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Sanctions and the Exit from Unemployment in Two
Different Benefit Schemes

Henna Busk
Eerikinkatu 28A, Helsinki, fi

ABSTRACT

This paper investigates the effect of benefit danston the exit rate from unemployment using a
unique set of rich register data on unemployed iBinindividuals. The timing-of-events approach is
applied to distinguish between the selection angalaeffects of sanctioning. The results imply that
the effect of sanctions differs according to thedigs received. Sanctions encourage unemployed
individuals receiving flat-rate labour market sugp{.MS) to find jobs, whereas unemployed
individuals receiving earnings-related (Ul) allowas to leave the labour force. The encouraging
effect of sanctions on active labour market polgrggrammes is relatively small and statistically

significant only among LMS recipients.

Keywords unemployment; benefits; sanctions
JEL-classification C41; J64; J65



1. Introduction

There is a wide range of literature relating torapkyment duration and benefits (e.qg.,
Meyer, 1990; Ham and Rea, 1987; Moffitt and Nicbals1982). Nonetheless, little is known
about the effect of benefit sanctions. A small boflgmpirical literature indicates that even
moderate benefit sanctions increase the job-findatgs of the unemployed (e.g., Abbrieig
al., 2005; Laliveet al.,2005; Van den Bergt al, 2004). Recent studies also suggest that the
effect of sanctions decreases over their elapseatidn and that the effects differ for various
types of unemployed individuals (Svarer 2011). Esample, male immigrants are more
sensitive to sanctions than male natives. Few pusvstudies have examined the ante
effectsof sanctions, in which the mere threat of sanctisrsssumed to affect the job search
efforts of the unemployed. The results in thisdief study are inconclusive. Both Laliet
al. (2005) and Boonest al. (2009) find that the ex ante effect is significarcause it
stimulates the outflow from unemployment. Convers¥lan den Berg and Vikstréom (2014)
find that the ex ante effect does not have a stiafigence on the re-employment rate.

This paper investigates the effect of sanctionsthen exit rate from unemployment.
Sanctions, which are temporary benefit exclusi@re, imposed on the unemployed when
suitable job offers or active labour market pol{g¢y-MP) programmes are rejected and when
job search efforts are deemed inappropriate. Wearge register data from the 2003—-2009
period to perform a separate analysis for earniatgged (Ul) and flat-rate labour market
support (LMS) benefit recipients. This study reprds the first attempt to conduct such an
analysis. We also perform a diverse set of seitsitanalyses. We examine the strictness of
sanctions, whether sanctions influence the exit fiam unemployment to work and whether
the influence of sanctions varies over time. Tcedatne whether some individuals react to
sanctions more strongly than others, we allow samstto interact with the characteristics of

the unemployed.



The contribution of this paper is to provide newidemce to the sparse existing
literature on benefit sanctions. Most previous Esithave examined the effect of sanctions on
unemployment duration for individuals receiving omoyment insurance benefits. An
exception is the work of Van den Beggal. (2004), who analyse the effect of sanctions on
the transition from welfare (social assistance)viwrk. Our study is the first to provide a
comparison of two different benefit schemes. Itingportant to investigate the effect of
sanctions for different types of benefits becauskviduals receiving Ul benefits differ from
individuals receiving LMS benefits in terms of theemployment opportunities and
background, and because Ul benefits exceed flatiistS. Compared to LMS, Ul recipients
should have a larger incentive to reduce the resiervwage and increase the search intensity
after imposition of a sanction due to the largeiuaion in the value of being unemployed.

The data set that we use is large and diverse,eabBanost previous studies have used
relatively small samples that were often restridi@dgmall geographic areas (see, e.g., Van
den Berget al., 2004; Laliveet al., 2005). In this paper, we also analyse the effect of
sanctions on the exit rate from unemployment to ALprogrammes and outside the labour
force. Recently, number of papers report that sametincrease not only the exit rate from
unemployment to work but also the exit to non-emplent (Arni et al, 2012; Rged and
Westlie, 2012; Hillmann and Hohenleitner, 2012).

The remainder of this paper is organised as folldwsSection 2, we present a brief
introduction to the Finnish unemployment benefisteyn and sanctions. The theoretical
framework and econometric methods that are usetisnstudy are discussed in Section 3.
Section 4 describes the data that are used. Theaieahfindings of this study are presented

in Section 5, and Section 6 concludes the paper.



2. Unemployment benefits and sanctionsin Finland

In this section, the structure of the Finnish unkyiment benefit system and sanctions
is introduced. This description highlights the agpeof the system that are relevant to our
study. The information given applies to the perivdm 2003 to 2009, which is the
observation period in our study.

There were no significant changes to the benestesy between the years 2003 and
2009. However, one change was made to the sarsygirm during the observation period.
In a policy reform in 2006 the monitoring and sa@mts of long-term unemployed were
tightened in Finland.The main purpose of the reform was to activate 4@mm unemployed,
that is, individuals who had been on flat-rate LK® over 500 days or on Ul allowance for
the maximum 500 days and on LMS for over 180 dégseafter. For these individuals,
ALMP measures were offered more frequently. RefusaALMP measures and/or work
offers as well as neglecting job search plan intpégclusion of unemployment benefits until

five months of work, education or ALMP measures wagormed.

2.1. Unemployment benefits in Finland

There are two types of unemployment benefits: aalldivance and a LM$Eligibility
for Ul benefits requires membership in an unemplegminsurance fund (either an
independent fund or a fund that is specific toaaérunion) and an employment history of at
least 10 months during the last 28 months priorutemployment (‘the employment

condition’). Both membership in a union and membgrsn an unemployment insurance

! The reform is available in Finnish at <http://miimex.fiffi/llaki/alkup/2002/20051217> (accessed Warch
2016).

2 A third unemployment benefit, basic allowance (U#) granted to unemployed individuals who do not
belong to an insurance fund but who fulfil the eayphent condition. The UA is paid by the KELA for G0
days, and the level equals the LMS. UA recipiei@® (of the unemployed) were not included in thislygsia

because they are few in number.



fund are voluntary. The maximum duration of Ul 805business days, i.e., approximately
two years® If a person does not fulfil the employment coruitior is unemployed for more
than 500 days, then he is entitled to LMS paid bg Social Insurance Institution
(Kansanelakelaito&ELA). The LMS is always means tested but the tdonais essentially
unlimited.

The Ul benefit is based on prior earnings of theroployed and varies between 45%
and 90% of the previous income level. By contrts, LMS is paid at a flat daily rate that
was 25.63€ (551€/month) in 2009. During the sans,\tbe average daily Ul allowance was
55.20€ (1,187€/month). The LMS is means-tested @dwethe Ul benefit is not, which means
that the spouse's income affects the eligibilitytfe LMS but not for the Ul benefits. Table 1
summarises the information on unemployment benefits

Unemployed individuals who receive a sanction mpghafor other benefits such as
basic social assistance (SA) and/or general howdlogance (HA), although the SA can be
reduced by 20% or 40% depending on the sanctio% (#0 repeated violation§)Because
the SA is means tested, the reduction is not alwased (the decision is made by a
caseworker). Individuals can receive unemploymentefits and SA/HA simultaneously if

their incomes are sufficiently low.

3 Older unemployed individuals (those over 55) whoeive Ul allowances are eligible for extended bene
until they reach retirement age (62 years old).

“In 2009, the average SA and HA for a single persere 417€/month and 254€/month, respectively. SAe
can be applied from the municipality and HA frorns tRELA.



Tablel
Unemployment benefits in Finland.
Earning-related Labour market support (LM
allowance (Ul)
Paid by Unemployment insurance funds KELA
Eligibility member of a fund for at least not eligible for U
months and 43 weeks of workor
during the last 28 months Ul has been exhausted
Maximum duratiol 500 day no limit
Waiting periot 7 day: 5 day:
Means tested no yes
Taxable income yes yes
Average daily (monthly) rat 55.2(€ (1,187€) 25.6€ (551€

in 2009

Source: Employment and Economic Development Offidel, A

2.2. Sanctions in Finland

In Finland, the eligibility conditions for an unetoped individual to receive benefits
and to avoid sanctions are: a) register with thblipuemployment service (PES) as an
unemployed person, b) actively search for a futiijob, c) apply to jobs suggested by the
PES, d) accept ALMPs arranged by PES, e) parteipatmaking a job search plan and f)
report to the PES on a regular basis and discespkhsearch plan. A compulsory job search
plan is created at the beginning of unemploymedtsgecifies how the unemployed will seek
work (e.g., which jobs to apply to) and whether ARMneasures are needed to promote
employment. Violations of criteria b—f or inadequaearch efforts, as evaluated by the PES
via interviews, results in sanctions. Sanctions do not reduce rthmber of benefit
entitlement days; benefits are merely postponedhbyperiod of the sanction. In addition,
receiving a sanction does not exclude benefits ftbentime spent in an ALMP measure.
Thus, sanctions are intended to encourage unentliogividuals either to find a job or to

participate in an ALMP programme.

® The interviewing interval is case-specific; theeival is typically short (two to four weeks) aetheginning
of unemployment and increases as unemploymentidaraicreases (three to six months). The seardabrtaff
deemed inadequate, for example, if a jobseekermnbadeen applying to jobs or has not participatedhie

ALMP measures recorded in the job search plan.



Most of the sanctions are temporary and have fikaation of 60 days. In some cases,
conditional sanctions (henceforth, ‘exclusion ofnéfits’) are imposed, rendering an
individual ineligible for unemployment benefits 0 days of work, education or ALMP
measures have been completed. For the long-terrmploged (those unemployed for more
than 500 days) and for the young unemployed (thosker 25 years of age), the sanctions are
stricter: the exclusion of benefits for 150 days.

Table 2 summarises the reasons for and the duratibenefit sanctions. All sanctions
entail a 100% reduction in benefits. Refusal of kMeads to 60 days of benefit cessation, but
if the duration of the job in question is fewerntave days, then the sanction is reduced to 30
days. Similarly, refusal or dropping out of an ALNReasure and several reasons related to
the job search plan lead to a loss of benefitéfodays. Repeated refusal to comply with any
of the requirements (within 12 months) results iiaday exclusion of benefitExcept for
Ul allowance recipients, repeated neglect of tiesarch plan leads to a 60-day sanction.

It should be noted that in the Finnish benefit systthe severity of a sanction is not
always in proportion to the degree of misbehavidur.certain cases, the duration of
unemployment and the type of benefit received @rfltes the strictness of a sanction.
Namely, for the long-term unemployed receiving LM&usal of work or an ALMP measure
or neglect of job search plan agreements resultss1lif0-day exclusion of benefits. The 150-
day conditional sanction was introduced on 1 Janu006. It was targeted to those
unemployed individuals who have been on LMS forrcd@0 benefit days or on Ul for the

maximum 500 benefit days and on LMS for over 180elhi¢ days thereafter.



Table2

Reasons for and duration of benefit sanctions.
Reason for a beneisanctiot Duration
Refusal of wor 60 day?
Refusal of work, fewer than five days 30 days
Refusal or dropping out of ALMP 60 day8
Repeated refusal of work or ALN exclusion of benefits for 90 de

Job search pla

- refusal to participate in creating or inspectiagjob 60 days

search plan
- neglect of job search plan agreements (refusavark 60 day8

and training try-outs, integration measures for
immigrants or work-life preparatory training)
- repeated neglect of job search plan agreements exclusion of benefits for 90 ddys

Notes: ® The sanction for the young unemployed (individuatgler 25 years of age) and for the long-term
unemployed (those unemployed for more than 500)dayhe exclusion of benefits for 150 da$3he sanction

for Ul benefit recipients is 60 days.

Source: Unemployment Security Adiyottomyysturvalaki 30.12.2002/1290; 29.12.20057)2Available in
Finnish at <http://www.finlex.fi/fi/laki/alkup/20020021290> (accessed 15 March 2016).

The process of imposing a sanction includes a nurmbstages. The first stage is the
observation of misconduct by the PES caseworkeg pgtential employer or by the ALMP
programme staff. The second stage begins whenEBenBtifies the paying authorities about
the sanction. In this stage, unemployment bengfiteediately cease, and the unemployed
individual is informed about the sanction and itgadion. During the second phase, the
unemployed individual is asked to reflect on thesaonduct in writing, typically within a
month.

In the third stage, a binding decision regarding $lanction is made by the Labour
Commission, which is a committee consisting of espntatives of labour and employer
organisations. The period between the establishwfembncompliance and the final decision
regarding the sanction is typically one to two nmsntNoncompliance does not always result
in a sanction if there is a good, well-documentedson for noncompliance, and in these
cases, unemployment benefits are paid retroactiegherwise, the sanction is continued. The

sanctioned individual can appeal to the Unemployndgmpeal Board, which typically makes



a decision within six months. In rare cases, thasifen is in favour of the appellant, and the
unemployment benefits are paid retroactively. Thealflevel of appeal authority is the

Insurance Court.

Table3
Unemployment benefit sanctions in several Europeamtries.
Country Sanction rate, © Duration and magnitude of a sanction for refuse
work
Finlanc 10.2 8 weeks100%
Sweden 0.8 6 weeks (40 days), 25%
Norway 10.8 8 weeks, 100%
Denmarl 4.3 3 weeks, 100¢
Netherland 36.C 8 weeks, 20¢
Switzerland 40.3 6—-12 weeks, 100%
Germany 1.1 3 weeks, 100%

Notes: @The sanction occurrence rate is defineshastions during benefit periods as a percentageecdverage
stock of benefit claims, 1997-1998 (Gray, 2003jordmation for the Netherlands is obtained from Be@nd
Van Ours (2006).

Source: Grubb (2000), Van den Bexgal (2004), Van den Berg and Vikstrom (2014), Douglaal. (2011)

It is worthwhile to briefly describe how the saocis in Finland compare to sanctions in
other European countries (Table 3). In Norway, dueation of a sanction for the (first)
refusal of work is eight weeks, whereas in Dennand Germany the duration is only three
weeks (Grubb, 2000; Douglast al, 2011). Sweden and the Netherlands represent an
exception because the benefits in these countreesray partly reduced (Van den Berg and
Vikstrom, 2014; Van den Bergt al., 2004). Switzerland is the only country that pre&d
warnings to unemployed individuals before implenmentsanctions (Laliveet al, 2005).
Among the European countries considered, Swederheabwest sanction occurrence rate
(0.8%), and Switzerland has the highest rate (4D(&ay, 2003). Thus, the sanction policies
in Finland are average relative to other countmesturope, at least with respect to the
sanction occurrence rate (10.2%) and the strictoésanctions (100% reduction for eight

weeks).
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3. Theoretical framework and empirical strategy

This section briefly describes job search theoy e empirical model that is based on
this theory. The expected effect of sanctions antibhaviour of the unemployed and the
empirical model for benefit sanctions are both uksed on a general level. The model is
described in detail, for example, in Abbring andn\#en Berg (2003), Lalivet al. (2005),

Abbring et al. (2005) and Van den Begg al. (2004).

3.1. Job search theory and benefit sanctions

The exit rate from unemployment can be analysedgushe theory of job search
(Mortensen, 1977). During unemployment, a flow ehéfits is received, and a flow of search
costs must be paid. A jobseeker is able to chdosese¢arch intensitg such that job offers
arrive and search costs increase according toatesi(s) andc(s), respectively. Each time
a job offer arrives (random drawings from a waderadistributionF (w)), an individual must
decide whether to accept the job or to continueck@zg and lose income. To balance the
costs of finding a better job, the individual chessa reservation wage level such that the
marginal cost of another period of search is etuéhe expected marginal income. The exit
rate from unemployment to worlé,,, can be characterised by a reservation wagaend
optimal search intensity*:0,, = A(s*)[1 — F(¢)].

Sanctions can be introduced into the model by asgurthat the rate at which a
sanction is imposed ip(s). All individuals may receive sanctions, but theokmbility of
sanctioning decreases as the search effort inaredissn unemployed individual has a lower
search intensity level than is required by the egysts*), then he must decide whether to
continue with the reduced search level or to imeestforts to avoid the risk of being caught.
The individual knows the relationship betwesand p(s), but he does not know in advance
when a sanction will be implemented. Thus, the Samaate can be written a& = p(s),

where p(s) =0 fors>=s* and p(s) >0 fors <s*. In reality, sanctions are also
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implemented for reasons other than inadequate fsezffort, such as refusal of work or
refusal of an ALMP measure offered by the PES. Sefiisals can be considered indicators
of a low search levek(< s*), as search intensity is often difficult to measur

Benefit sanctions affect unemployment durationvilo tways. First, the mere risk of
being sanctioned may increase the search effortsnemployed individuals because job
search decisions are made based on the expeciesl eabeing unemployed (Lalivet al.,
2005; Booneet al.,2009). This effect is also known as theante effeadr thewarning effect
Second, an additionax post effecemerges when a sanction is imposed (Abbebal.,
2005; Van den Bergt al, 2004). The idea is that a benefit sanction de@se the reservation
wage level and increases the search efforts gbtheeeker as a result of the reduced value of
being unemployed (i.e., the exclusion of benefilB)e effect is temporary because the
unemployed individual knows the duration of thectmm; furthermore, as the expiration of
the sanction approaches, the reservation wageasese whereas the search effort of the
unemployed individual decreases. However, it isuadythat the effect of a sanction may
remain positive after expiration of a sanction leseaof the increased monitoring and
additional job search assistance provided by th&,Pdhd because of the desire of the
unemployed to avoid future sanctions (e.g., VanBerget al.,2004).

The results of the existing studies on the effeftsanctions can be summarised as
follows. Abbring et al. (2005) indicate that the incentive effect of aciemm on the job-
finding rate is 58% for Dutch men and 67% for Dutgbmen. Similarly, Svarer (2011)
estimates a re-employment rate increase of 123%Dforish men and 125% for Danish
women. For Switzerland, Lalivet al. (2005) report that the exit rate from unemployntent
work increases by 25% if a sanction warning isassand by another 20% if a sanction is
actually imposed. In Norway, sanctions increaseréiemployment rate by 80% (Rged and

Westlie 2012). Van den Berg and Vikstrom (2014yfihat the effect of sanctions is small in
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Sweden, only approximately 23%. All of these stadaee related to Ul benefits, and to the
best of our knowledge, there is only one study bzt additionally considered benefits other
than Ul. For the Netherlands, Van den Bet@l (2004) find that sanctions increase the exit
rate from SA to work by 148%. The results of Vam derget al (2004) and Abbringt al.
(2005) indicate that the effect of sanctions isatge for Dutch unemployed individuals

collecting SA than for Dutch unemployed individuedseiving Ul benefits.

3.2. Empirical model for benefit sanctions
3.2.1 Timing-of-events model

We use a timing-of-events model to analyse thectffeof benefit sanctions on
unemployment duration (Abbring and Van den BergP30 The model allows us to
disentangle the selection effects from the cauatts of sanctioning the unemployed. The
selection effect is important because the decismnmpose a sanction may depend on
characteristics of unemployed individuals that ac¢ observable from the data, such as
attitude and motivation, which also affect the mepboyment rate. The causal effect of
sanctions on the exit rate is determined using»aedhproportional hazard (MPH) model and
an assumption of non-anticipation. The MPH modstandard in the duration literature (e.g.,
Van den Berg, 2001). The non-anticipation assumptiwhich entails that unemployed
individuals cannot fully anticipate the actual timgiof sanctions, is justified because sanctions
in the data are imposed almost immediately afteyeplations of misconduct (see Section
2.2). More justification for the assumption is giv@ Section 3.2.2.

The timing-of-events model simultaneously estimaaesindividual’s risk of being
sanctioned,h;, and the hazard of re-employment,. The two simultaneously estimated

functions are as follows:
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he(tlxs, vg) = exp (Bex + @ Z'(t + T) + @y Ul 50 + ayUlgy + azUly + A,(t) +
vg), (1)

hy, (tlts, te, x¢,vy) = exp (Byx + 61D, (ts <t < t.) + 6,D,(t. <t) + @, Z'(t + 1) +
a1U1120 + a2U160 + agUIO + Au(t) + Uu),

whereA(t) is the baseline hazard and is a function of covariates. The duration of
unemployment until the imposition of a sanctiordé&noted byt,, and the duration until the
expiration of a sanction is denoted by The time-varying indicators foongoing and
completedsanctions ard, (t; < t < t,)and D,(t, <t), respectively. Thus, paramete¥s
andd, are our primary interest because they measurgntteevarying effects of sanctioning.
Furthermore, the baseline hazard is specified asepiise-constant, indicating that the
baseline hazard is allowed to vary between diffepee-specified survival time intervals. The
changes in the labour market conditions are aceoufur by 31 time-varying calendar time
(year-quarter) dummieg;’(t + 7), wheret denotes the elapsed duration of unemployment
andzt denotes the calendar time at the beginning ofitteenployment spell. Similarly, benefit
exhaustion is considered via three time-varyingdaibrs{I;,, (61 <r < 120),Ul4, (0 <
r < 60) andUI, (r = 0), describing the remaining Ul benefit dayat timet.

The selection effect arises from the correlatioibwieen the heterogeneity terms. The
unobserved heterogeneity terms,ands,, are assumed to follow a bivariate discrete

distribution. The associated probabilities are dethas follows:

p1=Pr(V, =v; =0V, =v{ =0),
p2 = Pr (, = vy, Vs = v{),
p3=PI'(Vu=U-3,VS=VS ’

p4=Pr(Vu=v1%le=VS ’
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where0 <p; <1 fori=1,..,4 andY}, p; = 1. Multiple unemployment spells for the
same individuals and the time-varying covariatehaege the identification of the MPH
model in the sense that the identification is ésgendent on the proportionality assumption
(e.g., Gauret al.,2007; Brinch, 2007).

The log-likelihood function of the model is givamAppendix A.

3.2.2 The non-anticipation assumption

A key assumption in the timing-of-events framewmrkhe non-anticipation assumption
(NAA) that entails that the date when a sanctiolh lvé imposed cannot be anticipated. The
assumption is plausible if sanctions are imposeadkfjuonce a failure to comply with job
search requirements has taken place.

In the Finnish sanction system, some infringemargseasier and faster to observe than
others. At the start of the unemployment spell, jtiiesseeker has to give information about
himself (e.g., education and working history), pigvious job and the reason he became
unemployed. In terms of these characteristics, jtieseeker has to apply for the jobs
suggested and accept suitable job offers or trgiaimanged by the unemployment agency.
This type of misbehaviour is easy to observe amttg&ans can be imposed rather quickly.
Instead, the monitoring of job search activity isrendifficult, and usually, misbehaviour in
this category is detected with a delay. The seantlvity is evaluated by the PES (at least)
every 3-6 months by interviewing the unemployedvimial. The unemployed explains to
the caseworker how he has looked for work and wjabk or training he has applied during
the past months. The search effort is deemed inedegfor example, if the jobseeker has not
been applying to jobs or has not participated im #LMP measures recorded in the job
search plan. The legislation dictates that theckeactivity has to be evaluated by the PES
during the third and sixth month of unemploymenmiq shereafter every 6 months. However,

the interviewing interval is case-specific becatineePES can also hold additional meetings.
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In reality, unemployed individuals may receive pt& signals about the date when the
sanction may start, and change their search efforthe Finnish context, the scheduled
meetings with caseworkers could signal a poterg#aiction to those jobseekers who are
aware of their own insufficient search effort. letmeetings are correlated to the timing of
sanctions, the NAA may not héld

It is reasonable to assume that the NAA holds instudy for two reasons. First, the
unemployed individuals cannot fully anticipate thetual timing of sanctions because
imposing a sanction takes several steps and beeaimsmistrative delays create uncertainty
(see Section 2.2). Second, the interviewing inteis/aase-specific, andaccording to the data,
there is no clear correlation between the timing ®ES meeting and the timing of a sanction.
Approximately 46% of the sanctioned cases had aingewith a PES caseworker during the
same unemployment spell but only 22% of the saneticcases received a sanction within 90
days after the meetihgMoreover, the average duration between the dagenteeting with a
caseworker and the starting date of a sanction 1 days. Thus, it is unlikely that
unemployed individuals anticipate the impositionao$anction, or, at least, the exact date of

the sanction.

4. Data and descriptive evidence
The micro data that are used in this study are imdxda from the Ministry of
Employment and the Economy and include informatiorall persons registered with PES as

a jobseekef.We focus on unemployed individuals and follow #h@o enter unemployment

® The author would like to thank an anonymous refdoe pointing this out.

"Approximately 9% (5%) of the sanctioned cases kexkia sanction within 30 days (14 days) after the
meeting with a PES caseworker.

8A person can register as a jobseeker to the PE® Wwhing employed but unemployment benefits can be
applied only after officially been registered asusemployed jobseeker - at the earliest duringfitse day of
unemployment. Moreover, there is a 7-day (5-dayijimgperiod for the Ul (LMS) benefits.
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during the period from January 1 2003 to DecemideP@09. We determine whether these
individuals leave unemployment by the time the oletgon period ends (December 2010).
An unemployment spell (measured in days) is defiaedhe time between a jobseeker’s
registration with PES and the jobseeker’s findirjgkaitself or accepting a job offer by PES.

The ending dates of unemployment periods have begfied with the employment records

from the Finnish Centre for Pensions (ETK).

Some previous studies have used the measure a¢mpteyment duration (Caret al.,
2007). We have used the duration of registered pl@mment because, first, similar measure
has been used in many previous studies (see gagerS2011; Abbringt al, 2005; Laliveet
al., 2005; Van den Bergt al, 2004). Second, our unemployment data is unicgeatlmse it
includes information on all Finnish unemployed pess registered at the PES, and it also
merges information from other important Finnishhauities. Many of the previous studies on
benefit sanctions have used relatively small saspleat are often restricted to small
geographic areas or even to specific industries, @g., Van den Berg et al., 2004; Lalive et
al., 2005; Abbring et al.,, 2005). And third, thetal@nable us to compare the effect of
sanctions for individuals receiving two differenbamployment benefits: earnings-related
benefits (Ul) and flat-rate labour market suppbM§). Most existing studies have examined
the effect of sanctions on unemployment duratianifdividuals receiving unemployment
insurance (Ul) benefits.

Importantly, the data include information on samesi: the reason for sanctions and the
starting and ending dates of each sanction. Diftetgpes of characteristics of unemployed

jobseekers are also reflected in the data, suchemsler, age, education, occupation, Ul fund

° We can see from the data the ending reason of @asployment spell (found a job, moved to outsfue
labour force, started education etc.). Howeversdme cases, the ending reason of a spell was umkrmoast
likely because the unemployed jobseeker did nairinfthe PES. Therefore, the employment records tben
ETK were used to verify the ending dates of unemyplent spells, and also, to verify whether the umkmo

ending reason of a spell was re-employment.
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membership, citizenship, native language and piaesidenc¥. Regional unemployment
rates are obtained from the Labour Force SurveStatistics Finland.

From the registers of the Financial Supervisoryhuty (FSA) and the KELA, we are
able to determine the type of the benefit receiligdeach unemployed individual and the
remaining benefit days at the beginning of an urleympent spell. This information is
important for several reasons. First, the probighif finding a job is twice as high for those
who receive a Ul allowance than for those who rexei means-tested allowance (Lilja,
1993). Second, the job search intensity of unermgaoindividuals increases when the
exhaustion date of the Ul benefits approaches, (Krgeger and Mueller, 2010; Caed al,
2007; Virjoet al.,2006).

We restrict the data as follows. First, we limié tanalysis to unemployed individuals
between 25 to 49 years of age because the eltgibiiteria for individuals under 25 years of
age are particularly strict, whereas those fondidldials over 50 years of age are rather loose.
Second, temporarily laid-off and disabled indivibuas well as persons who moved abroad
are excluded from the data. Third, unemploymentisp the beginning of an ALMP
measure are censored. Fourth, we omit individualh sanctions that are imposed at the
beginning of the unemployment period because tinéeng-of-events model cannot identify
the selectivity involved. Fifth, long unemploymedhirations are censored from 30 months
(2.5 years) onwards.

The resulting sample data consist of more than roitilon unemployment spells, of

which approximately 28,000 spells (3.1%) includedsanction period’ The share of

19 Aland, which is an autonomous island, is excluftech the data because of its exceptional labourkatar
conditions.

“Approximately 1% of the unemployment spells havepséd duration of more than 30 months. We also
merge unemployment spells in which the gap betversubsequent spells is smaller than two weeks.

2The resulting sample consists of nearly 20% osaitiction cases during the 2003—2009 period. The sha

low because of the restrictions imposed on the: dataexclusion of sanctions imposed at the begmoif the
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sanctions varied from 1.3% to 4.4% during the 2@@B9 period. Nearly 70% of the

sanctions were imposed for 60 days, and over 30%hefcases led to the exclusion of

benefits for 90—-150 days (Table 4). Less than 1%hefsanctions had a duration of 30 days.

During the 2003-2009 period, the share of sanctieladed to refusal of work decreased, and

the share of sanctions related to refusal or drapput of an ALMP measure increased.

Appendix B represents the distribution of sanctiseparately for the Ul and LMS benefit

receivers.

Table4
Distribution of sanctions by incident and duration.

Sanction duratic

Inciden 30 60 90 day: 150 T
days days days otal
Refusal of work 7,35
3
(25.
9%)
Refusal of work, fewer than five days 21
3
(0]
.8%)
Refusal of ALMP 8,80 8,484
5 (29.9
(31. %)
0%)
Repeated refusal of work or ALMP 766
(2.7%)
Neglect of job search ple 2,64
1
(9.3
%)
Repeated neglect of job search ° 38 68
(0.1 (0.2%)
%)
Total 21 18,8: 834 8,484 2
3 (66. (2.9%) (29.9 8,368
(0] 4%) %) 1
.8%) 00%)

Notes:? The sanction for long-term unemployed individu@sration of more than 500 days) is the exclusibn o

benefits until 150 days of work, education or labmarket policy measures are perform&bhe sanction for Ul

benefit recipients is 60 days.

unemployment period (47%) and the exclusion of sans for those under 25 years old (25%) or ovey&érs

old (10%).
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The selected descriptive statistics for Ul and L&I® presented in Table 5. These
statistics are related to unemployment spells rathan to individuals. Moreover, the
descriptive statistics for the non-sanctioned (Gamction’) spells are practically identical to
the statistics for the entire population in eacmgle (Ul and LMS) because of the low
number of sanctions. Thus, by comparing the nowtgared unemployment spells of each
sample, we can analyse the differences betweemd) LS recipients. Overall, there appear
to be more women and highly educated individualseikgng Ul than receiving LMS.
Furthermore, more immigrants and individuals aged2® appear to be receiving LMS than
Ul.

There are approximately 370,000 and 522,000 ungmmat spells for Ul and LMS
recipients, respectively. The exit to work is highéth Ul (73%) than with LMS (58%). With
respect to both types of benefits, more exits ftbenlabour force (12%—-15%) occurred when
sanctions were imposed. In addition, sanctionedviegals receiving Ul participated in
ALMPs (26%) more often than non-sanctioned indigidu(19%), whereas the opposite
applies for LMS. There are fewer women among theugrof sanctioned unemployed
individuals than among non-sanctioned unemployetividuals, regardless of the benefits
received. Similarly, highly educated individualg aanctioned less frequently than those with
lower levels of education.

Many of the unemployed individuals had several gu=iof unemployment during the
observation period. The unemployment history is mamsed by the number of
unemployment days accumulated within a year andiinvione to two years prior to the
current unemployment period (not presented in TapleMost of the sanctioned individuals
had relatively little unemployment history (0—49ydp before receiving a sanction, which

suggests that there may be some unawareness ofathetion rules. This finding is
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particularly applicable to the Ul allowance (49%doreover, Ul benefit exhaustion appears to

have occurred (during the current unemployment opg@rimore often with sanctioned

individuals (26%) than with non-sanctioned indivadki (8%). Among the LMS recipients,

some individuals (40%) exhausted their Ul bengditer to the current unemployment period

(member of Ul fung and relatively few of these individuals receiaedanction (14%).

Table5
Selected descriptive statistics (means) for sanetiand non-sanctioned unemployed individuals loywalnce
type.
Earnings-related (Ul) Labour market support
(LMS)
Sanctic No Sanctic No
n sanction n sanction
Mean duration of unemployment spt 31 139.% 276.% 142.%
days (s.d.) 6.6 (150. (254.4) (179.
2 5) 1)
45.3)
Number of unemployment spe 6,027 369,7 22,34: 521,¢
97 72
Number of individuals 5,992 195,8 21,769 262,9
91 99
Outflow from unemployment
work 0.62 0.73 0.58 0.58
an ALMP measure 0.26 0.19 0.27 0.30
outside of the labour for 0.1zZ 0.0¢ 0.1t 0.12
Womer 0.57 0.6t 0.4z 0.57
Non-Finn 0.03 0.02 0.12 0.11
Swedish-speaking 0.02 0.02 0.01 0.02
Age
25-29 0.2C 0.1¢ 0.2 0.2t
30-34 0.19 0.20 0.19 0.18
35-39 0.17 0.16 0.15 0.15
4C-44 0.21 0.21 0.2C 0.1¢
45-49 0.1¢ 0.21 0.1¢ 0.1¢
Education
Primary 0.28 0.20 0.48 0.34
Upper secondarlevel 0.52 0.4¢ 0.41 0.44
Lowes-level tertian 0.11 0.1z 0.0€ 0.0¢
Higher-degree-level tertiary 0.08 0.18 0.05 0.13
Regional unemployment rate, % 8.6 9.2 8.2 8.8
(s.d.) (2.6) (2.7) (2.6) (2.6)
Ul benefit level €/day 49.9 51.7
(11.9) (13.1)
Ul, (benefits lapsed) 2 0.26 0.08
Ulg, (1-60 days until benefits lapse) 0.32 0.13
a
Ul;o (61-120 days until benefits 0.3t 0.1t
lapse) 2
Member of Ul fund 1 1 0.14 0.40

Notes: The statistics are related to unemploymesits @ Measured as time-invariant.
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Graphical evidence of the effect of sanctions

Figures 1a and 1b depict the weekly exit rate froramployment to work for LMS and
Ul recipients, respectively, who received a samctioring or before the week in question
(sanctionedl and for recipients who did not receive a sanctipn that week but may
subsequently receive a sanctiororf-sanctioned From the fourth week onwards, the LMS
hazard of sanctioned individuals is above the LM&and of non-sanctioned individuals,
indicating that sanctions increase the re-employmate (Figure la). On average, the job-
finding rate of sanctioned individuals is nearly98thigher than that of non-sanctioned
individuals. In contrast, the effect of sanctions the re-employment rate of Ul benefit
receivers appears to be much smaller, 26% on awéFagure 1b).

Figure 2 presents the empirical sanction hazardllmyvance type. The probability of
receiving a sanction is approximately 0.1% for @teivers for the first 10 months (40
weeks), but the sanction rate subsequently beginmdrease as the elapsed duration of
unemployment increasé$After two years (100 weeks) of unemployment, thsra peak in
the sanction rate, most likely resulting from thénaustion of benefits. For LMS receivers,
the sanction rate is higher for the first four nien{16 weeks) and decreases thereafter to a
steady level of 0.3%. At the end of both of theufes (over 104 weeks) there is significant
variation because of the small number of sanctionkng durations of unemployment.

These figures suggest that sanctions have posiftfeets on the re-employment rate of
unemployed individuals but that this effect is Ergor LMS recipients than for Ul recipients.
Nonetheless, the empirical hazards do not accaurifferences in observed and unobserved

characteristics, which are important. These isauegovered in the following section.

3 The most common reason for a sanction for an uterag individual receiving Ul is voluntary quitting
which is not considered in this analysis. For iidlsals receiving LMS, the most common reasons dacsons

are refusal of work and refusal to comply with aoMP measure.
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5. The effects of sanctionson Ul and LM Srecipients

This section analyses whether the imposition ofrecgon increases the exit rate from
unemployment to work among Ul and LMS recipiefitBoth models include the same set of
explanatory variables, except that for Ul, there also three time-varying indicators for the
remaining benefit days, whereas for LMS, there v&i@able (nember of Ul funddescribing
whether Ul was exhausted at some point during pteviunemployment spefl3.All exits
from unemployment to states other than employmeatti@ated as censored observations.
Subsequently, we also analyse the effect of a manébr various labour market outcomes:

exit from unemployment to an ALMP measure and oletsif the labour force.

5.1. Exit rate from unemployment to work

Table 6 presents the estimation results for théngrof-events model by allowance
typel® The results suggest that unemployed individuateiving LMS are more responsive
to sanctions than Ul benefit recipients. When asan is imposed, the incentive to find a job
increases by 84%d 00 * (exp(0.61) — 1) = 84) for unemployed individuals receiving LMS.
For individuals collecting Ul benefits, the job-iimg rate increases by 25%. Completed

sanctions also increase the re-employment ratedby ®ith LMS but have no significant

4 We model the time elapsed until the first sanctieas imposed during each unemployment period (for
similar approaches, see, e.g., Van den Bémg 2004, Abbringet al. 2005, Laliveet al. 2005 and Svarer 2011).

15 Imposition of a sanction may also depend on theratteristics of the employment agency (e.g.,
Boockmanret al.,2009). Estimating a model with 138 employment ageshammies did not affect the results.
The sanction estimates for LMS (Ul) receivers wa2(0.19) for an ongoing sanction and 0.29 (0fo6)a
completed sanction. Agency dummies are discardezhuze the estimation process was computationally
demanding and because the results did not chaggificantly.

16 \We also estimated the models with varying numbenass points. We followed Gaue al. (2007) and
began with a model with 2x2 mass points and theramrsed the model by adding one support point ahe. t
Adding more than two mass points did not signifttaimmprove the value of the log-likelihood funatiqas

measured by Akaike information criteria).
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effect on Ul. The results are surprising because expected a larger increase in re-
employment for individuals receiving Ul than foiole receiving LMS because of the larger
decrease in benefit level. One possibility is thatause Ul receivers already exhibit high
search intensity levels, receiving a sanction dagsincrease their search intensity, whereas
the reverse applies to those receiving LMS. ItI&0 gossible that the low number of Ul
benefit sanctions influences the results.

The estimates of a basic model without correlateterogeneity are presented in
Appendix C. The results imply that neglecting thkation between unobserved heterogeneity
terms,v, andvg, leads to underestimating the effect of a sanctldowever, the bias is

relatively small.

Table6
Results for the timing-of-events model by allowabhgze.

Earning-related (Ul Labour market support (LM

I Il 1] v
Sanction rate Exit rate Sanction rate Exit rate
Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.)
Sanctiot
Ongoing 0.22%** 0.61***
(0.03) (0.01)
Completed 0.02 0.29***
(0.02) (0.02)
Women -0.12%** 0.08*** -0.15%** 0.16***
(0.04) (0.01) (0.02) (0.01)
Non-Finn 0.37*** -0.14%** -0.07*** -0.48***
(0.07) (0.02) (0.02) (0.01)
Swedisl-speakin -0.0€ 0.03* -0.17%* 0.171%**
(0.10) (0.02) (0.02) (0.02)
Age
3C-34 -0.09** -0.05%** 0.01 -0.16%***
(0.04) (0.01) (0.02) (0.01)
35-39 -0.07* -0.07*** -0.02 -0.26***
(0.04) (0.01) (0.02) (0.01)
4C-44 -0.21 % -0.07*** -0.08*** -0.33***
(0.04) (0.01) (0.02) (0.01)
45-49 -0.38*** -0.06*** -0.14%** -0.36***
(0.04) (0.01) (0.02) (0.01)
Educatiol
Upper secondary lev -0.09*** 0.04%xx -0.17%** 0.11%x
(0.03) (0.01) (0.02) (0.01)
Lowest-level tertiary -0.19%** 0.01 -0.11 %> 0.20***
(0.05) (0.01) (0.03) (0.01)
Highel-degre«-level tertiary -0.65%** 0.06*** -0.62*** 0.34%**
(0.06) (0.01) (0.03) (0.01)
Regional unemployment 0.02 0.01 -0.04*** -0.01x**
rate (0.02) (0.00) (0.01) (0.00)



Log(UI benefit level -0.41*** 0.02*
(0.06) (0.01)

Ui, -0.24%** 0.22%*

(0.06) (0.01)

Ulgo -1.12%* 0.37*+*

(0.10) (0.01)

U5 -1.63*** 0.28***
(0.11) (0.01)

Member of Ul funi
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-0.49%** 1.24%%*
(0.02) (0.00)
(continued)

Table6
(continued)

Earnings-related (Ul)

Labour market support (LMS)

I I 1] v
Sanction rate Exitrate  Sanction rate Exit rate
Coeff. (s.e.) Coeff. (s.e.) Coeff. (s.e.) Coeff. (s.e.)
Number of unemployment days, 0—1 year ago
0-49 -0.24** 3.21%** -0.04** 0.05***
(0.04) (0.01) (0.02) (0.01)
50-99 -0.01 1.74%x* -0.13%** 0.12%**
(0.07) (0.01) (0.05) (0.01)
10C-14¢ 0.30*** 0.93*** -0.14** 0.01
(0.06) (0.01) (0.06) (0.02)
150-199 0.13** 0.40*** -0.03 -0. 11
(0.06) (0.01) (0.06) (0.02)
20C-24¢ 0.23*** -0.02z 0.1Z -0. 17
(0.06) (0.02) (0.08) (0.03)
250-299 0.22%** -0.34%** -0.06 -0.16***
(0.07) (0.02) (0.12) (0.05)
Number of unemployment days,—2
years ago
0-49 0.20 3.38*** -0.15%** 0.18***
(0.58) (0.03) (0.06) (0.01)
5C-99 -0.2¢ 2.39%** -0.11* 0.19%**
(0.23) (0.01) (0.06) (0.01)
100-149 -0.46 1.73*** -0.20%** 0.13***
(0.14) (0.02) (0.06) (0.02)
15C-19¢ 0.1¢ 1.34%x* -0.21 %+ 0.03*
(0.12) (0.02) (0.06) (0.02)
200-249 0.04 0.97*** -0.10 -0.02
(0.12) (0.02) (0.06) (0.02)
250-29¢ 0.04 0.64*** -0.0¢ -0.05**
(0.12) (0.01) (0.07) (0.02)
Occupation dummies y yes yes yes
es
Place of residence (*-centre) y yes yes yes
dummies es
Calendar time dummies yes yes yes yes
Vg -0.74%** 0.26***
(0.13) (0.04)
vy -1.19%* -1.69%**
(0.00) (0.00)
D1 0.01*** 0.19***
(0.00) (0.00)
D2 0.81*** 0.43***
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(0.01 (0.00
P3 0.12%** 0.32%**
(0.00) (0.00)
D4 0.06*** 0.05***
(0.01) (0.00)
Log likelihooc -1,680,83 -2,037,93i
Number of individuals 198,341 266,209

Notes: To conserve space, estimates for the baskbzard are not presented. The reference groepasar
follows: 25-29 years old (age), primary level (eatian),300-365 (number of unemployment days, 0-dr ye
ago, 300-365 (number of unemployment days, 1-2syagp), unclassified (occupation), Uusimaa (plate o
residence) and 2005ql (calendar time). ***, ** ahdndicate significance at the 1%, 5% and 10% lsyel

respectively.

The estimation results in columns | and Il indehat with respect to both types of
benefits, the probability of receiving a sanctieawer for women and for Swedish-speaking
citizens. The sanction rate also decreases wheratdoal level or age increases. Unlike with
LMS, immigrants receiving Ul are more likely to lsanctioned (48%) than natives. In
addition, the probability of receiving a sanctiases once Ul benefits are exhausted, perhaps
because of the increased offering of ALMPs afteb&hefits are exhausted.

In the basic timing-of-events model, multiple unéoyment spells experienced by the
same individual are exploited to enhance the qualit the estimation results. Because
individual-level heterogeneity can be a strong ag#ion, we also estimate a model for which
the unobserved heterogeneity was considered at lgvel. In this case, the LMS (Ul)
estimate for an ongoing sanction was 0.62 (0.1&d, tae estimate for a completed sanction
was 0.35 (-0.03)". Thus, the results are robust.

As a further sensitivity analysis, we also estirdate model that allows unobserved
heterogeneity in the censoring process (see Appebdand E). The results show that the
estimates are robust when endogenous right cegsahiat is exits to ALMP and outside the
labour force, are taken into account: the LMS (&H)imate for an ongoing sanction was 0.63

(0.18), and the estimate for a completed sanctias @31 (-0.01).

17 The full results are available from the author.
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5.1.1. The effect of a sanction across the popmrati

Reactions to sanctions differ among various uneymént groups (Svarer, 2011; Van
den Berget al., 2004). To examine this possibility, we allow samctdummies to interact
with some of the explanatory variables. The resaits shown in Table 7. We also include
indicators for the sanction type (duration) in theraction modet®

With both types of benefits, women are less respenso sanctions than men.
According to Hasenfeldt al. (2004), sanctions have no incentive effects iféhare personal
barriers, such as a lack of work experience anttl dare demands. Previous studies also
indicate that having children decreases the et fram unemployment to work for married
parents and even more so for single parents (VanBirget al., 2004). Having young
children has also been observed to prolong the plwgmment duration of Finnish women
(see, e.g., Ollikainen, 2003; Gonzalo and Saar20®0). Unfortunately, information on
family-related background characteristics was naofilable. Similarly, unemployed
individuals with higher levels of education react éngoing sanctions less than their
counterparts, but the reverse is true after a ganist completed. One explanation is that there
is a time lag between the moment when an unemploydididual increases his job search
effort and the moment when his re-employment rateeiases (Van den Begg al. 2004).
Thus, highly educated unemployed individuals mayalty be more responsive to sanctions
than those with lower education levels becaushisfdelay.

One distinctive difference between the two allowatypes is the sanction effect for
immigrants. Immigrants receiving LMS are more resiee to sanctions, both ongoing

(19%) and completed (51%), than natives. The saowficient for the Ul allowance is

18 The reference group includes sanctions of 30-68.dBhe other category for sanctions is the exotusif

benefits until 90-150 days of work, education ol programmes have been completed by the jobseeker.
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negative but statistically insignificdit This result is interesting because immigrantsewer
expected to have longer unemployment durations firams regardless of the benefit received
(see Table 6). It is possible that immigrants bezdess selective in their job seeking once
they are sanctioned. Immigrants who have limitawjlemge skills and who have acquired
competence abroad that is not recognised may béngvito accept jobs with low

requirements. Furthermore, immigrants may be unawhthe sanction rules and would thus
increase their job search efforts after expiratba sanction because of the closer monitoring
and counselling provided by the PES (Hasenétldl. 2004; Van den Bergt al. 2004). Such

a situation is especially applicable if the dunatiof residence in the country has been

relatively short.

Table7
Results for the exit rate from unemployment to weith interaction effects.

Earning-related (Ul Labour market support (LM.

Sanction Sanction
Interactions Ongoing Completed Ongoing Completed
Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.)
Intercept 0.47%** 0.14** 0.72%** 0.50%**
(0.07) (0.08) (0.03) (0.04)
Women -0.19%** -0.04 -0.36*** -0.28***
(0.05) (0.05) (0.03) (0.04)
Non-Finn -0.28 0.19 0.17*** 0.42%**
(0.18) (0.13) (0.05) (0.06)
Swedisl-speakin 0.0C 0.1¢ 0.11 -0.0¢
(0.21) (0.17) (0.10) (0.16)
Age
30-34 -0.06 -0.02 0.12%** -0.01
(0.08) (0.07) (0.04) (0.05)
35-39 -0.15* -0.19%** 0.08** -0.08
(0.08) (0.07) (0.04) (0.05)
40-44 -0.15* -0.20%** 0.12%** -0.15%**
(0.08) (0.07) (0.04) (0.06)
45-49 -0.24** -0.25%** 0.01 -0.19**
(0.08) (0.07) (0.04) (0.06)
Education
Upper secondary lev 0.0C -0.0¢ -0.15%** -0.09**
(0.06) (0.05) (0.03) (0.04)
Lowest-level tertiary -0.18* 0.24%** -0.26*** -0.21%**
(0.11) (0.09) (0.06) (0.08)
Highel-degre-level tertiar -0.11 0.17* -0.29%** 0.0¢€
(0.11) (0.09) (0.06) (0.08)

19 Most likely due to small number of observationse(sTable 5). Only 2% of the Ul beneficiaries are

immigrants.
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Sanction typ

9C-150 day 0.26* T 0.11%**
(0.15) (0.03)
Log likelihood -1,670,801 -2,038,194
Number of individual 198,34: 266,20¢

Notes: The full set of results is available frore tuthor. ***, ** and * indicate significance atehl%, 5% and
10% levels, respectively. tlt is not possible tonptete a sanction without studying, working or jEpating in

an ALMP measure.

5.1.2. The strictness of a sanction

The empirical evidence relating to the severitysafctions is scarce and inconclusive.
Svarer (2011) reports that tougher sanctions (tlweeks) have greater effects on the re-
employment rate than milder sanctions (two to tidags). Van den Bergt al. (2004) find
that the strictness of a sanction is insignifidaatause the effects are fairly similar regardless
of the magnitude of the benefit reduction (5%, 16820%). In this paper, the strictness is
measured by the duration of a sanction becauseaalttions entail a 100% reduction in
benefits.

Table 8 depicts results for different types of sems. We estimate two separate models
for each allowance and observe the interactiomefsanction type indicator (30-60 days or
90-150 days) with the time-varying sanction dummfeesgoing and completedj. We
combine the 30-day and 60-day sanctions into otegoay because of the small number of
observations for the 30-day sanction. The otheegmly for sanctions is the exclusion of
benefits until 90-150 days of work, education orMfs have been completed by the
jobseeker. In this category, we estimate the efé@n ongoing sanction because it is not
possible to complete a sanction and receive bsnafiain without studying, working or
participating in an ALMP programme. Most of the sevsanctions (90-150 days) in the data

are imposed on the long-term unemployed, that fisueemployed individuals who have

0 The sanction rate is common to both sanction tyeEsuse there were too few observations for thg lo

sanctions to estimate a separate sanction rate.
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exhausted their Ul benefits and received LMS thHézeaor individuals who have been

receiving LMS for more than 500 days. These indigid are monitored more closely, and
ALMPs are offered to them more frequently. Thuss itelevant to investigate whether short
(30-60 days) and long (90-150 days) sanctions lsawédar effects for the two types of

benefits considered.

According to the results, the strictness of a sandas more marked for unemployed
individuals receiving LMS. Longer sanctions incredke re-employment rate by 90%, and
shorter sanctions increase the re-employment natg&7bo (Table 8). With Ul benefits, the
effect of longer sanctions on re-employment is 7886 the effect of brief sanctions is 22%.

It should be noted that with Ul benefits, the staderror of longer sanctions is
relatively large, most likely because of the lownther of observations (see Appendix B).
Less than three percent of the Ul sanctions aret $80-150 days). Therefore, these results
should be interpreted with some caution. For Ulebis, the sanction effect is primarily

driven by the 30- to 60-day sanctions, and thigafis relatively low compared to LMS

recipients.
Table8
Results for the exit rate from unemployment to wankl the effects of sanction by type.
Earning-related (Ul Labour market support (LM
Sanction type Sanction type
30-60 day: 9C-150 day 3C-60 day: 90-150 day
Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.)
Sanctiot
Ongoing 0.20%** 0.53*** 0.45*** 0.64***
(0.03) (0.15) (0.02) (0.02)
Completed 0.01 t 0.21%* t
(0.01) (0.02)
Log likelihooc -1,671,05! -1,671,06 -2,039,09 -2,038,75:
Number of individuals 198,341 198,341 266,209 268,2

Notes: The full set of results is available frore tuthor. ***, ** and * indicate significance ate¢hl%, 5% and
10% levels, respectively. tIt is not possible tmptete a sanction without studying, working or jg#ptting in
an ALMP measure.

5.1.3. The effect of a sanction over time
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The empirical evidence for the time-varying effeatsanctions is inconclusive. Svarer
(2011) finds that the effect is strong and positiveing the first two months but diminishes
three months after the imposition of a sanctiomifarly, Rged and Westlie (2012) note that
the effect is relatively short-lived because ortoe sanction is completed, the hazard of re-
employment is at its previous pre-sanction levelcdntrast, Van den Bewgg al. (2004) find
that most of the increase in the job-finding ratews after sanction expiration. Furthermore,
Muller and Steiner (2008) and Van den Berg and ks (2014) provide supporting
evidence of the long-term effects of benefit sami

Next, we examine when the effect diminishes after éxpiration of a sanction and
whether the effect varies during a sanction. Wamede a model in which the effect of a
sanction can change one, two, three, four andrfivaths after the imposition of a sanction
and one, two and three months after the completiaanctioning. Because the duration of a
sanction is observed to be significant (Table 83, estimate the model for 30- to 60-day
sanctions and for 90- to 150-day sanctions separiteLMS. For Ul receivers, we analyse
only the time-varying effects for short sanctioreséuse of the low number of observations.
As in Table 8, the sanction type indicators arevedid to interact with the time-varying
sanction dummies (five for ongoing sanctions amedfior completed sanctions).

For LMS recipients, a sanction has a large andtigeseffect on the job-finding rate
both during and after a sanction period (Tableg=8).sanctions from 30 to 60 days, the effect
is greatest (51%) two months after imposition aedibs to diminish three months after the
expiration date. With sanctions from 90 to 150 daye effect is greatest (148%) three
months after imposition but remains positive thifoagf the sanction period. In contrast, for
Ul recipients, the sanction effect is short-liveztause the re-employment rate becomes close

to zero or negative as soon as the sanction is ledeap
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There are several explanations for these resuitst, Some time is needed before the
adjusted job search intensity of an unemployedviddal becomes effective (e.g., because of
the recruiting process). Second, closer monitooihg sanctioned unemployed individual and

the individual's willingness to prevent future saoos may affect the results.
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Table9
Results for the exit rate from unemployment to wankl the effects of sanctions over time.
Earning-related (Ul Labour market support (LM.
30-60 day: 30-60 day: 9C-150 day
Sanction effects over time Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.)
Ongoing, time after imposition in de
1-30 0.29*** (0.03) 0.33***(0.02) 0.55*** (0.03)
31-60 0.07 (0.05) 0.41*** (0.03) 0.32*** (0.04)
61-90 0.91*** (0.04)
91-12C 0.51*** (0.05)
121 0.58*** (0.02)
Completed, time after expiration in days
1-30 0.09 (0.05 0.35*** (0.04) t
31-60 -0.24*** (0.07) 0.45*** (0.04) t
61— 0.03 (0.03) 0.08*** (0.02) t
Log-likelihood -1,671,05: -1,983,41 -1,983,00:
Number of individual 198,34: 266,20! 266,20¢

Notes: The full set of results is available frore tuthor. ***, ** and * indicate significance atehl%, 5% and
10% levels, respectively. tIt is not possible toptete a sanction without studying, working or j#ptting in

an ALMP measure.

5.2. Exit rate from unemployment to various labmarket outcomes

Sanctions increase not only the exit rate from ysleyment to work but also the exit to
non-employment. Arnet al (2012) discover that the exit rate from unemplepinto non-
employment increases by 89% if a sanction warnsgssued and by another 67% if a
sanction is actually imposed. Similarly, HillmanmdaHohenleitner (2012) find that sanctions
increase the transition rate to non-employment3%.7The recent work of Rged and Westlie
(2012) reports that sanctions increase not onlyetkie rate from unemployment to work
(80%) but also the exit to education (200%) andrtdALMP programme (22%). The authors
also find that the hazard spikes encountered atirtiee of Ul benefit exhaustion partly result
from exits from the labour force, primarily to olst&ducation and other benefits (SA).

We estimate separate models for various labour ehankicomes to determine whether
there are differences between Ul and LMS recipieftsree separate outcomes are

considered: exit from unemployment i) to work, ti) an ALMP and iii) to outside of the
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labour forcé". It should be noted that the results for the &xitvork are the same as in Table
6. The results concerning ALMP are of interest liseaunemployed individuals can receive
benefits from the time that they enter an ALMP pamgme even after receiving a sanction,
which should encourage unemployed individuals ttigpate in these measures.

According to the results, the probability of pagating in an ALMP after receiving a
sanction increases by 11% for LMS recipients bt i@ effect on Ul recipients (Table 10).
Expired sanctions have no effect (Ul) or very snpadkitive effect (LMS) on the rate of
transition to ALMPs. With both benefit types, saors encourage unemployed individuals to
leave the labour force, but with Ul recipients, iheentive is especially strong (82%)Some
individuals may collect unemployment benefits whiley wait for a planned education
programme or job to begin. In these cases, indalglmay simply move outside of the labour
force (and apply for social benefits) when theyeree a sanction. Exits to outside the labour
force may also be only temporary, and thus, theybeaconsidered as unpaid prolongation of
unemployment (Arnet al, 2012). This view is supported by the recentditere on the non
take-up of unemployment insurance (e.qg., Blascoramdaine, 2012; Kroft, 2008j.

Interestingly, unlike the results relating to exdtwork, the probability of participating
in an ALMP or exiting the labour force is much largor women and immigrants than for
men and natives’ Especially for women receiving Ul benefits, exitdutside of the labour
force is more likely than exit to work. For immagts, both receiving Ul or LMS, the

probability of participating in an ALMP measuremnsich larger than the probability to find

Zps a sensitivity analysis, we also estimated modeds allow unobserved heterogeneity in the cengori
process. The results (available from the auth@yalust.

22t should be noted that only 12% (15%) of the UM@) recipients exits to outside of the labour fofsee
Table 5).

23 Not all eligible individuals claim their unemploymt benefits. For instance, when a worker expects a
relatively low unemployment duration he has feweimiives to participate in the unemployment insueanc
system.

4 These results are not shown in Table 10 but aa#adle from the author.
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work. These findings suggest that these groupsople, especially immigrants, may be less
employable than others and that they need ALMPsetdance their employment
opportunities. In addition, family-related reasanay influence the decisions of women to
leave the labour force. Previous studies showtthaing children decreases the exit rate from
unemployment to work for married parents and evamenso for single parents (Van den
Berg et al, 2004; Ollikainen, 2003). In Finland, it has alseen argued that the 500-day
entitlement period for Ul benefits makes unemployetividuals passive and that the benefits
are sometimes used for purposes other than activegarching, e.g., to support child care at
home (Virjoet al, 2006). It could be that the benefit sanctionsidbaffect the exit-to-work-
rates of Ul recipients strongly because sanctioadess important for them, for instance, due
to good employment prospects, precautionary savamgior spouse’s income. The LMS is
means-tested whereas the Ul benefit is not, whieams that the spouse's income affects the

eligibility for the LMS but not for the Ul benefits
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Results for various labour market outcomes.
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Earning-related (Ul

Labour market support (LM.

Work ALMP Outside labour forc Work ALMP Outside labour forc
Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.)
Sanctiol
Ongoing 0.22%** 0.05 0.60*** 0.61%** 0.10*** 0.46***
(0.03) (0.05) (0.07) (0.01) (0.02) (0.03)
Complete: 0.0z 0.0z 0.04 0.29%** 0.04* 0.24***
(0.02) (0.04) (0.06) (0.02) (0.02) (0.03)
Vg -0.74%** -0.33 0.07 0.26*** -0.02 0.32%**
(0.13) (2.66) (0.61) (0.04) (0.82) (0.04)
vy -1.19%** -1.35%** -1.60%** -1.69%** -1.26%** -1.79%**
(0.00) (0.02) (0.04) (0.00) (0.01) (0.01)
1 0.01**= 0.22%** 0.08*** 0.19%** 0.13%** 0.20%**
(0.00) (0.01) (0.01) (0.00) (0.01) (0.01)
P2 0.81*** 0.42%** 0.77*** 0.43%** 0.16*** 0.00***
(0.01) (0.05) (0.02) (0.00) (0.02) (0.00)
D3 0.12%*= 0.03*** 0.04*=** 0.32%** 0.27*** 0.00***
(0.00) (0.01) (0.01) (0.00) (0.01) (0.00)
Da 0.06*** 0.33*** 0.1 1% 0.05%** 0.44%** 0.80***
(0.01) (0.05) (0.01) (0.00) (0.03) (0.01)
Log likelihood -1,680,839 -568,737 -311,189 -2,@3h, -1,282,997 -695,864
Number 198,341 266,209

individuals
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6. Conclusions

This study investigated benefit sanctions and tredfect on the exit rate from
unemployment to work in Finland. The effect of ac#&n on the exit rate was analysed
using a timing-of-events model that allowed usdpasate the selection and causal effects of
sanctioning. We used novel register data, includivigrmation on the unemployed at PES
during the 2003-2009 period. The data include nbt members of unemployment insurance
funds but also other unemployed individuals andrthenefits, which is uncommon in the
literature. Thus, we analysed the effect of sanetigeparately for earnings-related allowance
(Ul) and flat-rate labour market support (LMS) ments. We also estimated a separate
model for various labour market outcomes.

According to the results, LMS recipients react amctions more strongly than Ul
recipients do. An ongoing sanction increases thdifading rate of Ul recipients by 25% and
that of LMS recipients by 84%. A completed sanctso increases the re-employment rate
of LMS recipients (34%) but has no effect on Ulipgants. The results are consistent with the
findings of previous studies in that the effectao$anction is much greater for LMS (social
assistance) recipients than for Ul recipiéntsiowever, relating the results to the previous
literature is difficult because of the scarcityeadsting evidence on this matter.

In this paper, we also estimated the effect of Same on the exit rate from
unemployment to an ALMP programme and outside efléibbour force. The probability of
participating in an ALMP after receiving a sanctiooreases by 11% for LMS recipients but
has no effect on Ul recipients. We also found tatrecipients who receive sanctions are

more than three times more likely to exit the labiouce (82%) than to return to work (25%).

25Abbring et al. (2005) report that the effect of sanctions is 58784 for Dutch men and women collecting Ul
benefits, whereas Van den Bergal (2004) find that sanctions increase the exit fadm social assistance to
work by 148%. To our knowledge, the study by Van Berget al (2004) is the only study related to sanctions

other than Ul benefit sanctions.
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The results are in line with Arret al. (2012) who also find that an announcement of a
sanction leads to more marked rise in the exitai-@mployment rate (89%) than in the exit
to work rate (17%). Similarly, Hillmann and Hoheimer (2012) find that sanctions increase
the transition rate to non-employment by almost 80%s possible that some individuals
collect unemployment benefits while they wait foplanned education or job to begin, and
leave the labour force when they receive a sanctwreover, exits to outside the labour
force might be only temporary, and thus, they carcbnsidered as unpaid prolongation of
unemployment (Arnéet al, 2012). This view is supported by the literatarethe non take-up
of unemployment insurance (e.g., Kroft, 2008; Aisderand Meyer, 1997).

Overall, the two benefit groups analysed differ sahtially. The results may reflect
that LMS recipients are more dependent on unemptoyrbenefits than Ul recipients are.
Over half of the LMS recipients also receive ottoems of social assistance (SA and/or HA),
whereas only 10% of Ul recipients receive suchssasce (Hannikainen-Ingmant al., 2012;
Virjo et al, 2006). Family-related characteristics may alsaabfactor because the LMS is
means-tested whereas the Ul benefit is not. Thesuld be that the benefit sanctions do not
affect the exit rates of Ul recipients strongly &#ese sanctions are less important for the Ul
recipients (e.g., due to precautionary savings ansfpouse’s income). Instead, the benefit
sanctions provide more activation to flat-rate LM& perhaps at substantially higher cost
because LMS recipients are liquidity constrained.

In the Finnish sanction system, the severity cd@cgon is not always in proportion to
the degree of misbehaviour because the duratiaamemployment and the type of benefit

received influences to the strictness of a sanéfidinis type of sanction system may lead to

28 Eor the long-term unemployed who have been on lidM®ver 500 benefit days or on Ul for the maximum
500 benefit days and on LMS for over 180 benefitsdhereafter, refusal of work or an ALMP meas@suits
in a 150-day exclusion of benefits (conditionalctaom). Normally, refusal of work or an ALMP measuead to

a loss of benefits for 60 days (fixed duration)e Section 2.2 for more information.
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trade-off between activation and individual welfanehich is something that policy makers
should consider. Also, more attention should besmgito the Ul recipients i) because the
sanction rate and the responsiveness to sanctibrisese individuals are relatively low
compared to individuals receiving flat-rate LMSdai) because sanctions seem to be less
important for the Ul recipients since exits to adesthe labour force are more likely than
exits to re-employment.

Previous studies report that sanctioned individoésn accept jobs with lower earnings
and shorter durations than non-sanctioned indiv&dda (e.g., Van den Berg and Vikstrom,
2014; Arniet al., 2012). Finnish unemployed individuals have beamébto accept jobs that
do not increase (and may even reduce) their holselgposable income (Kyyra, 1999). The

effect of sanctions on the quality of subsequens ghould be examined in the future.
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Appendix A. Thelog-likelihood function
The log-likelihood function of the timing-of-eventsodel can be written as:
L = log[X pihy(tlts, te, xe, v{;)C”Su(t|ts, te, x, v1)hs(t|x,, vsi)CSSs(t|x, vH)](2)

where the censoring indicator is denotedcbgo that it equals O if an unemployment spell is

censored and 1 otherwise.

Appendix B. Distribution of sanctions by incident, duration and allowance type

Sanction duratic

Incident 30 days 60 days 90 days 150 days Total
Earnings-related (Ul)
Refusal of work 3,223
(53.5%)
Refusal of work, fewer than five de 132
(2.2%)
Refusal of ALMP 2,148 117
(35.6%) (1.9%)
Repeated refusal of work or ALV 44
(0.7%)
Neglect of job search plan 324
(5.4%)
Repeated neglect of job search p° 38
(0.6%)
Total 133 5,733 44 117 6,027
(2.2%) (95.1%) (0.7%) (1.9%) (100%)
Labour market support (LM
Refusal of work 4,130
(18.5%)
Refusal of work, fewer than five de 80
(0.4%)
Refusal of ALMP 6,657 8,367
(29.8%) (37.5%)
Repeated refusal of work or ALV 722
(3.2%)
Neglect of job search plan 2,317
(10.4%)
Repeated neglect of job search 68
(0.3%)
Total 80 13,104 790 8,367 22,341
(0.4%) (58.7%) (3.5%) (37.5%) (100%)
All unemployed individuals 213 18,837 834 8,484 28,368
(0.8%) (66.4%) (2.9%) (29.9%) (100%)

Notes:? The sanction for long-term unemployed individu@sration of more than 500 days) is the exclusibn o
benefits until 150 days of work, education or labmarket policy measures are perform&bhe sanction for Ul

benefit recipients is 60 days.



41

Appendix C. Theresultsfor the exit rate to work without heter ogeneity and with
discrete heter ogeneity

Earnings- Earnings- Labour market Labour market
related (Ul) related (Ul) support (LMS) support (LMS)
I I I v
Without With discrete Without With discrete
heterogeneity  heterogeneity heterogeneity heterogeneity
Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.)
Sanctiot
Ongoing 0.16*** 0.18*** 0.56*** 0.65***
(0.03) (0.03) (0.01) (0.01)
Complete: -0.02 -0.01 0.24%+* 0.32%**
(0.02) (0.02) (0.02) (0.02)
Women 0.08*** 0.08*** 0.09*** 0.16***
(0.01) (0.01) (0.00) (0.00)
Non-Finn -0.12%** -0.14%** -0.41%** -0.47**
(0.02) (0.02) (0.01) (0.01)
Swedish-speaking 0.01 0.03* 0.09*** 0.171%**
(0.01) (0.02) (0.01) (0.01)
Age
3C-34 -0.04*** -0.05*** -0.15%** -0.16***
(0.01) (0.01) (0.01) (0.01)
35-39 -0.05%** -0.07*** -0.24%** -0.26***
(0.01) (0.01) (0.01) (0.01)
40-44 -0.04*** -0.07*** -0.29%** -0.33***
(0.01) (0.01) (0.01) (0.01)
45-49 -0.05*** -0.06*** -0.32%** -0.36***
(0.01) (0.01) (0.01) (0.01)
Educatiol
Upper secondary level 0.04%** 0.04x** 0.07*** 0.11%x
(0.01) (0.01) (0.00) (0.00)
Lowes-level tertiary 0.01 0.01 0.15%** 0.20%**
(0.01) (0.01) (0.01) (0.01)
Higher-degree-level tertiary 0.04%** 0.06*** 0.24%x* 0.35%*
(0.01) (0.01) (0.01) (0.01)
Regional unemploymet -0.0C -0.0C -0.01*** -0.02%**
rate (0.00) (0.00) (0.00) (0.00)
Log(Ul benefit level) 0.04*** 0.02**
(0.01) (0.01)
Ul, 0.21%** 0.22%**
(0.01) (0.01)
Ulgg 0.34%*** 0.37%**
(0.01) (0.01)
Ul 5 0.26*** 0.28***
(0.01) (0.01)
Member of Ul fund 0.99*** 1.24%**
(0.00) (0.00)

(continued
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Earnings- Earnings- Labour market Labour market
related (Ul) related (Ul) support (LMS) support (LMS)
I I I v
Without With discrete Without With discrete
heterogeneity heterogeneity heterogeneity heterogeneity
Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.)
Number of unemployment days,-1
year ago
0-49 2.99%** 3.22%xx 0.06*** 0.05***
(0.01) (0.01) (0.00) (0.01)
5C-99 1.61%x* 1.74%** 0.16*** 0.11%**
(0.01) (0.01) (0.01) (0.01)
100-149 0.85*** 0.93*** 0.01 0.01
(0.01) (0.01) (0.01) (0.02)
15(-19¢ 0.35*** 0.40*** -0.13%** -0.11%**
(0.01) (0.01) (0.02) (0.02)
200-249 -0.04*** -0.02 -0.23%** -0.18***
(0.01) (0.02) (0.02) (0.03)
250-29¢ -0.33*** -0.35%** -0.20%** -0.16***
(0.02) (0.02) (0.04) (0.05)
Number of unemployment days, 1-2 years ago
0-49 3.28%** 3.38*** 0.36*** 0.18***
(0.03) (0.04) (0.01) (0.01)
50-99 2.29*** 2.39%** 0.30*** 0.19***
(0.02) (0.02) (0.01) (0.01)
10C-14¢ 1.66%** 1.73*** 0.17%** 0.13***
(0.01) (0.02) (0.02) (0.02)
150-199 1.28*** 1.35%** 0.02 0.03*
(0.01) (0.02) (0.02) (0.02)
20C-24¢ 0.91*** 0.97*** -0.07*** -0.0z
(0.01) (0.02) (0.02) (0.02)
250-299 0.60*** 0.64*** -0.15%** -0.06**
(0.02) (0.02) (0.02) (0.02)
Occupation dummie yes yes yes yes
Place of residence (-centre) ) yes yes yes
dummies es
Calendar time dummies yes yes yes
Unobservec nc yes nc yes
heterogeneity
v, -1.20%** -1.68***
(0.01) (0.01)
pl 0.13*** 0.52***
(0.00) (0.00)
[ 0.88*** 0.48***
(0.00) (0.00)
Log likelihooc -1,616,37. -1,611,89 -1,871,62 -1,848,49I
Number of individual 198,34: 198,34: 266,20¢ 266,20¢

Notes: To conserve space, estimates for the baskbzard are not presented. The reference groepasar

follows: 25-29 years old (age), primary level (eatian),300-365 (number of unemployment days, 0-4r ye

ago, 300-365 (number of unemployment days, 1-2syagp), unclassified (occupation), Uusimaa (plate o

residence) and 2005q1 (calendar time). ***, ** ahdndicate significance at the 1%, 5% and 10% lsyel

respectively.
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Appendix D. Resultsfor the timing-of-events model with endogenous right censoring,

ear nings-related (Ul) benefit receivers

Earnings-related (Ul)

Sanction rate Exit to work Other exits
Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.)
Sanction
Ongoing 0.18*** 0.25%*
(0.03) (0.43)
Completed -0.01 0.05
(0.03) (0.03)
Women -0.12%** 0.09*** 0.30***
(0.03) (0.01) (0.01)
Non-Finn 0.36*** -0.15%** 0.36***
(0.07) (0.02) (0.02)
Swedisl-speakin -0.0€ 0.01 -0.17%**
(0.10) (0.02) (0.03)
Age
30-34 -0.09** -0.04*** 0.01
(0.04) (0.01) (0.01)
35-39 -0.08* -0.07*** -0.03***
(0.04) (0.01) (0.01)
40-44 -0.22%** -0.04*** -0.02**
(0.04) (0.01) (0.01)
45-49 -0.38*** -0.04*** -0.03***
(0.04) (0.01) (0.01)
Education
Upper secondary lev -0.09*** 0.04*** 0.01
(0.03) (0.01) (0.01)
Lowest-level tertiary -0.19%** 0.00 0.03***
(0.05) (0.01) (0.01)
Highel-degre-level tertiary -0.65%** 0.05%** -0.20%**
(0.06) (0.01) (0.01)
Regional unemployment rate 0.02 -0.00* -0.00
(0.01) (0.00) (0.00)
Log(UI benefit level -0.41%** -0.01 -0.13***
(0.06) (0.01) (0.02)
Ul, -0.24%** 0.18*** 0.32%**
(0.05) (0.01) (0.01)
Ulgg -1.14%* 0.36*** 0.58***
(0.10) (0.01) (0.01)
Ul -1.63*** 0.27%** 0.38***
(0.11) (0.01) (0.01)
Number of unemployment day<1 year ag
0-49 0.20* 3.09*** 3.74%*x
(0.12) (0.01) (0.01)
50-99 0.03 1.63*** 2.37%**
(0.07) (0.01) (0.01)
10C-14¢ 0.32%** 0.85*** 1.72%**
(0.06) (0.01) (0.01)
150-199 -0.02** 0.24*** 1.22%**
(0.06) (0.01) (0.01)
200-24¢ 0.15%** -0.07*** 0.82%**
(0.06) (0.02) (0.03)
250-299 0.24*** -0.39%** 0.52%**
(0.07) (0.03) (0.03)
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Appendix D. (continued)

Earnings-related (Ul)

Sanction rate Exit to work Other exits
Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.)
Number of unemployment days, 1-2 years ago
0-49 -0.0¢ 3.28*** 3.51%x*
(0.58) (0.03) (0.08)
50-99 -0.26 2.31%*x 2.47%xx
(0.23) (0.02) (0.04)
10C-14¢ -0.0¢ 1.63*** 1.89%**
(0.14) (0.02) (0.03)
150-199 0.19 1.27%** 1.68***
(0.13) (0.02) (0.03)
200-24¢ 0.07 0.92%** 1.39%**
(0.13) (0.02) (0.02)
250-299 0.04 0.59*** 1.11%*=
(0.12) (0.02) (0.03)
Occupatior yes yes yes
dummies
Place of residence (TE-centre) yes yes
dummies es
Calendar time yes yes yes
dummies
A -0.19
(0.85)
vy -0.96***
(0.01)
v, -1.28***
(0.02)
P1 0.48***
(0.05)
D2 0.00
(0.00)
D3 0.0t
(0.05)
Pa 0.39%**
(0.05)
Ps 0.01**
(0.00)
Pe 0.05
(0.05)
[ 0.00***
(0.00)
Log likelihood -2,372,392
Number of 198,341
individuals

Notes:* Other exits’ include exit from unemployment to abMP measure and to outside of the labour force. To
conserve space, estimates for the baseline hamamba presented. The reference groups are awillB5-29
years old (age), primary level (education),300-868mber of unemployment days, 0-1 year ago, 300-365
(number of unemployment days, 1-2 years ago), saiflad (occupation), Uusimaa (place of residera®)
200591 (calendar time). *** ** and * indicate siificance at the 0.1%, 5% and 10% levels, respegtive
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Appendix E. Resultsfor the timing-of-events model with endogenous right censoring,
labour market support (LMS) receivers

Labour market support (LMS)

Sanction rate Exit to work Other exits
Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.)
Sanction
Ongoing 0.63*** 0.21%*
(0.01) (0.02)
Completed 0.31%** 0.10***
(0.02) (0.02)
Women -0.15%** 0.15*** 0.36***
(0.02) (0.01) (0.01)
Non-Finn -0.08*** -0.52%** 0.97***
(0.02) (0.01) (0.01)
Swedisl-speakin -0.16*** 0.171%** -0.20***
(0.02) (0.02) (0.02)
Age
30-34 0.02 -0.16*** 0.00
(0.02) (0.01) (0.01)
35-39 -0.02 -0.26*** -0.04***
(0.02) (0.01) (0.01)
40-44 -0.08*** -0.32%** -0.06***
(0.02) (0.01) (0.01)
45-49 -0.14%** -0.36*** -0.08***
(0.02) (0.01) (0.01)
Education
Upper secondary lev -0.12%** 0.11%** 0.04***
(0.02) (0.01) (0.01)
Lowest-level tertiary -0.11%** 0.20%** 0.06***
(0.03) (0.01) (0.01)
Highel-degre-level tertiary -0.64*** 0.34%** 0.0C
(0.03) (0.01) (0.01)
Regional unemployment rate -0.04*** -0.01*** -0.02***
(0.01) (0.00) (0.00)
Member of Ul fun -0.49%** 1.24%** -0.03***
(0.02) (0.00) (0.01)
Number of unemployment days, 0-1 year ago
0-49 -0.04* 0.04*** 0.06***
(0.02) (0.01) (0.01)
5C-99 -0.11** 0.13*** 0.13***
(0.05) (0.01) (0.01)
100-149 -0.11* 0.02 0.12%**
(0.06) (0.02) (0.02)
15(-19¢ 0.0z -0.11%** 0.06***
(0.06) (0.02) (0.02)
200-249 0.11 -0.19%** 0.05*
(0.08) (0.03) (0.03)
250-29¢ -0.0¢ -0.21%** 0.08**

(0.12) (0.05) (0.04)
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Appendix E. (continued)

Labour market support (LMS)

Sanction rate Exit to work Other exits
Coeff. (s. e.) Coeff. (s. e.) Coeff. (s. e.)
Number of unemployment days, 1-2 years ago
0-49 -0.12** 0.21%** 0.08***
(0.06) (0.01) (0.02)
50-99 -0.08 0.21%** 0.10***
(0.06) (0.01) (0.01)
10C-14¢ -0.18*** 0.15%** 0.09***
(0.06) (0.02) (0.02)
150-199 -0.18*** 0.05*** 0.04**
(0.06) (0.02) (0.02)
200-24¢ -0.07 -0.0C 0.05**
(0.06) (0.02) (0.02)
250-299 -0.07 -0.06*** 0.05**
(0.07) (0.02) (0.02)
Occupation dummie yes yes yes
Place of residence (-centre) y yes yes
dummies es
Calendar time dummies yes yes yes
Vg -0.30***
(0.06)
vy -1.64%**
(0.01)
v, -1.05%**
(0.01)
D1 0.09***
(0.00)
pz 0.04***
(0.00)
D3 0.01%**
(0.00)
p4 0.32***
(0.04)
Ps 0.20%**
(0.00)
p6 0.12***
(0.04)
[ 0.21%**
(0.00)
p8 0.0l***
(0.00)
Log likelihood -3,511,539
Number of individuals 266,209

Notes:‘Other exits’ include exit from unemployment to AhMP measure and to outside of the labour force. To
conserve space, estimates for the baseline hawamba presented. The reference groups are awillB5-29
years old (age), primary level (education),300-868mber of unemployment days, 0-1 year ago, 300-365
(number of unemployment days, 1-2 years ago), saiflad (occupation), Uusimaa (place of residera®)
200591 (calendar time). ***, ** and * indicate sificance at the 0.1%, 5% and 10% levels, respelgtive
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HIGHLIGHTS

We examine the effect of benefit sanctions on thierate from unemployment using
the timing-of-events approach.

The effect of sanctions differs according to thedjis received.

Sanctions increase the exit rate from unemploynmentvork among flat-rate labour
market support receivers.

Sanctions increase the exit rate from unemployrnewoutside the labour force among
earnings-related benefit receivers.



