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1. Introduction

2004: „Most important labour-market reform since the war“ 
in Germany (Economist)

Æ Since 2005: about 2.5 millions mostly long-term 
unemployed receive tax financed and means-tested 
unemployment benefit II 

Æ Furthermore: TNIT (time-restricted earnings 
supplement) may be granted by case managers
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This paper is about field experiments with TNIT between 
1999 and 2002 in Germany:

� 7 social experiments with randomized control groups 
(e.g. Freiburg, Fulda, Kassel): 
Æ first social experiments in Germany

� 3 quasi-experiments with site-randomized comparison 
groups in the same local labour market (Frankfurt, 
Boeblingen and Mannheim)

� 6 field experiments without control groups

1. Introduction



1. Harrison/List: Field experiments (JEL 2004) are 
somewhat unclear with respect to social experiments 
and do not mention quasi-experiments

For Clarification



2. TNIT avoids disadvantages of NIT by targeting on 
means-tested (long-term) unemployed and time-
restriction:

In fact, TNIT is a time-restricted earnings supplement,
Æ i.e. a means-tested in-work benefit with time 

restriction with a deadweight, displacement and entry 
effect minimizing design

Æimplemented within the German welfare system

Note:  TNIT works via wage progression and human capital 
investment (see Blundell 2002)



2. Poverty trap in the German public assistance system

Note: break-even gross income up to 5,105 Deutschmarks 
for families with two and more children



3. How TNIT worked in the city of Mannheim

Main features:
1. Target group: Means-tested unemployed
2. Employee subsidy (earnings supplement)
3. Time-restriction which varies between household types



The Targeted Negative Income Tax (TNIT) in 
Mannheim 2000





TNIT: Incentives and disincentives

� High, but maybe still too low incentives for participation
� Note that the German means-test is very tough so that 

entry effects should be low
� Note that the 50 % Benefit Reduction Rate (BRR) is the 

effective BRR due to the within-welfare-system design



4. Implementation, Experimental Design 
and Data

� Non-random site selection
� Some sites were truly a positive selection which causes 

problems for external validity
� Focus on quasi-experiment in Mannheim where data 

quantity and quality was sufficient for a 
microeconometric analysis



� Site-randomized control group in the same local labour 
market

� Program district in the northern part of Mannheim
� Comparison district in a comparable southern part on 

Mannheim
� Program and comparison group are comparable due to 

t-tests on important observables

Administrative data complemented by some survey data



5. Treatment, Outcome, and Identification

Treatment:

Information about the potential earnings supplement in 
case of participation in the private labour market

Check by survey:
Did the program group understand the program 
(proxy for receipt of treatment) 

Result: Program group understood the basic idea



Outcome:

� Participation: available
� Income: available
� Hours of work: not available
� Duration of jobs after time limit: not available 

5. Treatment, Outcome, and Identification



Identification:

Fundamental evaluation problem:
Not observable counterfactual

Treatment effect
(1) Δi=Y1i-Y0i

Average treatment effect on the treated (ATT)
(2) ATT=E(Y1-Y0|D=1)=E(Y1|D=1)-E(Y0|D=1)

5. Treatment, Outcome, and Identification



5. Treatment, Outcome, and Identification

Selection bias
(3) E(Y0|D=1) ≠E(Y0|D=0)

Identification due to selection-on-observables 
assumption

Conditional Independence Assumption
(4) Y0 D|X
common support condition
(5) Pr (D=1|X)<1



Is the assumption plausible?

HIT (1997) and HIST (1998) set up criteria for comparison 
group data quality:

- Same data source for program and comparison 
group: fulfilled

- Program and comparison group reside in the same 
local labour market: fulfilled

- Data contain a rich set of covariates: only partly 
fulfilled, do not observe individual employment 
history and pre-program data

Quality checks for matching are not feasible

Solution: We restrict to Probit and Tobit, PSM confirmed 
results



� If one accepts the plausibility of the selection-on-
observables assumption,

ÆThen average marginal effect Probit estimation of the
program dummy could be interpreted as ATE 



6. Results:
Descriptive 

Statistics



Probit Models for overall employment (average 
marginal effects)



Notes: Administrative data, Mannheim 2000, p-values in parentheses. ***/**/* indicate 
statistical significance at the 1.5 and 10 percent level, respectively.



Marginal effects for model (1) – Results from ML Tobit 
estimations





7. Conclusion

� Incentives matter – even in Germany
� Paradigm change is observable
� “Job summit meeting” in March: Red-green coalition and 

opposition agreed to improve incentives for 2.5 (long-
term) unemployed

� But Germany is still far from a convincing basic income 
scheme

� Æ Still work for labour market economists ☺
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