more reserved)

agency. T hus, this L AT E can be interpreted as an est imate of a more intensive use of sanct ions.

For our alternative instrument Z2 we make use of the actually observed sanct ion rates within

the agencies. T he sanct ion rate of an agency is deþned to be the share of individuals registered

at the respect ive agency who received a beneþt cut between October 2006 and April 2007.12

To obtain a binary instrument , we diÞerentiate between agencies with a sanct ion rate above

the median (Z2 = 1) and agencies with a sanct ion rate below the median (Z2 = 0). Under this

speciþcation we est imate the L A T E of a sanct ion on those individuals who would be sanct ioned

if the agency decided to increase the sanct ion rate from below to above the median level. Again,

this eÞect can be interpreted as an est imate of a more intensive use of sanct ions.

No mat ter which instrument Z is used, the identiþcation of a L AT E depends on three condit ions:

1) Z is a valid instrument , i.e. Cov(Zi, ui) = 0 and Zi is partially correlated with Si once i t

is controlled for Xi .13

11 A n important inst rument for the agencies' management in implement ing a st rategy are local guidelines
(verhaltenslenkende We isungen) for caseworkers. T hese guidelines are issued to control caseworker behavior in
general. Speciþcally, in some agencies they may be used in order to induce caseworkers to impose sanc t ions
frequent ly. O ther welfare agencies might follow a milder sanc t ion policy and refrain from encouraging or even
discourage caseworkers from imposing sanc t ions. T herefore, the sanc t ion st rategy in  uences caseworkers' ac t ions
and, consequent ly, creates variat ion in the use of sanc t ions across welfare agencies.

12 Both inst ruments Z1 and Z2 are highly correla ted since the st rategy of imposing sanc t ions frequent ly leads
to a rela t ively high sanc t ion rate within an agency, as will be shown in more de tail in sec t ion 5.

13 In our speciþcat ion we control for sex , age, schooling, migrat ion background, household size, number of
children, obstacles to employment , labor marke t sta tus before welfare receip t , previous unemployment spells,
regional information and the durat ion of the current welfare spell. T he durat ion of the welfare spell is measured
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2) T he probabili ty of being sanct ioned changes with the value of Z .

3) Individuals that are sanct ioned in agencies of the type Z = 0 must also be sanct ioned in
agencies of the type Z = 1. And those individuals who are not sanct ioned under Z = 1
should not be sanct ioned under Z = 0 ei ther (monotonicity assumption).

In the following, we verify these condit ions referring to instrument Z1 , the sanct ion strategy

of welfare agencies. A similar reasoning also applies for instrument Z2 . T he monotonici ty

assumption is not testable, but it is very likely to hold in our case. If a sanct ion is imposed on

an individual that is registered at an agency which rarely uses sanct ions, the non-compliance

must be severe and should also be detected and punished in an agency that sanct ions frequently

and cuts beneþts even for minor infringements. Condit ion 2) is also satisþed. As will be shown

in more detail in sect ion 5, the sanct ion rate is indeed larger in agencies that frequently impose

sanct ions as part of their act ivation strategy. T herefore, the probabili ty of an individual get t ing

a sanct ion increases when Z1 changes i ts value from zero to one. T he partial correlat ion between

Z1 and Si as required in condit ion 1) also exists and will be discussed in more detail in the next

sect ion.

T he þnal condit ion that has to be shown to hold is Cov(Z1, ui) = 0. T his condit ion requires

that Z1 has no direct causal eÞect on Yi . A direct eÞect would exist if individuals changed their

behavior due to the actual realizat ion of Z1 . T his, however, is highly unlikely. T he welfare

agency's sanct ion strategy is not communicated to its clients. Hence, individuals do not know

whether or not sanct ions are used frequently in their agency. T herefore, they cannot draw

comparisons with other agencies, whose strategies are even more di Ž cult to þnd out . T hus,

there should not be any behavioral response of individuals to the sanct ion strategy. If welfare

recipients were aware of the sanct ion strategies of the agencies, the only way to avoid a tough

sanct ion regime for a person registered at an agency that frequently imposes sanct ions would

be to move to another region, since individuals are forced to register with the agency at the

place of residence. However, þnancial constraints are likely to prevent welfare recipients from

moving. In addit ion, welfare agencies are quite reluctant to support a move since they would

have to pay most of the costs.

I t is also unlikely that the socio-demographic composi t ion of the welfare recipients or the labor

market si tuation drives an agency to adopt a certain sanct ion strategy. As can be seen from

F igure A .2 in the appendix , agencies that sanct ion frequently and agencies that do not , appear

to be distributed more or less randomly across the sampled regions. In many cases, agencies

that sanct ion frequently and non-frequently direct ly border each other. In the ci ty of Berlin

þve welfare agencies are sampled. T wo of them use sanct ions frequently whereas three do not .

as the number of months on beneþts before the sampling date in O c tober 2006. Due to the t ime span be tween
sampling and interview date, not all individuals report a star t ing date of welfare receip t before O c tober 2006.
Some lef t and re-entered the welfare system during fall and winter 2006 /2007 and thus report a star t ing date
af ter O c tober 2006. For these individuals the durat ion variable is se t to 0. A n addit ional dummy variable takes
these la te star t ing dates into account .
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Since Berlin can be regarded as a single labor market , which is identical for all þve agencies

within the ci ty, and since the composi t ion of welfare recipients in these þve agencies is quite

similar, i t is unlikely that the sanct ion strategy of an agency depends on the labor market state

or the sociodemographic characterist ics of the welfare recipients. A similar picture arises with

respect to the actually observed sanct ion rates within the agencies (see F igure A .3). Given

this (descript ive) evidence we conclude that both Z1 and Z2 satisfy all requirements to be valid

instruments for the identiþcation of the L AT Es we want to est imate via equations (1) and (2).

Our est imation results are presented in the next sect ion.

5 E m pi r ical A nal ysis

5.1 D escr ip t i ve E v idence

Before we present and discuss our est imation results, we provide descript ive stat ist ics on the

sanct ion strategy (Z1) and the actually observed sanct ion rates (Z2) in Table 2.

Table 2: Sanct ion rates and number of observations

Full sample
4.34%

Z1 = 0 Z1 = 1 Z2 = 0 Z2 = 1
4.01% 5.75% 1.89% 6.54%

Sanct ioned 500 167 137 530
Non-sanct ioned 11957 2737 7121 7573
Total observations 15361
Remarks: Z1 refers to the sanct ion strategy of welfare agencies. Z1 = 0 denotes less strict
agencies and Z1 = 1 denotes frequently sanct ioning agencies. Z2 refers to the actually observed
sanct ion rates within welfare agencies. Z2 = 0 denotes agencies with a sanct ion rate below the
median and Z2 = 1 denotes agencies with a sanct ion rate above the median.

T he agency strategy of applying sanct ions frequently is indeed highly correlated with the im-

posi t ion of sanct ions as reported by the individuals in the survey. W hile in the full sample

comprising all 154 welfare agencies 4.34% of the interviewees received a sanct ion between O cto-

ber 2006 and April 2007, the sanct ion rate is signiþcantly larger for agencies that apply sanct ions

frequently as part of their act ivation strategy. W ithin these agencies the sanct ion rate amounts

to 5.75%, compared to 4.01% in the remaining agencies. T his is a remarkable diÞerence bearing

in mind that the two variables considered are measured at diÞerent levels and that the sanct ion

strategy varies at the agency level only. T he diÞerence is even larger when we look at the

actually observed sanct ion rates. In agencies with a sanct ion rate above the median, 6.54% of

welfare recipients received a sanct ion, while for the other agencies we observe a sanct ion rate of

1.89% only. Given these diÞerences, both Z1 and Z2 fulþll the second requirement mentioned

in sect ion 4 to identify a L A T E: T he probabili ty of being sanct ioned changes with the value of
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the instrument . In the remaining part of the analysis we will mainly focus on Z1 and use Z2 to

check the robustness of our results.

Table 3 presents descript ive stat ist ics. We compare means of the variables used as covariates

in the econometric analysis for sanct ioned and for non-sanct ioned individuals and for those

individuals registered at agencies that frequently impose sanct ions and for indivduals registered

at all other agencies. In addit ion, p-values of t-tests on the equality of means are displayed to

allow for a meaningful discussion of diÞerences.

T he left-hand side of Table 3 shows that male, younger, and less qualiþed individuals are most

likely to have a beneþt sanct ion imposed on them. Moreover, singles, and, to a lesser degree,

individuals without children are relat ively frequently sub ject to sanct ions. Disabled persons

and those with care obligations are less likely to receive a sanct ion. T here also exist regional

diÞerences in sanct ion probabili t ies. In East G ermany a smaller number of sanct ions are imposed

as compared to West G ermany. In general, the bet ter the labor market condit ions, the more

sanct ions are imposed, as is re  ected by the diÞerences with respect to unemployment rates

and the G D P (both measured one year before the welfare reform in December 2003). However,

no signiþcant diÞerences in sanct ion probabili t ies exist with respect to the share of welfare

recipients in a region.14

T he middle part of Table 3 clearly shows that agencies with diÞerent sanct ion strategies are

quite similar with respect to the composi t ion of their clients. Only small diÞerences are appar-

ent concerning schooling achievement , household composi t ion and migration status. Slightly

more singles, persons without children, and persons with the lowest school leaving cert iþcate

(secondary general school) are registered at agencies that frequently impose sanct ions than at

the other agencies. Migrants are somewhat under-represented. More important diÞerences exist

with respect to regional characterist ics. In rural areas, agencies seem to impose fewer sanct ions

than in urban districts. For East G ermans, the probabili ty of being registered at an agency

with a tough sanct ion policy is a lit t le higher than for West G ermans. No clear picture arises

with respect to the macroeconomic variables. W hile agencies that apply sanct ions frequently

are over-represented in regions with a high welfare-to-population ratio, almost no diÞerence

exists with respect to the unemployment rate. We do not detect any stat ist ically signiþcant

diÞerence with respect to G D P, ei ther. T hus, the labor market state does not seem to determine

the sanct ion strategy of an agency, as is required for a strategy in order to be a valid instru-

ment . Nevertheless, the descript ive analysis makes i t clear that one should control for regional

variables when est imating the eÞect of beneþt cuts. T his is particularly important when using
14 T he welfare rat io is also measured in D ecember 2003, but does not include former U A recipients and thus

refers to former SA recipients only. A ll three macroeconomic variables (unemployment rat io, G D P and welfare
rat io) have been collec ted for all 439 welfare agencies in G ermany. Agencies that face an unemployment rate
larger than the 75th percent ile of all unemployment rates across agencies are considered as agencies with a high
unemployment rate and individuals registered at these agencies are classiþed respec t ively. T he same procedure
applies for G D P and the welfare rat io.
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instrument Z2 . As can be seen from the right-hand side of Table 3, diÞerences between agencies

with Z2 = 0 and Z2 = 1 are somewhat larger than between agencies with Z1 = 0 and Z1 = 1.

Table 3: Descript ive stat ist ics

S = 0 S = 1 p-val. Z1 = 0 Z1 = 1 p-val. Z2 = 0 Z2 = 1 p-val.
G ender
Male 0.459 0.565 0.000 0.464 0.464 0.973 0.465 0.463 0.821
Age
18-24 0.203 0.381 0.000 0.210 0.217 0.422 0.209 0.213 0.469
25-34 0.207 0.258 0.002 0.209 0.208 0.863 0.205 0.213 0.264
35-44 0.211 0.174 0.023 0.209 0.207 0.798 0.210 0.208 0.726
45-57 0.379 0.187 0.000 0.371 0.368 0.751 0.376 0.366 0.208
Schooling
Secondary general school 0.443 0.505 0.001 0.441 0.466 0.013 0.412 0.475 0.000
Intermediate secondary school 0.338 0.262 0.000 0.338 0.319 0.045 0.376 0.297 0.000
Universi ty entrance diploma 0.160 0.123 0.010 0.160 0.154 0.467 0.156 0.161 0.332
O ther or missing 0.059 0.109 0.000 0.061 0.061 0.939 0.056 0.066 0.006
Migrat ion background
Migrant 0.247 0.258 0.539 0.252 0.231 0.018 0.223 0.270 0.000
Household size
1 person 0.345 0.402 0.003 0.341 0.376 0.000 0.323 0.370 0.000
2 persons 0.278 0.229 0.006 0.280 0.257 0.011 0.295 0.258 0.000
3 or more persons 0.377 0.369 0.666 0.379 0.367 0.233 0.383 0.371 0.155
Number of children
No children 0.611 0.651 0.040 0.609 0.629 0.040 0.610 0.615 0.548
1 child 0.214 0.201 0.425 0.216 0.203 0.140 0.223 0.205 0.006
2 or more children 0.175 0.148 0.075 0.176 0.167 0.293 0.167 0.180 0.030
O bstacles to employment
D isabled person 0.105 0.054 0.000 0.103 0.101 0.766 0.098 0.106 0.119
C are obligat ion 0.033 0.019 0.055 0.033 0.030 0.488 0.035 0.030 0.065
Status before receip t of welfare beneþts
(Minor) employment 0.322 0.396 0.000 0.326 0.325 0.943 0.319 0.331 0.109
Number of previous unemployment spells
0 or 1 0.389 0.370 0.340 0.387 0.393 0.541 0.391 0.385 0.418
2 or 3 0.370 0.379 0.624 0.373 0.358 0.130 0.364 0.376 0.150
4 or more 0.183 0.196 0.384 0.183 0.187 0.606 0.188 0.180 0.209
Missing 0.058 0.054 0.644 0.057 0.062 0.317 0.056 0.059 0.428
Regional information
C ity dist ric t 0.300 0.337 0.040 0.289 0.355 0.000 0.283 0.318 0.000
E ast G ermany 0.253 0.153 0.000 0.244 0.267 0.009 0.369 0.140 0.000
Unemployment rat io (high) 0.255 0.160 0.000 0.247 0.263 0.074 0.366 0.147 0.000
G D P (high) 0.286 0.361 0.000 0.291 0.280 0.216 0.209 0.360 0.000
Welfare rat io (high) 0.284 0.289 0.779 0.276 0.323 0.000 0.281 0.287 0.404
C urrent welfare spell
Months in welfare before 10/2006 12,437 10,927 0.000 12,356 12,440 0.660 12.806 11.982 0.000
Start af ter 10/2006 or missing 0.183 0.178 0.774 0.186 0.170 0.047 0.183 0.182 0.912
O bservat ions 14694 667 15361 12457 2904 15361 7258 8103 15361
Remarks: S = 0 denotes non-sanc t ioned individuals and S = 1 denotes sanc t ioned individuals. Z1 refers to
the sanc t ion st rategy of welfare agencies. Z1 = 0 denotes less st ric t agencies and Z1 = 1 denotes frequent ly
sanc t ioning agencies. Z2 refers to the ac tually observed sanc t ion rates within welfare agencies. Z2 = 0 denotes
welfare agencies with a sanc t ion rate below the median and Z2 = 1 denotes agencies with a sanc t ion rate above
the median. T he p-values derive from t-tests on the equali ty of means of the displayed variables for S = 0 and S
= 1, for Z1 = 0 and Z1 = 1 and for Z2 = 0 and Z2 = 1, respec t ively.

Table 4 displays the means of our outcome variables. T he columns contain mean rates of out  ow

from welfare and employment for sanct ioned and non-sanct ioned individuals registered ei ther at
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agencies that frequently impose sanct ions or at agencies that do not . T he means of the variables

are measured for the þrst eight months after the (hypothet ical) sanct ion date.15

Table 4: Descript ion of outcome variables based on instrument Z1

O ut  ow from welfare E mployment uptake
Z1 = 0 Z1 = 1 Z1 = 0 Z1 = 1

S = 0 S = 1 S = 0 S = 1 S = 0 S = 1 S = 0 S = 1
Month
1 .1343 .1320 .1363 .1317 .1208 .0780 .1231 .0659
2 .1390 .1400 .1491 .1377 .1298 .0980 .1323 .1198
3 .1516 .1640 .1589 .1856 .1390 .1180 .1363 .1617
4 .1688 .1840 .1728 .2335 .1525 .1220 .1513 .2096
5 .1863 .2320 .1973 .2814 .1699 .1300 .1695 .2395
6 .2036 .2560 .2189 .3293 .1822 .1520 .1841 .2635
7 .2233 .2680 .2364 .3533 .1903 .1700 .2010 .2754
8 .2409 .2860 .2554 .3413 .1985 .1860 .2057 .2814
Remarks: S = 0 denotes non-sanc t ioned individuals and S = 1 denotes sanc t ioned individuals. Z1 refers to
the sanc t ion st rategy of welfare agencies. Z1 = 0 denotes less st ric t agencies and Z1 = 1 denotes agencies that
frequent ly apply sanc t ions.

As can be seen from Table 4, the share of persons leaving the welfare system and taking up

employment increases over t ime in all subgroups. For example, 13.43% of the non-sanct ioned

persons who are registered at agencies that do not frequently impose sanct ions have left the

welfare system one month after the (hypothet ical) sanct ion date. T his share increases steadily

and amounts to 24.09% eight months after the (hypothet ical) sanct ion. For the sanct ioned

group in the same agencies we observe an increase in the out  ow rate from 13.20% to 28.60%.

A similar picture arises with respect to employment uptake. However, the employment rates

at the end of the observation period are not as high as the out  ow rates from welfare since

we only look at employment sub ject to social insurance contributions.16 Under this restricted

deþnit ion, 12.08% of the non-sanct ioned group in less strict agencies take up employment one

month after the (hypothet ical) sanct ion, whereas after eight months 19.85% of the individuals

have found a job. For the sanct ioned persons in the same agencies, employment probabili t ies

increase from 7.80% to 18.60%.

Interest ingly, we observe a more pronounced increase both in the out  ow rate from welfare

and in the employment probabili ty for the sanct ioned individuals and in part icular for the

sanct ioned persons in agencies that frequently impose sanct ions. W ithin these agencies, 13.17%

of the persons with a beneþt cut leave the welfare system one month after the sanct ion. E ight

months after the sanct ion more than one third of the sanct ioned individuals have overcome

welfare dependency. Similarly, the employment probabili ty increases from 6.59% to 28.14%.
15See Table A .1 in the appendix for the corresponding sta t ist ics based on inst rument Z2 . T hese stat ist ics show

a similar pat tern to those presented in Table 4 based on Z1 .
16 T he administ rat ive data that we use to measure our outcome variables do not contain information about

spells of marginal employment not sub jec t to social securi ty contribut ions. Similarly, self-employment is also
excluded from the deþnit ion. Welfare recipients could also leave the welfare system for other reasons without
taking up any kind of employment .
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Out  ow from beneþt receipt and employment rates for sanct ioned individuals start at a lower

level than the corresponding þgures of the non-sanct ioned. T his might re  ect the fact that the

sanct ioned persons are a select ive group that faces disadvantages with respect to labor market

part icipation. As shown in Table 3, for example, the less qualiþed persons are over-represented

among the sanct ioned group. However, at the end of our observation period the sanct ioned

persons do bet ter than the non-sanct ioned individuals. T he only exception is employment

uptake in agencies that do not frequently impose sanct ions. Here, employment rates after eight

months are a lit t le lower for sanct ioned persons than for non-sanct ioned persons. Given the

large increase in employment rates among the sanct ioned individuals, however, this group is

likely to catch up and to overtake the group of the non-sanct ioned shortly after our observation

period ends. T hus, the numbers displayed in Table 4 provide þrst descript ive evidence for the

eÞect iveness of sanct ions.

5.2 E st i m a t ion R esul ts

Our econometric analysis conþrms the descript ive evidence. Before describing the results in

detail, we brie  y look at the þrst stage regression results. T he þrst stage regression is identical

for each outcome variable (welfare receipt and employment uptake in the þrst eight months

after the (hypothet ical) sanct ion date) and is presented for instrument Z1 in the left part of

Table 5. As can be seen from the table, our instrument has a signiþcantly posi t ive eÞect on the

sanct ion probabili ty. Individuals registered at agencies that frequently impose sanct ions face

a 2.86 percentage point higher probabili ty of get t ing a sanct ion than individuals registered at

the other agencies. Given the low average sanct ion rate on average, this is a large eÞect . T he

eÞect is also large in absolute terms when compared to the coe Ž cients of the other covariates

included in the model.17

T he F stat ist ic for signiþcance of the instrument Z1 in the þrst stage regression is 10.64. I t

is thus close to the threshold value of 10 suggested by Staiger and Stock (1997) to indicate a

potential weak instrument problem.18 To invest igate whether a weak instrument problem is

in fact present , we use the second instrument Z2 which diÞerentiates between agencies with

a sanct ion rate above and below the median level. In this case, we est imate an even larger
17 W ith respec t to the other covariates we observe that men are more likely to receive beneþt cuts than women.

Younger individuals (aged 18 to 24) face a higher risk of being sanc t ioned than do older people. In addit ion, the
less educated are rela t ively prone to sanc t ions. Individuals with the lowest educat ional achievement (secondary
general school) have a 1.3 to 2.1 higher sanc t ion probabili ty than persons with an intermediate secondary school
degree or a universi ty entrance diploma, respec t ively. Household size and the number of children do not in  uence
the sanc t ion probabili ty. Disabled persons and persons with care obligat ions are less likely to receive a beneþt
cut but the eÞec t is not sta t ist ically signiþcant . No diÞerences are found be tween migrants and G erman nat ives.
T hose individuals who have been employed before U B I I receip t are more likely to ge t a sanc t ion since caseworkers
may regard sanc t ions as eÞec t ive within this group. Previous spells of unemployment do not mat ter, nor do the
regional variables included in the model have any eÞec t on the sanc t ion probabili ty. T herefore, labor marke t or
economic condit ions in the regions do not in  uence or de termine whe ther a person is sanc t ioned or not .

18 We rely on this rule of thumb since we cannot apply the tests proposed by Stock and Yogo (2005) because
we use only one inst rument and do not assume homoscedast ic errors, but allow for clustering at the agency level.
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impact on the individual sanct ion probabili ty in the þrst stage regression. As can be seen from

the right-hand side of Table 5 the coe Ž cient of the instrument Z2 is highly signiþcant and

amounts to 4.78 percentage points. T he F stat ist ic is 122.09 and thus considerably larger than

the threshold value. T herefore, besides giving further insight into the eÞect iveness of sanct ions,

Z2 also allows us to assess how precisely the sanct ion eÞect is est imated using instrument Z1 .

Table 5: F irst stage results based on inst ruments Z1 and Z2

Z1 Z2

Z 0.0286 0.0478
(0.0087) (0.0043)

G ender (reference: female)
Male 0.0177 0.0184

(0.0051) (0.0051)
Age (reference: 25 to 34 years)
18 to 24 years 0.0184 0.0180

(0.0101)) (0.0101)
35 to 44 years -0.0171 -0.0172

(0.0084) (0.0085)
45 to 57 years -0.0337 -0.0345

(0.0097) (0.0097)
Schooling (reference: secondary general school)
Intermediate secondary school -0.0131 -0.0116

(0.0053) (0.0053)
Universi ty entrance diploma -0.0214 -0.0203

(0.0082) (0.0083)
O ther or missing 0.0097 0.0091

(0.0110) (0.0109)
Migrat ion background (reference: non-migrants)
Migrant 0.0049 0.0044

(0.0074) (0.0072)
Household size (reference: 2 Persons)
1 Person 0.0090 0.0077

(0.0067) (0.0068)
3 or more persons -0.0046 -0.0046

(0.0063) (0.0062)
Number of children (reference: 1 child )
No children -0.0010 -0.0018

(0.0069) (0.0069)
2 or more children -0.0050 -0.0070

(0.0072) (0.0071)
O bstacles to employment
D isabled -0.0078 -0.0085

(0.0133) (0.0135)
C are obligat ion -0.0106 -0.0063

(0.0099) (0.0098)
Status before receip t of welfare beneþts
(Minor) employment 0.0141 0.0136

(0.0058) (0.0058)
Number of previous unemployment spells (reference: 2 or 3)
0 or 1 -0.0014 -0.0007

(0.0047) (0.0046)
4 or more 0.0140 0.0139

(0.0095) (0.0095)
Missing 0.0043 0.0046

(0.0104) (0.0103)
Regional information
C ity D ist ric t 0.0088 0.0110

Cont inued on nex t page
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Table 5: F irst stage results based on inst ruments Z1 and Z2 (cont inued)

Z1 Z2

(0.0085) (0.0086)
E ast G ermany -0.0179 -0.0043

(0.0142) (0.0114)
Unemployment rat io (high) -0.0001 -0.0023

(0.0139) (0.0105)
G D P (high) 0.0025 -0.0036

(0.0077) (0.0064)
Welfare rat io (high) -0.0052 -0.0041

(0.0074) (0.0077)
C urrent welfare spell
Months in welfare before 10/2006 -0.0007 -0.0006

(0.0005) (0.0005)
Start af ter 10/2006 or missing -0.0229 -0.0205

(0.0103) (0.0104)
Constant 0.0594 0.0370

(0.0103) (0.0106)
O bservat ions 15361 15361
F sta t ist ic 10.64 122.09
Remarks: F sta t ist ics derive from tests of signiþcance of
the inst rumental variable Z in the þrst stage regressions.
Z1 refers to the sanc t ion st rategy of welfare agencies and
Z2 refers to the ac tually observed sanc t ion rates within
the agencies.

Based on Z1 , the upper part of Table 6 provides the est imation results for the eÞect of a

sanct ion on further welfare receipt in the þrst eight months after the (hypothet ical) beneþt

cut .19 T he negative coe Ž cients of the sanct ion variable reveal that the out  ow from welfare

increases due to an imposed sanct ion even after controlling for a number of individual and

regional characterist ics. In the þrst three months the eÞect is modest and not stat ist ically

signiþcant . T his probably re  ects the fact that even if a sanct ion induces individuals to search

more intensively for employment , i t may take some t ime until they þnd a job that generates

a su Ž cient income. In the fourth month we observe a large increase in the out  ow rate. T he

eÞect becomes stat ist ically signiþcant in the þfth month and amounts to 0.743 at the end of the

observation period. T his þgure indicates that a beneþt cut increases the probabili ty of leaving

the welfare system within eight months after the beneþt cut by 74.3 percentage points and thus

const i tutes a very considerable sanct ion eÞect .

T he precision of the est imated eÞects, however, suÞers from large standard errors. T herefore,

we use instrument Z2 to check for robustness. As can be seen from the lower part of Table

6, the results based on this instrument are similar to the results obtained using Z1 , but are

more precisely est imated as re  ected by the lower standard errors. Again, we observe a modest
19 In the est imat ion concerning welfare receip t we deþne the dependent variable as 1 if an individual is st ill in

the welfare system and receives beneþts and as 0 otherwise. T herefore, we est imate the eÞec t of a sanc t ion on the
probabili ty of staying dependent on welfare. We could also deþne the variable the other way round, as was done
for convenience in Table 4 to facili ta te the comparison of drop-out rates from welfare with employment rates.
T he deþnit ion of the outcome variable does not in  uence the results. See Table A .2 for the de tailed est imat ion
results including all considered covariates.

17



and insigniþcant sanct ion eÞect in the þrst three months after the beneþt cut , followed by a

jump in the out  ow rate from welfare in the fourth month. T he sanct ion eÞect in this month

is highly signiþcant . I t amounts to 51.56 percentage points and is thus even larger than the

eÞect of 38.2 percentage points measured with instrument Z1 . In the following months, the

eÞect is stat ist ically signiþcant throughout and shows a similar pat tern of development as in

the speciþcation with Z1 . At the end of our observation period the eÞect amounts to nearly

70 percentage points, which is only a li t t le less than the eÞect measured on the basis of Z1

(74.3 percentage points). Given the similarity between the two est imates, we conclude that our

est imation approach does not suÞer from a weak instrument problem. T he sanct ion eÞect is of

considerable size.

Table 6: 2SLS est imates on welfare receip t

Month 1 2 3 4 5 6 7 8
Sanc t ion 0.0343 -0.1312 -0.0162 -0.3823 -0.5624 -0.7394 -0.5572 -0.7433
(based on Z1) (0.3090) (0.3013) (0.3285) (0.2966) (0.3339) (0.3459) (0.4158) (0.4305)

Sanc t ion -0.2039 -0.1793 -0.2992 -0.5156 -0.5414 -0.6227 -0.7153 -0.6881
(based on Z2) (0.2073) (0.1809) (0.1832) (0.1879) (0.1757) (0.1790) (0.2327) (0.2255)
O bservat ions 15361
Remarks: T he upper part of the table refers to the est imat ion in which Z1 (sanc t ion st rategy of welfare agencies)
is used as inst rument , the lower part of the table refers to the est imat ion in which Z2 (ac tually observed sanc t ion
rates within welfare agencies) is used as inst rument . D e tailed results for Z1 including all covariates are displayed
in Table A .2 in the appendix . T he de tailed results for Z2 are very similar and not shown here. T hey are available
upon request .

Table 7 contains the treatment eÞects if the transi t ion to employment (employment sub ject to

social security contributions) is considered as the dependent variable. For the results in the

upper part of the table, instrument Z1 was used. We est imate that the probabili ty of þnding

a job after a sanct ion is imposed increases by 20 to 25 percentage points at the beginning of

our observation period. I t then rises to 50 to 60 percentage points from the third to six th

month after the beneþt cut and increases further to around 80 percentage points at the end

of the period under considerat ion, when the eÞect is also stat ist ically signiþcant . Again, this

is a fairly strong sanct ion eÞect but , unfortunately, the precision of the est imate suÞers from

high standard errors and the up-and-down movement in the size of the est imated coe Ž cients.

T herefore, we look once more at the corresponding results using Z2 as instrumental variable

(see the lower part of Table 7). Here we observe a similar up-and-down pat tern in the size

of coe Ž cients. However, while the est imates are larger in magnitude at the beginning of the

observation period compared to the est imates based on Z1 , they are somewhat lower at the end.

In the last month of the observation period the eÞect amounts to about 55 percentage points.

T he sanct ion eÞect is thus st ill large and highly signiþcant . I t states that the probabili ty of a

welfare recipient þnding a job increases by more than 50 percentage points when the welfare

agency decides to increase the sanct ion rate from below to above the median level.
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T he smaller size of the coe Ž cients for the treatment variable in the est imation approach using

Z2 as instrument is not necessarily due to the reduced variance of the est imates. I t may be the

case that a tough sanct ion strategy has an eÞect per se and induces more out  ow from welfare to

work than can be measured by just looking at stat ist ical sanct ion rates within welfare agencies.

T hus, the eÞect of 55 percentage points est imated with Z2 might be regarded as a lower bound

of the sanct ion eÞect on employment . Likewise, the est imated eÞect of 80 percentage points

using Z1 might be regarded as an upper bound. T herefore, we conclude that the sanct ion eÞect

on employment is in a similar range as the eÞect on welfare receipt , and lies well above 50

percentage points. T hese þgures þt into the exist ing literature. For example, van den Berg,

van der K laauw, and van Ours (2004) þnd that the probabili ty of an average 25-year-old Dutch

welfare recipient in the ci ty of Rot terdam of leaving the welfare system within two years increases

from 66% to 91% if a sanct ion is imposed after 6 months of being on welfare. For a 50-year-old,

the corresponding probabili ty increases from 29% to 54%.

Table 7: 2SLS est imates on employment

Month 1 2 3 4 5 6 7 8
Sanc t ion 0.2427 0.1723 0.4337 0.5961 0.5001 0.5790 0.8802 0.7991
(based on Z1) (0.3485) (0.3281) (0.3584) (0.3264) (0.3809) (0.3602) (0.3641) (0.3647)

Sanc t ion 0.2880 0.2097 0.2590 0.3678 0.3878 0.4440 0.5595 0.5367
(based on Z2) (0.1613) (0.1535) (0.1653) (0.1525) (0.1688) (0.1673) (0.1771) (0.1739)
O bservat ions 15361
Remarks: T he upper part of the table refers to the est imat ion in which Z1 (sanc t ion st rategy of welfare agencies)
is used as inst rument , the lower part of the table refers to the est imat ion in which Z2 (ac tually observed sanc t ion
rates within welfare agencies) is used as inst rument . D e tailed results for Z1 including all covariates are displayed
in Table A .3 in the appendix . T he de tailed results for Z2 are very similar and not shown here. T hey are available
upon request .

T he in  uence of the other covariates is as expected but far more modest quantitat ively when

compared to the sanct ion eÞect (see Tables A .2 for welfare receipt and A .3 for employment).

Older individuals face a higher risk of remaining in welfare receipt than younger persons. T he

same is true for less qualiþed persons. In the last month of the observation period, the indi-

viduals with the lowest educational achievement (secondary general school) have a nearly 10

percentage point lower probabili ty of leaving the welfare system than persons with the highest

educational achievement (universi ty entrance diploma). Migrants are more likely to stay on

beneþts than native G ermans. Individuals with children are likewise more at risk of remaining

in the welfare system. However, for persons living in large households (three or more persons)

the probabili ty of terminating welfare beneþt receipt is larger than in single households and

households with two persons. W hen care obligations are present , individuals þnd it harder to

leave welfare. Interest ingly, the probabili ty of disabled persons leaving the welfare system is

larger than for the non-handicapped. E ven though the eÞect is not signiþcant , i t may be that

caseworkers, after a certain amount of t ime, relabel some of the disabled as not being capable
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of work anymore and therefore shift this group from U BI I to welfare aid, which is a last resort

beneþt , that does not require labor market part icipation or part icipation in welfare-to-work

programs. Persons with employment experience immediately before U BI I receipt are somewhat

more likely to leave the welfare system. Previous spells of unemployment do not mat ter much.

W ith respect to the regional characterist ics considered in the est imation, persons living in ur-

ban districts are less likely to leave the welfare system. In addit ion, persons in regions with a

high welfare rat io (as measured at the end of 2003) face more di Ž cult ies in overcoming welfare

dependency.

T he coe Ž cients of the covariates also show the expected signs when uptake of employment

(sub ject to social insurance contribution) is considered as the outcome of interest . Men are more

likely to þnd a job than women. Middle-aged individuals (aged 25 to 44) face bet ter employment

prospects than young persons (aged 18 to 24) or the elderly (aged 45 to 57). Employment

chances also increase with the level of educational at tainment . Migrants, disabled people and

persons with care obligations have a lower chance of þnding a job. Individuals who have been

employed prior to U BI I receipt are more likely to þnd a job, perhaps re  ect ing the fact that

recent work experience serves as a signal to employers. T he number of previous unemployment

spells does not in  uence employment chances. W ith respect to the macroeconomic variables

included in the model, we þnd that persons living in regions with a high G D P have relat ively

good chances of þnding a job, whereas employment probabili t ies are lower in regions with high

welfare rat ios. However, as in the case of welfare receipt , the eÞects of individual and regional

covariates on employment are quite modest compared to the eÞect of sanct ions.

We recall that the est imated sanct ion eÞects have to be interpreted as L AT Es. T hey measure

the eÞect of a sanct ion on those individuals who are not sanct ioned in an agency with a less

strict sanct ion regime, but who will be sanct ioned if the agency decides to change i ts policy and

impose sanct ions more frequently. T hus, these L AT Es can be interpreted as an est imate of the

eÞect of an intensiþed use of sanct ions. Our results show that t ightening the sanct ion policy

will be quite eÞect ive in reducing welfare dependency and increasing employment uptake.20

6 C onclusion

Recent studies invest igating the eÞect of sanct ions imposed on unemployment beneþt and wel-

fare beneþt recipients show that beneþt cuts substantially reduce unemployment and increase

employment uptake among the sanct ioned persons. However, their empirical basis is limited

and it is hard to generalize their þndings. F irst , the exist ing studies are restricted to small

geographic areas and thus may be based on a speciþc subgroup of beneþt recipients. Second,
20 A ll the results rela te to the t ransi t ion from welfare to work or other employment sta tuses. Since we do not

have information about match quali ty and job stabili ty and since our observat ion period ends in D ecember 2007,
we are not able to consider the long-term eÞec ts of beneþt sanc t ions.
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most studies rely on limited individual information. In addit ion, almost all studies neglect the

fact that the imposi t ion of sanct ions not only depends on characterist ics of the individual but

also on the policy of the welfare agency at which an individual is registered and which is in

charge of the actual imposi t ion of sanct ions.

Our data for G erman welfare agencies show that beneþt sanct ions are not imposed uniformly

when an individual does not comply with his or her duties during the act ivation process. Rather,

there is substantial discret ion at the agency level determining whether a sanct ion is applied or

not . W hile some agencies frequently impose sanct ions, the policy of others is less tough. We

use these diÞerences in sanct ion strategies and rates across 154 welfare agencies in G ermany as

instrumental variables to est imate the eÞect of a beneþt cut on the rate of terminating welfare

receipt and the uptake of employment . Speciþcally, we est imate the eÞect of a sanct ion on

those individuals who are not sanct ioned by an agency with a cautious sanct ion policy but

who are sanct ioned by an agency that imposes sanct ions more frequently. T his L AT E can be

interpreted as an est imate of the eÞect iveness of an intensiþed or general usage of sanct ions

since the eÞect is est imated for those individuals who are not necessarily sanct ioned because

of a severe non-compliance but simply because of the fact that the punishing agency regards

sanct ions as an important element of i ts act ivation and monitoring regime.

Our results show that the intensiþed use of sanct ions is quite eÞect ive in reducing welfare

dependency and enhancing employment uptake. A sanct ion increases the probabili ty of leaving

the welfare system within eight months after the beneþt cut by about 70 percentage points.

Similarly, the probabili ty of taking up a job sub ject to social insurance contribution rises by

more than 50 percentage points. T herefore, we conclude that a more intensive use of beneþt cuts

by welfare agencies will contribute to making the labor market act ivation of welfare recipients

more eÞect ive and will substantially increase the transi t ion rate from welfare to work .
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A p p en di x

Table A .1: Descript ion of outcome variables based on instrument Z2

O ut  ow from welfare E mployment uptake
Z2 = 0 Z2 = 1 Z2 = 0 Z2 = 1

S = 0 S = 1 S = 0 S = 1 S = 0 S = 1 S = 0 S = 1
Month
1 .1279 .1241 .1410 .1340 .1167 .0657 .1254 .0774
2 .1335 .1460 .1478 .1377 .1260 .0803 .1343 .1094
3 .1456 .1606 .1599 .1717 .1334 .1095 .1433 .1340
4 .1576 .1825 .1808 .2000 .1438 .1168 .1603 .1509
5 .1734 .2336 .2023 .2472 .1604 .1241 .1787 .1660
6 .1901 .2482 .2218 .2811 .1723 .1460 .1923 .1887
7 .2074 .2774 .2430 .2925 .1802 .1752 .2038 .2019
8 .2250 .2774 .2612 .3057 .1878 .1752 .2111 .2189
Remarks: S = 0 denotes non-sanc t ioned individuals and S = 1 denotes sanc t ioned individuals. Z2 refers to the
ac tually observed sanc t ion rates within welfare agencies. Z2 = 0 denotes welfare agencies with a sanc t ion rate
below the median and Z2 = 1 denotes agencies with a sanc t ion rate above the median.
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Table A .2: 2SLS est imates on welfare receip t based on inst rument Z1

Month 1 2 3 4 5 6 7 8
Sanc t ion 0.0343 -0.1312 -0.0162 -0.3823 -0.5624 -0.7394 -0.5572 -0.7433

(0.3090) (0.3013) (0.3285) (0.2966) (0.3339) (0.3459) (0.4158) (0.4305)
G ender (reference: female)
Male -0.0167 -0.0141 -0.0029 -0.0002 -0.0038 -0.0008 -0.0116 -0.0038

(0.0096) (0.0100) (0.0097) (0.0096) (0.0101) (0.0108) (0.0118) (0.0120)
Age (reference: 25 to 34 years)
18 to 24 years -0.0505 -0.0428 -0.0343 -0.0182 -0.0184 -0.0028 -0.0060 -0.0017

(0.0129) (0.0148) (0.0139) (0.0144) (0.0160) (0.0169) (0.0194) (0.0192)
35 to 44 years 0.0081 0.0064 0.0144 0.0202 0.0184 0.0147 0.0243 0.0258

(0.0107) (0.0110) (0.0118) (0.0119) (0.0136) (0.0146) (0.0165) (0.0170)
45 to 57 years 0.0540 0.0525 0.0665 0.0735 0.0673 0.0717 0.0850 0.0876

(0.0152) (0.0164) (0.0169) (0.0161) (0.0174) (0.0184) (0.0210) (0.0213)
Schooling (reference: secondary general school)
Intermediate secondary school -0.0319 -0.0412 -0.0471 -0.0494 -0.0497 -0.0568 -0.0582 -0.0699

(0.0101) (0.0095) (0.0090) (0.0099) (0.0101) (0.0112) (0.0113) (0.0122)
Universi ty entrance diploma -0.0475 -0.0562 -0.0709 -0.0696 -0.0746 -0.0802 -0.0889 -0.0986

(0.0135) (0.0126) (0.0148) (0.0148) (0.0157) (0.0150) (0.0159) (0.0169)
O ther or missing 0.0388 0.0366 0.0404 0.0258 0.0299 0.0239 0.0262 0.0275

(0.0128) (0.0125) (0.0132) (0.0173) (0.0168) (0.0237) (0.0225) (0.0243)
Migrat ion background (reference: non-migrants)
Migrant 0.0290 0.0347 0.0414 0.0394 0.0424 0.0383 0.0353 0.0366

(0.0095) (0.0101) (0.0100) (0.0102) (0.0112) (0.0113) (0.0115) (0.0126)
Household size (reference: 2 Persons)
1 Person 0.0107 0.0160 0.0075 0.0089 0.0069 0.0106 -0.0044 -0.0023

(0.0106) (0.0111) (0.0107) (0.0118) (0.0127) (0.0137) (0.0127) (0.0135)
3 or more persons -0.0494 -0.0595 -0.0618 -0.0628 -0.0665 -0.0759 -0.0807 -0.0872

(0.0104) (0.0108) (0.0104) (0.0108) (0.0127) (0.0131) (0.0146) (0.0151)
Number of children (reference: 1 child )
No children -0.0651 -0.0772 -0.0786 -0.0775 -0.0734 -0.0905 -0.0994 -0.1048

(0.0126) (0.0119) (0.0137) (0.0133) (0.0133) (0.0136) (0.0149) (0.0152)
2 or more children 0.0360 0.0414 0.0393 0.0441 0.0478 0.0482 0.0347 0.0395

(0.0120) (0.0124) (0.0130) (0.0134) (0.0154) (0.0162) (0.0162) (0.0175)
O bstacles to employment
D isabled -0.0039 -0.0031 -0.0047 -0.0217 -0.0187 -0.0074 0.0005 -0.0054

(0.0139) (0.0149) (0.0143) (0.0142) (0.0148) (0.0148) (0.0161) (0.0170)
C are obligat ion 0.0328 0.0215 0.0348 0.0113 0.0233 0.0275 0.0457 0.0431

(0.0164) (0.0180) (0.0176) (0.0270) (0.0236) (0.0255) (0.0243) (0.0251)
Status before receip t of welfare beneþts
(Minor) employment -0.0125 -0.0159 -0.0113 -0.0177 -0.0208 -0.0130 -0.0152 -0.0176

(0.0084) (0.0089) (0.0089) (0.0100) (0.0100) (0.0111) (0.0108) (0.0119)
Number of previous unemployment spells (reference: 2 or 3)
0 or 1 0.0267 0.0244 0.0236 0.0157 0.0138 0.0114 0.0042 0.0132

(0.0085) (0.0074) (0.0079) (0.0093) (0.0097) (0.0110) (0.0112) (0.0107)
4 or more 0.0129 0.0091 0.0088 -0.0096 -0.0077 -0.0056 -0.0081 0.0105

(0.0112) (0.0116) (0.0115) (0.0134) (0.0151) (0.0166) (0.0158) (0.0159)
Missing 0.0321 0.0358 0.0307 0.0297 0.0252 0.0374 0.0441 0.0651

(0.0201) (0.0203) (0.0178) (0.0177) (0.0195) (0.0234) (0.0226) (0.0228)
Regional information
C ity D ist ric t 0.0054 0.0148 0.0141 0.0109 0.0172 0.0252 0.0278 0.0266

(0.0174) (0.0112) (0.0111) (0.0094) (0.0096) (0.0125) (0.0141) (0.0146)
E ast G ermany 0.0215 0.0200 -0.0000 0.0135 0.0216 0.0331 0.0504 0.0318

(0.0234) (0.0244) (0.0253) (0.0199) (0.0208) (0.0256) (0.0317) (0.0304)
Unemployment rat io (high) 0.0072 0.0039 0.0303 0.0137 0.0053 -0.0023 -0.0068 0.0140

(0.0236) (0.0235) (0.0242) (0.0190) (0.0200) (0.0247) (0.0310) (0.0295)
G D P (high) -0.0149 -0.0171 -0.0170 -0.0148 -0.0154 -0.0164 -0.0115 -0.0076

(0.0126) (0.0101) (0.0101) (0.0100) (0.0092) (0.0100) (0.0121) (0.0125)
Welfare rat io (high) 0.0409 0.0338 0.0295 0.0372 0.0385 0.0352 0.0388 0.0363

Cont inued on nex t page
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Table A .2: 2SLS est imates on welfare receip t based on inst rument Z1

(cont inued)

Month 1 2 3 4 5 6 7 8
(0.0131) (0.0100) (0.0098) (0.0089) (0.0090) (0.0114) (0.0131) (0.0135)

C urrent welfare spell
Months in welfare before 10/2006 0.0037 0.0044 0.0059 0.0065 0.0075 0.0073 0.0080 0.0083

(0.0006) (0.0007) (0.0007) (0.0007) (0.0007) (0.0008) (0.0008) (0.0009)
Start af ter 10/2006 or missing 0.0231 0.0503 0.0820 0.0970 0.1069 0.0920 0.1009 0.0909

(0.0155) (0.0157) (0.0176) (0.0171) (0.0176) (0.0192) (0.0223) (0.0229)
Constant 0.8373 0.8370 0.7865 0.7783 0.7573 0.7573 0.7291 0.7146

(0.0274) (0.0258) (0.0285) (0.0274) (0.0280) (0.0293) (0.0331) (0.0341)
O bservat ions 15361 15361 15361 15361 15361 15361 15361 15361
Remarks: Est imat ion is based on inst rument Z1 , which refers to the sanc t ion st rategy of welfare agencies. Z1 =
0 denotes less st ric t agencies and Z1 = 1 denotes agencies that frequent ly apply sanc t ions.
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Table A .3: 2SLS est imates on employment based on inst rument Z1

Month 1 2 3 4 5 6 7 8
Sanc t ion 0.2427 0.1723 0.4337 0.5961 0.5001 0.5790 0.8802 0.7991

(0.3485) (0.3281) (0.3584) (0.3264) (0.3809) (0.3602) (0.3641) (0.3647)
G ender (reference: female)
Male 0.0257 0.0320 0.0276 0.0298 0.0452 0.0514 0.0590 0.0562

(0.0087) (0.0094) (0.0110) (0.0113) (0.0122) (0.0126) (0.0124) (0.0126)
Age (reference: 25 to 34 years)
18 to 24 years -0.0424 -0.0423 -0.0569 -0.0601 -0.0637 -0.0661 -0.0868 -0.0833

(0.0148) (0.0149) (0.0153) (0.0145) (0.0160) (0.0168) (0.0189) (0.0182)
35 to 44 years -0.0099 -0.0155 -0.0125 -0.0132 -0.0094 -0.0045 -0.0065 -0.0026

(0.0111) (0.0106) (0.0109) (0.0120) (0.0144) (0.0156) (0.0170) (0.0161)
45 to 57 years -0.0273 -0.0421 -0.0482 -0.0417 -0.0449 -0.0463 -0.0507 -0.0483

(0.0154) (0.0144) (0.0148) (0.0158) (0.0165) (0.0169) (0.0185) (0.0194)
Schooling (reference: secondary general school)
Intermediate secondary school 0.0320 0.0298 0.0358 0.0399 0.0336 0.0283 0.0421 0.0489

(0.0100) (0.0100) (0.0103) (0.0107) (0.0107) (0.0119) (0.0110) (0.0112)
Universi ty entrance diploma 0.0454 0.0406 0.0455 0.0437 0.0381 0.0337 0.0435 0.0538

(0.0149) (0.0161) (0.0165) (0.0168) (0.0167) (0.0163) (0.0159) (0.0158)
O ther or missing -0.0346 -0.0406 -0.0396 -0.0438 -0.0345 -0.0484 -0.0432 -0.0616

(0.0114) (0.0148) (0.0152) (0.0164) (0.0199) (0.0197) (0.0227) (0.0219)
Migrat ion background (reference: non-migrants)
Migrant -0.0213 -0.0263 -0.0230 -0.0321 -0.0200 -0.0262 -0.0240 -0.0184

(0.0086) (0.0092) (0.0087) (0.0093) (0.0099) (0.0097) (0.0103) (0.0102)
Household size (reference: 2 Persons)
1 Person -0.0346 -0.0314 -0.0258 -0.0234 -0.0095 -0.0179 -0.0199 -0.0202

(0.0105) (0.0117) (0.0114) (0.0123) (0.0127) (0.0130) (0.0143) (0.0143)
3 or more persons 0.0180 0.0202 0.0151 0.0217 0.0095 0.0099 0.0219 0.0201

(0.0103) (0.0114) (0.0121) (0.0135) (0.0127) (0.0133) (0.0158) (0.0153)
Number of children (reference: 1 child )
No children 0.0142 0.0134 0.0133 0.0120 -0.0020 0.0031 0.0137 0.0126

(0.0111) (0.0120) (0.0129) (0.0130) (0.0129) (0.0127) (0.0156) (0.0149)
2 or more children -0.0075 -0.0207 -0.0212 -0.0203 -0.0161 -0.0120 -0.0217 -0.0235

(0.0122) (0.0109) (0.0126) (0.0140) (0.0151) (0.0149) (0.0170) (0.0173)
O bstacles to employment
D isabled -0.0447 -0.0450 -0.0304 -0.0409 -0.0500 -0.0571 -0.0606 -0.0616

(0.0106) (0.0106) (0.0140) (0.0125) (0.0128) (0.0134) (0.0133) (0.0127)
C are obligat ion -0.0694 -0.0573 -0.0486 -0.0536 -0.0636 -0.0621 -0.0656 -0.0707

(0.0118) (0.0222) (0.0232) (0.0265) (0.0265) (0.0274) (0.0276) (0.0276)
Status before receip t of welfare beneþts
(Minor) employment 0.0451 0.0421 0.0412 0.0349 0.0451 0.0420 0.0441 0.0507

(0.0080) (0.0093) (0.0097) (0.0094) (0.0104) (0.0106) (0.0117) (0.0112)
Number of previous unemployment spells (reference: 2 or 3)
0 or 1 -0.0218 -0.0125 -0.0107 -0.0108 -0.0076 -0.0095 -0.0066 -0.0162

(0.0077) (0.0081) (0.0092) (0.0101) (0.0107) (0.0109) (0.0115) (0.0108)
4 or more 0.0028 0.0109 -0.0003 0.0097 0.0135 0.0120 -0.0017 -0.0041

(0.0118) (0.0119) (0.0121) (0.0124) (0.0134) (0.0148) (0.0159) (0.0146)
Missing -0.0250 -0.0162 -0.0318 -0.0233 -0.0264 -0.0279 -0.0494 -0.0544

(0.0173) (0.0189) (0.0172) (0.0180) (0.0189) (0.0209) (0.0176) (0.0160)
Regional information
C ity D ist ric t -0.0071 -0.0014 -0.0025 -0.0087 -0.0114 -0.0141 -0.0188 -0.0125

(0.0099) (0.0098) (0.0106) (0.0109) (0.0118) (0.0109) (0.0121) (0.0119)
E ast G ermany 0.0125 0.0202 0.0271 0.0069 -0.0026 -0.0131 -0.0226 -0.0176

(0.0175) (0.0198) (0.0161) (0.0165) (0.0177) (0.0193) (0.0128) (0.0162)
Unemployment rat io (high) 0.0077 -0.0078 -0.0099 0.0151 0.0280 0.0346 0.0495 0.0390

(0.0162) (0.0191) (0.0140) (0.0156) (0.0159) (0.0185) (0.0103) (0.0138)
G D P (high) 0.0255 0.0263 0.0296 0.0341 0.0405 0.0437 0.0458 0.0452

(0.0095) (0.0084) (0.0095) (0.0102) (0.0104) (0.0106) (0.0115) (0.0108)
Welfare rat io (high) -0.0199 -0.0175 -0.0214 -0.0258 -0.0177 -0.0150 -0.0215 -0.0233

Cont inued on nex t page
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Table A .3: 2SLS est imates on employment based on inst rument Z1 (con-
t inued)

Month 1 2 3 4 5 6 7 8
(0.0093) (0.0095) (0.0102) (0.0101) (0.0114) (0.0100) (0.0108) (0.0104)

C urrent welfare spell
Months in welfare before 10/2006 -0.0013 -0.0025 -0.0032 -0.0039 -0.0042 -0.0047 -0.0045 -0.0048

(0.0006) (0.0006) (0.0006) (0.0006) (0.0006) (0.0006) (0.0007) (0.0007)
Start af ter 10/2006 or missing -0.0052 -0.0386 -0.0498 -0.0590 -0.0484 -0.0466 -0.0446 -0.0399

(0.0138) (0.0146) (0.0151) (0.0140) (0.0148) (0.0154) (0.0157) (0.0158)
Constant 0.1197 0.1565 0.1685 0.1817 0.1968 0.2144 0.1971 0.2112

(0.0267) (0.0259) (0.0286) (0.0267) (0.0288) (0.0286) (0.0312) (0.0319)
O bservat ions 15361 15361 15361 15361 15361 15361 15361 15361
Remarks: Est imat ion is based on inst rument Z1 , which refers to the sanc t ion st rategy of welfare agencies. Z1 =
0 denotes less st ric t agencies and Z1 = 1 denotes agencies that frequent ly apply sanc t ions.
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F igure A .1: Sampled agencies
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F igure A .2: Sanct ion strategies
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F igure A .3: Sanct ion rates
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lassene kommunale Träger” und “Arbeitsgemeinschaft”. Untersuchungsfeld 1: “Deskriptive

Analyse und Matching”. Jahresbericht 2006. Bundesministerium f  ur A rbei t und Soziales,

Berlin.

Imbens, G., and J. Angrist (1994): \ Identiþcation and Est imation of Local A verage Treat-

ment EÞects, " Econometrica, 62, 467{475.

Jacobi, L., and J. Kluve (2007): \ Before and A fter the Hartz Reforms. T he Performance of

A ct ive Labour Market Policy in G ermany, " D iscussion paper 41, RW I Essen.

Lalive, R., J. van Ours, and J. Zweimüller (2005): \ T he EÞect of Beneþt Sanct ions on the

Duration of Unemployment , " Journal of the European Economic Association, 3, 1386{1417.

Müller, K.-U., and V. Steiner (2008): \ Imposed Beneþt Sanct ions and the Unemployment-

to-Employment Transi t ion - T he G erman E xperience, " D iscussion papers 792, DI W Berlin.

Schneider, J. (2008): \ T he EÞect of Unemployment Beneþt I I Sanct ions on Reservation

Wages, " D iscussion paper 19, I A B Nuremberg.

30



Staiger, D., and J. Stock (1997): \ Instrumental Variables Regression with Weak Instru-

ments, " Econometrica, 65, 557{586.

Statistisches Bundesamt (2009): Rechtspflege. Sozialgerichte 2007. Fachserie 10 Reihe 2.7.

Statist isches Bundesamt , W iesbaden.

Stock, J., and M. Yogo (2005): \ Test ing for weak instruments in linear I V regression, " in

Identification and Inference for Econometric Models: Essays in Honor of Thomas Rothenberg,

ed. by D . Andrews, and J. Stock , pp. 80{108. Cambridge Universi ty Press, Cambridge.

Svarer, M. (2007): \ T he EÞect of Sanct ions on the Job F inding Rate: E vidence from Den-

mark , " D iscussion paper 3015, IZ A Bonn.

van den Berg, G., B. van der Klaauw, and J. van Ours (2004): \ Punit ive sanct ions

and the transi t ion rate from welfare to work , " Journal of Labor Economics, 22, 211{241.

Wilke, R. (2004): \ E ine empirische Analyse von Sanktionen f  ur A rbei tslose in Westdeutsch-

land w  ahrend der 1980er und 1990er Jahre, " Journal for Labour Market Research, 37(1),

45{52.

ZEW, IAQ, and TNS Emnid (2008): Evaluation der Experimentierklausel nach x6c SGB II.

Vergleichende Evaluation des arbeitsmarktpolitischen Erfolgs der Modelle der Aufgaben-

wahrnehmung “zugelassene kommunale Träger” und “Arbeitsgemeinschaft”. Untersuchungs-

feld 3: “Wirkungs- und Effizienzanalyse”. Abschlussbericht. Bundesministerium f  ur A rbei t

und Soziales, Berlin.

31





IAW-Diskussionspapiere 
 

Bisher erschienen: 
 
Nr. 1          (September 2001) 
Das Einstiegsgeld – eine zielgruppenorientierte negative Einkommensteuer:  
Konzeption, Umsetzung und eine erste Zwischenbilanz nach 15 Monaten in  
Baden-Württemberg 
Sabine Dann / Andrea Kirchmann / Alexander Spermann / JŸrgen Volkert 

 
Nr. 2          (Dezember 2001) 
Die Einkommensteuerreform 1990 als natürliches Experiment. Methodische  
und konzeptionelle Aspekte zur Schätzung der Elastizität des zu versteuernden 
Einkommens  
Peter Gottfried / Hannes Schellhorn  

 
Nr. 3         (Januar 2001) 
Gut betreut in den Arbeitsmarkt? Eine mikroökonomische Evaluation der  
Mannheimer Arbeitsvermittlungsagentur 
JŸrgen Jerger / Christian Pohnke / Alexander Spermann 

 
Nr. 4         (Dezember 2001) 
Das IAW-Einkommenspanel und das Mikrosimulationsmodell SIMST 
Peter Gottfried / Hannes Schellhorn 

 
Nr. 5          (April 2002) 
A Microeconometric Characterisation of Household Consumption Using  
Quantile Regression  
Niels Schulze / Gerd Ronning 

 
Nr. 6         (April 2002) 
Determinanten des Überlebens von Neugründungen in der baden-württem- 
bergischen Industrie – eine empirische Survivalanalyse mit amtlichen Betriebsdaten  
Harald Strotmann 

 
Nr. 7         (November 2002) 
Die Baulandausweisungsumlage als ökonomisches Steuerungsinstrument einer  
nachhaltigkeitsorientierten Flächenpolitik  
Raimund Krumm 

 
Nr. 8          (März 2003) 
Making Work Pay: U.S. American Models for a German Context? 
Laura Chadwick, JŸrgen Volkert 

 
Nr. 9          (Juni 2003) 
Erste Ergebnisse von vergleichenden Untersuchungen mit anonymisierten und  
nicht anonymisierten Einzeldaten am Beispiel der Kostenstrukturerhebung und 
der Umsatzsteuerstatistik 
Martin Rosemann  

 
 



IAW-Diskussionspapiere 
 

Nr. 10          (August 2003) 
Randomized Response and the Binary Probit Model 
Gerd Ronning  

 
Nr. 11          (August 2003) 
Creating Firms for a New Century: Determinants of Firm Creation  
around 1900 
Joerg Baten  

 
Nr. 12          (September 2003) 
Das fiskalische BLAU-Konzept zur Begrenzung des Siedlungsflächenwachstums  
Raimund Krumm 

 
Nr. 13          (Dezember 2003) 
Generelle Nichtdiskontierung als Bedingung für eine nachhaltige Entwicklung? 
Stefan Bayer 

 
Nr. 14          (Februar 2003) 
Die Elastizität des zu versteuernden Einkommens. Messung und erste Ergebnisse  
zur empirischen Evidenz für die Bundesrepublik Deutschland.  
Peter Gottfried / Hannes Schellhorn 

 
Nr. 15          (Februar 2004) 
Empirical Evidence on the Effects of Marginal Tax Rates on Income –  
The German Case  
Peter Gottfried / Hannes Schellhorn 

 
Nr. 16          (Juli 2004) 
Shadow Economies around the World: What do we really know? 
Friedrich Schneider 

  
Nr. 17          (August 2004) 
Firm Foundations in the Knowledge Intensive Business Service Sector.  
Results from a Comparative Empirical Study in Three German Regions 
Andreas Koch / Thomas Stahlecker 

 
Nr. 18          (Januar 2005)  
The impact of functional integration and spatial proximity on the post-entry  
performance of knowledge intensive business service firms 
Andreas Koch /  Harald Strotmann 

 
Nr. 19          (März 2005) 
Legislative Malapportionment and the Politicization of Germany’s  
Intergovernmental Transfer System  
Hans Pitlik / Friedrich Schneider / Harald Strotmann 

 
Nr. 20          (April 2005) 
Implementation ökonomischer Steuerungsansätze in die Raumplanung 
Raimund Krumm 

 



IAW-Diskussionspapiere 
 

Nr. 21         (Juli 2005) 
Determinants of Innovative Activity in Newly Founded Knowledge  
Intensive Business Service Firms 
Andreas Koch / Harald Strotmann 

 
Nr. 22         (Dezember 2005) 
Impact of Opening Clauses on Bargained Wages 
Wolf Dieter Heinbach  

 

Nr. 23         (Januar 2006) 
Hat die Einführung von Gewinnbeteiligungsmodellen kurzfristige positive 
Produktivitätswirkungen? – Ergebnisse eines Propensity-Score-Matching-Ansatzes 
Harald Strotmann 

 

Nr. 24         (März 2006) 
Who Goes East? The Impact of Enlargement on the Pattern of German FDI 
Claudia M. Buch / Jšrn Kleinert 

 

Nr. 25         (Mai 2006) 
Estimation of the Probit Model from Anonymized Micro Data 
Gerd Ronning / Martin Rosemann  

 

Nr. 26         (Oktober 2006) 
Bargained Wages in Decentralized Wage-Setting Regimes 
Wolf Dieter Heinbach 

 

Nr. 27         (Januar 2007)  
A Capability Approach for Official German Poverty and Wealth Reports:  
Conceptual Background and First Empirical Results 
Christian Arndt / JŸrgen Volkert 

 
Nr. 28         (Februar 2007) 
Typisierung der Tarifvertragslandschaft – Eine Clusteranalyse der tarif- 
vertraglichen Öffnungsklauseln 

Wolf Dieter Heinbach / Stefanie Schršpfer 
 

Nr. 29         (März 2007)  
International Bank Portfolios: Short- and Long-Run Responses to  
the Business Cycles  
Sven Blank / Claudia M. Buch  

 

Nr. 30         (April 2007) 
Stochastische Überlagerungen mit Hilfe der Mischungsverteilung 
Gerd Ronning 

 

Nr. 31         (Mai 2007) 
Openness and Growth: The Long Shadow of the Berlin Wall 
Claudia M. Buch / Farid Toubal 

 



IAW-Diskussionspapiere 
 

Nr. 32         (Mai 2007) 
International Banking and the Allocation of Risk 
Claudia M. Buch / Gayle DeLong / Katja Neugebauer 

 
Nr. 33         (Juli 2007) 
Multinational Firms and New Protectionisms 
Claudia M. Buch / Jšrn Kleinert 

 

Nr. 34         (November 2007) 
Within-Schätzung bei anonymisierten Paneldaten  
Elena Biewen 

 
Nr. 35         (Dezember 2007) 
What a Difference Trade Makes – Export Activity and the  
Flexibility of Collective Bargaining Agreements   
Wolf Dieter Heinbach / Stefanie Schršpfer 

 
Nr. 36         (Dezember 2007) 
To Bind or Not to Bind Collectively? Decomposition of  
Bargained Wage Differences Using Counterfactual Distributions 
Wolf Dieter Heinbach / Markus Spindler 

 
Nr. 37         (Dezember 2007) 
Neue Ansätze zur flächenschutzpolitischen Reform des Kommunalen  
Finanzausgleichs  
Raimund Krumm  

 
Nr. 38         (Januar 2008) 
Banking Globalization: International Consolidation and Mergers in Banking 
Claudia M. Buch / Gayle L. DeLong  

 

Nr. 39         (Januar 2008) 
Multiplicative Measurement Error and the Simulation Extrapolation Method 
Elena Biewen / Sandra Nolte / Martin Rosemann 

 

Nr. 40         (Juni 2008) 
Das Konzept des „Regionalen Gewerbeflächenpools” aus ökonomischer Sicht 
Raimund Krumm 

 

Nr. 41         (Juli 2008) 
Openness and Income Disparities: Does Trade Explain the ’Mezzogiorno’ Effect?  
Claudia M. Buch / Paola Monti  

 

Nr. 42         (August 2008) 
Flächenschutzpolitische Implikationen eines Regionalen Gewerbeflächenpools 
Raimund Krumm 

 
 



IAW-Diskussionspapiere 
 

Nr. 43         (September 2008) 
Mikroökonomische Determinanten und Effekte von FDI am Beispiel  
Baden-Württemberg 
Christian Arndt / Anselm Mattes 

 

Nr. 44         (September 2008) 
The Impact of Macroeconomic Factors on Risks in the Banking Sector:  
A Cross-Country Empirical Assessment 
Olga Bohachova 

 

Nr. 45         (Oktober 2008) 
Effects of Dismissal Protection Legislation on Individual Employment  
Stability in Germany 
Bernhard Boockmann / Daniel Gutknecht / Susanne Steffes 

 

Nr. 46         (November 2008) 
Trade’s Impact on the Labor Share: Evidence from German and Italian Regions 
Claudia M. Buch / Paola Monti / Farid Toubal  

 

Nr. 47         (März 2009) 
Network and Border Effects: Where Do Foreign Multinationals Locate  
in Germany? 
Julia Spies 

 

Nr. 48         (März 2009) 
Stochastische Überlagerung mit Hilfe der Mischungsverteilung 
(Stand: 18. März 2009 – Version 49) 
Gerd Ronning 

 

Nr. 49         (April 2009) 
Außenwirtschaftliche Verbindungen der deutschen Bundesländer zur  
Republik Österreich 
Anselm Mattes /Julia Spies 

 

Nr. 50         (Juli 2009) 
New Firms – Different Jobs? An Inquiry into the Quality of Employment  
in Start-ups and Incumbents 
(Stand: 28. Juli 2009 – Version 1.3) 
Andreas Koch / Jochen SpŠth 

 

Nr. 51         (Juli 2009) 
Poverty and Wealth Reporting of the German Government: 
Approach, Lessons and Critique 
Christian Arndt / JŸrgen Volkert 

 

Nr. 52         (August/September 2009) 
Barriers to Internationalization: Firm-Level Evidence from Germany  
Christian Arndt / Claudia M. Buch / Anselm Mattes 

 

 



IAW-Diskussionspapiere 
 

Nr. 53         (September 2009) 
IV-Schätzung eines linearen Panelmodells mit stochastisch überlagerten 
Betriebs- und Unternehmensdaten  
Elena Biewen / Gerd Ronning / Martin Rosemann 

 

Nr. 54  
Financial Constraints and the Margins of FDI    (November 2009) 
Claudia M. Buch  / Iris Kesternich / Alexander Lipponer / Monika Schnitzer  

 

Nr. 55  
Offshoring and the Onshore Composition of Tasks and Skills   (November 2009) 
Sascha O. Becker  / Karolina Eckholm /Marc-Andreas Muendler 

 

Nr. 56  
Intensifying the Use of Benefit Sanctions – An Effective Tool to Shorten   (November 2009) 
Welfare Receipt and Speed up Transitions to Employment? 
Bernhard Boockmann  /Stephan L. Thomsen / Thomas Walter   


	btw_sanctions_091109.pdf
	Introduction
	The German Welfare System and its Sanction Scheme
	Data
	Estimation Approach
	Empirical Analysis
	Descriptive Evidence
	Estimation Results

	Conclusion
	Appendix


