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Abstract:

Social cohesion is the principal goal behind actlgbour market policies (ALMPs), including those
financed at supra-national level, like the Europe&gocial Fund. In this paper we use NUTS4 level detdhe
local labour market dynamics in an attempt to wedirect and indirect effects of ALMPs. We use dait£2000-
2007 for Poland, while this period comprised botérls increases and reductions in the unemploymatest
Over this time also the financing of ALMPs has bewmeased considerably, transforming both to highe
intensity of ALMPs (wider coverage) and higher egieeness of these activities (increase in pertineat cost).
At the same time, these trends have transmitted lottal context with highly heterogeneous compamsitf
instruments used and actual coverage rates andscge implement seemingly unrelated regressionKRESU
approach to inquire the effects of ALMPs on inflams outflows rates among Polish local labour méske
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1. Introduction

When evaluating the effectiveness of differentiadetive labour market policies (ALMPSs), one
typically resorts to two approaches. Basing onviddial data allows the estimation of the treatment
effect for differentiated instruments, taking irdocount the developments in a control group. The
literature in this field is vast, including, amoothers see: Sciulli (2005) as well as Destefani an
Fonseca (2007) for Italy, for the US or for Germanhis approach requires not only relatively
detailed micro-level data, but also observing imdlials after the completion of activisation
programmes, which most transition countries lacggeneral.

The latter approach focuses on regional data idst€he obvious shortcoming is that either
quite strong assumptions need to be made concetimindistribution of unemployed among regions
(essentially imposing homogeneity during the ediibmaprocedures), or one needs relatively large
datasets and considerable heterogeneity to sustaierpinnings for policy implications of the
finding§. On the other hand, an extensive theoretical freane for the effects of ALMPs on
employment has been developed by Calmfors (1994, racently in a stochastic framework by
Lechner and Vazquez-Alvarez (2086)s stated by Hagen (2003), raising the efficieatynatching
process is usually regarded as the main aim of AEMIAd can be reached by adjusting the human
capital of job seekers to the requirements of flir market and by increasing the search intensity
(as well as search capacity) of (former) programrpesticipants. These aims are especially
pronounced in transition countries with large stited mismatches.

In this paper we use NUTS4 level data on the Itadadur market dynamics in an attempt to
verify direct and indirect effects of ALMPs. We ugata for 2000-2007 for Poland, while this period
comprised both stark increases and reductions énutftemployment rates. Over this time also the
financing of ALMPs has been increased considerdtdansforming both to higher intensity of ALMPs
(wider coverage) and higher extensiveness of thesegities (increase in per treatment cost). At the
same time, these trends have transmitted into kmatext with highly heterogeneous composition of
instruments used and actual coverage rates argl cost

! Furthermore, regional data rarely allow measutirgscale of some negative indirect effects lileplicement,
substitution or redistribution effects.

% See also Calmfors and Skedinger (1995) as wellahmifors et al (2002), while the empirical applioas were
extensively evaluated by Petrongolo and Pissa(2{e31).
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Under the conditions of stark unemployment ratgalisies — as is the case of Poland —
convergence necessitates that higher unemployrantegions need to be characterised by relatively
higher ratio of outflow and inflow rates. The algom allocating ALMPs financing across regions
favours more troubled local labour market, givingramium to higher than average unemployment
rate, number of unemployed and worse than avetagetiwe of unemployed (e.g. share of long-term
unemployed). If the ALMPs were efficient, we showdserve positive impact on outflow ratios,
while for the convergence it would be necessary itiflow/outflow ratios improve in more deprived
regions. We have therefore two empirical aims:véjify whether the unemployment dynamics in
more troubled regions permit catching up and @$es whether the ALMPs actually contribute to
alleviating the local labour market difficulties.oTthis end, we implement seemingly unrelated
regressions (SURE) approach to inquire the effet®8SLMPs on inflows and outflows rates among
Polish local labour markets and compare the outfidiew ratio with a benchmark constructed as a
counterfactual in these regressions.

The paper is organised as follows. In the nexiceete briefly review the literature concerning
ALMPs as well as transition. In section 3 the ditwain Poland and data are presented, while Sectio
4 discusses the method and the results. In thduating section we derive policy implications of the
findings.

2. Literature review

Unemployment dynamics at local level has receiveldtaof attention from the academia.
Buettner (2007) compares empirical evidence ororegilabour market flexibility in Europe (but uses
different aggregation levels for different coungtigvhich makes the results weaker). Marelli (208%1)
well as Huber (2007) provide an overview of similas and differences across European Union
regions. In particular, it seems that CEE counteghibit higher regional wage flexibility, Buettner
(2007). At the same time, despite phenomenal nig@ratemerging after 2004, labour mobility is still
assessed to be low (Kaczmarczyk and Tyrowicz 2008)je Fihel (2004) demonstrates that
effectively in the local scale unemployment is sighificant as pushing factbin the case of CEECs,
the role of transition processes may indeed s8llsignifficant, Svejnar (2002a), while growing
average job tenure as well as average time spamtdamployment or inactivity, Svejnar (2002b) were
characteristic.

On the other hand, transition commenced in Polart®B9, while after a decade another wave
of massive unemployment sprung. While it is pogsibiat some enterprises might have avoided the
pains of restructuring in the early 1990s and vieegitably following these steps in the second pért
this decade, typical market economy processes wkeady at play. These were indicated by
educational boom (Poland has second highest tertucation enrolment rates, after South Korea) as
well as vanishing premium to being employed in iggte sector, as argued by Saczuk and Tyrowicz
(2009).

The effects of ALMPs in a transition context haxeeib analysed already in mid 1990s, albeit
with scarce data: including Boeri (1994), Lehma@98), Burda (1996), Géra, Lehmann, Socha, and
Sztanderska (1996), Kwiatkowski and Tokarski (19979 Puhani (1999) as well as summary by Dar
and Tznatatos (1999) as well as Martin (2000) adtill and Grubb (2001)Typically, unlike micro-
level studies, the findings were rather discourgdimterms of value for money or sometimes even
lack of visible ALMPs effects. Frequent defenceuangnt bases on the fact that some ALMPs effects
take longer to appear or may not be discountedhenperiod of labour market contraction but will
eventually boost employment with the change ofriess outlooks.

Vodopivec, Worgotter and Raju (2003) review alse ¢ififects of the passive component of the
labour market policies, finding some expected negaspillovers and interrelations between active
and passive labour market policies. While a newevaf/ research sprung recently, incorporating
Balkan and CIS countries with the availability oo\l Bank labour market surveys, the findings of

% All these issues have been surveyed, among othwetduber (2007)
* The principal studies are reviewed in Munich, 8aejand Terrel (2000)
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the post-transition period are only slightly moiscduraging. e.g. Vroman (2002), Godfray (2003),
Betcherman, Olivas and Dar (2004), Hujer, ThomsehZeiss (2006), Fares and Tiongson (2807)

In the empirical literature of unemployment ratearmlcteristics, one can find a number of
differentiated approaches towards the unemploymaté dynamics and persistence as well as
distribution, according Decressin and Fatas (19@®)stfeld and Peri (1998) or more recently,
Armstrong and Taylor (2000). Perugini, Polinori aBifjnorelli (2005) use NUTS2 level data and
inquire the regional differentiation of Poland ataly. Marelli (2004) focuses on specialisation for
NUTS2 EU regions with tripartite desegregation (@sigial, agricultural and service sectors), but
analyses predominantly income and economic conwemgeand not explicitly the underlying
fundamentafs In principle, however, convergence is necessitielatively more favourable
inflow/outflow ratios in relatively more troublecgions, which constitutes the main angle of this
study. Theoretically, this approach builds on a etadeveloped by Lechner and Vazquez-Alvarez
(2005), which introduces exogenous — and poteptadlymmetric — stochastic shock at the labour
market into individual choices of effort and adtvin the environment were skill improving costless
training is available.

3. Data and the context of Poland

Transition from a centrally planned to a marketreeoy typically involves massive layoffs and
economic slowdown inhibiting vivid job creation, @kowska (2006). The situation in the early 1990s
in Poland was no different, with unemployment riatxeasing to the thresholds of above 10% in just
two years and since then never fell below, Figuréhtere are some fundamental characteristics of the
Polish labour market. Firstly, high unemploymenbdieved to have a structural character. Almost
70% of Polish unemployed have primary or vocati@talcation only, frequently outdated professions
or no longer applicable skills. Moreover, some sysv/suggest that even roughly 50% of these
individuals are reluctant to upgrade their quadifions, Tyrowicz (2006).
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Figure 1.Unemployment rate evolution in Poland, 1990-2009

Professional and geographic mobility is very lovhiles transitory migration of approximately
1 million Poles to Ireland, Sweden, Norway, Germak)K and other EU countries concerns

® In addition, subsequent to the Hartz reforms imn@my there has been many studies, also at regievel
exploring the effects of these policies, includemgmong others Hujer, Caliendo and Thomsen (2004)lag.s
Schneider, Uhlendorff and Zhao (2006) and manyrethe

® Overman and Puga (2002) perform conditional kedieelsity analyses of European unemployment rakésgta
into account the distributions of underlying fundartals (eg. the skills, the regional specialisatisrwell as the
growth rates of population and the labour forcdsoADE but in a different framework is applied bByrowicz
and Wojcik (2007) for Poland and Tyrowicz and Wkj(2009) for Czech Republic and Slovakia.

" In 2003 new national census data were made al@ilalhich revealed lower size of population andolab
force, thus leading to updating upwards the uneympént rates by roughly 3 percentage points. Unfately,
these were recalculated backwards only for 200B320Mational level and 2003 at local level. Fdisaquent
computations, we have filtered the post Jan2003 tlatavoid difficulties in statistical interpretati of the
findings. Moreover, most of the variables usedhe study are referenced to the number of unemplayex
local labour market rather than the unemploymetat r@donsequently, the potential contamination efdataset
seems to have limited impact on the quality offthdings.
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predominantly those aged under 30 years old (808d) with relatively high skills (17% with a
university degree). Long term unemployment ratehis highest in EU (currently app. 10%, EU
average falls short of 4%). Employment in agriawtstill exceeds 17%, which is extremely high by
European standards, while half of the registeredmyptoyed live in the rural areas. In addition,
forecasts concerning the agricultural sector adauggest, that due to increasing productivityddan
over-employment in this sector will soon transfamde factounemployment and/or premature labour
market exits. Thus, low skills, low mobility andamssive employment in the agriculture are the main
structural traits of the labour market problem&atand.

Finally, this is not high unemployment that creates main labour market challenge, but low
activity and employment rates (currently at 56%, lttwest in EU25). Not only does this phenomenon
hinder the economic growth processes, but als@kssecurity imbalances are reinforced (low number
of working in comparison to social transfer recipig. Currently average exit age falls short of 58
years (with legal ages of 60 for women and 65 fenjnwhile employment rate for 55+ age group
amounts to only 28% (55 till retiremede iur@. High unemployment rate among young workers
(34% for workers fewer than 24 years) and highestdgr gap in the 25-29 age groups suggest that
entering the labour market — and commencing an &fiu- is particularly difficult.

All these data show, that labour market policigsrded on stimulating employment rate should
focus on activisation of youth (both male and feshalemale returnees (especially with none oelittl
professional experience) and retaining 50+ and &3e groups. These is reflected as of 2004 in
legislation, which specifies these groups as marmerable and requiring support from public
employment services. Naturally, to assure effigienihese policies should evolve in different
directions depending on additional conditions, taggeted group living in the rural areas, etc.icwh
is not explicitly imposed by legislation.

On the contrary to the low employment and high ysleyment rates, unregistered employment
is of significant proportions, especially in theseaof seasonal workers and supplementary income.
With high tax wedge, low skilled positions are pararly strongly bound to demand unregistered
labour. This is an important context for ALMPs eiéincy for two main reasons. First, re-training in
these domains may in fact be counter-effectiveabse unemployed after the programmes would be
expected to assume positions with remuneration eoalge to their pre-training shadow income.
Secondly, some of the workers may find it more fieia to remain at relatively low compensation in
the shadow economy than to exhibit considerablartetid improve skills, because their net increase i
remuneration might indeed be low. This last effeayht be especially pronounced in the periods of
labour market tightness. On the other hand, mievell evidence suggests that on average workers in
the shadow economy receive compensation lower thein counterparts with formal employment
contracts, Cichocki and Tyrowicz (2009), which gsito labour market segmentation and exclusion
as important labour market governing rules.

3.1. The means of ALMPs

In Poland, Public Employment Services (PES) isrtfaén actor in defining and implementing
ALMPs. They are subordinate to the public admiatghn (at both regional and local level), thus
being only marginally responsive to central pobciether than general legislation changes. They
struggle with underinvestment both in terms of Fdan terms of HR (employment officers and
managers constitute only 29% of the PES employ&gspaverage there are 1600 unemployed per one
job broker and over 4600 per one job counsellor.

ALMPs are financed from the Employment Fund (andasm financed passive labour market
policies), which originates solely from employemntriibutions, currently at 0.22% of GDP (with the
benefits its 0.8% of GDP). Poland is the only coumm Europe with no budgetary contribution to
ALMPs. At the same time, ALMPs instruments are higtegulated. They comprise subsidised
employment (public work schemes — despite their lefficiency, strongly preferred by local
authorities — and public service employment), atib training and scholarships for youth, specific
and general training (including the ability to ngate on the labour market). Finally, there are also
instruments supporting self-employment (micro-euise development) and a subsidy for creating
new jobs. As of 2004 European Social Fund meansised for employment policy as well, which
allowed increasing the ALMPs spending from roudgplN 0.4bln to PLN 2.2bln over a decade 1997-
2006, approximately by 30% annually, while the pmipon should continue in 2007 — 2013.
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Figure 2. The heterogeneity in the use of instruments by PE®land (average over 2086)

Increase in financing has been accompanied by ahgutige instruments to be used as of 2004
albeit in an extremely heterogeneous way. Figur@r@sents the correlation matrix for basic
instruments. Visibly, there seems to be large difiéation in the use of instruments as well agale
coverage. Across NUTS4 unitpdviaty coverage ranges between 5% and 45% of the ungatlo
population. With particular instruments, there Isoaa considerable heterogeneity, while it is not
necessarily true that in regions with higher cogereates, all instruments are used more extendively
Importantly, the decisions about the use of insemts and coverage with reference to particular
groups are at the discretion of a local labour miaddfice, while the overall budget is the main
constraint. NUTS2 authorities, who allocate fundimgmong NUTS2 units sometimes — but not
universally across Poland — require commitmentoimes minimum achievement levels in particular
groups, but no targets are set. Thus, it seemgltieato the institutional design, endogeneity betwe
the characteristics of the local labour market AbMPs financing should not be a big issue.

On the other hand, financing of ALMPs is distrimites NUTS2 regions according to an
algorithm, which gives a premium to regions witlgh@r than average number unemployment rate,
number of unemployed and worse than average steuciiunemployed (e.g. share of long-term
unemployed). Consequently, the algorithm favoursemtoubled regional labour market, while
NUTS2 level authorities frequently replicate thigagithm when dividing financing to NUTS4 uriits

High variability of both coverage and instrumengsdi— both the growing trend across time and
the differentiation across regions — utters PE®petidence. On the other hand, unemployment rate
evolutions across local labour markets are vergrogeneous too and with some steady and stark
disparities. Tyrowicz and Woajcik (2007), using kelralensity estimates, have demonstrated that the
distributions of unemployment rate are essentiafigffected by general labour market trends, while
Tyrowicz and Wdjcik (2009) employed stochastic cengence concept and found that the effects of
initial shock do not fade out at all in the casenafjority of Polish local labour markets (while yhere
less persistent for Slovakia and definitely fade éor Czech Republic NUTS4 units). This

! In the case of on-the-job-training (OTJ trainirig) the youth, the share is specified by the nuntdfasnder
25/27 years of age in this form of programes wéference to the number of youth registered as uloyeqb.
The 25/27 years of age boundary is conditional ducational attainment — for university graduates i27
years, while for everyone else it is 25 years.

2 Only as of mid-2004 reporting includes the usafjmstruments and particular expenses allocatetifterent
ALMPs. Therefore, in the remainder of the papereméver we demonstrate the instruments separately, i
represents an average of instruments usage ov@rfad@ach NUTS4 unit (poviat). In the regressiayeneral
estimates of coverage and expenses are used, wibowolling for different instruments, as this wld narrow
the sample to only three years.

% Detailed histograms of the instruments usageeperted in Appendix of this paper.

4 NUTS?2 level labour offices (regional labour offdelo not implement any labour market instrumengsther

passive or active
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heterogeneity on both ends might indeed be caeseh(with potential reverse causality), while the
channel to best explore the potential links isdigiothe inflows and outflows rates.

3.2. Inflows and outflows

Also the inflow and the outflow rates demonstratghtvariation, both in time and across units,
Figure 3. With reference to inflows and outflowsrfr the unemployment pool, little analysis has been
done so far at a local level, namely due data ages. The importance of inflows and outflow rates
for the determination of local unemployment rated their convergence cannot be overstated, while it
has also been recognised in the literature. Fampleg Newell and Pastore (1999) argue that ités th
hazard of job loss differentiating for employeeshwonger tenure that drives the regional diffeemnc
over the period of 1995-1999. Unfortunately, these wata for the former administrative structure,
which forced them to essentially resort to 49 NUT&&I, which at the time was not a policy relevant
level. As of 1999, 380 NUTS4 unitpdviatg were established, while policy is actually impknted
at this level. The main reason why this differeitia is important for the analysis of ALMPs is that
NUTS4 units do not exhibit any convergence whatspey NUTS2/3 nor to the national average over
the 1999-2008 period, Tyrowicz and Wdjcik (2009efefore, aggregation of data actually blurs the
picture and may sometimes lead to misleading r®sult

Importantly, the ratio of inflows and outflows seerfairly stable across time. It has been
observed at aggregate level that inflows/outfloatgorhas been fairly constant throughout most ef th
period. Strawinski (2008) demonstrates even usigodr force survey data that flows into
unemployment do not reproduce the dynamic pattebserved in the unemployment rate, while the
only flow that exhibits these dynamics is the am¢hie opposite direction. Also, throughout the renti
period, inflows have been larger than outflows, levtthis finding from the aggregate level seems to
hold also universally across all NUTS4 units.
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Figure 3. Aggregate (upper) and ppoviat (lower left) inflow and outflow rates as well aglow/outflow ratios
(lower right)
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Importantly, heterogeneity seems to shrink in teaqals of worse labour market outlooks and
expands over the up swings in the cycle. Notwithditag, the values of inflows/outflows ratio
throughout the entire period have been extremely bolatile and stable. Volatility is visible in
extreme seasonality of this variable, ranging betwé& and as much as 5 over 2000-2002. This
extreme range lowered slightly with the general iompment in the labour market outlooks, still
however reaching even the level of 2.5-3 in thetevirmonths. On the other hand, despite these
improvements, lower boundary remained at constamtllof slightly above unity. This stability
demonstrates that even “in the good times” avenad® implies equalisation of inflows and
outflows’. In other words, catching up would only be possitl high unemploymenpoviats had
lower ratios as opposed to the more those in gliyersmre favourable situation who should be
characterised by higher ratios. This prediction W tested with the use of actual as well asditte
ratio values.

To summarise, we use an extensive dataset for 8B6hANUTS4 units over the times pan of
2000-2007. Data come from the monthly reports of local laboffices to the Ministry of Labour and
Social Affairs and is not available beyond theseetboundaries. We matched these reports with the
registered unemployment rate statistics provides ahonthly by the Central Statistical Office at
NUTS4 level (equivalent to the administrative auealer the influence of particular labour office)
Based on the raw data from monthly reports we ltavstructed a number of variables measuring or
proxying the processes of interest. Unfortunatelg, were unable to use detailed data on the use of
particular labour market instruments, because thathis respect is only available for the last two
years of the sample, which would limit consideratbly scope of this study.

4. Methodology and results

We have two empirical aims: (i) verify whether timeemployment dynamics in more troubled
regions permit catching up and (ii) asses whetherALMPs actually contribute to alleviating the
local labour market disparities. We approach tigsblems by analysing inflows and outflows rates
as well as the interplay between the structuralditimms, active labour market policies and the
inflows/outflows ratio. The empirical strategy mhg summarised as follows. We first inquire if —
controlling for structural characteristics — hetgoeity of outflows rates is affected by the
heterogeneous use of ALMPs across local laboucaxfin Poland. We measure the ALMPs by
coverage (the share of unemployed in any formestiment), intensity of treatment (the average cost
of treatment per one person in treatment) andxitsnsiveness (the average cost of treatment per one
unemployed). All these measures are construct®&ldiS4 level for each month of 2000-2007 time
span. Naturally, because these are relatively figfuency data, past ALMPs spendings might affect
the current outflows rate. Therefore, we have thiced the last variable proxying for the use of
ALMPs, namely the share of spending by this pal@icNUTS4 unit in the national ALMPs expenses
as of January of the particular year up to eactse@mutive month. To avoid the problems associated
with the presence of large and small poviats instm@ple, we have scaled this variable by the imvers
of the share of unemployed registered in this paldr local labour market in national unemployment
pool.

Except for estimating the outflows equation, weemt to obtain a counter-factual
inflows/outflows ratio, which necessitates the setregression. To this end, we implement seemingly
unrelated regressions (SURE) approach. There arartain motivations for use of SURE. The first
one is to gain efficiency in estimation by combipimformation on different equatichsSURE is
based on the idea of a set of equations, wherditierbances are correlated across equations,rin ou
case: local labour markets. Various methods haee beployed to estimate such a set of equations in

® In principle, this necessitates that the eventedlctions in the unemployment rates are an effettigher
labor market exits (to inactivity) than entrieoffr schooling or inactivity).

® In fact, some of the NUTS4 units were only estti#gid as of January 2001, by separating cities lagid t
surroundings into separate administrative unitsagequently, the number of units increased from lbug50
to 380. In fact, our dataset contains approximat&d® units, because after the separation two distinits
should be analysed for the differences in unempulay@racteristics and labour market opportunities.

" This is a unique dataset and is used for thetfirs, to the best of our knowledge.

8 Zellner (1962) provided the seminal work in thiea and a thorough treatment is available in thekkby
Srivastava and Giles (1987). A recent survey cafobed in Fiebig (2001).
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an attempt to exploit the information in the coatetl errors, either contemporaneously or
autoregressively, in order to achieve greateriefiicy in the estimates. If two estimated equatimes
linked by the potential correlation in their stardlaerrors, typical OLS estimators will remain
unbiased and consistent for each separate equitibhecause the approach ignores the correlation o
the disturbances the estimates will not be efficiém this particular case — due to the considerabl
heterogeneity of analysed units, efficiency ofraators is actually a matter of concern.

In the first stage we estimate the following syste#raquations

INFLOWS, = a’i'N + " 0%, + y”\‘l‘li’t +&,
OUTFLOWS, = a’ioUT +p% 02+ y>n i1t 5ic,1UT

where 2, . denotes structural controls, including unemploymeate (both national average and local

one), share of youth, females, long-term unemplamai those who live in the rural areas in the pool
of unemployed registered poviati at timet. Similarly, 1, . denotes policy variables, i.e. coverage

(share of unemployed in any treatment), intensityef(age cost per treated) and extensiveness
(average cost per unemployed) of ALMPsviat i at timet. As has been suggested earlier, there
may be also a kind of “cumulative” or long-termesff of ALMPs, which necessitates the inclusion of
the share of spending by particupmviat i at timet in national spending since the beginning of each
year. Including national average in the model plingsrole of time fixed effects. At the same time,
model comprises unit fixed effects (dummies forhgaavial). Equations were estimated with the use
of iterated SURE, which essentially employs maximikelihood estimator instead of a standard OLS
in each of the equations. Results are reporteciierl.

Table 1.Estimation results

Models ISURE (MLE)
Equation Outflows Inflows

Variables (2) (2)
National unemplo [ 0.000505*** -0.00051***

(5.59e-05) (8.18e-05)
Unemployment inpoviat i at time t -0.000122*** -0.00025***
(1.19e-05) (1.75e-05)
Lagged inflows rate 0.547***

(0.00560)

Spending per treated 0.000206

(0.000555)
Spending per unemployed 0.00134***
(0.000452)
Share of unemployed in treatment -0.00102**
(0.000456)
(0.0348)
Share of unemployed living in rural areas -0.00340***
(0.000614)
(0.0106)
Share of unemployed under 25/27 0.0165***
(0.00165)

Share of unemployed over 50/55+ 0.00733***
(0.00157)
Share of long term unemployed -0.00829***
(0.00251)
Share of females 0.0220***
(0.00250)
Lagged share of females 0.0737***
(0.00283)
Lagged share of elderl 0.00916***

28
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(0.00229)
Lagged share of LTU -0.00745***

(0.00128)
-0.0190%**
(0.00237)
-0.000333

Lagged share of youth

Lagged share of living in the rural areas

(0.000925)
(0.0154)
(0.00558)
(0.00202) (0.00249)
Observations 22152 22152

R-squared 0.446 0.497

Breusch-Pagan test (HO: independence Rejection

Source: Own computations based on local PES monthly repgortMLandSA over 2000-2007. ***, **
and * denote significance levels of 1%, 5% and X8%pectively

The performance of inflows equation is better tf@rthe outflows, while both included lagged
values (ADL specification) to immune the estimatofghe potential hysteresis and persistence. All
structural variables prove significant and haveeekgd signs. Rurgloviatsare characterised by lower
outflow rates (less dynamic labour markets), wirlidow rates do not seem to be affected by the
character of the local labour market. Higher sledrenemployment among the youth and low-skilled
coincides with higher outflow rates due to facttttygically dynamic labour markets exhibit more
demand for labour, leaving in general less peopteout employment opportunities. Consequently,
the share of youth and low-skilled among the uneygad needs to be relatively higher. This is
consistent with finding a negative estimator of #mare of long-term unemployed, since with the
growth of this population among unemployed there kss chances of effectively putting PES
beneficiaries in employment. Please, recall thatiaw rate figures were on average relatively low,
approximately 3.7% each month with the minimum @206 and a maximum of 16%.

As to the inflow rates, past structure seems ta peetty good predictor of the future inflows.
Namely, lower shares among youth and LTU — bothetating with better employment opportunities
— are associated with lower inflows. Similarly, inég shares of people without skills and those who
live in the rural areas seem to be positively dateel with higher future inflows into employment.
These phenomena have been addressed by resedegerglarody and Poleszczuk, 2008) and are
believed to be linked by the “inheritance of unemyphent” typical for some regions of Poland.

The results for policy variables are not speakimdavour of ALMPs efficiency hypothesis.
Namely, intensity of treatment remains consisteirtiignificant irrespectively of specification. Bhi
suggests that high-cost treatments (e.g. trainidg)ot seem to result in higher outflows ratese Th
accumulated effect is significant, but in fact nega— the more financing a particular region reesj
the lower the impact on outflows into employmenktdasiveness measures are significant and
positive; suggesting that availability of fundswadty plays a positive role. At the same time, cage
is not significant — it does not seem to be “angdgramme that matters. All in all, these resultsidb
seem to confirm the hypothesis of the overall ALM#8ciency. However, one could raise many
doubts as to the reliability of the policy estimatin this equation. Namely, the accumulated effect
may go beyond one year, while poor performanceotity variables may also follow from the fact
that units are so heterogeneous in their strucamdghe use of instruments.

To this end, we have saved the predicted valuésfloivs and outflows rates and computed a
“fitted inflows/outflows ratio” for eactpoviat i at each timet. More specifically, we have included

only structural variables in the outflows equatimo [1,, variables), which permits us to obtain a
counterfactual outflow rate, had there been no AsNtRplemented. This obtained ratio is in some
cases higher and in some cases lower than thel atfiosvs/outflows ratio. Below, using graphical

analysis, we demonstrate whether the over/undemmeaince of the fitted ratio coincides with the use
of ALMPs. Please note, that we do not actually jotethe ratio, but separately in the SURE
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framework the inflows rate and the outflows ratédeTratio is computed based on these two
predictions, which implies it may be contaminated oy one but by two error terfhdy subtracting
from the actual ratio the “fitted” one, we have stncted a simple measure which shows
over/underperformance relative to a counterfadbeachmark. Namely, for the negative values of this
“residual”, we can state that actual ratio has Hewer (i.e. labour market performance better),levhi
the fitted value which is conditioned only on stural and macroeconomic factors is less favourable.
Conversely, positive values of residual indicate tictually local labour market performed worsentha
the model would have predicted. The purpose ofakeéscise is following: if we can demonstrate that
the negative values of the residual are associatddthe use of ALMPs, we find indirect positive
effect of activisation efforts by PES. In other d®rwe seek negative coefficients on policy vadabl

in the “residual” regression. This question is &gghed both graphically and by a robust panel data
fixed effect model. More specifically, we estimé#te following equation:

RESIDUAL, =a; + 5 Iz, + M, + &,
with the notation used before. As control factersXi ; we have included national and local

unemployment rate and structural characteristid®e Todel was estimated as OLS with robust
standard errors, as panel-corrected heteroscetiasticd autocorrelation consistent standard errors
and as GLS. Results are reported in Table 2.

Table 2.Indirect effects of ALMPs on local labour marketsformance

Variables (1) (2) ©))
Local unemployment rate -0.0254**  -0.0141***  -0.0117***
(0.00571) (0.00113) (0.00330)

National unemployment rate 0.0155** 0.0177*** 0.238***
(0.00786) (0.00541) (0.0589)
Included Included Included
Structural controls and and and
significant  significant  significant
Spending per one unemployed -0.662*** -0.134***

Share of spending in total national ALMPs spending -56.49*** -19.36***

Share of people in any treatment 0.270*** 0.230***

Spending per one person in any treatment 0.114**

(0.0553) (0.0537) (0.427)
Observations 22 827 22 827 22 827
R-squared 0.26 n.a. 0.30
X? statistic 47.01 661.47 11.07
Method of estimation FE OLS FE GLS FE PCSE

Source: Own computations based on local PES monthly repmrtMLandSA over 2000-200Note
panel-corrected standard error (PCSE) estimateslifi@ar cross-sectional time-series models wher th
parameters are estimated by Prais-Winsten regresSi€@SE estimation allows effectiveness even in the
presence of AR(1) autocorrelation within panels anass-sectional correlation and heteroscedastiitpss
panels. Robust standard errors reported. Year dammignificant (not reported, available upon retjues
Structural estimators included but not reportedhilable upon request, individual effects included bot
reported. Constant included but not reported. ** and * denote significance levels of 1%, 5% anoPd
respectively

° Appendix presents the graphs (by year) of theahotersus fitted ratios. There do not seem to hgela
discrepancies in the relation between them acioss, which implies the model captures large swimgthe
labour market outlooks we observed over the andlpseiod.
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Results are fairly consistent, although the pertoroe of PCSE estimator is lowest, while the
relatively large size of the standard errors mad@se of the variables insignificant. Still, thersg
and the order of magnitude remain unaffected byntle¢hod of estimation. While positive indirect
effect of ALMPs on local labour markets performameauld require the estimated parameters to be
negative, only extensiveness measure (spendingrgeiunemployed) and long-term effect measure
(share of spending in total national ALMPs spenfiiiad) short of zero. Both coverage and intensity
measures have positive sings. While for the twelaheasures graphical analysis provides no further
insights, the reliability of the first two is someat undermined. Figure 4 scatters the policy messur
against the actual values or residuals acrossaimi@oviats Namely, the negative coefficients found
on extensiveness and accumulated variables seéwthdollow from a small group of outliers with
very high values of these predictors. Most of thetsdare spread flat with heterogeneity
understandably increasing in the proximity of Oues for the residual. Graphical inspection does not
seem to reveal any actual difference between tbegtaups of measures in Table 2.

.02 .03 .04

Spendings per one person in unemployment
.01

Share of spendings in total national ALMPs spendings

0 K
Actual ratio minus fitted ratio Actual ratio minus fitted ratio

Share of people in any treatment
4
Spendings per one person in ANY treatment

0 - 0
Actual ratio minus fitted ratio Actual ratio minus fitted ratio

Figure 4. Indirect effects of ALMPs on local labour marketfpemance

Summarising, the literature traditionally assuntes tiversification of the use and coverage of
cohesion policies provides sufficient variationderive conclusions regarding the effectiveness of
cohesion efforts. Our main empirical purpose heas to inquire the whether convergence may be
achieved with the use of ALMPs by inquiring theeetf of ALMPs on outflows rate (directly) and
inflows/outflows ratio (indirectly). We used poliaglevant NUTS4 level data, since actual labour
market policies - with special emphasis on thevaatines - are performed at exactly this level. Time
span in this study allows covering both the up teddown cycles in labour market conditions, which
guarantees that the results are not trend driven.

We found that even if statistically one can dematet the relevance of ALMPs for
unemployment disparities alleviation, these resafiesnot reliable (dependence on outliers) andtpoin
largely to the inefficiency of ALMPs implementatiam the local level. Neither coverage nor the cost
of treatment affect significantly outflows rate.éyhremain insignificant when the indirect approach
used as well. We confirmed significance (and adgsigns) on the extensiveness and accumulation
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measures (average cost per unemployed and shgpemding in national ALMPs spending), but these
proxy more for the finance availability than foethctual policies. One could derive a conclusi@ th
local PES with more resources tends to over perfimenmajority, but this conclusion is weak in a
sense that the means of over performance (highesrage or higher cost of treatment) were not
confirmed empirically.

5. Conclusions

Transition economies typically experienced rapidwgh of the unemployment rates due to
profound restructuring. Naturally, these procesdtected local labour markets asymmetrically, since
regions were diversified with respect to industoynposition and economic outlooks. Tyrowicz and
Wojcik (2009) demonstrate that diverging unemplogtn@ates’ patterns seem nested in the data for
transition countries. This paper demonstrates thath of the observed effect currently may be
attributed to the lack of ALMPs effectiveness, net the consequence of transition hardship, bait th
mistakes made right now.

Financing ALMPs plays an important role in imprayithe management of ALMPs in general.
There is still a lot to be done to assure send#ileur market interventions in order to appropfate
respond to the key labour market difficulties ahdllenges, not allowing any important risk groups t
fall out of the horizon. Thus, one has to deriveatosions from the experience of implementing
ALMPs so far by approaching the following issu¢seems that one can attribute these findingseo th
usual suspects found frequently in the literatdyeility to diagnose and forecast in a longer-term
perspective taking the view of differentiated greuj@nd stakeholders!) on the labour market is
especially viable in local context, thus providiaghallenge for PES, but also to local authorities
well as some other institutions that can affect leynmpent policies. Creating framework for mutual
responsibility in labour market policies shareddifferentiated stakeholders (local authorities, PES
educational institutions, employers, NGOs, etcjreekey but also difficult. From the other end, ¢her
seems to be a need for the programming of the fabmarket policies with the orientation to
efficiency. The urging need for individualisatiam projects and labour market services in general is
crucial for efficient treatment. In general, ALMPged to be put into management-by-objectives
framework. Finally, diversity of risk groups neetts be reflected in the diversity of tools and
instruments — problems and challenges of the Pltstur market are highly differentiated.

All these problems need to be viewed in core-pempldichotomy with special focus on rural
areas. All these conclusions and recommendationd po the direction of making better use of
ALMPs financing in employment policies as well asreasing the efficiency of ALMPs.
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Figure 5. Distributions of ALMPs instruments usage
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