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Abstract

We revisit the trade-off between workfare and welfare through a quasi-natural ex-
periment by exploiting municipal variation from a 2017 Norwegian reform introduc-
ing compulsory activation for young welfare recipients. The results show a
significant negative effect on social assistance. On the other hand, we find no effect
on income adequacy, implying that other transfers mitigate the drop in social assis-
tance. Our results convey therefore that the trade-off between workfare and welfare
is binding when focusing exclusively on social assistance: investing in activation
policies creates challenges to poverty alleviation channeled through the last social
safety net. However, the trade-off is mitigated through other transfers, allowing us
to conclude that social investment does not need to be inimical to the poor.
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1. Introduction

Over the past decades, labor market activation measures have occupied a central place in
both academic and policy debates. A key line of argument holds that activation policies
should be paired with reduced welfare benefit levels to enhance work incentives, thereby

© The Author(s) 2025. Published by Oxford University Press and the Society for the Advancement of Socio-Economics.
This is an Open Access article distributed under the terms of the Creative Commons Attribution License (https:/
creativecommons.org/licenses/by/4.0/), which permits unrestricted reuse, distribution, and reproduction in any
medium, provided the original work is properly cited.


https://orcid.org/0000-0002-7538-8244

2 B. Smedsvik and R. lacono

promoting higher employment rates and income levels (Besley and Coate 1992; Konle-Seidl
and Eichhorst, 2008; van den Berg, Uhlendorff, and Wolff, 2022).

Besley and Coate (1992) also advocate reducing the size of cash benefits to limit the po-
tential crowding out effect on private-sector work from activation programs. Other scholars
have argued that activation schemes are formulated as conditional systems designed to re-
strict access and push receivers back into the labor market, who often fill the least paid and
protected jobs (Rueda 2015). Overall, these theoretical contributions highlight the complex
and intertwined relationship between welfare generosity, the economic incentives to seek
employment, and the emphasis on activation.

In our view, the relationship between (compulsory) activation and lower social assis-
tance payments can be understood by focusing on (a) incentive constraints and (b) expendi-
ture constraints. Incentive constraints imply that a reduction in benefit levels enhances the
economic incentives for recipients to participate in activation measures. In other words, less
generous welfare benefits function as a stick that encourages beneficiaries to seek employ-
ment. Additionally, a trade-off between extensive activation measures and benefit generos-
ity may arise due to expenditure constraints. In Norway, municipalities bear both the
administrative and financial responsibilities for social assistance. When the state imposes ac-
tivation requirements on all recipients, the costs of implementing and managing these acti-
vation measures rise. Consequently, municipalities may be compelled to reduce allocations
for direct cash transfers.

This article revisits the trade-off between activation policies and benefit generosity
within the national context of Norway. It investigates whether a heightened focus on activa-
tion measures is associated with a reduction in the generosity of benefits provided to specific
target groups. In particular, the study analyzes how this relationship influences the capacity
of minimum income schemes to alleviate poverty among young social assistance recipients
aged 18 to 29 years. In this study, we define the income adequacy of social assistance bene-
fits as suggested by Nelson (2013) by comparing benefit levels and household income with
the EU-poverty threshold. Empirically, the comparative literature on European welfare
states identifies a puzzle: some studies document a negative relationship between public ex-
penditure on active labor market policies and institutional levels of social assistance
(Nelson 2013). Note that institutional levels refer to the benefit levels set by politicians as
advisory or “norm” levels used in means-testing processes. They do not necessarily reflect
real levels of social assistance received. On the other hand, there is a set of studies that do
not find strong evidence of this trade-off (Iacono 2017; Noel 2020).

Nelson (2013) hypothesizes that the introduction of compulsory activation could pave
the way toward less generous benefit levels. First, he provides descriptive evidence showing
that the income adequacy of minimum income schemes has decreased since the 1990s.
Second, he documents the correlational association between increased spending on activa-
tion policies and the decreased adequacy of minimum income in Europe 1990 to 2007. On
the other hand, using approximately the same data sources, Iacono (2017) extends the
analysis to 2013 and finds no evidence of a binding trade-off between minimum income
spending and expenditure on activation policies. Noel (2020) assesses the trade-off with
time-series cross-sectional models of the determinants of ALMPs expenditures, childcare
spending and the adequacy of minimum income protection (MIP), for 18 OECD countries
between 1990 and 2009, and find that social investments do not develop at the expense of
income protection.
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We aim at addressing this puzzle by advancing methodologically beyond previous com-
parative studies in the following way: while cross-country research primarily examines insti-
tutional benefit levels, this study focuses on the actual benefits received at the individual
level. Furthermore, the introduction of compulsory activation for social assistance recipi-
ents reveals multiple mechanisms that shape the interaction between activation measures
and minimum income schemes—many of which operate at the municipal, local, and indi-
vidual levels. As a result, a significant local dimension of this relationship may not be
captured by nationally aggregated data. We argue that an empirical approach centered on
sub-national variations will provide more robust, evidence-based policy insights.
Specifically, leveraging local variation in the implementation of compulsory activation—
within a system where municipalities both administer social assistance and enforce activa-
tion policies—offers a valuable opportunity for causal estimation. This setting enables a rig-
orous assessment of the trade-off between activation measures and individual economic
outcomes under the compulsory activation policy reform. By exploiting the municipal varia-
tion given by the staggered adoption of compulsory activation in a sample of Norwegian
municipalities, we can strengthen our understanding of the relationship between activation
and the poverty-alleviating features of minimum income schemes, as there is still limited
causal evidence of this relationship. Notice that many municipalities that self-imposed com-
pulsory activation at unknown times before the national activation reform are not included
in this study.

Social assistance and similar minimum income schemes primarily function as residual
safety nets, providing crucial protection against poverty in both Europe (Nelson 2013) and
the United States (Meyer and Wu 2018; Parolin 2021). In Norway, social assistance is a
means-tested benefit of last resort, where municipalities and ultimately caseworkers exercise
significant discretion in determining benefit amounts (Dokken 2016; Vilhena 2021). In
2017, the Norwegian government implemented a national reform requiring municipalities
to enforce compulsory activation for social assistance recipients under the age of 30. This
study examines whether the introduction of compulsory activation for young recipients
affects benefit adequacy for the targeted group. To our knowledge, the 2017 reform has
been analyzed causally only by Dahl and Hernzs (2023), who found no effects on benefit
receipt, employment rates, or education within the first year of implementation. Earlier
studies have examined a “first wave” of compulsory activation measures introduced volun-
tarily by municipalities in the early 2000s. These studies document significant effects, in-
cluding reduced benefit duration and increased earnings (Hernaes 2020), higher school
completion rates (Hernzes, Markussen and Reed 2017), and lower youth crime (Bratsberg
et al., 2019). However, Dahl and Hernzes (2023) and Smedsvik and Iacono (2025) found
limited effects of the 2017 reform when comparing municipalities that had implemented ac-
tivation policies earlier with those subject to the national policy change. In this study, we fo-
cus exclusively on municipalities that implemented due to the national reform, utilizing the
staggard roll-out and excluding earlier treated municipalities not subject to the 2017 re-
form. Furthermore, we restrict our analysis to social assistance recipients, rather than all
individuals at risk of receiving such support. Importantly, we extend the observation period
by three additional years, covering outcomes through 2019. Our findings indicate negative
effects on benefit adequacy—and overall benefit levels—emerging in the third and final
post-reform year (2019) for the first cohort of treated municipalities (those implementing
activation in 2016). Card et al. (2010, 2018) find that significant effects of active labor
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market policy (ALMP) programs often become apparent in the second or third year follow-
ing implementation.

In our opinion, this research contributes to answering the puzzle highlighted by the com-
parative literature, on the strength of the trade-off between activation expenditure and pov-
erty alleviation. We show a significant negative effect on social assistance. However, we
find no substantial effect on income adequacy, implying that other transfers compensate for
the drop in social assistance. Our results convey therefore that the trade-off between work-
fare and welfare bind only when focusing on social assistance: investing in activation poli-
cies creates challenges to poverty alleviation through the last social safety net. However, the
trade-off is mitigated through other transfers, allowing us to conclude that social invest-
ment does not need to be inimical to the poor.

Section 2 provides data and institutional details. Section 3 introduces the identification
strategy. Section 4 discusses the analytical approach used and presents the results. Finally,
the findings are critically examined in Section 5 before concluding remarks are offered in

Section 6.

2. Data and institutional details

2.1 Street-level bureaucrats as policymakers in social assistance

Before we dig into the data and the specific features of social assistance in Norway, we pro-
vide here some institutional analysis of the dynamics of social assistance allocation. It is pri-
marily national and local authorities that influence institutional (or recommended) benefit
levels. The actual benefit amounts, however, are determined through means testing. Local
welfare administrations are granted discretion in setting the benefit levels, which are partly
based on the institutional benefit levels as well as factors such as the applicant’s necessary
expenditures, personal situation, living conditions, age, and health (Dokken 2016). This
discretion empowers local administrations and case workers, enabling them to significantly
influence the allocation of social assistance to clients. Research on caseworkers’ behavior
indicates that their assessments of clients are influenced by perceptions of personal responsi-
bility. As a result, the specific circumstances of an individual’s situation play a crucial role
in caseworker decisions (Torsvik, Molander, and Terum 2022). Additionally, Fiva and
Rattse (2006) demonstrate that case workers are more responsive to individual income lev-
els than politicians. Furthermore, changes in municipal priorities and professional discre-
tion can also affect benefit levels at the local level (Brandtzag et al., 2006).

The institutional structure of the social assistance scheme positions case workers as key
actors in the implementation of the compulsory activation reform. Consequently, case
worker discretion is a crucial policy element. We define discretion as the extent of freedom
a case worker can make judgments in a specific context. In the Norwegian social assistance
scheme, this discretion is particularly evident in the Social Services Act (Sosialtjenesteloven
2009), which permits the use of discretion to develop flexible solutions tailored to the needs
of individual applicants (NAV 2012). According to Lipsky (2010), caseworkers can influ-
ence policy in two primary ways. First, caseworkers are granted significant discretion in
making decisions about the claimants they interact with (Lipsky 2010). Second, case-
workers’ individual actions collectively contribute to the agency’s overall behavior. As a re-

sult, the social assistance scheme can enable caseworkers to play a role in policymaking,
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given their high degree of discretion and autonomy from organizational authority in deter-
mining benefit allocation.

Lipsky (2010) also highlights the critical role of caseworkers in rationing services, a key
aspect of the social assistance scheme. In this capacity, caseworkers are entrusted with both
the mandate and the authority to determine the size of benefits allocated to claimants. This
practice reflects society’s approach to empowering frontline workers, allowing them to re-
spond flexibly to unique situations and to treat individuals in accordance with their specific
circumstances (Lipsky 2010, p. 105). While case workers aim to improve the lives of claim-
ants, they must also make distinctions between recipients. For instance, Brandtzaeg et al.
(2006) find that benefit amounts may vary, even when the need for assistance is identical.
Means testing explicitly acknowledges that not all individuals are equally entitled to the
same level of support. In contrast to other income replacement schemes, such as earnings-
related unemployment benefits, where both entitlement and benefit size are determined by
more explicit criteria, the discretion exercised by caseworkers in social assistance is more
flexible and subjective. Therefore, one outcome of the institutional arrangement is that case-
worker discretion allows them to both “intervene on bebalf of clients as well as discriminate
among them” (Lipsky 2010, p. 22).

2.2 Social assistance in the Norwegian welfare state

Social assistance in Norway is designed as a principal minimum income scheme and offers
long-term unemployed individuals and families a social and economic safety net (once all
other transfers have been exhausted). Social assistance is therefore a last-resort benefit. It is
means-tested, and it is only intended to cover necessities. There is no formal limit to the
length of the recipiency. The actors involved in the Norwegian social assistance scheme can
be divided into three levels. First, the State has the legislative responsibility for designing
and regulating the social assistance scheme, including the compulsory activation require-
ment. The central authorities also indicate a norm for the benefit levels that should be fol-
lowed by the municipalities. Second, the municipalities and local politicians decide how
much to allocate to the social assistance scheme. Municipalities therefore have the power to
adjust the benefit levels. These adjustments can be driven by political motivation in the local
council, by the municipality’s economic situation or by more practical adjustments to the
variations in local living costs (e.g. those driven by local housing prices). Fiva and Rattso
(2006) find, for example, that both the institutional and actual benefit levels in a municipal-
ity adapt to those of neighboring municipalities to mitigate the risk of welfare migration.

Table 1 displays the development in institutional (or norm) benefit levels in the period
2015-2019, in 2015 Norwegian kroner. As shown, benefit adequacy falls by roughly 1%
within the period of analysis.

The third and final actors are local welfare agencies which are represented by case-
workers. The application and allocation of social assistance usually requires a meeting with
a caseworker, who further assesses the economic needs and potential activation measures.
Furthermore, caseworkers are responsible for assessing claims and follow-up, as described
in Vilhena (2021).

2.2.1 Adequacy and poverty in Norwegian social assistance
We apply a relative measure of social assistance in terms of minimum income adequacy,
which has been used mainly in the comparative literature (Nelson 2013; Tacono 2017). We
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Table 1. Institutional social assistance (SA) levels in Norwegian municipalities, 2015-2019.

2015 2016 2017 2018 2019 Average
Institutional SA benefit 5,742 5,698 5,692 5,649 5,617 5,681
(2015 NOK)
Institutional SA benefit 33 33 33 32 32 32

adequacy (%)

Note: The first line in this table shows the monthly average institutional SA benefit levels for a single-person
household across all municipalities included in this study. The amounts are weighted by the number of youth
recipients in each municipality. The second line shows the adequacy of the institutional benefit levels, which are
measured as a % of the national poverty line. The data plotted in this table are retrieved from Statistics
Norway: https://www.ssb.no/statbank/table/12131/.

argue that this measure provides a better understanding of the impact of benefits on poverty
alleviation. Additionally, the results become more comparable to evidence from other coun-
tries. However, we will also estimate the model in terms of absolute levels of social assis-
tance, for the sake of completeness.

We define social assistance adequacy as the level of social assistance benefit divided by
the equivalized relative poverty line in Norway. The applied poverty threshold follows the
EU definition; hence, the poverty line for equivalized household income is 60% of the me-
dian income after taxes. One could also use non-equivalized individual income after tax.
This would produce somewhat lower median income, and thus higher adequacy. However,
this is not common practice in the existing literature. Notice that we focus on the amount
received for each recipient, rather than on institutional or norm benefit levels. We believe
that this provides a more accurate picture of how social assistance is administered.

Table 2 shows that the average social assistance adequacy in the period of analysis
(2010-2019) varies between 37% and 40% for single-person households under the age of
30, and between 37% and 39% for the sample of young social assistance recipients, includ-
ing all household typologies.

Most interestingly, Table 2 indicates a negative trend in benefit adequacy and the overall
household income adequacy (% of national median) of the recipients. These estimations are
the net of the means-tested support for housing costs. Although housing support is tradi-
tionally seen as a part of social assistance, it is administered as a separate, national scheme,
and its design is not subject to the 2017 compulsory activation reform. In our measures of
poverty and income adequacy, we include all employment incomes and transfers by
the government.

Let us now turn to some stylized facts related to poverty for our sample. Table 3 indi-
cates an increase in poverty during the period under analysis. More precisely, we observe a
jump of 13 percentage points in the mass of recipients living in poverty, which is a relative
increase of 33% with respect to the initial year of 2010. Although there has been an in-
crease in poverty for all household types, poverty is mostly concentrated in childless, single-
person households, which is also a feature found in US poverty (Brady and Parolin 2020).
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2.2.2 Activation policies in Norway and the 2017 reform

Hassel and Palier (2023) characterize the contemporary welfare reform strategy in Nordic
countries as social investment oriented. The active labor market policies within these wel-
fare states have previously been conceptualized as investment-based, emphasizing employ-
ability through substantial investments in human capital (Bonoli 2011; Tacono 2018). In
contrast, compulsory activation measures and potential benefit reductions align more
closely with an incentive-based approach aimed at addressing youth unemployment and so-
cial assistance dependency—an approach that may be more accurately described as liberal
(Bonoli 2011).

The 2017 national reform marked an expansion of compulsory activation within social
assistance, a policy initially introduced in the 1990s as a voluntary measure for municipali-
ties. According to Dahl and Hernzs (2023), at least 122 municipalities adopted the policy
at their own initiative before the 2017 reform. This information is based on a survey con-
ducted by Dahl and Lima (2018), which had a response rate of 85%. Some municipalities
responded but only provided information on the year of implementation. Consequently, the
actual number of municipalities that introduced compulsory activation before the 2017 re-
form is likely higher than the 122 officially documented. The 2017 reform thus represents a
“second wave” of activation in social assistance. It mandates that all recipients under the
age of 30 participate in labor market activities, training programs, or activation centers ad-
ministered by the Norwegian Labour and Welfare Administration (NAV). Additionally, the
reform introduced the possibility of sanctioning individuals who fail to comply with these
activation requirements. However, multiple studies suggest that such sanctions have been
applied to a limited extent (Torsvik et al., 2022; Vilhena 2021; Smedsvik and Iacono 2025).

The survey conducted by Dahl and Lima (2018), which we utilize in our study, provides
general insights into the activation policies adopted by welfare offices following the reform.
Fewer than 10% of municipalities reported extensively using existing activation measures.
Overall, 25% indicated that they had implemented new activation measures, with 20% in-
troducing their own initiatives and an additional 5% relying on state, private, or voluntary
providers. Notably, 69% of municipalities reported neither expanding their use of activa-
tion measures nor introducing new ones after the reform. The most frequently reported acti-
vation measure was job training, followed by courses and job search assistance.

There are a variety of activation measures that can be imposed on a social assistance re-
cipient. Municipalities vary in terms of the types and number of activities they offer. The
most common ones are mandatory job search, courses, and work placements. Courses can
be job search courses, work-oriented courses, or everyday courses. Typically, activation
measures can last from three weeks to a full year. The required number of hours attendance
can vary from 1 to 32 hours or more per week. However, there is usually a requirement that
both the duration of the measure and the hours of attendance are adjusted to each individ-
ual participant (Dahl and Lima 2017).

Compulsory activation is often associated with a workfare approach, as it strengthens
economic incentives by linking compliance with activation requirements to benefit retention
(Smedsvik and Iacono 2025). The reform also reflects concerns that youth unemployment
may be a key driver of long-term marginalization. In 2019, the Norwegian Public
Employment Committee (Sysselsettingsutvalget) recommended increased investments in ac-
tive labor market policies and the introduction of activation requirements for young recipi-
ents of disability benefits (NOU 2019). The 2017 activation reform aligns with a broader
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policy trend in Norway, where multiple economic transfer programs—such as work assess-
ment allowances, qualification programs, and introduction programs for refugees—have

been restructured to specifically target young recipients.

3. Identification strategy

We utilize individual-level data from Norwegian administrative registers, covering all social
assistance recipients in municipalities affected by the 2017 compulsory activation reform,
between 2010 and 2019. We exclude 2020 to mitigate potential distortions from the
COVID-19 pandemic and a major municipal reform, which substantially altered the units
of analysis by merging municipalities with different treatment timelines.

To identify municipalities that implemented compulsory activation as a result of the re-
form, we rely on a survey of NAV (Norwegian Labour and Welfare Administration) offices
conducted by Dahl and Lima (2018) among leaders of local welfare administrations in mu-
nicipalities and selected districts of larger cities. The key survey question used to determine
implementation was: When was compulsory activation implemented at your office? The
survey achieved a response rate of 85%, which is notably high compared to similar surveys
used in Bratsberg et al. (2019); Hernzs et al. (2017), where local practice data were
obtained from fewer than 50% of offices. Municipalities lacking information on treatment
were excluded from the sample, resulting in a final sample of 163 municipalities out of the
428 that existed in Norway during the study period. As shown in Table 4, the staggered
adoption of the reform occurred over three years, from 2016 to 2018. In total, 10 munici-
palities remained untreated by the end of the period.

3.1 Treatment assignment

Our identification strategy relies on the fact that the reforms implementation was mandated
by the national government rather than self-selected by municipalities, implying that treat-
ment assignment was at least partly exogenous. However, the municipalities affected by the
reform had previously chosen not to implement compulsory activation at an earlier stage.
This concern was also addressed by Smedsvik and Iacono (2025), who found no systematic
differences in social assistance receipt between municipalities that had introduced compul-
sory activation before the reform and those affected by the reform. However, Dahl and
Hernzes (2023) find that especially large municipalities have been introduced in earlier
waves of implementation.

Table 4. Overview of treatment years.

Treatment 2016 2017 2018 Never treated Total
N (individuals in sample) 33,619 35,213 4,171 927 70,283
N (individuals at treatment year) 7,056 7,600 870 184 1,551
N (municipalities/city districts) 50 95 11 7 163

Note: This table shows that the staggered adoption of the reform encompasses three years, from 2016 to 2018.
Overall, 10 municipalities were not yet treated.
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Table 5. Treatment assignment.

2017 2018 Not yet treated
Number of SA recipients (log) -2 -.65 6.74
(1.29) (2.76) (4.64)
Age (mean) 42 18 .01
(.28) (.53) (.98)
Generosity (mean) -.01 .10 -.08
(.04) (.07) (.12)
Activation (log) .33 .57 -3.98
(1.21) (2.39) (2.23)
Time-trend YES YES YES
N 163 163 163

We assess the assignment of treatment at the time of implementation, recognizing that
the staggered adoption was influenced, at least in part, by self-selection in the year of adop-
tion. Table 5 examines whether the timing of treatment is systematically associated with a
set of covariates, particularly the prevalence of social assistance recipiency. The underlying
intuition is that municipalities with a higher share of passive recipients may have stronger
incentives to accelerate the introduction of compulsory activation, potentially leading to
endogeneity in treatment assignment—a central concern for our identification strategy.
Moreover, treatment assignment may also be linked to anticipation effects, as discussed in
Roth et al. (2023).

We use a multinomial regression model to conduct this test, using data pooled over the
five years preceding the initial implementation of the reform. Municipalities that adopted
the reform in 2016 serve as the reference group. The model accounts for clustered robust
standard errors at the municipal level. Table 5 presents the results.

The results indicate that none of the regressors are statistically significant, suggesting
rejecting concerns about potential endogeneity in treatment assignment. We therefore hy-
pothesize that variation in treatment timing was driven by administrative processes and
other factors unrelated to the social assistance scheme.

3.2 Sample selection
Our sample consists of individuals from 163 municipalities and city districts, representing
approximately one-third of all municipalities in Norway during the study period (428 in to-
tal). The municipalities and their implementation years were identified through the survey
conducted by Dahl and Lima (2018). Of the 309 municipalities that responded to the ques-
tion regarding when compulsory activation was implemented, 146 reported having adopted
these measures at an unknown time before 2016 and were therefore excluded from the sam-
ple. This results in a final sample of 163 municipalities and city districts, with 50 imple-
menting the reform in 2016, 95 in 2017, 11 in 2018, and 7 remaining untreated as of June/
July 2018.

The panel consists of all social assistance recipients under the age of 30 years in these
163 municipalities, observed annually from 2010 to 2019. The panel is unbalanced, with
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Figure 1. Map of the treated areas.

sample sizes ranging from 13,892 to 15,775 individuals per wave. This sample represents
approximately one-third of the total population of social assistance recipients aged 18-
29 years in Norway, which is estimated at around 43,000 individuals (Smedsvik and Iacono
2025). The total sample size in the main model is 70,342.

As illustrated in Fig. 1, treated municipalities and their respective treatment years appear
to be geographically well-distributed across the country. However, as noted in Dahl and
Hernaes (2023), the earliest adopters of the reform were predominantly larger municipali-
ties, as shown in Table 4. It is important to note that the most densely populated areas are
concentrated in the southern, eastern, and western regions of Norway, while northern mu-
nicipalities tend to cover significantly larger geographic areas despite lower popula-
tion densities.

3.2.1 Sample selection correction
Selection into the sample is based on social assistance take-up, which may introduce selec-
tion bias. Several studies address this issue using auxiliary regressions to correct for non-
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random take-up (e.g. Hernzes et al., 2017; Dahl and Hernae 2023). We address this bias
using a two-step Heckman selection model (Heckman 1979), following the approach in
Smedsvik et al. (2022).

In the first step, we estimate a probit model for all individuals i aged 18-30 years in year
t € [2010, 2019], using individual-level covariates such as the household type, number of
children, age, education and unemployment benefit status. We include also employment sta-
tus in the selection equation, assuming it strongly influences take-up but does not directly
affect the amount of assistance received, which is determined by income and household
composition. We then compute the inverse Mills ratio from the estimated selection proba-
bilities and include it as an additional covariate in the event-study specification that will be
presented below in Section 4.1.

4. Methodology and results

This study aims to assess the causal effects of introducing compulsory activation policies on
the benefit adequacy of social assistance. We compare municipalities that adopted the re-
form (treated) to those that had not yet implemented it (not yet treated). Given the stag-
gered implementation of the reform, we use a difference-in-differences model with
staggered treatment adoption, complemented by an event study design to assess the validity
of the parallel trends assumption. For this approach to yield consistent estimates, several
key assumptions must hold, as discussed in Callaway and SantAnna (2021) and Sun and
Abraham (2021).

The first and most critical assumption is the parallel trends assumption, which requires
that baseline outcomes follow a similar trajectory across treated and untreated municipali-
ties before the intervention. This is tested by examining pre-treatment differences (pre-
trends), measured by the coefficients on leads. Additionally, this test helps address the as-
sumption of limited treatment anticipation, which requires that treatment has no causal
effect before implementation (Roth et al., 2023).

Another important assumption is that treatment is an absorbing state, meaning that
once an individual is treated, they remain treated in subsequent periods. This assumption
holds if individuals do not migrate between municipalities to avoid or seek compulsory acti-
vation. Since already treated municipalities are excluded from the analysis and the number
of untreated municipalities in 2017 and 2018 is relatively small, any violation of this as-
sumption is expected to be minor. However, it should be acknowledged that this assump-
tion may not be fully satisfied.

4.1 Model specification

Equation (1) presents the main specification of the two-way fixed effects model with the
leads and lags described earlier. Suffix i refers to individuals residing in municipality m2 at
time #:

SAime =i+ A+ 6, + zml{l‘—Ei =L} +yXir + i (1)
7

All estimates include a; and 4;, which represent individual and time fixed effects, control-
ling for the individual and time-invariant unobserved heterogeneity (e.g. gender and immi-
gration status), respectively. Municipality fixed effects §,, are added, including an
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additional municipality-specific linear time trend. The municipality-specific time trend con-
trols for the trends that are spuriously related to the effect of compulsory activation, as in
Dhakal et al., (2013). y, are the coefficients for the lead and lag variables at relative times /.
Leads and lags serve as indicators for unit i being e periods away from the initial treatment
at time #. Leads and lags thus represent a time until or since the treatment variable and
show the years until (leads) or after (lags) an individual received treatment. The coefficients
from the leads and lags are interpreted as measuring the effect of the treatment at different
lengths of exposure Callaway and SantAnna (2021). E; is the time of treatment for unit Z, in-
ferred from residence in the treated municipality 7. X;, contains individual-level covariates
such as the household type, number of children, age, education, unemployment benefit sta-
tus, household income (excluding social assistance), and the inverse Mills ratio controlling
for potential selection effect. #; ,,, is the error term. The standard errors are clustered on
municipalities, as the social assistance scheme is administered by municipalities.

Table 6 displays the different outcome variables (SA adequacy, income adequacy, partic-
ipation in ALMPs, transfers, and SA recipiency), and individual-level characteristics used as
covariates in the model specification 1.

Table 7 displays the distribution of individuals for different leads and lags, with lead 1
being omitted (the year before treatment) as a reference point. As shown, most of the indi-
viduals in the analysis are treated in 2016 and 2017, with a smaller group being treated
in 2018.

Table 8 presents the results from the difference-in-differences model specification in
Equation (1), gradually adding fixed effects and linear time trends. All models yield consis-
tent findings, indicating a significant reduction in social assistance adequacy starting in the
third year of treatment. The estimated effect ranges from a decline of 2.41 to 3.25 percent-
age points, corresponding to approximately 9% relative decrease in adequacy due to the re-
form. Moreover, there are no significant differences among individuals before treatment
(from lead -6 to lead —2), supporting the validity of the parallel trends assumption across
all three models. The post-treatment trend suggests a continued decline in benefit generosity
following the reform.

To further illustrate these findings, Fig. 2 visualizes the results of the main model [3] in
an event-study framework, providing a graphical representation of the parallel
trends hypothesis.

To place these results in a broader context, Table 9 examines the reforms effects on re-
lated outcomes, including other transfers (both with and without social assistance), partici-
pation in activation programs (measured in months), income adequacy, duration of social
assistance receipt (in months), and absolute social assistance levels (log of monthly so-
cial assistance).

We observe no changes in the duration of social assistance recipiency, measured by
months. The results indicate no significant impact on income adequacy, suggesting that the
reform did not influence overall poverty levels.

Figure 2 shows the leads and lags for SA adequacy from Table 8, column 3. The year be-
fore treatment (—1) is omitted as it is standard in the literature. Notably, we find no signifi-
cant effect on total welfare transfers from public authorities. However, when excluding
social assistance, the results suggest a positive effect on other transfers. This indicates that
the reduction in social assistance is offset by increased reliance on alternative welfare pro-
grams, ultimately leading to a slight increase in total transfers (including social assistance).
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Table 6. Outcome variables and individual-level characteristics by implementation year,
2016-2018.

Implementation year 2016 2017 2018 Not yet
implemented

Outcome variables

Social Assistance adequacy (%) 38 37 37 35

Income adequacy (hh. income as % 61 62 64 66
of median)

Participant on ALMP (number of 5.4 5.4 5.5 4.6
months 0-12)

Transfers (sum of cash benefits from 122,799 121,147 129,750 111,387
the public)

Transfers (excluding 88,381 87,901 92,884 83,531

social assistance)

Social assistance recipiency 4.68 4.75 5.2 4.1
period (months)

Individual level characteristics (hh.
type - % of sample)

Single person household 32 30 29 26
Dual person household 8 8 6 9
Households with children 32 33 36 34
Recipients living w. parents 15 16 18 17
Other households 13 13 11 15
Other individual level characteristics
Number of children 0.51 0.52 0.58 0.56
Education (finished upper secondary 20 % 20 % 19 % 16 %
edu. or more)
Average age 23.69 23.72 23.7 23.75
Unemployment benefit
Regular unemployment benefit 4% 4% 4 % 5%
Work assessment allowance 15 % 15 % 15 % 12 %
Employment scheme benefit 6 % 6 % 6 % 6 %
No unemployment benefit 30 % 30 % 30 % 27 %
Not registered as unemployed 45 % 46 % 45 % 51 %
Other characteristics (not included
in models)
Labor income 47,378 49,974 47,468 63,005
Weighted household income 209,850 213,584 220,219 229,116
Total observations 66,463 71,740 8,229 1,832
Number of individuals 33,619 35,213 4,171 927

Note: This table displays the set of outcome variables [1—social assistance adequacy, operationalized as the
monthly benefit as a % of the EU-poverty threshold (<60% of median monthly household income); 2—income
adequacy, operationalized as the yearly weighted household income (sum of all income and transfers after tax)
for the recipients as a share of the national median; 3—participation in ALMPs, operationalized as participa-
tion in all types of activation programs (number of months); 4—transfers, meaning the (gross) sum of economic
transfers from public programs in NOK (both taxable and non-taxable benefits); S—transfers, as in (4) how-
ever excluding social assistance; and 6—social assistance recipiency, number of months]; and individual-level
characteristics used as covariates (household type; number of children; education attainment; average age; un-
employment benefit status; other characteristics; labor income; and weighted household income) from 2016 to
2018. All monetary amounts are in real values (2015 NOK).
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Table 7. Leads and lags.

Leads 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Total
and

lags

-6 6,592 6,870 759 14,230
-5 6,306 6,782 811 13,903
-4 6,186 7,064 855 14,101
-3 6,479 7,200 842 14,526
-2 6,883 7,497 881 15,265
0 7,056 7,600 870 15,515
1 7321 7,624 804 15,745
2 7,011 7,328 14,330
3 6,737 6,737

Note: Leads and lags are indicators for individual i being e periods away from the initial treatment at time .
Leads and lags thus represent a time until/since the treatment variable and show the years until (leads) or after
(lags) an individual received treatment.

Furthermore, no significant effect is found on participation in active labor market pro-
grams. This raises the question of whether the reform effectively enabled local offices to ex-
pand activation services for claimants. Finally, the negative and significant effect on
monthly social assistance levels in the third post-reform year (lag 3) reinforces the findings
in Table 8, demonstrating that the observed reduction in adequacy is not merely driven by
changes in the poverty line (denominator of the adequacy ratio).

4.2 Robustness
Recent econometric literature (notably, Callaway and SantAnna 2021; Sun and Abraham
2021; Roth et al., 2023; Borusyak, Jaravel, and Spiess 2024) highlights that the canonical
difference-in-differences model with staggered treatment adoption may be biased in the
presence of heterogeneous treatment effects if key assumptions are not strictly met. While
alternative estimators have been developed to address this issue (see Baker et al. (20235) for
a recent survey), the software used in this study (microdata.no) does not support the imple-
mentation of external packages developed to run these estimators. We discuss how we at-
tempt to mitigate this limitation in the discussion section.

In this section, we will focus on three important robustness checks: (a) Local median in-
come as poverty threshold; (b) Restricting the sample to long-term recipients; (¢) pla-
cebo treatment.

4.2.1 Local median income as poverty threshold

As an alternative measure for assessing the adequacy of social assistance, in this subsection,
we use the municipality-specific weighted median household income after taxes and trans-
fers as the poverty threshold when estimating individual social assistance adequacy. The ra-
tionale for this approach is that social assistance is a locally administered benefit, and
recipients’ needs are largely shaped by local living costs, particularly housing expenses.
Since housing and other essential costs vary significantly across municipalities, defining
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Table 8. Difference-in-differences (DiD) results.

Social assistance adequacy [1] [2] 31
-6 24 28 22
(0.9) (0.91) (.96)
-5 .02 .07 .02
(1.2) (1.25) (1.26)
-4 -0.93 -0.9 -0.96
(1.4) (1.42) (1.4)
-3 -9 -.88 -.93
(1.25) (1.26) (1.2)
-2 -.8 -.8 -.81
(.83) (.84) (.8)
0 -.68 -.79 -.69
(.79) (0.77) (0.77)
1 -.76 -.98 -.87
(.88) (.86) (.81)
2 -.83 -1.22 -1.02
(1.13) (1.12) (.94)
3 -2.53% —3.13** —3.23%*
(1.57) (1.58) (1.40)
Controls Yes Yes Yes
Individual and year Yes Yes Yes
Municipal FE No Yes Yes
Linear time trend No No Yes
Municipal-specific linear time trend No No Yes
N (obs) 147,691 147,691 147,691
N (individuals) 70,092 70,092 70,092

Note: All models include clustered robust standard errors (in parentheses) at the municipal level. =6 to 3 is the
relative time to/since treatment.

* and ** denote significance levels at 10% and 5%, respectively.

Estimate

Time tim/since treatment

Figure 2. Event study —SA adequacy.
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Table 9. DiD results—additional outcomes.

Transfers Transfers Activation Inadequacy SA reception SA monthly

(w. SA)
-6 -.01 -.02 -.02 -1.7* .02 .00
(0.02) (.03) (.11) (.95) (.15) (.03)
-5 .01 -.01 -.03 —2.84%* .06 -.01
(.03) (.05) (.14) (1.4) (.18) (.04)
-4 -.04 -.04 .01 —2.95%* .04 -.03
(.04) (.04) (.15) (1.38) (.19) (.05)
-3 -.04 -.04 -.04 —2.91%* -.01 -.03
(.03) (.04) (.13) (1.32) (.14) (.04)
-2 -.03 -.03 -.12 -1.66%* -.06 -.03
(.02) (.02) (.08) (.77) (.1) (.03)
0 .01 .05%** -.07 1.03* -.12 -.03
(.02) (.02) (.09) (.65) (.09) (.02)
1 .01 .06* -.08 .81 -.07 -.03
(.03) (.03) (.12) (.99) (12) (.03)
2 .05 15k .01 2.01* -.04 -.04
(.03) (.05) (.15) (1.13) (.14) (.04)
3 .09 2K -.01 2.55% -.05 - 12%*
(.05) (.07) (.22) (1.59) (.20) (.05)
Controls Yes Yes Yes Yes Yes Yes
Individual, year, and Yes Yes Yes Yes Yes Yes
municipal FE
Linear time trend Yes Yes Yes Yes Yes Yes
Municipal time trend Yes Yes Yes Yes Yes Yes
N (obs) 147,601 128,870 147,691 147,626 147,691 147,691
N (individuals) 70,059 63,967 70,092 70,069 70,092 70,092

Note: This table displays the DiD results for Equation (3) on other relevant outcomes, such as (log) transfers
(with and without SA), activation (months of participation), income adequacy, SA reception (number of
months), and the log of monthly SA levels. Transfers are the (gross) sum of economic transfers from public pro-
grams (both taxable and non-taxable benefits). All models include clustered robust standard errors (in paren-
theses) at the municipal level. All monetary amounts are in real values (2015 NOK). The estimates for
Activation, SA reception and SA monthly, include control for household income (excluding social assistance).
Estimates for Transfers (w. SA) and Transfers control for household income (excluding transfers). The esti-
mates for income adequacy do not include control for household income (this is the outcome).

*, ¥ and *** denote significance levels at 10%, 5%, and 1%, respectively.

adequacy based on the local rather than the national median income allows for a more pre-
cise reflection of these geographic disparities. This robustness check ensures that our mea-
sure of adequacy accounts for regional differences in economic conditions and living
standards, providing a more contextually relevant assessment.

Table 10 presents the comparison between national and municipal poverty thresholds,
while Table 11 presents the results.

Results from the model in Table 11 appear to be coherent with the results shown in
Table 8, indicating a significant reduction in social assistance adequacy (around 3.5%)
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Table 10. SA adequacy by national or municipal median wage as poverty threshold.

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Avg

SA adequacy 39 38 37 38 38 38 38 37 37 37 374
(national median)

SA adequacy 38 37 38 38 38 37 36 36 36 372 38
(municipal
median)

Note: This table displays the average SA-adequacy for the total sample included in the study from 2010 to
2020. It shows that when defining adequacy by the local specific median weighted household income after tax
and transfers as poverty threshold, adequacy is marginally lower compared to using the national median

as threshold.

Table 11. Event study —SA adequacy (municipal median as poverty threshold).

Social [1] [2] [3]
assistance adequacy
-6 4 4 36
(0.90) (0.9) (.93)
-5 .16 25 18
(1.26) (1.27) (1.27)
-4 -0.69 -0.63 -0.72
(1.42) (1.43) (1.4)
-3 -.63 -6 -.68
(1.27) (1.28) (1.21)
-2 -.63 -.61 —-.64
(.81) (.84) (-8)
0 -.84 -.86 =75
(.77) (0.75) (0.75)
1 -1.01 -1.06 -.92
(.88) (.85) (.81)
2 -1.25 -1.35 -1.13
(1.14) (1.09) (.95)
3 —3.23%* —3.41%* —3.47%*
(1.58) (1.57) (1.41)
Controls Yes Yes Yes
Individual and year Yes Yes Yes
Municipal FE No Yes Yes
Linear time trend No No Yes
Municipal-specific No No Yes
linear time trend
N (obs) 147,691 147,691 147,691
N (individuals) 70,092 70,092 70,092

Note: All models include clustered robust standard errors (in parentheses) at the municipal level. -6 to 3 is the
relative time to/since treatment.
**denote significance levels at 5%.
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Table 12. Event study—long-term recipients.

SA adequacy
-6 4
(1.5)
-5 -.27
(1.87)
-4 -1.01
(1.8)
-3 -.33
(1.69)
-2 -.42
(1.11)
0 -1.7
(1.04)
1 -1.47
(1.26)
2 -2.18
(1.58)
3 —4.91%*
(2.07)
Controls Yes
Individual, year, and municipal FE Yes
Linear time trend Yes
Municipal specific linear time trend Yes
N (obs) 19,524
N (individuals) 4,408

Note: All models include clustered robust standard errors (in parentheses) at the municipal level. -6 to 3 is the
relative time to/since treatment.
** denote significance levels at 5%.

starting in the third year of the treatment. This seems to validate the results of the main

model in which we used the national poverty threshold.

4.3 Long-term recipients

Recipients of social assistance may enter or exit the sample at any point within the period
covered by the leads and lags. One contributing factor is the age eligibility criterion: individ-
uals exit the treatment upon turning 30, while new recipients become eligible at age
18 year. Additionally, program participation—both take-up and exit—is likely influenced
by the reform itself. To address this, we restrict our analysis to individuals aged 18-29 who
had been receiving social assistance for at least one year before the initial treatment and
remained in the sample throughout all post-treatment years (Table 12).

Interestingly, when the sample is restricted to 4,413 individuals who are long-term recip-
ients, the reduction in social assistance adequacy becomes even stronger, climbing to above
5% in the third year since the treatment. This confirms the trade-off between introduction
of compulsory activation and welfare generosity, as shown in the main model in Table 8.
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4.3.1 Placebo treatment
We also run a placebo model, as suggested by Cunningham (2021), where we estimate the
DiD model for social assistance recipients in the age group of 30 to 40 years who were not
directly affected by the reform. This is an additional test for the reliability of our main esti-
mates and for the assumption of parallel trends.

We find no effect on the age group of 30 to 40 years, which suggests that in the absence
of treatment, we would also eventually find no program results for the treated group less
than 30 years. That is, the placebo results in Table 13 indicate no effect of the reform on

untreated recipients of social assistance in the closest age group.

5. Discussion

This article revisits the puzzle on the strength of the empirical trade-off between activation
and poverty alleviation highlighted by Nelson (2013) and Iacono (2017); Noel (2020); and
attempts to provide causal evidence on whether the implementation of activation policies
affects the benefit levels of minimum income schemes in Norway. A key distinction from

previous cross-country studies is our focus on the individual-level benefit received, whereas

Table 13. Placebo treatment.

SA adequacy

-6 -.34
(1.34)
-5 -1.2
(1.73)
-4 -1.85
(1.8)
-3 -1.87
(1.46)
-2 -7
(1.01)
0 1.55
(1.75)
1 2.0
(1.71)
2 227
(1.89)

Controls Yes
Individual, year, and municipal FE Yes
Linear time trend Yes
Municipal specific linear time trend Yes
N (obs) 113,757
N (individuals) 50,001
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cross-country analyses primarily examine institutional benefit levels. Additionally, we use a
compulsory activation reform as a causal identifier, while prior studies typically use public
spending on active labor market policies (ALMPs) as a proxy for activation.

Our findings support the hypothesis that ALMPs have a negative effect on social assis-
tance adequacy, as shown in Table 8 and Fig. 2. These results partly coincide with evidence
from the Netherlands that the effects are mainly on the intensive margin, namely the man-
datory activation program reduced the number of welfare recipients but had no effect on
the overall number of individuals outside work, education or training (Cammeraat, Jongen,
and Koning 2022). In our case, we see that the benefit levels are reduced on the specific pro-
gram (social assistance) but have little effect on overall disposable income. Furthermore, as
it is also the case for Card et al. (2010, 2018), program effects are first visible after sev-
eral years.

DiD approaches with staggered adoption generally suffer from heterogeneous treatment
effects, which should receive some attention when interpreting the results. Heterogeneous
treatment effects imply that the treatment is not the same for all treated groups. In case of
heterogeneous treatment effects, even if the treatment effect is positive, f,,,;; may be nega-
tive due to negative weights. This is particularly an issue when longer-run treatment effects
receive negative weights Roth et al. (2023). This issue has led us to opt for dynamic two-
way fixed effects (TWFE) specifications, with dummies for the time relative to treatment.
The main advantage of this approach is that it provides sensible estimates when there is het-
erogeneity in the time since treatment Roth et al. (2023). We normalize with respect to the
last pre-treatment period, as suggested by Callaway and SantAnna (2021) and
Cunningham (2021).

We document in Table 1 that the institutional levels decided by politicians fell in the pe-
riod of the reform, with an adequacy reduction of 1%. The remaining effect of almost 3%
in received benefit levels is driven by case workers and local administrations, who are re-
sponsible for means-testing, activation requirements and follow-up. This finding provides
further support for the arguments by Lipsky (2010) that caseworkers are an essential part
of policy implementation and that the effects of reforms largely play out at this level.

As mentioned briefly in Section 1, Dahl and Hernzes (2023) find no short-run effect on
benefit receipt, education or employment for the 2017 compulsory activation reform, sug-
gesting that changes in benefit adequacy do not come from changes in the composition of
recipients. Smedsvik and Tacono (2025) also find no significant use of benefit sanctions re-
lated to these policies. In continuation of these findings, the results from this study suggest
that the reform has led to small overall changes for young social assistance recipients. Thus,
an important policy implication is that the findings provide further justification for investi-
gating the details behind the implementation of the reform. We find no effect on participa-
tion in activation programs, while Torsvik et al. (2022) and Vilhena (2021) find evidence
that caseworkers are reluctant to impose sanctions for violations of compulsory activation.
This suggests that other aspects of the activation reform should receive more attention from
researchers, with an emphasis on how labor market activation is organized and demanded.

Although we document a strongly increasing descriptive poverty trends for young social
assistance recipients within the period of analysis, and significantly negative effects of the
compulsory activation reform on social assistance adequacy, our additional results on in-
come adequacy imply that there are no substantial effects of the compulsory activation re-
form on poverty levels among young social assistance recipients. This finding requires



22 B. Smedsvik and R. lacono

further discussion, as it highlights a partial limitation of our study: we lack qualitative data
on the decision-making process that led case workers to reduce social assistance benefits. As
a result, we cannot establish a clear causal link between lower social assistance adequacy
and the extent to which individuals compensated for this reduction through earnings or
other transfers. It is plausible that the decline in social assistance benefits is, at least in part,
a mechanical consequence of individuals receiving additional income from work or other
transfers. This is particularly relevant in the Norwegian context, where no earning disre-
gard policy exists meaning that any additional income directly reduces social assistance ben-
efits. Therefore, while the compulsory activation reform led to a reduction in social
assistance benefits, this decline may not solely reflect the deterrent effect of lower benefit
generosity. Instead, it may also be attributable to the fact that, for some individuals, activa-
tion resulted in increased earnings and access to other transfers.

Finally, we raise a concern about whether municipalities can increase the capacity or
portfolio of activation programs to meet the requirements of the reform. With respect to
the issue of external validity, it must be noted that there are several important differences
between the Norwegian welfare model and other European welfare systems, which limits
the direct transferability of our results but not our framework and methodological ap-
proach. The findings of this study should encourage further revisitation of this hypothesis in
other welfare systems to reach reliable conclusions on this relationship.

6. Concluding remarks

This article re-examines the trade-off between emphasizing active labor market policies
(ALMPs) and maintaining welfare support. Focusing on Norway, we first document a rising
trend in descriptive poverty among young social assistance recipients over the past decade.
A key policy concern is whether ALMPs negatively impact social assistance levels. Reducing
benefit levels may strengthen incentives for recipients to engage in the labor market, poten-
tially increasing employment but also challenging the poverty-alleviating function of mini-
mum income schemes. Existing research presents conflicting evidence on this relationship,
creating a puzzle. For instance, Nelson (2013) finds that an increased emphasis on workfare
has led to less generous welfare provisions. In contrast, lacono (2017) and Noel (2020) do
not find a binding trade-off between ALMPs and social assistance adequacy at the aggregate
level in European countries.

This article leverages the Norwegian social assistance scheme to reassess this trade-off
and address the existing puzzle. Utilizing high-quality administrative data, the analysis
shifts from a cross-country European perspective to the municipal and individual levels in
Norway. To build on the existing literature, the study examines a recent activation reform
targeting young social assistance recipients. By using an event-study design with a
difference-in-differences (DiD) approach and exploiting variation in municipal implementa-
tion, this article provides one of the first within-country contributions to this debate.

The results of the analysis indicate a significant negative effect of changes in ALMPs on
the adequacy of social assistance in Norway in the longer run. This is in line with the find-
ings of Nelson (2013). We find that most of this reduction occurs in the individual assess-
ment of recipients’ needs by local administrations and case workers. Importantly, we are
concerned that there is no effect on participation in activation programs, which raises ques-
tions about the implementation of activation programs at the local level. Finally, the fact
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that this second wave of activation in Norwegian social assistance seems to exhibit modest
results on employment and income, especially compared to the first wave, could suggest
that the effectiveness of activation programs has not improved substantially in recent years.

Furthermore, we find that this reduction is in parallel matched by an increase in other
transfers, resulting in no overall change in social transfers for this group. There is also no in-
dication that the reform affected household income adequacy. We also find no indication
that the reform affected overall transfers from the public, which could suggest that other
transfers contributed to mitigating reductions in social assistance. In other words, on the
lines of Iacono (2017) and Noel (2020), social investment does not need to be inimical to

the poor.
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