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UNEMPLOYMENT BENEFITS AND UNEMPLOYMENT DURATION
IN FRANCE AND POLAND *
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Abstract

This research attempts to investigate the impact of the unemployment
benefits on unemployment duration in France and Poland. It is assumed that all
social transfers have effect on labor supply. Therefore, vast amount of policies
and reforms have been takem the EU level. Panel of Income and Living
Conditions Survey (EA$ILC) data is taken from Eurostat to conduct the
empirical analyses of monthly periods over 209 and 201114. The
estimation is conducted by applying Accelerated Failure Time (AFT) model
The empirical results indicate that in both countries receiving unemployment
benefits prolongs unemployment duration in both peridtie. findings may be
validation for the job search theory and signaling for inefficient allocation of
social transfer resurces and suboptimal investment in areas like education.
Especially, reallocation of investment in training toward old aged individuals
may be the primary policy implication to be drawn.
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Introduction

From the very beginning with the Treaty of Rome, 1957, one of the main
aims of the EU is enabling labor, goods, services, and capital to move freely.
However, it has never been easy to reach and maintain that goal since every
member stateliffers in termsof their labor market (Barslunet al, 2014). As
part of the integration process, the EU has always focused on the harmonization
and articulation of the labor markets of its member states. In the 1990s, the EU
carried out programs and implementations mleo to tackle labor market
related problems. By 2014, thabor forcein the EU had reached a total of
242.3 million people, an increase of 0.8 million onl20(Eurostat, 2015).
However, especially after the global financial crisis and during the sovereign
debt crisis in Europe, high unemployment, low growth and low wages became a
crucial concern for EU countries and their citizeinsorder, therefore, to cep
with the negativeeconomicclimate, social security reforms were introduced.
Public authorities aim to help individuals who are in need via social transfers.
According to the European Commission (2016), social transfeligleold-age
(retirement) andwsr vi vor s6 (wi dows' and widow
benefits, familyrelated benefits, sickness and invalidity benefits, education
related benefits, housing allowances, social assistance, and other benefits.

There is vast amount of studies regarding social transfers on labor supply.
Lubyova and Van Ours (1997) investigate the effect of unemployment benefits
on unemployment dynamics in Slovakia. By using public employment office
data from 1992 to 1995 with progional hazard model, they conclude that


http://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:Labour_force
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when unemployment benefit system is stronger, the duration of unemployment
i s shorter i n Sl ovaki a. Lalive and
unemployment benefits extend the unemployment duration in Austrigt.UBee

two sets of data: the Austrian social security database and the Austrian
unemployment register between 1986 and 1995. By applyingndidlif-and

dif and Cox Proportional Hazard models, their results show that the transition to
employment has reducédxy around 17% with the benefit programs. According

to Terracol (2009), the RMI, which is an income program in France, has
negative impact on the unemployment hazard only after six months of the 1994
T 2000 period. By using the Austrian social securityabdase (ASSD) and the
Austrian unemployment register (AUR) with 198887 and 1989991
periods, Lalive (2008) investigates if additional unemployment benefit
increases the duration of unemployment. His empirical analysis of the RDD
model concludes that thgpell of unemployed women in Austria rises with
additional unemployment benefit. By applying the Boax quantile regression

with the IABS data from 1975 to 2001, Fitzenberger and Wilke (2010)
investigate the effect of unemployment benefits on the duaratd
unemployment in Germany. They come to the conclusion that benefits affect
the duration if the individual receives it for more than 12 months. Tatsiramos
and Jan Ours (2014) conduct an overview of recent theoretical and empirical
evidence on incentiveisfluencing the behavior of employed workers and Ul
recipients and discuss its implications for Ul design. They argue that the
behavior of unemployed workers is affected by the two main characteristics of
Ul systems in a similar way, despite the obvioiffertbnces between these
systems and other differences in labor market institutions such as employment
protection legislation, minimum wages and active labor market policies.
Feldstein (1978) investigates the impact of unemployment insurance on
temporary &yoff unemployment for the US using Current Population Survey of
1971. He concludes that there is a positive correlation between unemployment
insurance (Ul) and temporary layoff unemployment. Not only does he state that
positive relationship, but also, laso empirically finds that an increase in Ul
raises the temporary layoff unemployment rate up by around 0.6 percentage
points. Similarly, studies of Christofides and McKenna (1996), Green and
Riddell (1997), Baker and Rea (1998), Jurajda (2002) aredmlith Feldstein.
Gruber and Madrian (1997) concludes that when individuals have health
insurance related to their previous jobs, they are more likely to take their time
finding jobs; therefore, finding bettgaid jobs will be resulted in earning
higher wvages. Webeet al. (2014) examines the subsidy generosity program
and its outcomes for Oregon families using administrative data. To be able to
see whether programs have affected the probability of employment, job
situation, unemployment, etc., they useakCGegression model with 4@onth

data from October 2005 through September 2009. The analysis shows that
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longer subsidy spells are achieved with more generosity programs (Howes and
Hamilton, 1992; Loelet al, 2004; VotrubaDrzal et al, 2013; Michalopouls

et al, 2010; Schexnayder and Schroeder, 2008; Witte and Queralt, 2005). Many
studies show that the motivation of individuals receiving unemployment
benefits to find a job and/or improve the quality of a job is different from those
who does not receivédné benefits. Van Ours and Vodopivec (2008) study the
quality of jobs once unemployment insurance law came into force in Slovenia.
Their differencen-difference estimation results show a positive link between
unemployment benefits and unemployment duraspells, suggesting that
more benefits lead to longer unemployed durations for individuals. However,
they do not point to any effects on the quality of the job after unemployment.

Most of the studies either concerns advanced countries and were done in the
late 1980s or 1990s. Regarding Europfzanused studies, they are usually done
for one country, or compare two similar countries, i.e. Central and Eastern
European countries. Furthermoaswell as adding to recent scholarship in this
area this noteinvestigates the link between unemployment benefits and
unemployment duration fawo different labor markets by comparing France
and Poland. Moreover, results of 2608 and 201414 periods are reported.
Panel of Income and Living Conditions Survey (BULC) from Eurostat is
used. The empirical results show that in both countries receiving unemployment
benefits prolong the unemployment duration in both periods.

The paper is structured as follows. The unemployment benefit system in
France and Poland is put feard in section 2. Section 3 presents the data used
for the analysis, and some basic descriptive statistics regarding the sample are
calculated. Section 4 presents the empirical strategy used. In section 5,
estimation results are presented. Lastly, sedigives the concluding remarks
and policy recommendations.

Unemployment Benefit System in France and Poland

Since the establishment of the EU, European integration has been one of its
major aims. However, it has not been always easy to achieve. Noghhbein
same economic and social structure makes it harder for the EU to maintain its
goal. Achieving this aim would also require some changes in terms of social
transfers. Alsasuat al. (2007) classifies these changes into three parts.
According to them, éfore accession of Southern and Central and Eastern
European countries the EU had a more homogensmmial protection system,
since those countriesd welfare syste
other member states at the time of their accesdoreover, having a
monetary union has new implications for the European social system. While
giving the authority to member states, the EU has the duty of giving
recommendations to states (European Council, 1992). These recommendations



MARMARA JOURNAL OF EUROPEAN STUDIES 195

are presented to ember states via the Lisbon Strategy, after the Lisbon
Summit of European Council in 2000. In terms of social protection, the Lisbon
Strategy presents OMGoluntary ¢omwcitiatioid s a a id m
provide policies accordingly to the member tafehe economic structure of a
country, basically its economic capacity, shapes the social benefits. Labor
market dynamics (employment and unemployment situation) and financial
capability set the amount of transfers to be put out by public authorities
(Alsasuaet al, 2007).

Not only developing countries but also developed countries tackle
unemployment problems. The economic, social, and cultural costs of
unemployment are commonly debate issues in the literature. Both the social and
individual aspects araken into account, and the differences are inevitable and
visible due to different labor market structures, legal systems, institutions, and
unempl oyment benefits systems (Tans
incentive to search for work is shaped ilnyemployment benefits. It can be
either positive or negative. If the search activities are costly or a person holds
out for a bettepaid job, then it is negative. Otherwise, it positively affects
oneds incentive (Behar, Add persontogéth e
a job offer and the probability of accepting this offer forms the probability to
find a job for this individual. If the offered wage level is above a certain level,
one is likely to accept the job offer (also called reservation w&gejhe other

hand, receiving a job offer depends
of fer shoul d be i n accordance wi t h
unemployment benefit received, the higher the reservation wage but the lower
the search effort t hus | ower probability of f
economy is doing well and there are jobs in the labor market, unemployment
i nsurance is effective; however, it

Keézél ér mak, 2 00 1Q,.all ildwiduals vwho areg15 anol overh e

and are not employed, and who used at least one search channel to find a job
during the last 3 months and are available to start work within 15 days count as
unempl oyed. Later, the Ireg@remdentérgmphed t
definition (Tansel and Tak-é&, 2004).

Unemployment benefits play an important role as an automatic stabilizer
over the business cycle, since it gives time to the unemployed individuals to
find a new job and S u pspnoptioh duting e i r
unemployment. According to Venn (2012), consumption (plus income and
benefits coming from work) raises tF
a job search reduces it. Unemployed people are enabled to receive
unemployment benefitst a certain level and duration. People who have made a
minimum contribution to the unemployment benefit system and have minimum
employment record are entitled to be given benefits. In France, individuals must
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contribute to the system for at least 122 diyshe last 28 months and the
Duration of the payment is between 122 to 730 days. On the other hand, in
Poland individuals must contribute to the system for at least 365 days in the last
18 months. The Duration of the payment depends on the unemplosatesof

the area where individuals live. It is either 6 months or 12 months. If the person
resigns from his/her job, s/he does not have the right to apply for the
unemployment benefit. Moreover, complying with the requirements does not
mean that the indiduals will receive the benefit. If one does not seek a job
actively or does not accept a suitable job, again s/he does not receive the
benefit, not to mention the sanctions.

Data and Descriptive Statistics
Data Description

Fouryear panel of Income and Living Conditions Survey {&lUC) micro
data of Eurostat for two periods (2008 and 201414) is employed in the
analyses. Individuals who receive unemployment benefits is considerably little
in the data therefore, four ysaof annual data is converted to feeight
months of monthly data. Out of 28 EU member states France and Poland has
been chosen for a reason. There are number of differences between France an
Poland. A part of the explanation lies in France being tlwensk largest
populated EU member state after Germany. Second, France has a very high
level of institutionalism. Theodoropoulou (2018) defines French labor market
as fContinent al Europeanodo and it is
labor market han France by having agricultdbased labor market.
Registration with the social security system is obligatory to apply for
unemployment benefits. In addition to that, to be eligible for the benefit,
individuals must contribute to the system by payingmuens for a certain
amount of days in total and prior to unemployment period. In France,
individuals must contribute to the system for at least 122 days in the last 28
monthg. In Poland individuals must contribute to the system for at least 365
days in tle last 18 montits Unemployment duration gives us the
unemployment spell of an individual. It is the transition period of being
unemployed to being employed (Kupets, 2006).

Descriptive Statistics

Descriptive statistics are presented in table 1. Law ssthi@ individuals
have the right to receive unemployment benefits as long as they contributed to
the system for a certain period. Duration of the benefit depends on the premium

1 The duration of the payment is between 122 to 730 days.
2 The duration of the payment depends on the unemployment rate of the area where
individuals live. It is either 6 months or 12 months.
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paid by the worker. Paid premium days of the individuals are not extracted due
to the availability data. Therefore, as mentioned above, instead of number of
eligibility months, amount of unemployment benéfitse taken into account.

The sample is categorized as: all sample, unemployment benefit (UB) receivers,
and norunemploymentbenefit receivers. Since it is 48onth covered data
average unemployment durations are 32 months in-200&nd 33 months in
201114. First period shows that unemployment duration is not longer whether
individuals receive unemployment benefit or not. @a bther hand, in the
second period we see that individuals who do not receive unemployment
benefit stay in unemployment longer than the ones who do receive. Average
schooling in France is 8.4 years in the first period and 11.5 years in the second.
Age vaiable shows that the average age of the sample is 39 in both periods.
Moreover, age gap is quite visible for UB receivers andreorivers both in
200609 and 201414. Regarding marital status variable, 45 % of the UB
receivers and 24 % of neeceivers blong to married individuals in 2006. We

see a decrease for UB receivers in the second period with 36 %. Occupation
variables show that 15 % of the workers receive UB in Z6However, in
201114 we see a dramatic increase by 49 % for UB receivers.

Table 1 Descriptive Statistics

20061 2009 2011-2014
All uB Non-UB All UB Non-UB
Mean Mean Mean Mean Mean Mean
(Std.Dev)  (Std.Dev)  (Std.Dev) (Std.Dev)  (Std.Dev)  (Std.Dev)
France
Unemployment 31.944 31.963 31.911 32.876 32.445 33.646
duration (11.32) (11.24) (11.45) (11.12) (11.12) (11.10)
Transition from 0.004 0.002 0.006 0.003 0.002 0.006
unemployment (0.06) (0.05) (0.079) (0.06) (0.04) (0.08)
Amount of UB 7245.112 7047.904
payments (all) (7202.49) (5780.28)
Low amount of 0.209 0.331 0.182 0.284
UB payments (0.41) (0.47) (0.39) (0.45)
Middle amount 0.157 0.248 0.238 0.371
of UB payments (0.36) (0.43) (0.43) (0.48)
High amount of 0.246 0.389 0.204 0.318
UB payments (0.43) (0.49) (0.40) (0.47)
Education 9.492 9.418 9.619 11.598 11.731 11.356
(2.82) (2.99) (2.51) (2.80) (2.76) (2.87)
Age 39.592 43.001 33.742 39.178 41.822 34.441
(13.67) (12.84) (13.06) (13.32) (12.66) (13.16)
Marital Status 0.374 0.450 0.244 0.320 0.360 0.247
(0.48) (0.50) (0.43) (0.47) (0.48) (0.43)
Gender 0.493 0.508 0.466 0.491 0.479 0.514
(0.50) (0.50) (0.50) (0.50) (0.50) (0.50)
Observations 932256 589017 343239 1195035 766854 796471

3 Data covers unemployment benefits plus severance payments.
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Table 1 Descriptive Statistics (continues)

Poland

Unemployment 30.548 33.585 29.920 33.861 33.958 33.844

duration (11.29) (10.21) (11.40) (10.12) (10.19) (10.11)

Transition from 0.004 0.001 0.005 0.004 0.001 0.004

unemployment (0.07) (0.03) (0.07) (0.06) (0.04) (0.07)

Amount of UB 1295.279 1394.817

payments (all) (2493.70) (1521.50)

Low amount of 0.091 0.530 0.038 0.262

UB payments (0.29) (0.50) (0.19) (0.44)

Middle amount 0.064 0.373 0.061 0.423

of UB payments (0.24) (0.48) (0.24) (0.49)

High amount of 0.015 0.086 0.043 0.298

UB payments (0.12) (0.28) (0.20) (0.46)

Education 8.440 8.688 8.388 10.942 11.375 10.869
(2.49) (2.49) (2.48) (2.60) (2.50) (2.61)

Age 38.172 40.948 37.598 39.495 46.672 38.275
(11.95) (12.07) (11.84) (13.25) (12.59) (12.97)

Marital Status 0.577 0.686 0.554 0.538 0.720 0.507
(0.49) (0.46) (0.50) (0.50) (0.45) (0.50)

Gender 0.554 0.536 0.558 0.512 0.555 0.505
(0.50) (0.50) (0.50) (0.50) (0.50) (0.50)

Observations 1074611 184112 890499 1397177 203099 1194078

Source:SILC by EUSILC.
Note: Amounts are irEURfor the EU countries.

On the other hand, in Poland, average unemployment duration is 31 months in
the first period. As expected, individuals who receive UB stay unemployed
longer. Regarding education variable, like France, we see that average year of
schooling is 8.4. Second med indicate that 31 month long average
unemployment duration expands to 34 months considering all sample.
Furthermore, it is observed that comparison of average unemployment duration
of UB receivers and nereceivers shows no difference. In 2011 peragtrage
education level individuals attain rises up to 10.9 years. In both periods we
observe that individuals who receive UB are older and average age lies in
middle age group. Regarding marital status variable, 68 % of the UB receivers
and 55 % of noimeceivers belong to married individuals in 2006. The second
period we look into reveal an increase as 72 % for the UB receivers but a
decrease to 50 % of neaceivers belong to married individuals. Occupation
variables show that 5 % of the workers recei id 200609. However, in
201114 we see a dramatic increase by 64 %.



MARMARA JOURNAL OF EUROPEAN STUDIES 199

Figure 1 Smoothed Hazard Estimates
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Source: Eurostat, EUSILC.

Other than duration of unemployment, the probability of leaving
unemployment is lower for those who receive benefits, even though it is less
than onepercentage point in all countries for both periods. Smoothed hazard
estimates that show the average prdlgbof exiting unemployment is
presented in figure 1 for each country. The average probability of leaving
unemployment for all samples is 0.004 in the first period and 0.003 in the
second in France. And results for Poland indicate that it is was 0.0@izthHn
periods.

Empirical Methodology

This note concerns individual sé prc
doing that hazard model is the appropriate method to use given the fact that
there are duration dependences, timgying covariates, and cemsb

4 For detail please refer to Cox (1972); Ham and Rea (1987); Meyer (1990); Jenkins (1995).
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Unemployment spell of the individual gives us their unemployment duration.
There are different types of hazard models and this note uses accelerated failure
time (AFT) model. In general, the accelerated failure time models are written in
the form of

mo o T
and the failure tim® is assumed for
t ARy o

whereA @@y  is accepted as an/the acceleration parameter. There are five
different distributions of the AFT models. As AFT models are represented as
t A @& 0, exponential AFT modedssumes that distribution df is
exponential and includes the mean of éxp (

As AFT models are representedias A @8 0, Weibull AFT model
assumes that the distributioniofoccurs as Weibull with parameters, which are
¢ M and includes cumulative distribution function

Ot p Qo AZH t
and as we have written the notation of

116 o 1Tt thenllo 1 @ 6
where 6 has the Gumbel disbition with p shape parameter. Its survival
function is written as

YO Qo AgBR o o
As AFT models are represented hs A @®y 0, Lognormal AFT

modelassumes that the distribution bfoccurs as lognormal with parameters,
which aref( h, and includes cumulative distribution function

Ot %o

and%o)

function has Gaussian distribution; thereforén

1o o 1T thenifo 1 & o
is normally distributed with 0 mean apdstandard deviation. And its survival
function is written as

A ad of
YOgw P %o

”

As AFT models are represented Bs A @8y 0, Loglogistic AFT
modelassumes that distribution df occurs as loglogistic with parameters,
which aref( i and includes cumulative distribution function
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ot p p AGH t  and
I 1o of 1 T thenl 16 1 of )

where 6 has the logistic distribution with 0 mean afdVio standard
deviation. And its survival function is written as

YO p A@D @ o
As AFT models are representedias A @®y 0, Gamma AFT model
assumes that the distribution df occurs as generalized gamma with
parameters, which are (fllh, and includes cumulative distribution function
cridh EJE
Ot %0 O h EJE T
p oriDh EfE 1
where %o) is the standard cumulative distribution functiorda O is the
incomplete gamma function.

1o o 1T thenl i6 1 o 0
And its survival function is written as
YOz p 'O 0)
If [ phthen it has Weibull distribution{ = , = 1, then expotential

distribution, and if{ 71 it has lognormal distribution, since generalized
gamma models include expotential, Weibull, and lognormal as special.cases

There is no doubt that receiving s
labor force participation. Therefore, a number ofialdles are used in the
course of the analysis: leaving unemployment is used as a dependent variable;
gender, age, marital status, education level, predicted wage, the number of
earners in the household, unemployment rate, and occupation are included as
independent variablés This micro data allows us to investigate the
unempl oyment duration by <calcul ati ng
current economic status helps us det
month. The dataset of ESILC did notallow us to calculate the duration of the
social transfers and unemployment benefits received. Regarding unemployment
benefits, since we could not reach that information, the amount of payment

5 Please refer to Cox and Oakes (1984), Lawless (1982), Cleves (2008), Qi (2009), Collett
(2003) for more about the AFT models.
6 A table showing the definition of viables is given in Appendix.
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fromi Unempl oyment benefits r edce(ivisR) o |
used in three categories as: low, middle, and high. Including these variables in
the regression with other variables gave us the chance to interpret the
elasticities of those variables in terms of the impact of different levels of
unemployment benefiten the employment state of an individual. TaBle
shows different levels of UB variables. A more detailed definition of the
variables can be found appendix

Table 2 Different Levels of UB Variables

2006 — 2009 ! 2011 - 2014 ;
LowUB | MiddleUB HighUB LowUB MiddleUB | HighUB
France L<4500 | 4500<M<7000 ‘ H=7000 L<4000 4000<M<8000 | H=8000 |

Source:SILC by EUSILC.
Note: Amounts are irEUR L: LowUB, M: MiddleUB, H: HighUB

Empirical Findings

The relationship between unemployment benefits and its impact on
unemployment duration is examined through survival analysis more specifically
accelerated failure time model. The AFT model contains five different types of
distributions: exponential, Weildul lognormal, loglogistic, and gamma
distributions. In order to pick the proper distribution, one must look at the
lowest AIC (Akaike information criterion). However, the estimation results of
Gamma distribution are not reported since other four distabsitare nested in
gamma distribution. The main purpose in this study is to monitor the
probability of leaving unemployment of each individual in France and Poland.
There are four different regressions that represent the impact of each
independent variableon the probability of leaving unemployment. First
regressor includes gender, education, and predicted wage variables, which is
our base model. The second regressor includes all control variables, while third
model comprised of unemployment benefits. Anddeicmumber four included
all explanatory variables plus unemployment benefits and a different level of
unemployment benefits.
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Table 3 AFT Hazard Model Summary Estimations



