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Abstract

The effect of generous welfare benefits on unemnpkyt is highly contested. The
dominant perspective contends that benefits prodisiacentive to work, whereas others
portray benefits as job-search subsidies thatitfaiglbetter job matches. Despite many
studies of welfare benefits and unemployment, iteeature has neglected how this
relationship might vary across institutional cori$eX his article investigates how
unemployment benefits and minimum income beneffesschunemployment across levels
of the institutional insider/outsider divide. | dywe the moderating role of the disparity in
employment protection for holders of permanentt@maporary contracts and of the
configuration of wage bargaining. The analysis cimab data from 20 European countries
and the United States using the European Union waborce Survey and the Current
Population Survey 1992-2009. | use a pseudo-pamebach, including fixed effects for
sociodemographic groups within countries and imtiimas between benefits and
institutions. The results indicate that unemploytimmefits and minimum income benefits
successfully subsidize job search and reduce urgmmgnt in labor markets with a
moderate institutional insider/outsider divide. Hower, when there is greater disparity in
employment protection and when bargaining eithenltiaes low unionization with high
centralization or high unionization with low cerlization, generous benefits create a
disincentive to work, plausibly because attracjoleopportunities are scarce.
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In 2008, U.S. policymakers extended the maximunatioem of unemployment benefits
from a 26-week limit to 73 weeks (with some vadatacross states) to ameliorate the
effects of the dramatic increase in unemploymenindithe economic crisis. This more
generous approach to benefits was short-lived, lierwvas the temporary Emergency
Unemployment Compensation program expired at tdeo€2013. The basic argument for
not further extending benefits was, as U.S. SenminrKyl put it in 2010, that generous
unemployment insurance “doesn’t create new jobfadh if anything, continuing to pay
people unemployment compensation is a disincefftivthem to seek new work” (156
Congressional Record:845). Regarding Senator Kiat, Card and colleagues (2015)
argued that although the duration of unemploympelis generally increases with benefit
levels, this relationship was particularly strongidg the crisis. Indeed, many scholars
argue that generous and long-running welfare bena€t as a disincentive to work and thus
increase unemployment (e.g., Lalive 2007; Layaidkéll, and Jackman 2005; Meyer
1990; Nickell 1997; for a recent overview see Satar and von Waechter 2016). The
notion of a disincentive effect has found its watpiinfluential policy recommendations
(OECD 1994, 2006) and has been used to justifyarelétate retrenchment in a number of
countries in recent decades (Blyth 2002).

The disincentive perspective is highly contestetthe®researchers have presented
fundamentally different arguments about the eftéatelfare benefits on unemployment.
Howell and Azizoglu (2011), for instance, arguet ihihenefit generosity increased U.S.
unemployment during the crisis, it did so by kegpivorkers closely attached to the labor
market rather than by encouraging them to dropbthie labor force. The most prominent
theoretical argument is that instead of functiorasgvork disincentives, benefits
financially subsidize the job-search process (Gaog4, 2006; Pollmann-Schult and
Biichel 2005). According to this perspective, walfaenefits for the unemployed relieve
the pressure to take on bad jobs and enable fuetheration and training (Estevez-Abe,
Iversen, and Soskice 2001; Morel, Palier, and P&@i®). Eventually, this leads to better
job matches and fewer job separations, which lowaenployment in the long run (Nelson
and Stephens 2012).

The disincentive and job-search-subsidy perspextiiféer greatly in their understanding of
the functions of welfare benefits for jobseekerstiBviews have been tested in a multitude
of case studies and macro comparative analysese 8bthis work offers empirical support
for the disincentive argument (e.g., Card et alL®2Qalive 2007; Meyer 1990; Nickell
1997); other work supports the job-search-subsiduraent (e.g., Gangl 2004, 2006;
Nelson and Stephens 2012). Moreover, critical assests of the literature have
convincingly called into question the existing lésyparticularly in regard to how micro-
level mechanisms play out at the aggregate levigiridon and Micklewright 1991;

Avdagic and Salardi 2013; Baccaro and Rei 2007eBakal. 2005; Howell and Rehm
2009; Sjoberg 2000). Ultimately, the literatureeof quite mixed empirical evidence on the
relationship between generous welfare benefitsuareanployment levels.

This article proposes that the effect of benefitsinemployment differs by institutional
context. The argument rests on the assumptiorbtrafits are part of the interplay of
institutions in a complex system (see Amable 26€8! and Soskice 2001; Iversen 2005).
Drawing on recent research on the growing dispearitietween labor market insiders
(individuals with permanent employment) and outsdéhe unemployed and individuals
with temporary employment) (Barbieri and Cutuli BOBiegert 2014; Emmenegger et al.
2012; Palier and Thelen 2010; Schwander and Hawser2013), | highlight the
interaction of welfare benefits with the institutad divide between labor market insiders
and outsiders. | argue that the institutional iasidutsider divide is determined by the
disparity between employment protection legislatigRL) for individuals on permanent
contracts and temporary contracts and by the corgtgpn of unionization and
centralization in the wage bargaining process.ri3ylvertently influencing the availability
of quality jobs for jobseekers, the degree to winstitutions create a division between



labor market insiders and outsiders moderates renergus welfare benefits affect
unemployment.

The article makes three unique contributions tditeeature. First, by focusing on the
interaction with the institutional insider/outsid#ivide, it develops theoretical explanations
of the relationship between welfare benefits abdtanarket outcomes. To test these
propositions empirically, | combine institutionaldicators with data on individual
unemployment from 20 European countries in the geaa Union Labour Force Survey
(EULFS) and the United States Current Population&u(CPS; Flood et al. 2015) for
1992-2009. | transform the cross-sectional tim@seatfata into pseudo-panels at the level
of sociodemographic groups (Deaton 1985; Verbeek\aila 2005). Applying the pseudo-
panel technique enables the use of fixed effectbuk helps rule out bias due to stable
differences between sociodemographic groups andtigeapecific factors. As a second
contribution, the analysis illustrates an undeizgd method that provides comparative
researchers with a novel approach to cross-settioma series data (for other recent
applications, see Barbieri and Cutuli 2016; Jee§éB82Neugebauer 2015). Finally, the
article extends the scope of previous studies lyyaimg both unemployment benefits and
minimum income benefits. Most existing researcluss on unemployment benefits as the
sole welfare benefit for the unemployed. This netgl¢he fact that many jobseekers are not
eligible to receive unemployment insurance (Atkimsmd Micklewright 1991; Howell and
Rehm 2009). Minimum income benefits include soagdistance, housing benefits, child
support, and other benefits the state providegéay people when benefit systems, such as
unemployment insurance, fail (Nelson 2010). By gxialy the relationship between
unemployment and both unemployment benefits andhmim income benefits, the present
analysis thus delivers more robust evidence fordlationship between welfare benefits for
the unemployed and unemployment levels.

WELFARE BENEFITSASA WORK DISINCENTIVE

A large body of research argues that generous ief@f jobseekers create a disincentive
to work, which raises unemployment levels (e.grdGd al. 2015, Lalive 2007; Layard et
al. 2005; Meyer 1990; Nickell 1997). The disinceatperspective is based on the
theoretical argument that individuals’ reservatizaiges increase when high living
standards can be achieved without having to wonkeithat the reservation wage marks
the line below which individuals will reject jobfefs, higher benefits will result in a larger
number of jobs not being taken. Therefore, thedxaspectation is that countries with more
generous welfare benefits will have higher unemmplemt.

Many quantitative studies have tested the disimeempterspective. Micro-level studies
usually look at policy shifts and explore whetheyt lead to changes in the duration of
individual unemployment spells (e.g., Card et 8112, Lalive 2007; van Ours and
Vodopivec 2006). Meyer (1990), for instance, showed higher benefits lead to fewer
exits from unemployment in the United States. Sjtleening the case for the disincentive
perspective, he found that exits from unemploynbetome more frequent just when
benefits were about to expire. More recently, Gard colleagues (2015) used data from
Missouri and a regression kink design to showtth@tincrease in the unemployment
duration due to benefits is markedly larger in adganacro-economic conditions.

To test whether the micro-level mechanism playsoouthe aggregate level, macro-
comparative studies use the variation of unemplayrbenefits across countries and years
to investigate the relationship with unemploymextes. In a prominent study, Nickell
(1997) regressed unemployment rates on macro itedgcaf institutional arrangements. He
found a positive association between generous ter@eid unemployment in OECD
countries. In comparison to findings regarding otabor market institutions, such as EPL,
unionization, and wage bargaining centralizatibe, detrimental effect of unemployment
benefits is one of the more consistent resulthisliterature (e.g., Layard et al. 2005;
OECD 2006).



At first sight, there seems to be empirical supjfarthe disincentive perspective. However,
several critical summaries of the literature artha the existing evidence is far less
compelling than is widely believed (see Atkinson &ticklewright 1991; Avdagic and
Salardi 2013; Baccaro and Rei 2007; Baker et &152Blowell and Rehm 2009; Sjoberg
2000). Although the evidence from micro-level sagdis fairly robust, Howell and Rehm
(2009) point out that the magnitude of the efféotsd in these studies is typically quite
modest (see also Atkinson and Micklewright 1991ngk-country case studies, moreover,
cannot account for the labor market and macro-eoamoontext, which raises the question
of confounding macro factors and generalizabilRggarding macro-comparative studies,
Howell and Rehm (2009) problematize the compargtsli the reported unemployment
rates used in these studies because nationalti@fsbf unemployment differ.
Furthermore, they criticize the use of gross regiaent rates as an indicator for
unemployment benefit generosity (i.e., the peragntaf previous earnings an average
production worker receives from insurance befoxesaand social security contributions).
Studies using net replacement rates (i.e., theanse payments net of taxes and social
insurance contribution) have found only a weake&ation between unemployment benefits
and unemployment rates (Howell and Rehm 2009; ${p@00). These limitations are
increasingly recognized in the literature on th&@rdientive perspective (for an overview,
see Schmieder and von Waechter 2016), but mokeddiscussion is limited to the size of
the disincentive effect. In summary, the empirggbport for the disincentive argument is
mixed, particularly in regard to aggregate unempiegit. Additional mechanisms such as
job-search-subsidy effects could explain why mieneel disincentives do not necessarily
translate into aggregate unemployment.

WELFARE BENEFITSAS A JOB-SEARCH SUBSIDY

In contrast to the disincentive perspective, salsdi@ave argued that generous benefits
could reduce unemployment by serving as a job-Besubsidy (Gangl 2004, 2006; Nelson
and Stephens 2012). The basis for this argumehaisemployment and unemployment are
the result of a matching process conducted by piess and employers (see Sgrensen and
Kalleberg 1981). In contrast to the orthodox ecolgmerspective, the job match
perspective highlights that unemployment is notnarily caused by poor labor supply.
Rather, it is the result of the interaction betwksdior supply and labor demand. In this
framework, generous benefits can promote employtimeotigh two mechanisms. First,
benefits allow jobseekers to be more selective gjotuoffers by providing a buffer in

times of joblessness. This increases the qualithefiltimate match between jobseeker and
job, which in turn decreases separations and tbastb employment levels (Gangl 2004,
2006; Pollmann-Schult and Biichel 2005). Secondeigers benefits allow workers to

invest in specific skills, because they providaimasice at times when these workers are
seeking jobs. The result is a workforce with geletdgher and more specific skills, again
creating higher quality matches for job vacanciesgvez-Abe et al. 2001). Hence,
proponents of the job-search-subsidy perspectiveotiguestion the potentially longer
duration of individual unemployment spells in a ot of high benefits. However, they
reason that generous benefits will lead to lowemaployment in the long run and on the
aggregate level because of better job matcheshenidiproved employability of jobseekers
(see also Morel et al. 2012; Wulfgramm and Fer2€xkss).

These arguments have been tested in micro-levajrieand macro-comparative research,
although not as extensively as the disincentiveraent. On the micro level, studies have
focused on the quality of job matches after unemplent spells and how they vary across
different benefit environments. Pollmann-Schult &ithel (2005), for instance, showed
that in Germany, not receiving unemployment beaéditassociated with shorter search
periods but also with over-education in the nekt @omparing Germany and the United
States, Gangl (2004) found that generous unemploy/benefits lead to less dramatic
losses in post-unemployment income. This finding w@anfirmed in a wider comparison
involving the United States and 12 European coestfiGangl 2006). Nelson and Stephens



(2012) investigated the employment effects of daniastment policies, such as generous
initial unemployment benefitsactive labor market policies (ALMP), and childcare
provision. They conducted an analysis similar ortacro-level studies on the disincentive
perspective and found that unemployment benef@pasitively associated with
employment levels and job quality.

Beyond the methodological questions discussedeipthvious section, both literatures
have unfortunately neglected two issues. Firstheeiaccount has investigated institutional
interactions. The literature on national producsgstems argues strongly for the existence
of interdependencies in the institutional settinfsconomies (see Amable 2003; Hall and
Soskice 2001; Iversen 2005). The function of afitutson such as welfare benefits likely
depends on the institutional context. Institutioméractions have started to play a more
prominent role in quantitative labor market reskdeeg., Bassanini and Duval 2009; Belot
and van Ours 2004; Gangl 2006; see also Schmiedievan Waechter 2016). However, to
the best of my knowledge, no studies on unemployinave explicitly focused on the
interaction between benefits and their labor macketext.

Second, both literatures focus overwhelmingly oamployment benefits. In most
countries, social rights to unemployment benefitgehto be earned through previous
employment. As a consequence, only a particulamsagof the unemployed can receive
benefits through unemployment insurance. This sglgcmight result in biased outcomes
because the dependent variable in macro studiesualy the aggregate unemployment
rate, which includes many who are not eligibleidfoemployment benefits. Minimum
income benefits—that is, means-tested publicly jpled benefits—have rarely been
considered in studies on benefit effects. Theaabyicthey should operate via the same
mechanisms as unemployment benefits—either bygeasnwvork disincentives or by
subsidizing job search. Because minimum incomefiisra@e more widely available to the
unemployed population, they need to be includestudies of social security regimes for
unemployed individuals (Pfeifer 2012).

THE INSTITUTIONAL INSIDER/OUTSIDER DIVIDE AND WELFARE BENEFIT
EFFECTSON UNEMPLOYMENT

The argument in this section rests on the assumfiat welfare benefits are part of a
complex institutional system (Amable 2003; Hall &wkkice 2001; Iversen 2005):
“institutions matter and . . . institutions intet'aBelot and van Ours 2004:640). Hence, the
relationship between benefits and unemploymentsitdyudepends on the distribution of
job opportunities for jobseekers. Job-search sigssidill likely be more successful when
there is a larger pool of quality job opportuniti€®nversely, generous benefits should act
as a stronger disincentive to jobseekers in costeith fewer good job opportunities.
Recent research that describes a growing gap betaber market insiders and outsiders
indicates that the institutional configuration bétlabor market affects the distribution of
job opportunities.

Institutions and the Divide between Insiders andsers

With the growing attention to rising economic inatity in rich democracies, there has
been a renewed interest in the notion of labor etarisiders and outsiders. Building from
classic theories of insiders and outsiders and dus¢égmented labor markets (see
Doeringer and Piore 1971; Kalleberg, Wallace, atidauser 1981; Lindbeck and Snower
1988), European scholars have described a protéstson market dualization between
individuals with permanent employment (insiders) &mse without it (outsiders), that is,
the unemployed and individuals in temporary jobispWwave a higher propensity of
becoming unemployed (Emmenegger et al. 2012; PatiérThelen 2010; Rueda 2005,
2014)? This recent literature rests on the assumptionitisiders are in a powerful
bargaining position because the replacement of @rerkas transaction costs for employers.
Therefore, insiders can achieve their goals inreetyaof ways, be it through cross-class



coalitions with employers, union representationsacial democratic parties (see Davidsson
and Emmenegger 2013; Goldthorpe 1984; Rueda 2088, the dualization literature
argues, disadvantages outsiders.

Although insiders have an advantageous bargairesgipn in every economy, the
dualization literature argues that the gap betviegiders and outsiders can be widened by
labor market institutions. The setup of instituiauch as EPL and the wage bargaining
process determine the positional advantage of iichdals in jobs at the core of the labor
market (Emmenegger et al. 2012; Palier and Theddi®2ZThelen 2014). Traditionally, the
literature has emphasized the benefits of reguiatitd coordination, for instance, in regard
to wage inequality (e.g., Brady, Baker, and Finnig@13; Jacobs and Myers 2014). By
contrast, the dualization literature points to dgunfations in which regulating institutions
have unintended effects on inequality (Emmeneggalk. 012; Palier and Thelen 2010;
Rueda 2005, 2014). Thelen (2014) cautions researciod to conflate coordinated
capitalism with egalitarian capitalism. The unirded consequence of institutionalized
advantages for labor market insiders is that itdases the barriers that jobseekers have to
overcome to become insiders (Biegert 2014; FeredsSchwander 2015). Unlike
orthodox economics, however, the dualization It does not claim that regulating
institutions has effects on overall unemploymemstéad, it argues that the institutionalized
advantages enjoyed by insiders may affectdibgibution of jobs.

The Institutional Insider/Outsider Divide, WelfaBenefits, and Unemployment

The divide between labor market insiders and oatsid relevant to the study of how
benefits affect unemployment for two reasons. Firss the unemployed, and thus
outsiders, who receive unemployment benefits oirmim income benefits. Second, the
insider/outsider divide affects the availabilitylo§her quality jobs. In a context of a strong
insider/outsider divide, employed insiders remaithieir positions and employers are more
selective, which leads to fewer and worse job effer outsiders. Here, generous benefits
create a disincentive to job search because qyabtgffers are scarce, whereas low
benefits may force jobseekers to take on jobs wmyld otherwise decline. By contrast, a
labor market with a moderate insider/outsider divdll yield better job opportunities for
jobseekers. In this instance, generous benefithtogver unemployment because
improved job-search and job-matching processesiebmjobseekers avoid bad jobs.

Two sets of labor market institutions are mostliike determine the insider/outsider

divide: (1) EPL for permanent and temporary congiagnd (2) the configuration of the
wage bargaining process in terms of unionizatiah@mntralization (see Emmenegger et al.
2012; Palier and Thelen 2010; Rueda 2005; Thel@d 2First, EPL determines how
difficult it is to hire and fire employees, whicaduces the flow in and out of the labor
market. EPL thus stabilizes the positions of ingd8arbieri 2009; Gangl 2003; Gebel and
Giesecke 2011). If letting people go in economiwdtrns is impeded by strict EPL,
employers are less likely to offer insider posifida jobseekers. This may be exacerbated if
employers can easily offer temporary instead offagrent contracts (Eichhorst and Marx
2011; Palier and Thelen 2010). If temporary congrace less protected than permanent
contracts, employers are more likely to offer tenapp jobs to jobseekers, and less likely to
convert temporary jobs into permanent positionss itreases the number of job
separations and reduces the number of attractivepportunities (Barbieri and Cutuli

2016; Bentolila et al. 2012; Gebel and Gieseckeé208belke 2016). The disparity between
EPL for permanent contracts and temporary contssittshus increase the insider/outsider
divide and reduce job opportunities for jobseekers.

Second, unionization and centralization may shhpevage bargaining process to the
detriment of outsiders. Higher levels of unionigatincrease unions’ bargaining power,
which results in less wage inequality, better wogktonditions, and stronger wage growth
for the employed (Brady et al. 2013; Freeman anddffel 984; Rueda and Pontusson
2000; Western and Rosenfeld 2011). But becausertt@nbership consists primarily of



permanent workers, unions are often thought toesspt insider interests (Lindbeck and
Snower 1988). In addition, increasing wages andrgegositions for the employed might
make employers reluctant to hire. If so, jobseekalishe more likely to receive offers for
atypical jobs, if any. In addition to unionizatiomage bargaining centralization is important
in the bargaining process (Palier and Thelen 28U@&da 2005). Centralization refers to the
level at which bargaining takes place and the detgrevhich unions are able to coordinate
their goals. Centralized bargaining might help asiachieve better outcomes for their
members, which, in line with the previous argument/ld come at the detriment of
outsiders. Unionization and centralization couldstincrease the insider/outsider divide,
which would negatively affect job opportunities fobseekers.

Hypothesis 1 (regulation)fhe effect of increasing unemployment benefits midmum
income benefits on unemployment varies with thealisy in EPL for permanent and
temporary contracts, unionization, and wage banggicentralization. Benefits increase
unemployment in contexts with a larger EPL dispahigher unionization, and higher
centralization. Benefits reduce unemployment intexts with a smaller EPL disparity, lower
unionization, and lower centralization.

Hypothesis 1 is called the regulation hypothesisabse it posits that the insider/outsider
divide is determined on a single dimension betwae#iaxible and a regulated labor market.
Yet, there is reason to doubt that labor markeitin®ns have a uniform impact on the
insider/outsider divide. When describing institatibregimes and their dualization
tendencies, researchers have found large insidsideun divides in Continental European
and Mediterranean countries. Liberal and Nordiocntioess show lower levels of dualization
(Hausermann and Schwander 2012; Thelen 2014). Shergtion that higher levels of
regulation necessarily lead to a greater insidésider divide is thus at odds with the high
levels of unionization and wage bargaining cergedion in Nordic countries. Hence, the
complementarity of institutional arrangements seggial. When centralized wage
bargaining is in place, strong unions have an itieeno pursue moderate wage growth that
benefits the whole economy, because detrimentabougs cannot be externalized
(Calmfors and Driffill 1988). Thus, strong unionsoperate with employers and the
government to achieve a beneficial bargaining aute¢Thelen 2014; Wright 2000). This
results in moderate wage increases and bettergpbrtunities for jobseekers (Hicks and
Kenworthy 1998; Streeck 1992; Western 199By, contrast, some Continental European
countries, such as Germany, are less unionizezlidh cases, unions seek bargaining
outcomes tailored to their specific clientele (Eiolst and Marx 2011; Palier and Thelen
2010)? They pursue maximum wage increases, which arectessiderate of the greater
economy but still have widespread influence becafiselatively high levels of
centralization and coverage. The outcome is beiaéfir insiders but leaves outsiders with
lower chances of quality employment. Accordinglyegulated labor market regime may
lead to either segmented or solidaristic coordamatiepending on the configuration of its
institutional components (Thelen 2004).

Hypothesis 2 (configuration)he effect of increasing unemployment benefits and
minimum income benefits on unemployment varies wWith configuration of the wage
bargaining process. Benefits increase unemploymertntexts of lower unionization and
higher centralization and vice versa. Benefits reduremployment in contexts of high
unionization and high centralization and conteXxt®w unionization and low
centralization.

ANALYTIC APPROACH

The analysis aims to estimate how the relationbbipreen benefits and unemployment
varies by the level of the institutional insidertgider divide. To this end, | combine the
time series of country-level institutional indicegavith data on individual unemployment
from 20 European countries and the United States 992 to 2008 The use of cross-
national data over a long period of time maximizasation in institutional arrangements.
The multilevel structure of the data overcomesthtions of prior studies, which often



operated exclusively at the macro level (e.g., ks al. 2005; Nelson and Stephens 2012;
Nickell 1997; OECD 2006). | transform the repeatenss-sectional data from the EULFS
and CPS data into pseudo-panels to estimate fifedte models (Deaton 1985). The term
pseudo-panels refers to a technique to transfopeated cross-sectional data on the
individual level into synthetic panel observatiammsthe level of social groups; this enables
the use of panel regression techniques in the abssfreal individual-level panel data.
Because the analytic approach is intertwined wighdonstruction of the dataset, | first
explain pseudo-panels in more detail and how Ithiem in fixed-effects panel regression
models.

The pseudo-panel technique is relatively uncommaociological research (but see
Barbieri and Cutuli 2016; Jeeger 2013; NeugebaugbR®Pseudo-panels allow researchers
to estimate panel data models on the basis of regpeaoss-sections. In a seminal article,
Deaton (1985) proposed following cohorts and ediimgacohort fixed effects from

repeated cross-sectional data. The researcherefime dohorts by any number of time-
constant individual characteristics. The idea & Hfter grouping all individuals who share
the same individual characteristics into cohogsearchers can treat the group means
within these cohorts as panel observations. Whikaowimg the cohorts, scholars observe
new samples of individuals every year. At the grtayel, however, individuals can be
considered comparable over the years as long aspleated cross-sections are
representative. This study uses country-specifit lmohort, sex, and education groups as
the units of analysis. The dependent variableastiean value of unemployment within
these groups, that is, their unemployment rate.artadysis thus operates on the meso level
of the groups. Instead of correlating institutiomalicators with country-level
unemployment rates, | examine the relationship betwbenefits and the employment
performance of sociodemographic groups, using iddal-level information to model the
group mean.

The analysis uses the panel data structure in-s&fftts panel regression models (Allison
2009). Fixed-effects models use repeated obsenstibthe unit of analysis to decompose
the error term of a linear regression model intioree-constant error term; and a time-
varying error terng;.. Formally, the models can be expressed as follows:

Yie = ¢i + BxXit + BrPit + BupXitPie + B2 2 + Ui + &t

whereY;; is the unemployment rate of sociodemographic gidapyeart. On the right-
hand side; is the time-constant cohort-specific intercefytX;; refers to the welfare
benefits, that is, unemployment benefits and mimmimcome benefits3, P;; signifies the
institutional insider/outsider dividg,» X, P;; represents the interaction term between
benefits and the institutional insider/outsideridiév | test the regulation hypothesis by
using two-way interactions between the benefitstardEPL ratio, unionization, and wage
bargaining centralization. | test the configuratioypothesis with three-way interactions, in
which the interaction between benefits and unidionas further interacted with
centralizationf,Z;; denotes various time-varying control variable® (selow).9; ande;;

are the time-constant and time-varying componetit@grror term.

The fixed-effects transformation subtracts the-spicific mean of each variable from its
value in each time period. The equation estimatadhe fixed-effects models is the
following:

(Yie = Y) = Be(Xie = X)) + Bo(Pie — P)) + Byp (XiePie — XiPy) + B2 (Zie — Z) + €

The transformation eliminates the time-constantptvel difference in unemploymett
and the time-constant error teiin As a result, coefficients are estimated usindniwit
subject variation alone, which rules out bias dutrhe-invariant unobservabl&ghe

cohort panels in this study are determined by tnty of residence, birth year, sex, and
education. Thus, the fixed effects account fotiale-constant unobserved confounders on



the level of these groups. The inclusion of fixéfé&ts on the meso level of synthetic
cohorts is the key advantage over the more fretjuepplied two-way fixed-effects

models, which use individual-level data in a croaional setting and include fixed effects
for countries and time (e.g., Brady et al. 2013)e Pseudo-panel fixed effects account for
more fine-grained unobserved time-constant hetereiggethan do country-level fixed
effects. The technique thus offers an invaluableathge in light of the number of

potential confounders (Allison 2009). For instartbés differences out labor market
structures, culture, work ethic, and the specificamtages of education, age, or sex groups.
In addition, the models use panel robust standaitss which are consistent in case of
heteroscedasticity and autocorrelatfon.

In addition to enabling fixed-effects regressiopsaudo-panel approach with cross-
national comparative multilevel data provides a hanof advantages over previous
studies. First, unlike country case studies, thalysis models the macro context of benefits
and the heterogeneous effects of benefits acréfesatit institutional settings. Second, the
individual-level information on labor market staissross-nationally comparable. Previous
macro comparative studies relied on nationally reggpbunemployment rates. Because
national definitions of unemployment differ, comiparreported unemployment rates is
problematic (Howell and Rehm 2009). This is notsmue for the present study because the
unemployment rates for the cohorts are based oroegel informatiorf Third, the
multilevel structure of the data allows for adjustihfor compositional heterogeneity.
Previous research shows that macro-level institstiman have idiosyncratic effects on
unemployment in different age, sex, and educationms (Bertola, Blau, and Kahn 2007).
In contrast to macro-level studies, the meso-ldeagh make it possible to adjust for
compogitional heterogeneity in terms of countryesipebirth cohort, sex, and education
groups:

Of course, pseudo-panels are not preferable odéridual-level panel data. One central
assumption of the present models is that the effielsenefits is not systematically biased
within the country-specific birth cohort, sex, agdlication groups. However, in the absence
of long-running cross-national panel data, consilnggseudo-panels from the repeated
cross-sections is arguably a next-best solutioe. FfEpresentative nature of the cross-
sections could even lead to advantages compaiieditédual panel data, because these
data are not subject to panel attrition and normesp as sources of bias (Deaton 1985;
Verbeek and Vella 2005).

DATA

The analysis uses data on all working-age indivgl(&ge 15 to 64) from the EULFS for 20
European countries and the CPS for the United Satesring 1992 to 2009. Both the
EULFS and the CPS provide large-scaled, standatdé® representative repeated cross-
sectional information on individuals in private lseholds with a special focus on their
working life. Because | only use basic variabledatyor market status, birth year, sex,
education, and marital status, the two datasetsarmgparable (for other work combing the
two datasets, see Hipp and Leuze 2015). The cotnyinaf the datasets offers the singular
opportunity to analyze the labor markets of Eurapé the United States over a long time
period using annual micro-level data. The analg&ists in 1992 because the EULFS did
not collect information on education prior to tigatir. Macro-level institutional indicators
are merged with the micro data. The full set of rndevel variables is available until 2009,
which is the upper limit for the observation peri@afore transforming the data into
pseudo-panels, the full dataset comprises almostili@n cases, with yearly case numbers
ranging from about 8,500 in Denmark in 2000 to &ty®,000 for Italy in 2005.

Panel Construction and Dependent Variable

The cohort panels are based on information on cpwiftresidence, sex, birth cohort, and
education. To construct the sociodemographic graigsindividuals are first sorted



according to their 21 different countries of resice. Then they are grouped according to
their sex. The sample is split into 13 five-yeathtohorts spanning birth years from 1928
to 1994'° Finally, individuals are grouped according to thezlucational levels following
the 1997 version of the International Standard sHfiagtion of Education (ISCED): low
education includes respondents with lower seconedugation or less (ISCEDO-2),
medium education contains upper- and post-secorethrgation (ISCED3-4), and high
education represents persons with a tertiary esucdSCED5-6). Hence, | sort individuals
from 21 countries, 2 sexes, 13 birth cohorts, ardBational levels into 1,638 units of
observation. Because some countries entered thé-Ek a later time point or missed
years, some birth cohorts are not part of the samyich leaves the actual number of units
at 1,579"* The units of observation are followed up to 18rgegielding a total case
number of 18,266.

The dependent variable is labor market statustiemployed, 0 = employed). The surveys
follow the definition of the ILO (1982), which caders people unemployed if they do not
have a job, if they have actively looked for wonkthe past four weeks, and if they are
currently available for work. Individuals are deehsmployed if they had worked at least
one hour during the previous weklvlembers of the country-specific sociodemographic
groups are collapsed into one observation. Thezefodividual-level variables are
aggregated at the group mean. Consequently, trendept variable is the
sociodemographic groupshemploymeniate™® When constructing the cohorts, yearly
cohort-cells have to be of reasonable size salieainemployment rate can be estimated
robustly**In the present dataset, the cohort-cells have Daymbers on average, which
should provide for reliable measurement. Howevehnoct-cell case numbers vary widely.
To tackle possible measurement error in the depgndeiable, the models weight the
cohort-cells by the square root of the number cleobations (Neugebauer 2015). This
gives rlr;ore weight to observations whose measureai¢he unemployment rate is more
robust.

Explanatory Variables

The main explanatory variables are country-levsiiintions. | use net replacement rates to
indicate the generosity eihemployment benefifdet replacement rates are the percentage
of one’s former income received by an average prtoln worker from unemployment
insurance net of taxes and social security cortidhs. Van Vliet and Caminada (2012)
provide net replacement rates for singles and amneee families with two children that
focus on the replacement rate in the initial preEfagnemployment. To take into account
different family situations, | use the averagehs two indicators®

Nelson (2010) collects information on the absoar®unts ofninimum income benefits

The main component of the indicator is social &aste. Housing supplements, child
support, and other benefits are added as longegsatle not deducted from social
assistance. | use the average absolute paymeniséeeral household constellations to
construct a ratio that divides payments by theagemwage. The indicator thus captures the
economic support that minimum income benefit scleeprevide as a percentage of the
average wage. Minimum income benefits do not jesiesas an alternative measure of
unemployment benefits. The correlation of the twadfit schemes was rather low (.31 in
the dataset used here).

| use three indicators to measure the institutiomgitier/outsider divide on the labor
market. The OECD provides time series for the egrpknt protection of individuals on
permanent and temporary contracts, which quantifiesosts and procedures involved
with dismissal (range 0 to 6) (Venn 2009). To capthe disparity in protection for
workers in different contract types, | calculate BPL ratio between the two indicatot5.
Unionization also provided by the OECD, captures the orgaioizat power of unions as
the percentage of salary- and wage-earners whonéma members. To measure the
centralizationof the wage bargaining process, | use an indiceeloped by Iversen
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(1999) and extended by Visser (2013). The indicateasures the degree of coordination
and centralization by combining the level of bangiaj and union concentration at the
respective levels (range 0 to'}).

Controls

Following previous studies, the analysis includsgtof macro-level controls that might
vary with time and were thus not accounted forheyfixed effects (see Layard et al. 2005;
Nelson and Stephens 2012; Nickell 1997; OECD 2086)mportant dimension of the
wage bargaining process is how many workers ateabigtcovered by its outcome. | use
Visser's (2013) adjustecbverageandicator to model the percentage of workers wieo a
covered by wage bargaining agreemént®: **Welfare states try to “activate” unemployed
citizens via active labor market policies (ALMPYch as labor market retraining, job-
search assistance, direct job creation, and empmoysubsidies (Bonoli 2010). The extent
to which a country invests IBLMP is measured as public expenditures relative tashe.
To consider business cycles, this indicator isdd#idi by the unemployment rateabor
taxesaffect labor demand and supply because they iserkador costs for employers yet
also lower employees’ net earnings (Nickell 199He OECD calculates the labor tax
wedge for a single-earner couple with two childaad an average income. The tax wedge
is the sum of personal income tax and social sgcoontributions as a percentage of total
income.Childcarepolicies affect the job opportunities of parentsovwvant to work

(Gornick, Meyers, and Ross 1997). A country’s datia to publicly provided childcare is
measured via the total public expenditure on child@s a percentage of the GDP. Finally,
| use the OECD’sutput gapas an indicator of national business cycles (Bassand

Duval 2009). The output gap measures the distaeteden the trend-based prediction of a
country’s GDP and actual outcome. Table Al in thine supplement summarizes the
macro-level indicators by country. Because the ivatiate analysis is based on within-
country variation, the table provides the averaajees of the respective indicator by country
(X), the within-country standard deviations (w-sdjd &he number of years in which the
indicator changed compared to the previous yeak)(NBecause the multivariate analysis
used standardized indicators to facilitate the canispn of effect sizes, the table also shows
the overall within standard deviation to providéstantive meaning for the interpretation
of the coefficients.

In addition to the institutional and macro-economiicators, all models include dummies
for the surveywavesto account for economic shocks and trends thataéll countries.

This makes it possible to assess the impact afutisnal changes against a common trend.
Finally, the household context is strongly assedatith individual unemployment

(DiPrete and McManus 2000). In the absence of aalitheasure for the typical household
composition in the sociodemographic groups, theetwoihcludemarital status,
operationalized as the average rate of marriedvihatals within the respective groups.

RESULTS
Descriptives

Figures 1 and 2 plot the change in unemploymensr@irovided by the OECD) against the
change in the level of unemployment benefits angirmim income benefits between 1992
and 2009 Panel A in the two figures shows the overall ki@ association between
changes in benefits and unemployment in the 21tdesnTo see whether there is
descriptive evidence for a moderating impact ofitis#itutional insider/outsider divide,
Panel B groups countries into Continental/Mediteesn, Nordic, Anglo-Saxon, and
Eastern European clusters. The existing literadaes a large insider/outsider divide in
Continental/Mediterranean countries and a smallede in Nordic and Anglo-Saxon
countries (Hausermann and Schwander 2012; Thelbf) 2Bastern European countries
have so far not been included in such typologies.
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Figure 1 shows that, comparing 1992 and 2009, tiseaeegative bivariate association
between changes in unemployment benefits and ckangke unemployment rate (Panel
A). Some countries, such as Italy, Finland, Denmankl Ireland, managed to lower
unemployment by almost 4 percentage points. Owtter hand, unemployment in
Sweden, Portugal, and the Czech Republic increlagedore than 2 percentage points in
the same perioff. Changes in the level of unemployment benefits egngm reductions of
around 20 percentage points in Sweden and Hungangteases of 20 percentage points in
Estonia and almost 40 percentage points in ItayyclBstering the countries, | can draw
fitted lines that indicate potential institutionateractions (Panel B). The bivariate
association between unemployment benefits and ulogmpnt is negative in all four
clusters. However, the association is strongefteamrAnglo-Saxon and Nordic countries and
rather weak in Eastern European countries. Thei@amtal and Mediterranean countries lie
between these clusters.

<Figure 1 about here>

Similarly, Figure 2 displays a negative associabietween changes in minimum income
benefits and changes in unemployment (Panel A).chlaages in minimum income
benefits that apply here range from a reductioarotind 20 percentage points in Sweden,
the Czech Republic, and Slovakia to increases afitab0 percentage points in Italy,
Portugal, and Irelantf.A strong negative association between changesrimmum income
benefits and unemployment again emerges in thecA8gkon and Nordic countries (Panel
B) when | cluster the countries and apply fittews. The bivariate association is still
negative in the Continental and Mediterranean aguwitister and the Eastern European
country cluster, but it is weaker in both cases.

<Figure 2 about here>

Overall, Figures 1 and 2 lend support to the jodrde-subsidy perspective. The analysis
also provides some initial indications that thatiehship between welfare benefits and
unemployment differs between regime contexts. H@wev also reveals that a simple
grouping of countries according to typical reginhesters is not sufficient (see also
Wulfgramm and Fervers 2015). There is strong wittlirster variation, which indicates
that we need to go beyond the level of regimes tiigroreason for going beyond regime
clusters is that the static regime typologies teybased on disregard institutional change.
Thelen (2014), for instance, points to diverginthgaegarding dualization in two Nordic
countries, Sweden and Denmark, and two Continéntedpean countries, Germany and
the Netherlands. The following fixed-effects analysnodel distinct institutional
interactions that account for changing contexts.

Fixed-Effects Analyses

Table 1 summarizes the results of five fixed-eBeegression models of unemployment on
welfare benefits, institutions determining the desioutsider divide, and control variables.
Model 1 includes all the main effects, and Mod@itPoduces the two-way interactions
between unemployment benefits and the EPL ratimnization, and centralization. Model
3 adds the three-way interaction between unemplayienefits, unionization, and
centralization. Model 4 mirrors Model 2 and intésaminimum income benefits with the
EPL ratio, unionization, and centralization. FigaModel 5 adds the three-way interaction
between minimum income benefits, unionization, eedtralization. Hence, Models 2 and 4
test the regulation hypothesis, and Models 3 ata$tthe configuration hypothesis. | use
standardized coefficients, so the main effects sth@wassociation at the mean of the
variable and their respective interaction variabfesthermore, in the models with three-
way interactions, the two-way interactions expitégsassociation at the mean of the
components of the three-way interaction. The coieffits can be interpreted as the change
in unemployment rates associated with a one stdrikariation change in the respective
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variable. The multitude of interaction effects maiktemore difficult to interpret the models;
hence, | will display the main findings in grapHit@m.

<Table 1 about here>

The baseline model (Model 1) shows a statisticsitiypificant negative association between
unemployment benefits and the unemployment rates@bdemographic groups (-1.1
percentage points per standard deviation). Thidié®phat job-search-subsidy effects
might be stronger than disincentives. However,ghigno significant association between
minimum income benefits and unemployment.

Looking at institutions that determine the insidetsider divide, the EPL ratio shows a
small but significant negative association with mpéoyment (.3 percentage points per
standard deviation). The comparatively strong dasoas between unemployment and
unionization and centralization point in oppositedtions (around 3 percentage points per
standard deviation). The negative coefficient foionization is not what would be
predicted by the orthodox view of labor marketdities and their impact on
unemployment. However, given the very mixed evi@eotcthis literature, it is not entirely
unprecedented (e.g., Belot and van Ours 280Mlpreover, as the following models will
show, it is questionable whether modeling the imp&single institutions can clarify how
the institutional context might influence unemplaymh The coefficients of the control
variables are mostly in line with theoretical exjations. Expenditure on ALMP is
associated with lower unemployment and so is highending on childcare. Neither labor
taxes nor bargaining coverage have significantfamefts. The significant negative
coefficient of the output gap indicates that pesittconomic development is associated
with lower unemployment. Finally, there is a strasgociation between marital status and
unemployment: the higher the rate of married irdiigils within a sociodemographic group,
the lower its unemployment rate. Throughout théedént specifications, some of the
control variables’ coefficients change. Becaussélzhanges do not strongly relate to the
study’s central concerns, | will focus strictly tire main variables of interest and their
interactions.

As noted earlier, | compute models that introdunteraction terms to test the hypotheses
about the moderating effect of the institutionalidier/outsider divide. Models 2 and 3 focus
on unemployment benefits. Model 2 includes the tey-interactions of unemployment
benefits with the EPL ratio, unionization, and wégegaining centralization. The
significant coefficients for the interaction withet EPL ratio and unionization support the
regulation hypothesis; they indicate that the assion between unemployment benefits
and unemployment becomes more positive as theritispathe EPL ratio and
unionization increases. In Model 3, the two-wagiattion between unemployment
benefits and centralization is also significant poditive. However, the three-way
interaction of unemployment benefits, unionizatiang centralization is significant and
negative. In sum with the two-way interactions #mel main effects, this indicates that the
association between unemployment benefits and ulogmpent does not rise with
unionization when centralization is high. Thus, odel 2 lends support to the
regulation hypothesis, Model 3 indicates that thefiguration hypothesis is more precise
by showing that the moderating effect of the wageghining process depends on its
specific constellation.

To illustrate these results, Figure 3 displaysrtiagginal effects of unemployment benefits
on unemployment rates across the levels of thelaf, unionization, and wage
bargaining centralization based on Model 3. ¥t&is is restricted to the empirical values
of the three institutional arrangements. Figuré@as that increasing unemployment
benefits by one standard deviation is associatéid aweduction in unemployment of
almost 3 percentage points in a context of veryE®t (Panel A). This association comes
closer to 0 as the EPL ratio rises. It only becogigsificantly positive when the EPL ratio
is extremely high; at such levels, a one standaxiation increase in unemployment
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benefits is associated with about a 1 percentame jperease in unemployment. Panel B
shows that unionization and centralization are dempntary moderators. When
centralization is low (defined as one standard atem below the mean), lower
unionization leads to a more negative associat@wden unemployment benefits and
unemployment (up to around -5 percentage pointstpedard deviation). In the same
context, higher unionization leads to a more pasiéissociation between unemployment
benefits and unemployment (up to about 6 percermiaggs per standard deviation). Yet
when centralization is high (defined as one stashdawviation above the mean),
unionization does not moderate the associationdsivanemployment benefits and
unemployment rates. In such cases, the coefficiener significantly differs from O,
indicating no association between unemploymentfitsrend unemployment.

<Figure 3 about here>

Models 4 and 5 focus on minimum income benefitsd®al shows significant positive
coefficients for the interactions between minimumoame benefits and the EPL ratio,
unionization, and wage bargaining centralizatiomsTsupports the regulation hypothesis.
Yet again, the significant negative coefficient foe three-way interaction between
minimum income benefits, unionization, and centetlon added in Model 5 confirms that
the configuration hypothesis is more precise.

Figure 4 displays the marginal effects of minimunmoame benefits across levels of EPL
ratio, unionization, and centralization based ord®l&b. The pattern here is similar to the
pattern for unemployment benefits. As the EPL rat@eases, the association between
minimum income benefits and unemployment goes foemg negative to positive.
Whereas minimum income benefits show a negativecétfon with unemployment at
extremely low levels of the EPL ratio, of up to abel.5 percentage points per standard
deviation, the association is positive at extreniéijh levels of the EPL ratio, at around 1.5
percentage points. Again, Panel B shows that thegenading influence of unionization and
centralization depends on the respective leveh@ither institution. The association
between minimum income benefits and unemploymetbines more positive for
increasing levels of unionization in a context@f/lwage bargaining centralization. Here, a
low level of unionization leads to a negative agsin of up to —6 percentage points,
whereas a high level of unionization can lead tassociation of up to around 7 percentage
points. By contrast, in a context of high centraiian, the association is initially positive (at
about 4 percentage points per standard deviatianyddts slightly smaller and ultimately
becomes insignificant as unionization rises. Thdifigs for minimum income benefits
differ from those for unemployment benefits; thisra positive association between
minimum income benefits and unemployment for atithe very highest levels of
unionization when centralization is high. The resstill support the configuration
hypothesis, because minimum income benefits ace@isd with lower unemployment
when both unionization and centralization are lighpared to when just one of these
factors is high. But in absolute terms, minimunoime benefits are still positively
associated with unemployment except in extremeignined cases.

<Figure 4 about here>

In summary, the findings support the propositicat the effect of welfare benefits on
employment is moderated by the institutional insolgsider divide. Specifically, Models 2
and 4 show that the association between welfareflieand unemployment gets worse as
regulation increases, which seemingly confirmsrégaulation hypothesis. Yet in
accordance with the configuration hypothesis, Me&ehnd 5 qualify these findings. The
insider/outsider divide does not simply increasthwigher levels of regulation. Instead,
the specific constellation of institutions deterasrihe institutional insider/outsider divide
and thus moderates the association between bearfitanemployment.
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Stylized Regimes, Country Case Examples, and Leng-Associations

To make these results more concrete, | calculaedigtive figures of the association
between the respective benefit and unemploymeribtorstylized regime types based on
Models 3 and 5 (Table 1). The stylized regimesbarged on configurations of the three
institutions that determine the insider/outsidetidi: the EPL ratio, unionization, and
centralization. A “low” value is one standard deiia below the mean. A “high” value is
one standard deviation above the mean. These fidurther illustrate the main findings

and also explore the association between a changelfare benefits and the development
of unemployment in the long-term. They allow méneestigate the timing implications of
the disincentive perspective and the job-searclsidylperspective. This is relevant because
disincentives to work should arise immediately rafitenefit levels increase. By contrast,
job-search-subsidy effects are long-term in charathiey are based on the assumption that
better job matches and the improved employabifipbseekers will ultimately lead to

lower unemployment (Morel et al. 2012; Pollmann48thnd Biichel 2005). Figures 5 and
6 depict results for the stylized regimes and ldggedels of benefit changes (modeled
using lagged benefit indicators from 0 to 5 yegs|dull models can be found in Tables A2
and A3 in the online supplemem).t = 0, the figures illustrate Models 3 and 5 in Eabl

for the stylized regimes. At= 1 to 5, the figures show the association betveeehange in
benefits and a change in unemployment one to faarsonward®

Figure 5 shows unemployment benefits have by fantbst negative association with
unemployment when there is a low level of all thirestitutions that determine the
insider/outsider divide. However, as the findingsthe other regime types show, it is the
way the regulating institutions are configured tihettermines whether the association
becomes positive. In a regime with a low EPL ratiowhich the wage bargaining process
combines high unionization with high centralizatitime association is still negative. By
contrast, there is a positive association betweemiployment benefits and unemployment
in the two regimes that combine a high EPL ratithwither low unionization and high
centralization or high unionization and low cerigation.

<Insert Figure5 about here>

Figure 6 shows the associations between minimuomiecbenefits and unemployment for
the four stylized regimes. The main difference lestavthe findings on minimum income
benefit and those on unemployment benefit is thigtmg minimum income benefits is
associated with higher unemployment in three ofitlie stylized regimes instead of two. In
a regime with a low EPL ratio, high unionizationgdahigh centralization, there is a lower
positive association between minimum income besafiid unemployment than is found in
regimes with either high unionization and low cafigation or low unionization and high
centralization. Yet, as discussed when presentiggr€ 4, the association does not become
negative?’

<Insert Figure 6 about here>

In the stylized regimes, the association betweaefits and unemployment differs strongly
according to the configuration of labor marketitogions and the extent to which they
divide insiders and outsiders. Can we observe thaterns in real-typical country cases?

The most prominent country with a low level of umization and an above-average level of
centralization is Germany. After experiencing higtally high levels of unemployment up
to 2005, Germany saw its unemployment drop inalter [2000s. Looking at benefits, at
first glance neither unemployment benefits nor mimin income benefits changed much in
this period. However, reforms between 2003 and 200fed large sections of the
unemployed from more generous unemployment benefitsmparatively lower minimum
income benefits. The reforms also linked benefitsertlosely to active job-search efforts,

15



which were increasingly strictly monitored. At tk@me time, the reforms made it easier for
employers to create atypical jobs; for instanceylpestablished firms could use fixed-term
contracts for up to four years without having toypde a valid reason, and employers could
now create “mini-jobs,” that is, jobs with low hautow wages, and no benefits. This
period saw a steep increase in the EPL ratio. Theesjuent decrease in unemployment is
often described as a result of expansion in atygicgloyment. This development is in line
with this study’s findings: in the comparativelyalized German labor market, benefit
retrenchment was associated with lower unemploymeindividuals were forced to take
jobs they would perhaps have declined in anothetest.

Some countries, such as Ireland and Austria, becaone similar to Germany in their
institutional configuration in the later 2000s (ripslue to declining unionization), whereas
others, like Slovakia, had combined an above-aeeER) ratio, lower unionization, and
relatively high centralization for a longer time.line with the models, unemployment rose
steeply in Slovakia until 2005 and then decreaggihavhen minimum income benefits
were reduced.

The combination of above-average unionization amddentralization is rare. The United
Kingdom fit this constellation in the early 199@s,did Italy and Slovenia in some years.
Finland is the only country that was consistemntlyhis category. As the models suggest, a
steady retrenchment of unemployment benefits amihmim income benefits throughout
the 1990s and 2000s accompanied a consistent déclimemployment in Finland.

The Nordic countries—Denmark, Norway, and Swedere-vall known for their
combination of high unionization and centralizati®his configuration was also present in
Belgium, Austria, and Ireland until these countliesame more similar to Germany in the
later 2000s. All Nordic countries have cut backiithery generous welfare states to some
degree since the 1990s. Among them, Sweden is@mating case because it not only cut
benefits more substantially than did Denmark ornidoy, but it also developed a more
dualized labor market. Unionization has declinedrfrabove 85 percent in the 1990s to
below 70 percent in the later 2000s. Most drambyicas part of a reform package in 2006
that significantly lowered unemployment benefitenfr 72.5 percent to 62 percent of former
wages, wage bargaining was strongly decentralinedltae use of fixed-term contracts was
made easier (resulting in a higher EPL ratio). Aftesevere economic crisis, Swedish
unemployment levels consistently decreased urdiktirly 2000s, when they substantially
rose again, which prompted the reforms. The changes indeed accompanied by a
subsequent decrease in unemployment, possibly bedawering benefits works well in an
increasingly dualized labor market with more atgpjobs. However, the results of this
study suggest that Sweden has turned its backnaodal that could have been equally
successful in lowering unemployment but withoutré@asing labor market inequality.

Finally, the United States is the most obvious ¢ufitting the configuration, with low
levels of all three institutions that determine ith&ider/outsider divide. Hence, we would
expect increasing benefits to be associated witlelainemployment. Unemployment
benefits only changed from 58.5 to 54.5 percetiiénobservation period, but minimum
income benefits dropped from around 22 percenbtwtl5 percent of average wages. U.S.
unemployment rates dropped throughout the 1996s, lthiefly spiked in the early 2000s
before quickly decreasing; they only rose againnduthe economic crisis. The model
predictions are thus not completely borne out enthited States. This is probably because
the models do not aim to fully predict unemploymileuit to estimate the association
between benefits and unemployment while adjustimgpbtential confounding factors.
Because some important factors that influence sé@madinemployment are not included in
the models, and because the ceteris paribus comslitif the multivariate analysis are not
met, it is possible for unemployment to increaskeaalgh the specifications of the models
would predict a decline. However, the implicatisrthat increasing benefits would not have
harmed the development of unemployment in the dritiates. According to the models,
the quick recovery in U.S. unemployment after thisi€ was aided rather than hindered by
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the temporary increase in the generosity of therfgerey Unemployment Compensation
measure. The pattern observed in Switzerland, atopthat also has low levels of
regulation in respect to the three institutionts, five predictions better. Unemployment
benefits did not change substantially, but there avateady decrease in minimum income
benefits in relation to average wages. At the saime, unemployment increased from very
low levels of between 2 and 4 percent in the 198Qg to 6 percent in the 2000s.

As a last step, examining the lagged effects i€, it becomes evident that the
association between a change in unemployment hemefil unemployment tends toward
zero in all regime types. In some cases they arsignificantly different from zero after
some years. Similarly, Figure 6 shows that thefaefts for minimum income benefits
decrease over time. Yet, they remain significadifferent from zero except for the regime
type with a high EPL ratio, high unionization, dod centralization. Because the
associations tend to be strongest immediately aftdrange in benefits, and because there
are both negative and positive associations, tidirfgs for the lagged models do not
strongly support either the disincentive perspectivthe job-search-subsidy perspective. In
regime types with a high EPL ratio and either laviomization and high centralization or
high unionization and low centralization, the pesitassociation diminishes over time,
which we could interpret as an initial disincentaféect that is outweighed by job-search-
subsidy effects in the long run. This seems adtrdétowever, as the associations come
closer to zero in all four regime types. Inste&d, thange over time might be due to
institutional changes that the models cannot tat@account. For instance, there may be
additional benefits reform after some years, thasibg the results for all subsequent years.
Moreover, the time restrictions of the dataset edhe case numbers to go down with each
added lag.

Weighing the evidence, the findings indicate thatinstitutional context influences
whether disincentive effects outweigh job-seardhssily effects or vice versa. The
empirical evidence suggests that for job-searckidigs to come into effect, the labor
market needs to offer jobseekers attractive oppdi#s. When a large institutional
insider/outsider divide reduces quality job oppnities, generous benefits are a
disincentive to job search. There is no evidenegttie strong job protection and high
wages enjoyed by insiders serve as an added imedntiook for these positions in
countries with a strong insider/outsider dividetlsat increased job-search efforts might
ultimately make up for the lower job opportunitigsfact, only meager benefits force
jobseekers to take job offers they would otherwliseline.

DISCUSSION

This study investigated the effect of welfare bé&sefn unemployment. The dominant
disincentive perspective contends that generousfitemct as a disincentive to work and
increase unemployment. By contrast, proponentsejab-search-subsidy perspective
argue that generous benefits lead to better jolshreatand lower unemployment levels.
This article showed that the relationship dependthe institutional context. | demonstrate
that the disparity between EPL for permanent antpteary contract holders, and the
configuration of the wage bargaining process imteof unionization and centralization,
determine the institutional insider/outsider divated thereby moderate how unemployment
benefits and minimum income benefits affect unemplent. To test this proposition, the
analysis combined data from 20 European countni¢isd EULFS and from the United
States CPS from 1992 to 2009. | transformed theatsul cross-sectional data into pseudo-
panels to use fixed effects at the level of soaiealgraphic groups. The empirical findings
corroborate the main proposition of the article jibb-search-subsidy function of generous
benefits can indeed outweigh potential disincestieework, lowering unemployment at

the aggregate level. However, for job-search sigsith come into effect, the labor market
needs to offer jobseekers attractive opportunifié® labor market’'s capacity to provide
this type of labor demand depends on the positiadeantages labor market insiders
receive from the institutional context. When a &angstitutional insider/outsider divide
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diminishes quality job opportunities, the disinéeateffects of generous benefits seem to
prevail. Within such institutional contexts, meabenefits force jobseekers into
employment, possibly accepting job offers they wloatherwise decline.

The study makes three distinct contributions tolitbeature. First, it establishes the
institutional insider/outsider divide as a moderatbthe relationship between benefits and
unemployment. In a broader perspective, this suppsaholarship that points out the
existence of institutional interdependencies iriamatl economies (e.g., Amable 2003; Hall
and Soskice 2001; Iversen 2005). Second, by testm@ypothesis with indicators for
unemployment benefits and minimum income bendfitsanalysis extends beyond prior
work’s focus on unemployment insurance. | find vsimilar patterns for the relationship
between both benefits and unemployment, which sstgdkeir impact on job-search
processes follows similar mechanisms. Third, bpgigiseudo-panels, the study illustrates a
rarely used modeling technique. Comparative miek@ll datasets are rarely in panel form,
so applying this method in future studies and i8Rt existing evidence might prove
useful for comparative research.

Two important matters could not be tackled witliia scope of this study. First, the
analysis relied on a binary distinction between leyment and unemployment.
Distinguishing between different types of jobs ntigtovide further insights on the effect
of benefits on labor markets (Kalleberg 2011). Rrew studies indicate that in labor
markets with a large insider/outsider divide, jadgers are not only more likely to remain
out of employment, they are also more likely tceemttypical jobs (Biegert 2014; Fervers
and Schwander 2015; Schwander and Hausermann 204.3)e other hand, in several
countries, workers in low-wage jobs can receivefavelbenefits. Hence, in certain
contexts, benefits could subsidize low-wage joltiserathan providing job-search
subsidie€® Future studies that explore how benefits and lahemket institutions relate to
the quality of jobs could complement the presenafysis. Second, although the findings
suggest that unemployment benefits and minimumnrecbenefits work via similar
mechanisms, the emerging differences between thevavrant further study. This is
especially relevant because the dualization liteeadrgues that exclusive benefits, such as
unemployment insurance, can themselves be an aiteart of an insider/outsider labor
market (Emmenegger et al. 2012; Palier and TheddioR

The present study adds a crucial dimension toxttstieg research on the relationship
between the welfare state and unemployment. Ibkskes that lower levels of the
institutional insider/outsider divide make it pdssifor generous welfare benefits to have a
positive impact on unemployment. The results sugipes individuals are willing to work
despite monetary incentives as long as there aigctive job opportunities. The findings
have two important policy implications. First, thiég in with the claims of the flexicurity
literature (see Kalleberg 2011; Viebrock and Cla2@08; Wilthagen and Tros 2004). This
literature highlights the beneficial interactiortween a generous welfare state and a
flexible labor market. Proponents argue that suslitutional constellations enable high
levels of employment security, especially when comat with ALMP. Similarly, Thelen
(2014) describes an “embedded flexibilization,ihich generous benefits are necessary to
create employment security and to collectivizegbeial risk of job loss in a liberalized
labor market. The results of this study suggedtithplementing such strategies could help
achieve low unemployment while also providing higtels of social security in times of
joblessness.

Second, neither retrenching benefits nor deregugdéibor markets are necessarily
successful strategies to tackle unemployment. adstine study raises an additional
guestion, namely how to break down barriers betvilegiders and outsiders while retaining
the benefits of institutions that improve the posis of insiders. For instance, we know that
strong unions are crucial for better working coiodis and low wage inequality (Brady et

al. 2013; Freeman and Medoff 1984; Western and ifekkk2011). The results imply that
the insider/outsider divide does not simply mowvangla spectrum between flexibility and
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regulation, but in some configurations coordinatimes not inhibit the positive effects of
benefits for employment. The findings point to defiations that combine high levels of
economic security with better working conditiongldrigh and equal wages, without
excluding sections of the population from gainfulptoyment.
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Notes

1. In many countries, benefit levels are reduceet @f certain amount of time. The job-
search-subsidy argument focuses on initial levetseaefits for jobseekers, highlighting
their effect on the job-search period immediatélgrgob loss (e.g., Nelson and Stephens
2012). Long-term unemployed individuals might bscduraged or not employable.
Because this affects the intensity of their jolrelegjob-search-subsidy effects are less
likely.

2. There are different definitions of insiders andsiders in the literature. Early iterations
of insider/outsider theory used a snapshot perisgenh the labor force to define who is an
insider and who is an outsider. The employed ansidered insiders and the unemployed
are considered outsiders (Lindbeck and Snower 19883t of the dualization literature has
modified this definition by including temporary vkars in the group of outsiders (e.g.,
Rueda 2005). Thus, employed individuals can alsoutgiders, but they have a higher
propensity of future unemployment. Some contritmaito the dualization literature use a
life-course perspective (e.g., Schwander and Héneem 2013). Outsiders are understood
as individuals who are more likely to experiencemployment and precarious work
situations over their careers. According to thirdion, unemployed individuals could be
insiders if they only experience a short spell mémployment between permanent jobs.
The life-course definition is helpful, for instanaghen investigating the policy preferences
of insiders and outsiders. Here, | am interestdwbin benefits affect the unemployed, that
is, individuals who are outsiders at this very matevhich is why the snapshot definition
is more appropriate. More importantly, differenbesween the snapshot definition and the
life-course definition do not directly affect there of the proposed theoretical argument,
because it is not about complete congruence bettheatmemployed and outsiders but
about how benefits affect jobseekers’ search psoard how the insider/outsider divide
affects the availability of attractive jobs for gdekers.

3. lversen (1998) convincingly argues that thetimteship between unions, the wage
bargaining system, and economic outcomes sucheasployment depends on the given
monetary policy regime. To test whether monetaficp@ffects the relationships proposed
here, | ran a robustness check adjusting for celmtirsk independence (see Table B7 and
Figure B2 [“Incl. Central Bank Indep.”] in the oné& supplement). Inclusion of this
indicator does not yield substantively differerguiks.

4. Depending on the macro-economic context, beiaéficitcomes for insiders could
include alternatives to wage increases such aghjgb security. Either way, these
bargaining outcomes will decrease quality job oppaties for jobseekers.

5. The code for the dataset and analyses is alaitabthe author’s webpage.
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6. As a robustness check, | conducted the analgaig random-effects models, which use
between variation as well. The results do not suttistely differ (see Table B12 and Figure
B3 [‘Random Effects Models”] in the online supplamje

7. Clustering standard errors at the country ontrgtyear level, the main findings remain
unchanged, albeit modestly less significant. Intla@orobustness check (available from the
author), | ran the models using a multilevel speatfon that also confirmed the findings
(for a similar approach, see Jeeger 2013).

8. Rather than modeling national unemployment nagirately, group-level
unemployment rates approximate individual-levelrap®yment. In the absence of real
individual panel data, this is a preferable waynafdeling the proposed macro-micro
mechanisms. When | aggregate the unemploymentaétbs various sociodemographic
groups at the country-year level, they are stghty correlated (.89) with the official
numbers from the OECD, which confirms the validifithe data used here.

9. | also use the data structure to run a robustoesck on the subsample of low-educated
individuals to see whether disincentive effectssirenger among individuals with lower
wage expectations (see Table B8 and Figure B2 [“Ealucated Sample”] in the online
supplement).

10. Because of the restriction to working-age @.64) individuals, 1928 is the first year an
individual could be born and still enter the sanipl&992. 1994 is the last year an
individual could be born and enter the sample leefoe end of 2009.

11. | selected the countries according to the abdity of micro data and macro indicators.
These are the countries in alphabetical order:rfyselgium, Czech Republic, Denmark,
Estonia, Finland, France, Germany, Hungary, Irel¢tatly, the Netherlands, Norway,
Portugal, Slovakia, Slovenia, Spain, Sweden, Swind, United Kingdom, and the United
States. Data collection for France starts in 19®3Austria, Finland, and Sweden in 1995;
for the Netherlands, Norway, and Switzerland in@,98r Hungary in 1997; for Slovakia in
1998; for Estonia in 2003; and for Slovenia in 20D4ta from 1998 are dropped for Ireland
and the United Kingdom due to missing informationealucation.

12. I ran robustness checks in which | coded oggpondents who worked at least 35 hours
a week or more as being employed. This alternaiodel reveals some differences from
the main analysis, which | discuss in the onlinggd@ment (see also Table B9 and Figure
B2 [“<35 Hours + Unemployed™]).

13. The definition of the dependent variable exekipbbless individuals who are not
actively seeking a job, that is, the inactive. Reibhass checks using the nonemployment
rate and the inactivity rate as dependent variatdd results that, in line with the
theoretical expectations, imply that inactive indials are less affected by benefits and
labor market institutions than are the unemployee (Tables B10 and B11, Figure B3
[“Inactive” and “Nonemployed”], and the discussiorthe online supplement).

14. To increase case numbers, we could think ofnamyber of further time-constant
determinants of cohort membership or use a moeednained grouping of birth cohorts.
Some possibilities, such as race or place of bartd,not available for the full sample. More
importantly, this would reduce robustness in th@soeement of aggregated time-varying
cohort-level variables, such as the unemploymeat ra

15. Because some countries consistently have lagger numbers than others, this
procedure might increase their weight in the anslged thus bias the results. | ran the
models without the weights and did not find meahihdifferences (see Table B13 and
Figure B3 [“Without Weights”] in the online supplemt).
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16. Other components of unemployment benefits naffiect their overall generosity, such
as benefit duration, eligibility criteria, and coage. | ran robustness checks with an
indicator that comprehensively included these camepts but was not available for the full
set of countries (Scruggs, Jahn, and Kuitto 201f¢und some differences, which | discuss
in the online supplement (see Table B1 and Figur¢'Bnemp. Benefit Generosity”]).

17. I ran robustness checks using the indicatoERIL for permanent contracts instead of
the ratio and controlling for EPL for temporary traets. The differences in the results
indicate that the disparity in EPL for permanenitcacts and temporary contracts is more
important for the insider/outsider divide and tifieet of benefits on unemployment than
the overall level of EPL (see Table B6 and Figuge[EEPL Permanent Contracts”] in the
online supplement).

18. Centralization is a concept closely relateddiporatism (although the two are not
interchangeable, see Calmfors and Driffill 198&an robustness checks using an indicator
for corporatism instead of centralization (Jahn801found only minor differences, which

| discuss in the online supplement (see Table BbRagure B1 [“Corporatism’]).

19. There are gaps in the time series for covelagarder not to lose observations, |
interpolate values linearly.

20. Coverage might moderate unionization effects $imilar way to centralization.
Furthermore, some countries known for their strimsgder/outsider divides, such as
France, Portugal, and Spain, show high coverabewdth centralization is rather low. | ran
robustness checks including interactions with cagerinstead of centralization and found
slight differences, which | discuss in the onlingglement (see Table B4 and Figure B1
[‘Coverage™).

21. Another potentially relevant confounder is thhganization of unemployment benefits
in a Ghent system, where unions administer theftisneran a robustness check excluding
the four Ghent countries (Belgium, Finland, Denm&weden); it did not yield
substantively different results (see Table B3 aigdife B1 [“Without Ghent Countries”] in
the online supplement).

22. The figures use the overall difference in tididators between two time points: 1992
and 2009. Thus, the figures do not show the subtistarariance in the years between these
two time points within countries (see Table Alhe bnline supplement).

23. In 2009, the unemployment rate in many countrias already affected by the global
economic crisis. Using other time frames produd#erént change rates. However, the
overall pattern for the bivariate relationshipswestn benefits and unemployment rates is
robust.

24. Judging from the figures, there might be sirglentries strongly driving the
association between changes in benefits and chamgeemployment. | ran the models for
unemployment benefits without Italy and Sweden twedmodels for minimum income
benefits without the Czech Republic, Italy, and 8ere(see Table B2 and Figure B1
[“Without Potential Outliers™] in the online suppient). Excluding these potential outliers
did not substantively change the main findings.

25. The coefficient became insignificant and dracadlyy diminished in size when | ran the
models without wave dummies. This might hint atgmbial shortcomings in previous
studies, as many did not adjust for global trefB#dt and van Ours [2004] being an
exception).
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26. The lagged independent variable models dealtwid® more concerns. First, politicians
might increase welfare benefits to appease a ggpapulation of unemployed people.
Hence, there might be reverse causality. Secormhuse measurement on the micro level is
spread over the whole year, information on indigidulabor market status might stem

from a time point before policy changes took plaldee order of events might thus be
corrupted in some cases.

27. Additional analyses investigating potentiallieus indicate that this prediction changes
and becomes more similar to the predictions fomypieyment benefits when excluding
Sweden, Italy, and the Czech Republic (see Tablar®2Figure B1 [“Without Potential
Qutliers”] in the online supplement).

28. See the discussion of robustness checks usiaieanative dependent variable that
only codes individuals with at least 35 work hoassemployed (Table B9 and Figure B2
[“<35 Hours + Unempl.”] in the online supplement).

References

156 Congressional Record. 2010. Statement of SedatoKyl speaking for the Tax
Extenders Act of 2009 on March 1, 2010, to the $é&hate, H.R. 4213, 111th Cong., 2nd
sessCongressional Record. 156, pt. 27:845.
(https://www.congress.gov/crec/2010/03/01/CREC-203@1-senate.pdf).

Allison, Paul D. 2009Fixed Effects Regression Modélol. 160. Los Angeles: Sage.

Amable, Bruno. 2003The Diversity of Modern Capitalismdxford, UK: Oxford University
Press.

Atkinson, Anthony B., and John Micklewright. 199WUnemployment Compensation and
Labor Market Transitions: A Critical ReviewJburnal of Economic Literaturg29(4):1679—
1727.

Avdagic, Sabina, and Paola Salardi. 2013. “Tenldnis. Labour Market Institutions and
Unemployment in Advanced and New Market Economig8sgio-Economic Review
11(4):739-69.

Baccaro, Lucio, and Diego Rei. 2007. “InstitutioBeterminants of Unemployment in
OECD Countries: Does the Deregulatory View Hold &vat International Organization
61(3):527-69.

Baker, Dean, Andrew Glyn, David R. Howell, and J&ammitt. 2005. “Labor Market
Institutions and Unemployment: A Critical Assessirgfithe Cross-Country Evidence.”
Pp. 72-118 iFighting Unemployment: The Limits of Free Marketi@doxy edited by D.
Howell. New York: Oxford University Press.

Barbieri, Paolo. 2009. “Flexible Employment andduelity in Europe.’European
Sociological Review5(6):621-28.

Barbieri, Paolo, and Giorgio Cutuli. 2016. “Emplognmt Protection Legislation, Labour
Market Dualism, and Inequality in Europé&lUropean Sociological Revie32(4):501-516.

Bassanini, Andrea, and Romain Duval. 2009. “Unempient, Institutions, and Reform

Complementarities: Re-Assessing the Aggregate Beléor OECD CountriesOxford
Review of Economic Polib(1):40-59.

22



Belot, Michele, and Jan C. van Ours. 2004. “DoesRkcent Success of Some OECD
Countries in Lowering Their Unemployment Ratesini¢he Clever Design of Their Labor
Market Reforms?Oxford Economic Papers6(4):621-42.

Bentolila, Samuel, Pierre Cahuc, Juan J. Doladd, Tdmomas Le Barbanchon. 2012. “Two-
Tier Labour Markets in the Great Recession: Frareceus Spain.The Economic Journal
122(562):F155-F187.

Bertola, Giuseppe, Francine D. Blau, and Lawrenc&&hn. 2007. “Labor Market
Institutions and Demographic Employment Patterdsurnal of Population Economics
20(4):833-67.

Biegert, Thomas. 2014. “On the Outside Looking Tm&nsitions out of Non-Employment
in the United Kingdom and Germanyldurnal of European Social Poli&A4(1):3-18.

Blyth, Mark. 2002 Great Transformations. Economic Ideas and Instingl Change in the
Twentieth CenturyCambridge, UK: Cambridge University Press.

Bonoli, Giuliano. 2010. “The Political Economy ot#ve Labor-Market Policy.Politics
& Society38(4):435-57.

Brady, David, Regina S. Baker, and Ryan Finnig@&132 “When Unionization Disappears:
State-Level Unionization and Working Poverty in theited States.American
Sociological Review8(5):872—-96.

Card, David, Andrew Johnston, Pauline Leung, AlekarMas, and Zhuan Pei. 2015. “The
Effect of Unemployment Benefits on the Duratiorsfemployment Insurance Receipt:
New Evidence from a Regression Kink Design in Mis§d2003-2013.’American
Economic Review05(5):126-30.

Calmfors, Lars, and John Driffill. 1988. “Centraltion of Wage Bargaining Economic
Policy 3(6):13-61.

Davidsson, Johan Bo, and Patrick Emmenegger. 20E3ending the Organisation, Not
the Members: Unions and the Reform of Job Secuagislation in Western Europe.”
European Journal of Political Researé2(3):339-63.

Deaton, Angus. 1985. “Panel Data from Time SerféSross-Sections.Journal of
Econometric80(1-2):109-26.

DiPrete, Thomas A., and Patricia A. McManus. 206@mily Change, Employment
Transitions, and the Welfare State: Household Ire@ynamics in the United States and
Germany.”American Sociological Revie®b(3):343-70.

Doeringer, Peter B., and Michael J. Piore. 19@ternal Labor Markets and Manpower
Analysis.Lexington, MA: D.C. Heath and Co.

Eichhorst, W., and P. Marx. 2011. “Reforming Gerrhabour Market Institutions: A Dual
Path to Flexibility.”Journal of European Social Poli&A(1):73-87.

Emmenegger, Patrick, Silja Hausermann, Bruno Paliet Martin Seeleib-Kaiser. 2012.
The Age of Dualization: The Changing Face of Inditpian Deindustrializing Societies
Oxford, UK: Oxford University Press.

Estevez-Abe, Margarita, Torben lversen, and Dawiski&e. 2001. “Social Protection and
the Formation of Skills: A Reinterpretation of t&elfare State.” Pp. 14583 \rarieties of

23



Capitalism: The Institutional Foundations of Comative Advantageedited by P. A. Hall
and D. Soskice. Oxford, UK: Oxford University Press

Fervers, Lukas, and Hanna Schwander. 2015. “Arsi@ars Equally out Everywhere? The
Economic Disadvantage of Outsiders in Cross-NatiBeaspective.'European Journal of
Industrial Relation®1(4):369-387.

Flood, Sarah, Miriam King, Steven Ruggles, andabd®t Warren. 20139ntegrated Public
Use Microdata Series, Current Population Surveysite 4.0.[Machine-readable
database]. Minneapolis: University of Minnesota.

Freeman, Richard B., and James L. Medoff. 198Hdat Do Unions DoNew York: Basic.

Gangl, Markus. 2003. “The Only Way Is Up? Employm@rotection and Job Mobility
among Recent Entrants to European Labour MarkEtg:dpean Sociological Review
19(5):429-49.

Gangl, Markus. 2004. “Welfare States and the Séf@cts of Unemployment: A
Comparative Analysis of the United States and V&&smany.”American Journal of
Sociology109(6):1319-64.

Gangl, Markus. 2006. “Scar Effects of Unemploymeut:Assessment of Institutional
Complementarities.American Sociological Reviewd:986—1013.

Garriga, Ana C. 2016. “Central Bank IndependendhénWorld: A New Data Set.”
International Interactiongt2(5):849—68.

Gebel, Michael, and Johannes Giesecke. 2011. “Listaoket Flexibility and Inequality:
The Changing Skill-Based Temporary Employment anérdployment Risks in Europe.”
Social Force®901:17-40.

Gebel, Michael, and Johannes Giesecke. 2016. “Deesgulation Help? The Impact of
Employment Protection Reforms on Youths’ Unemplogtrend Temporary Employment
Risks in Europe.European Sociological Revie3®2(4):486-500.

Goldthorpe, John H. 1984. “The End of Converge@mporatist and Dualist Tendencies
in Modern Western Societies.” Pp. 315-4®irer and Conflict in Contemporary
Capitalism edited by J. H. Goldthorpe. Oxford, UK: Clarend@ness.

Gornick, Janet C., Marcia K. Meyers, and KatherifRBss. 1997. “Supporting the
Employment of Mothers: Policy Variation across Rean Welfare StatesJournal of
European Social Policy(1):45-70.

Hall, Peter A., and David Soskice. 2001. “An Intugtion to Varieties of Capitalism.” Pp.
1-68 inVarieties of Capitalism: The Institutional Foundats of Comparative Advantage
edited by P. A. Hall and D. Soskice. Oxford, UK:f@xl University Press.

Hausermann, Silja, and Hanna Schwander. 2012. &¥iasi of Dualization? Labor Market
Segmentation and Insider-Outsider Divides AcrosgifRes.” Pp. 27-51 iithe Age of
Dualization: The Changing Face of Inequality in Baustrializing Societiesedited by P.
Emmenegger, S. Hausermann, B. Palier, and M. $ekhiser. Oxford, UK: Oxford
University Press.

Hicks, Alexander, and Lane Kenworthy. 1998. “Coeaypien and Political Economic

Performance in Affluent Democratic Capitalismferican Journal of Sociology
103(6):1631-72.

24



Hipp, Lena, and Kathrin Leuze. 2015. “Determinaft8Vorking Time Differences within
Couples in Europe and the U.KZfSS Kolner Zeitschrift fir Soziologie und
Sozialpsychologié7(4):659-84.

Howell, David R., and Bert M. Azizoglu. 2011. “Unptayment Benefits and Work
Incentives: The US Labour Market in the Great Reiogs’ Oxford Review of Economic
Policy 27(2):221-40.

Howell, David R., and Miriam Rehm. 2009. “Unemplogmt Compensation and High
European Unemployment: A Reassessment with Newfiénéicators.” Oxford Review of
Economic Policy25(1):60-93.

ILO. 1982. “Resolution Concerning Statistics of Eeonomically Active Population,
Employment, Unemployment and Underemployment, Aedfity the Thirteenth
International Conference of Labour Statisticiai®gtrieved February 2, 2016
(http://ec.europa.eu/eurostat/ramon/coded_filesfama _en.pdf).

Iversen, Torben. 1998. “Wage Bargaining, Hard Moargt Economic Performance:
Theory and Evidence for Organized Market EconorhiBstish Journal of Political
Science?8(1):31-61.

Iversen, Torben. 199@ontested Economic Institutions: The Politics ofcké&conomics
and Wage Bargaining in Advanced Democracteambridge, UK: Cambridge University
Press.

Iversen, Torben. 200&apitalism, Democracy, and Welfait@ambridge, UK: Cambridge
University Press.

Jacobs, David, and Lindsey Myers. 2014. “Union 183tk, Neoliberalism, and Inequality:
Contingent Political Analyses of U.S. Income Di#faces since 1950American
Sociological Review9(4):752—74.

Jeeger, Mads Meier. 2013. “The Effect of Macroecoraand Social Conditions on the
Demand for Redistribution: A Pseudo Panel Apprdadburnal of European Social Policy
23(2):149-63.

Jahn, Detlef. 2014. “Changing of the Guard: TreindSorporatist Arrangements in 42
Highly Industrialized Societies from 1960 to 2018dcio-Economic Reviet(1):47-71.

Kalleberg, Arne L. 2011Good Jobs, Bad Jobs: The Rise of Polarized anddri@aes
Employment Systems in the United States, 197@0@s2New York: Russell Sage
Foundation.

Kalleberg, Arne L., Michael Wallace, and RoberfRhauser. 1981. “Economic
Segmentation, Worker Power, and Income Inequaliyierican Journal of Sociology
87(3):651-83.

Lalive, Rafael. 2007. “Unemployment Benefits, Unéoyment Duration, and Post-
Unemployment Jobs: A Regression Discontinuity Aggto” American Economic Review
97(2):108-112.

Layard, Richard, Stephen J. Nickell, and Richaakdean. 2005Unemployment.

Macroeconomic Performance and the Labour Marketford, UK: Oxford University
Press.

25



Lindbeck, Assar, and Denis J. Snower. 198& Insider-Outsider Theory of Employment
and Unemploymen€ambridge, MA: MIT Press.

Meyer, Bruce D. 1990. “Unemployment Insurance anétdployment Spells.”
Econometriceb8(4):757-82.

Morel, Nathalie, Bruno Palier, and Joakim Palmel20 owards a Social Investment
Welfare State? Ideas, Policies and Challen@gstol, UK: Policy Press.

Nelson, Kenneth. 2010. “Social Assistance and Mimmincome Benefits in Old and New
EU Democracies.International Journal of Social Welfa9(4):367—78.

Nelson, Moira, and John D. Stephens. 2012. “Do&devestment Policies Produce More
and Better Jobs?” Pp. 205-234Tiowards a Social Investment Welfare State? Ideas,
Policies and Challengegdited by N. Morel, B. Palier, and J. Palme. 8tjdJK: Policy
Press.

Neugebauer, Martin. 2015. “The Introduction of Belolh Degrees and the Under-
representation of Students from Low Social Origitdigher Education in Germany: A
Pseudo-Panel ApproactEuropean Sociological Reviedd (5):591-602.

Nickell, Stephen. 1997. “Unemployment and Labor kéaRigidities: Europe versus North
America.” Journal of Economic Perspectiveé$(3):55-74.

Noelke, Clemens. 2016. “Employment Protection Uagjisn and the Youth Labour
Market.” European Sociological Revie3®2(4):471-85.

OECD. 1994. “The OECD Jobs Study: Facts, AnalySistegies (1994).” Retrieved
November 28, 2011 (http://www.oecd.org/dataocec&t/A041679.pdf).

OECD. 2006. “Reassessing the Role of Policies aatitlitions for Labour Market
Performance: A Quantitative Analysis.” Pp. 207—28Employment Outlogledited by
OECD. Paris: OECD.

Palier, Bruno, and Kathleen Thelen. 2010. “Insidodlizing Dualism: Complementarities
and Change in France and Germamolitics & Society38(1):119-48.

Pfeifer, Michaela. 2012. “Comparing UnemploymenttBction and Social Assistance in 14
European Countries: Four Worlds of Protection feofte of Working Age.International
Journal of Social Welfar@1(1):13-25.

Pollmann-Schult, Matthias, and Felix Biichel. 200memployment Benefits,
Unemployment Duration and Subsequent Job Qualitiddhce from West GermanyActa
Sociologicad48(1):21-39.

Rueda, David. 2005. “Insider—Qutsider Politicsndustrialized Democracies: The
Challenge to Social Democratic Partie&rherican Political Science Reviéd9(1):61-74.

Rueda, David. 2014. “Dualization, Crisis and thelfafe State."Socio-Economic Review
12(2):381-407.

Rueda, David, and Jonas Pontusson. 2000. “Wagedtiggand Varieties of Capitalism.”
World Politics52(3):350-83.

Schmieder, Johannes F., and Till von Waechter. 201& Effects of Unemployment

Insurance Benefits: New Evidence and Interpretdtidnnual Review dEconomics
8(1):547-581.

26



Schwander, Hanna, and Silja Hausermann. 2013. “Whoand Who Is Out? A Risk-
Based Conceptualization of Insiders and Outsidésutnal of European Social Policy
23(3):248-69.

Scruggs, Lyle, Detlef Jahn, and Kati Kuitto. 20"@omparative Welfare Entitlements
Dataset 2. Version 2014-03.” University of Conneuti& University of Greifswald.

Sjoberg, Ola. 2000. “Unemployment and UnemploynBariefits in the OECD 1960—
1990: An Empirical Test of Neo-Classical Economiedry.” Work, Employment &
Societyl4(1):51-76.

Sgrensen, Aage B., and Arne L. Kalleberg. 1981. QArtline of a Theory of the Matching
of Persons to Jobs.” Pp. 49-749aciological Perspectives on Labor Markegdited by I.
Berg. New York: Academic Press.

Streeck, Wolfgang. 199&ocial Institutions and Economic Performance. Stsiaif
Industrial Relations in Advanced Capitalist EconesiLondon, UK: Sage.

Thelen, Kathleen. 200How Institutions Evolve: The Political Economy &flIS in
Comparative-Historical PerspectivBlew York: Cambridge University Press.

Thelen, Kathleen. 2014arieties of Liberalization and the New PoliticsSidcial
Solidarity.New York: Cambridge University Press.

van Ours, Jan C., and Milan Vodopivec. 2006. “Hdwi$ening the Potential Duration of
Unemployment Benefits Affects the Duration of Undoayment: Evidence from a Natural
Experiment.”Journal of Labor Economic®4(2):351-78.

van Vliet, Olaf, and Koen Caminada. 2012. “Unempheyt Replacement Rates Dataset
among 34 Welfare States, 1971-2009. An Update nSida and Modification of the
Scruggs’ Welfare State Entitlements Data SEelijobs Special Report No.2/January 2012.

Venn, Danielle. 2009. “Legislation, Collective Banging and Enforcement.” Vol. No. 89.
OECD Social, Employment and Migration Working Paper

Verbeek, Marno, and Francis Vella. 2005. “Estimgidynamic Models from Repeated
Cross-Sections.Journal of Econometric§27(1):83-102.

Viebrock, Elke, and Jochen Clasen. 2008. “Flextguand Welfare Reform: A Review.”
Socio-Economic Revie#(2):305-331.

Visser, Jelle. 2013CTWSS: Database on Institutional CharacteristitS@mde Unions,
Wage Setting, State Intervention and Social Pac8tiCountries Between1960 and 2012.
Amsterdam Institute for Advanced Labour Studies 8]Amsterdam.

Western, Bruce. 1998. “Institutions and the Labarkét.” Pp. 224—-43 ithe New
Institutionalism in Sociologyedited by M. C. Brinton and V. Nee. New York: Rek Sage
Foundation.

Western, Bruce, and Jake Rosenfeld. 2011. “UniNpbsms, and the Rise in U.S. Wage
Inequality.” American Sociological Reviews(4):513-37.

Wilthagen, Ton, and Frank Tros. 2004. “The ConadpElexicurity’: A New Approach to
Regulating Employment and Labour MarkefBransfer10(2):166—86.

27



Wright, Erik O. 2000. “Working-Class Power, Capg&iClass Interests, and Class
Compromise.’American Journal of Sociology05(4):957-1002.

Wulfgramm, Melike, and Lukas Fervers. 2015. “Uneoyphent and Subsequent

Employment Stability: Does Labour Market Policy k&aP” Socio-Economic Review
13(4):791-812.

28



Table 1. Fixed-Effects Regressions of Unemployment on Welenefits and Their Interactions with the
Institutional Insider/Outsider Divide

Model 1 Model 2 Model 3 Model 4 Model5
Unemployment Benefits —-.011*  —010* —-.005 —.010** —-.008*
(.004) (.003) (.003) (.003) (.003)
Unempl. Benefits x EPL ratio .008*** .009***
(.002) (.002)
Unempl. Benefits x Unionization .010%** .015%**
(.002) (.002)
Unempl. Benefits x Centralization .002 .006*
(.003) (.003)
Unempl. Ben. x Union. x Cent. —.021%**
(.003)
Minimum Income Benefits .003 .003 .004 -.002 .007
(.003) (.003) (.003) (.003) (.004)
Min. Inc. Ben. x EPL ratio .010%*=* .006***
(.002) (.002)
Min. Inc. Ben. x Unionization .010%** .015%**
(.003) (.003)
Min. Inc. Ben. x Centralization .023%*=* .020%**
(.004) (.004)
Min. Inc. Ben. x Union. x Cent. —.023%**
(.005)
Union. x Centralization —.029%** —.021 %
(.004) (.004)
EPL ratio —.003* .008*** .0Q7*** .000 -.001
(.001) (.002) (.002) (.001) (.001)
Unionization —.032** —.032%** -.013 —.050%** —.045%**
(.010) (.009) (.009) (.010) (.011)
Centralization .028*** .019*** 021 *** .006 QL 7***
(.005) (.005) (.005) (.005) (.005)
Coverage —.001 .016** .015* .010 —.002
(.006) (.006) (.006) (.006) (.006)
ALMP —.014%rxx —.016*** —.017%* —.013%** —.012%*
(.002) (.002) (.002) (.001) (.001)
Labor Taxes .003 .003 .003 .008** .009**
(.003) (.003) (.003) (.003) (.003)
Childcare —.009*** —.014%** —.013%* —.012%* —.005*
(.002) (.002) (.003) (.002) (.002)
Output Gap —.018**  — Q15*** —.014%** —.016%** —.016***
(.001) (.001) (.001) (.001) (.001)
Marital Status —.040%*  —.040%** —.041 %+ —.040%** —.041 %
(.004) (.003) (.003) (.003) (.003)
Wave Dummies yes yes yes yes yes
N 1,579 1,579 1,579 1,579 1,579
Observations 18,266 18,266 18,266 18,266 18,266
R? (within) .335 .340 .348 .348 .355

Note: Coefficients and (panel robust standard erroshfOLS fixed-effects regressions. Constants notvaho
*p < .05; *p < .01; ***p < .001 (two-tailed tests).
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Figure 1. Changes in Unemployment Rates and Unemployment fBerfeom 1992 to
2009 in 21 Countries

Note: Change scores for unemployment and unemploymemiefile computed as
differences between 1992 and 2009 (due to missatg, dirst observation is 1994 for SK
and CZ, 1995 for HU, 1996 for PT, 2000 for EE, 2002 for Sl).
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Figure 2. Changes in Unemployment Rates and Minimum IncomeeBts from 1992 to
2009 in 21 Countries

Note: Change scores for unemployment and unemploymemiefie computed as
differences between 1992 and 2009 (due to missatg, dirst observation is 1994 for SK
and CZ, 1995 for HU, 1996 for PT, 2000 for EE, 2002 for SI).
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Figure 3. Marginal Effects of Unemployment Benefits on Uneayphent Rates across
Levels of EPL Ratio, Unionization, and Centralinati
Note: Marginal effects computed on the basis of Modéde® Table 1). The range of

computed marginal effects is determined by emditeaels of EPL, unionization, and

centralization.
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Figure 4. Marginal Effects of Minimum Income Benefits on Ungloyment Rates across
Levels of EPL Ratio, Unionization, and Centralinati
Note: Marginal effects computed on the basis of Modédee Table 1). The range of

computed marginal effects is determined by emgditesels of EPL, unionization, and

centralization.
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Figure5. Lagged Marginal Effects (up to five years) of Undoyment Benefits on
Unemployment Rates across Configurations of EPlioRENhionization, and Centralization
Note: Marginal effects computed on the basis of Modéde® Table 1) including lagged
indicators of unemployment benefits up to five ypel@ee Table A2 in the online
supplement). Low EPL ratio, unionization, centrafian = mean — standard deviation. High
EPL ratio, unionization, centralization = mean anstard deviation.
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Figure 6. Lagged Marginal Effects (up to five years) of Minim Income Benefits on
Unemployment Rates across Configurations of EPlioREhionization, and Centralization
Note: Marginal effects computed on the basis of Mod@de® Table 1) including lagged
indicators of minimum income benefits up to fiveaye (see Table A3 in the online
supplement). Low EPL ratio, unionization, centrafian = mean — standard deviation. High
EPL ratio, unionization, centralization = mean anstard deviation.
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