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Summary: There is a longstanding debate on thensagas of quasi-markets for placement
services for the unemployed compared to a publigaetance of such services. In Germany, the
insurance-funded branch of the Public Employmemnti&e (PES) usually assigns hard-to-place
unemployed persons to private providers of intéediplacement services after some months of
unemployment. During 2009, a randomized field expent has been implemented to investi-
gate if such services might more effectively bevted in-house by the PES. We present first
results from this experiment and show that haléaryafter random assignment, in-house provi-
sion resulted in a significantly lower share in mmpboyment and significantly fewer cumulated
days in unemployment. The positive effect arisesnfexits into employment as well as from
withdrawals from the labor market. However, in mgaar non-benefit recipients of in-house

services withdraw more often from unemployment aiitfinding a job.
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1 I ntroduction

According to the OECD, public employment servicBE$) are concerned with three main
functions (OECD 2001). The first function is to pige income support to job seekers during
the time of unemployment, the second one is corecewith the provision and improvement of
skills or employability through labor market or jolaining programs and the third function is to

provide job brokerage or placement services.

In most European welfare states, placement serviage typically been provided by public
institutions. The state provision of such servibas, however, been increasingly criticized for
its lack of efficiency. State agencies deliveringgement services are not subject to pressure
from a competitive market and therefore are presutoelack incentives to control costs, to
provide quality of service and to respond to thestmers™ needs (cf. Grout/Stevens 2003).
Contracting-out has been proposed as a solutitmgg@roblem. In contrast to the in-house pro-
duction of placement services contracting-out fogte providers involves the creation of qua-
si-markets where several potential providers arepsging. The competitive incentive structure

of such quasi-markets is expected to lead to bpldeement services.

In this paper we conduct an empirical comparisawéen two different programs that provide
intensified placement services for hard-to-placenuployed persons. One program is based on
the idea of contracting-out while the other onbased on the idea of in-house production of the
PES. In both programs, intensified placement sesviconsisted of measures to improve the
employability of the unemployed, diminish and owsme their placement deficits, to place
them into regular jobs, and to stabilize the needyablished employment relationships. Our
analysis draws on data from two German local labarket agencies, where a randomized field
experiment has been conducted since March 2009 (f@eirminary) results provide some evi-

dence that an in-house provision of such serviassleen more efficient within these agencies.

The paper is organized as follows: Section 2 coagpar-house provision and contracting-out
of placement services, whereas Section 2.1 presenis theoretical considerations in favor of
contracting-out and in-house production of placesEmvices respectively. Section 2.2 com-
plements these theoretical arguments with empifindings. Section 3 presents a randomized
field experiment implemented by the German Fedéraployment Agency as the basis of our
analysis. Section 3.1 describes the labor markétiqgad background of the experiment and
Section 3.2 the design and implementation of thEeement. Section 3.3 sketches data, sample
and outcome variables, while Section 3.4 discuisegarameter of interest. The results are
presented in Section 4, followed by a discussiopaténtially relevant factors that drive these

results in Section 5. Section 6 presents some gsiocls.



2 In-house provision or contracting-out of placement services

Among OECD countries, Germany established the omifccontracting-out placement services
relatively late. Only since 1998, the Federal Emplent Agency (FEA,” Bundesagentur fur
Arbeit”) has been allowed to contract out partg#®placement services - like profiling and case
management - to private providers. During 2002 stt@pe of contracting-out was widened and
encompassed the complete placement service. Evmrglihthe details of this institutional

framework were subject to several changes, itsschily still in place today.
2.1 Theoretical Considerations

Economic theory points out several advantages iriracting-out to private firms providing
placement services (cf. Bruttel 2005b). The fidvantage is that private providers are often
assessed to be more flexible than bureaucratimaafgons, both in terms of the services they
provide and in terms of personnel policy. Whereagfe employment agencies are to a large
degree restricted by formal rules and legal requinmgts this is not so much the case for their
private counterparts. For example, the latter caquiae additional services such application
training or psychosocial counseling on the markighaut the extensive tendering processes
government agencies are subjected to. Also, priirats are often seen as more innovative than
bureaucracies. When it comes to personnel policyate providers are more flexible in using
incentive contracts, for example containing periange payment. Such advantages should re-

sult in private providers to be more effective tipamlic employment services.

The second and potentially more important advanisgeeen in the competitive environment
that contracting-out takes place in and that showidonly lead to more effective placement
services but also to more efficient ones. Howegegen if it is private firms delivering place-

ment services, one has to distinguish contractirtgfiemm privatization. While the latter in-

cludes the transfer of physical assets from pulbliprivate ownership, contracting-out means
that a set of economic activities previously no¢mpo competition is now opened for it. Com-
petition through contracting-out usually impliesaxe competition and thus rather competition
for a market in contrast to competition in a marKeétis market is denoted as a “quasi-market”
(Bartlett/Le Grand 1993), because it differs fromoaventional market: Whereas on the supply
side several (for profit or non-profit) service pigders are competing with each other, on the
demand side consumer purchasing power is centalizthin a single state purchasing agency
(a variant we do not discuss further is consumechase power in the form of vouchers). In
guasi-markets, competition is achieved through reahtspecifications and a bidding process
similar to an auction. The lowest-price tenderersathe right to supply for a specified period of

time (Struyven/Steurs 2004). A state agency specifie tasks to be performed by the private



providers within contracts. Therefore the statepkes certain amount of control over the activi-
ties of private providers, which would not be these if placement services were privatized

(Domberger/Jensen 1997).

Contracting-out will achieve its goal of enhancgffjciency of service provision as compared
to monopolistic state providers only insofar ashsacompetitive quasi-market has successfully
been established (Bartlett/Le Grand 1993). A praigiig for this is that there should be no bar-
riers to market entry and new providers have th@odpnity to enter the market. Likewise pro-
viders should run the risk of making losses andseqonently must face the danger to exit the
market. Also prices in quasi-markets should reftbetinteraction of supply and demand, which
is usually achieved through negotiations betweensthte purchasing agency and potential ser-

vice providers.

However, as implementing a quasi-market is noidkivcontracting-out schemes have not al-
ways been able to deliver on promises. One mapsome for this is made explicit by transac-
tion-cost theoretic arguments (cf. Boardman/He@@04; Williamson 1985). From this pers-
pective, quasi-markets or contracting-out needahstlys be the most efficient way to provide
placement services. Assume bounded rationalityh bigcertainty about the future state of the
labor market, and high asset specificity. Firsteagployment services were exclusively pro-
vided by public services for a long time, the pesblof a low level of ex ante competitiveness
may arise: The number of potential providers caralfeer small. Second, there might be certain
investments that are specific to the transactiomaat (asset specificity). For instance, specia-
lized software might be needed for delivering phaeat services, caseworkers have to have
specific skills to provide the respective placensstivice, or relationships to potential employ-
ers have to be build and fostered. Such transaspenific investments make it costly for pro-
viders to change purchasers and vice versa. Alsongvand monitoring the contracts specify-
ing the tasks and remuneration of private providakes specific skills that have to be acquired
or bought by the respective government agency. rGiuecertainty of the development of the
labor market, contracts that pay the provider anlihsis of results might require a risk pre-
mium. Because of such transaction costs in sonmesdasight be more efficient to turn to in-

house production than to contract out placemenicsss.

There is also a second reason why efficiency gaim fcontracting-out might be lower than
proponents of quasi-markets suggest. As an alteentt privatization or contracting-out recent
reforms of the public employment services in Gennaave replaced bureaucratic input-based
administrative structures with output oriented parfance management (Sol/Westerveld 2005).
The PES has introduced management by objectivestentiargets are negotiated between the
public employment agency headquarters, regionaddweaters and operating units. Objectives

are instrumented through a number of performandicators that are provided on a monthly
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basis. At the executive level, wage premiums ararded dependent on the degree of fulfill-
ment of these objectives (Kaltenborn et al. 20I®us incentives for effective and efficient

services are provided even in the absence of madkepetition.

Furthermore, a critical aspect is the choice ochdequate incentive design for private providers
(Bruttel 2005a). As contracting-out relies on inbexinduced behavior, there are serious con-
sequences if incentives are not designed well. Fadgheoretical point of view, private provid-
ers have an incentive for “creaming”, acceptingyantlividuals that have comparatively good
labor market prospects. In contrast, “parking” afdito-place individuals at private providers
might arise, if their integration proves too costlyus they are not helped at all. While the re-
ward of providers should mirror their net impactlegir treatment, this information is generally
not available, and gross integration rates arentakea proxy for net impact. Finn (2007) distin-
guishes between three pure types of contracts: Pagefor-performance contracts, cost-
imbursement contracts, and fixed-price contractgrhctice, often hybrid contracts are sought
to balance incentives, viability and the delivefyparticular services. A further important point

is how performance of private providers is monitbaad benchmarked (Bruttel 2005a).
2.2 Empirical evidence

On the one hand, the comparative advantage of -quesiets depends on the quality of its im-
plementation within a given institutional framewof®n the other hand, a crucial factor is how
in-house production of placement services is omghiand how contracts are designed. This
makes the issue of effectiveness and efficiencgrapirical question. However, empirical anal-
ysis comparing contracting-out and in-house prddoadf placement services is scarce. One of
the main difficulties is that most countries thaplement a system of contracting-out, do so for
the entire population of the unemployed (e.g. Aali&t), for all unemployed with certain charac-
teristics (e.g. the hard-to-place in the Nether&rd for all unemployed in a certain region (e.qg.
the 13 regional employment zones in Great Britaihis makes it hard to control for temporal
or regional differences in labor market conditidhat are also influencing the effectiveness of
re-employment services. In the following we remaripirical research on effectiveness, because
to the best of our knowledge there are no empingaglers on efficiency in the context of

placement services.

For unemployment insurance recipients in Germalng,féw existing econometric evaluation

studies on private placement services for the ut@rag use propensity score matching to find
a comparison group of similar individuals that iigeed placement services by the Federal Em-
ployment Agency. They indicate that private providmight at best be as effective as in-house

production of placement services. Winterhager (20@006b, 2008) uses propensity score



matching and analyses assignments taking placeagl@004. He finds significant small and
negative short-term effects of private placementises on employment prospects of individu-
als assigned to a private placement agency. Hibuwds these results to deficits in contract
management, where low prices were coupled with dpality. Similarly, WZB/infas (2006)
find no effect on employment four month after assignt for unemployed assigned to private
providers in Germany during 2003 and 2005. Forpieois of means-tested benefits (unem-
ployment benefit Il) who were assigned to a privatevider during 2005, the results of Bern-
hard/Wolff (2008) suggest that such an assignmemfenerally ineffective and in some sub-
groups even counterproductive regarding the goaveoiding unemployment and benefit re-
ceipt. Nonetheless, for selected groups of job-aexkho are rather hard to place, they find the

assignment to be effective.

In a randomized experiment, Bennmarker et al. (28@8us on younger unemployed under 25,
immigrants and disabled in Sweden. They arguettf@Swedish case has many features that
are deemed and necessary for effective contraotimgThe authors apply instrumental variable
methods, instrumenting private job placement thnotendom assignment, while compliance
with assignment was voluntary and amounted to 28gme. However, they find no effects on
employment probability for all three groups comhineven if there is evidence for positive
effects on migrants and negative effects on youmgmployed. These effects disappear over
time, indicating that no long term effects weresam. Hagglund (2009) presents experimental
evidence on the effects of intensified placemefaresf compared to standard services on subse-
quent employment and earnings of participants feed&n. Due to small caseloads, he finds
mainly insignificant effects. Nevertheless, intdiesi services seem to reduce unemployment
among the treated compared to standard servicesofmparison to contracting-out took place

in this experiment).

3 The randomized field experiment
31 Background

Since 2005, the German PES is organized in twoches) an insurance-funded branch for un-
employment benefit recipients as well as job seeket receiving unemployment benefits or
social assistance, and a tax-funded branch forynebdseekers receiving social assistance. Our

analysis is concerned with the insurance-fundeddiranly.

As a standard procedure when individuals registemreemployed, caseworkers conduct a soft
profiling of “clients” to identify their need of sdces. Individuals profiled as “hard-to-place”

are expected to have difficulties regarding théititees as well as their motivation in returning



to the labor market and are therefore supposeeefl from intensified placement services.
Since 2008, the default treatment for this groupr@@mployed persons encompasses contracted
-out services: Caseworkers are advised to assightbgplace unemployed to a private provider
after four months of unemployment, where they rez@itensified placement services. Whether

an unemployed is in fact assigned is, howevehettscretion of the individual caseworker.

The acronym for this program is ,GanZzil“To avoid “creaming”, private providers cannot
refuse to enroll an unemployed person. Furthernagsigned unemployed persons participation
could reject enrollment at a private provider diulygood reason, which would be very difficult
to verify, thus non-compliance could result in &aff period from benefits. To ensure intensi-
fied placement services contracts contain a clabBgating the private providers to guarantee a
minimum contact frequency. During the time periodier investigation, assigned unemployed
persons had a contact frequency of at least eweryveeks (according to more recent contracts
they had to be present at the provider for at leastdays per week). Other than that, private
providers are, however, free to choose what kinplatement services they want to provide and
how. Usually, contracts between local labor madgencies and private providers encompass a
period of two years. Payment for private providesssists of a fixed commencement compo-
nent per unemployed (700 to 990 Euros) and a pedoce pay component (300 to 3000 Eu-
ros). One part of the performance payment is digx ah unemployed has been in a regular job
for three month, the other part after six monthe Bimount of the performance payment as well
as a minimum rate of successful re-employment gotigted between the responsible state
agency and the respective provider. Usually theddies between 20 to 30 percent. If providers
do not reach negotiated employment rates, a finmpesed. It equals at least 1000 Euros per

person, up to 50 percent of the case-wise perfarenpay component.

During 2008, the German FEA started a pilot projeajain knowledge how the quality of ser-
vices for hard-to-place unemployed individuals midie improved and how durable re-
employment in the labor market might be fosteMdre specific, a program was set up to test
the effectiveness of an in-house provision of isiféed placement services, compared to stan-
dard placement procedures including contracting-bhe program acronym is ,Pinguih‘Un-

der this program, unemployed “hard-to-place” indials receiving unemployment benefits or

registering for search without benefits are assigiwespecial teams of the local employment

In German, these unemployed persons are denstgBletreuungskunden® or ,Kunden mit kom-
plexen Profillagen*.

Ganazil is short for ,Ganzheitliche Integrationistangen fir Arbeitslose mit Aktivierungs- und
Unterstltzungsbedarf sowie multiplen Vermittlungshenissen und geringen Integrationschan-

cen“,
Pinguin is short for ,Projekt Interne ganzhelikcUnterstiitzung zur Integration im SGB III*.



agency. To ensure intensified placement servibeset “Pinguin” teams are characterized by a
comparatively low caseload (1:40), more freedonthiir allocation of working time and less
restrictions in their placement activities. Furtnere, caseworkers have discretion in utilizing a
fixed budget of around 600 Euro per participatiegspn for active labor market programs (as
short training programs or longer-term furtherriag). This should set incentives for an effi-

cient use of resources.

As part of this pilot, during 2009 a field experimavas implemented within three local labor
agencies. Individuals that were profiled as harglame were randomly assigned to internal
teams of these agencies that provided intensifi@cement services. The control group consists
of individuals that received standard serviceshef public employment service, stipulating an
assignment to a private placement agency providitensified services (“Ganzil”). At each
point of time, each agency had a contract with amg private provider of such services. We
denote this group as the control group for reasmmvenience only, as it is receiving a treat-
ment, too. In our paper, we consider only thosedagencies where caseworkers were instructed

to assign all control group members to a privatiper’
3.2 Design and implementation of the experiment

A key feature of the experiment is random assigriroéhard-to-place individuals in a control
and a treatment group. Random assignment is basedcomputer program “EMt'that has
been developed by the FEA for evaluation purposeshas been modified by the authors for
the present field experiment. Caseworkers arelosd to call the program after unemployed
person has been profiled as a hard-to-place pér$be. electronic device has been available
since April 17, 2009.

As a first part of the pilot project, since 20@8ouse intensified placement services for hard-to
place unemployed persons were provided by thres lgencies. In these agencies, however, no
target group members were contracted out to pripadeiders. Thus in an internal review, the
FEA compared aggregate labor market results ofggaating regional agencies with synthetic
agencies with similar labor market characteristitsvas noted, however, that this comparison
lacked internal validity, as even similar labor kets will still inhibit different unobserved fea-
tures. Within the third agency in the second pdrthe pilot, control group members received
standard services, but assignment to a privateiggowas not mandatory. In consequence, only
50 percent of control group members actually reszbisontracted-out services.

EMu is short for “Elektronischer Muenzwurf”.

As this part of the pilot project started in Mar2009 already, between March and April 17 as-
signment was based on the year of birth: Indivisluadrn in even years were assigned to the
treatment group, while individuals born in odd yewrre assigned to the control group. As year
of birth might, however, have an impact on the {irgf result, a manipulation resistant mechan-
ism was required (and found in the computer proyramour analysis, we will take into account
only individuals that have been assigned by themder tool.



Originally, participation in the project was rested to individuals registering as unemployed
(with unemployment benefit receipt or searchinghatit benefit receipt), who were not regis-
tered at the public employment service during ttevipus six months. Unemployment benefit
recipients should have a benefit entittement lerdtat least three months. As the inflow in the
project was, however, smaller than the FEA had ebege several individuals from the stock of
unemployed had to be randomly assigned, too, ta pleened caseloads of caseworkers (1:40).
In our analysis, we exclude all persons who entarenployment before January 1, 2009 from

the treatment and control group, as well as “stowdmployed” persons.

The design of the experiment in both agencies ™iffmly with regard to the timing of the in-
tensified placement service. In Agency 1 (locatedeast Germany), random assignment took
place immediately after registering as unemployedigency 2 (located in West Germany),
random assignment took place only four months a#igistering as unemployed. After rando-
mization, caseworkers were instructed to immedjaasiksign unemployed persons to a private
placement agency or to internal teams of the ageBeth kinds of intensified placement ser-
vices were delivered for a period of around eigbhths. Afterwards, individuals who were still
registered as unemployed returned to the local @nmnt agency to receive standard public

employment services (i.e. not the intensified onbefore).

While the transition into in-house services ocadinathout frictions, there was usually a time
gap between randomization and the first appointmeétit the private provider of intensified
placement services. Several assigned control gnoempbers obviously de-registered from un-
employment during this period. Furthermore, foresalzindividuals in the control group we do
not find information in administrative data thaetprogram started, although they were unem-
ployed for quite some time. For these individuals, are still acquiring information if they re-

jected participation in the program or if the prgrwas not offered to them.
3.3 Data, sample and outcome variables

The results from the randomization computer progfaMu) were stored in a central database.
We use the EMu data base to identify members otdmtrol and of the treatment group. We
match administrative information from the so calledEffeR-data base (Stephan et al. 2006),
which has been constructed for monitoring purpadethe FEA. The current version merges
data flows from computer based operative systenmthefPublic Employment Service on pe-
riods of registered job search, registered unenmpéoyt, participation in labor market programs
and employment that is subject to social securitytributions. The version we use relies on
information available in administrative systemsAwngust 18, 2010. We utilize data until the

end of June 2010, thus some of the information uséus paper is still preliminary.



The sample analyzed in this paper covers entrtestire project since April 17, 2009, when the
randomization computer program was implemented), et end of December 2009. In Agency
3, entries into the projects started not until J20@9. As has already been mentioned, the anal-
ysis restricts itself on new entries into unempleyt Currently, we observe these individuals
for a period of six months. Our sample covers atlol@0 observations in Agency 1, around 650

observations in Agency 2, and around 460 obsemgiio Agency 3.

The success of placement services can be measwadadus ways. Until further information is
available (e.g. on wages) we distinguish three@mute variables, capturing different aspects of
successful placement. The first outcome variableeggstered unemployment. This outcome
variable is particularly important for the publimployment agencies as every registered unem-
ployed incurs costs at least through placemenicvReduction of unemployment therefore is
an indicator for the cost reduction. The seconad¢aut variable is regular employment (cov-
ered by social security; thus excluding marginapkxyyment). The third outcome variable is not
being registered as unemployed or employed, whichast cases results from labor market
withdrawal. In fact, if caseworkers are pessimistidind a suitable job for the respective un-
employed, they have an incentive to convince hirharto deregister from unemployment, as
this will improve monitoring results of his or hagency. This goes especially for unemployed
without unemployment benefit receipt. We considar dach outcome variable the shares of
persons in a given labor market status, as weatbawulated days in each of these labor market
statuses at the end of our observation period. &gthat we are interested in program effects
on days in employment at the end of an observatésiod of several months. Then cumulated
program effects are affected by lock-in effectpudgrams (the more, the longer the program
and the shorter the observation period is). Inra@t program effects on shares at the end of the
observation period indicate how cumulative effents/ evolve further. Shares do not necessari-

ly sum up to one, as individuals might at the séime be part-time employed and unemployed.

We measure outcome variables since the day themardgsignment took place. If the unem-
ployment spell started after random assignmentom variables are computed since the day

of unemployment entry.
34 Parameter of interest

For a formal representation of the experiment, mesthat Z= 0 indicates that individual i is
randomly assigned to standard services, mostlydiny assignment to a private provider,
while Z = 1 indicates an immediate assignment to thenatePinguin” teams. Accordingly,
Yo and Y, are labor market results of individuals receivistgndard treatment or the new servic-

es. Because of random assignment,;@)Y] Z=1] - E[Y,(0) | Z=0] should equal zero, the differ-
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ence E[Y| Z=1] - E[Y; | Z=0] measures the causal effect of Z on Y (seéntance Duflo et al.
2008). This effect does, however, not mirror thie@fof in-house production versus contract-
ing-out, as Z= 0 does not equal factual receipt of servicea pfivate placement provider. As
we will see, compliance reached 100 percent fdranse services, while nearly 80 percent of
those assigned to a private provider actually etiathe program. But Z at least has a strong
influence on the kind of services received, thusdlference displays the effect of an in-house

treatment versus a likely assignment to a privateiger’

We start with a simple representation of this dffée difference in means in outcome variables
between groups. To test for the similarity betwdese receiving standard services or intensi-
fied in-house services, the mean standardized (M&B) (Rosenbaum/Rubin 1983) is com-

puted across a number of individual characteristiggables describing the employment history
and the calendar month of assignment. The starmtaldias of a covariate is defined as the
difference of means in the treated and matched agsgn sample, divided by the square root
of the average sample variance. For comparisorg iatistical matching techniques, Calien-

do/Hujer (2006) summarize that most studies ass®SB of 3 or 5 percent as acceptable.

Even in randomized experiments some covariate amgal can remain, especially at the start of
a project, where the number of participants id siher low. Thus we conduct an additional
statistical matching analysis. In detail, we perfoa radius matching (Dehejia/Wahba 2002)
with a caliper of 0.05, which matches participawtth “synthetic comparison persons”, com-
posed of a weighted equivalent of all personsrfglivithin the radius of their propensity score.
Radius matching reduces the variance of estimagadnent effects by using information from
several potential comparison persons to consthectounterfactual for each participant, while
setting a caliper — a maximum distance of propgrsibres between treated and comparison
persons — avoids the risk of bad matches (Cali&ap®inig 2008). For matching, we consider
only individuals that are in common support. Farsih individuals the data indicate a positive

probability of participating in standard servicesagll as in intensified in-house services.

4 Results

Table 1 displays the distribution of characterssfior both groups under consideration. First, it
should be noted that we find rather few significdifterences across both randomly assigned

groups. The main exception is the share of indadslwithout benefit receipt in Agency 1,

Note that we cannot apply instrumental variabkthoads as Bennmarker et al. (2010) did, as we
have in fact not two, but three treatments. Thoséviduals not receiving private services do not
take part in intensified in-house services (wheympgliance is 100 percent) instead, but receive
standard services of the PES.
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which is 12 percentage points higher in the grageiving in-house services. The mean stan-
dardized bias between both groups takes valuesloard 10.0, respectively. Figure 1 shows
the distribution of propensity scores, estimatembpbilities to be assigned to treatment, which
in consequence differs mostly in Agency 1. Thusw additionally present results from a

statistical matching analysis.
[Figure 1 about here]
[Table 1 about here]

Regarding individual characteristics, both agenol@gously differ. In the East-German Agen-

cy 1, the share of hard-to-place individuals withamemployment benefit receipt amounts to 30
to 40 percent, while it is only around 10 percerthie West-German Agency 2. Furthermore, in
particular in the East German agency, women caomstinore than 60 percent of hard-to-place
unemployment entries. The share of individuals ilogkor part-time work, the share of foreign

nationality as well as the share without secondatyooling degree or vocational training is
much lower in the East German agency than in thet\@erman agency. In both agencies, in-

dividuals of age 50-59 constitute around 40 peroéptoject participants.

Table 2 informs about the share of individuals ipgrating in active labor market programs.

Most interestingly is the share of individuals fretcontrol group in fact receiving placement
services by a private provider (“Ganzil”). The shamounts to nearly 80 percent of the control
group. Thus not all control group members actuateived private placement services, even if

they were considered to do so. We will return ie goint in Section 5.

[Table 2 about here]
Table 3 contains the main results of our analystich are presented as the results from an
ordinary least squares estimate (OLS). As the erplaining variable is assignment to intensi-
fied in-house services, this representation istidahto a descriptive analysis. The constant
indicates mean values for unemployed persons tea¢ &ssigned to contracted-out services,
while the estimated coefficient for intensifiedhinuse services shows the differential effect of
internal services. Additionally, Figure 2 and 3 whmow shares and cumulated days as well as
the average treatment effects evolve over time.

[Table 3 about here]

[Figure 2 about here]

[Figure 3 about here]
For both agencies, we find that shares of indiMsluaemployed as well as cumulated days in

unemployment are significantly lower across thasseiving in-house produced services. The

same holds for shares in employment and in anatiagus (withdrawal from the labor market).
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As Figures 1 and 2 shows, however, confidence baralsther wide. Regarding the shares in a
particular status after 180 days, we find only midifferences between the two agencies. Esti-
mated effects are 17 and 18 percentage pointdrnassemployment for those assigned to the
internal “Pinguin” teams, and correspondingly 7geetage points more in regular employment
and 10 to 12 percentage points more withdrawals fitee labor market. However, as can be
seen from Figure 2, in Agency 1 effects becomeifsoagimt much earlier after assignment took

place.

Regarding cumulated days in a respective stattesstefare larger for every outcome variable in
Agency 1 compared to Agency 2, too. Half a yeagratatndom assignment, all effects are sig-
nificant in Agency 1. Unemployed persons receivindiouse services spent 23 days less in
unemployment, 7 days more in regular employmentvaace 16 days more in another status.
For Agency 2, while smaller, there is a significargative effect on cumulated days in unem-
ployment, and a significant positive effect on labwarket withdrawal, too. the effect on cumu-

lated days in employment is, however, positive,rmitsignificant.

As the distribution of characteristics differs phatietween our control and treatment group, we
additionally conduct a statistical matching analy@ee Section 3). As can be seen from the
lowermost row in Table 1, balancing considerablpiiaves through matching. After matching,
we do not find any significant differences betwé®m means of individual characteristics across
both groups. The main results after matching asplayed in Table 4. Again, we conduct OLS
estimates, but now weights are provided by theipusly conducted matching analysis. For all
three agencies, estimated effects are slightlylsmial size, but otherwise very similar to those

obtained before balancing the covariates.

5 Discussion

As our randomized experiment has shown, both pastiployment offices are more successful
in delivering placement services than their privaeanterparts. Even given the theoretical con-
siderations above, these results are a surprisgtging argument for the in-house production of
intensified placement services. In this sectiomawding partly on extensive research conducted
by SOFI (2010}, we want to present several considerations thitstved some light on why
this notable effect arises. The study provides sonmortant insights on important differences

concerning the constraints framework contractedamat in-house produced placement services

8 SOFl is short for ,Soziologisches Forschungsinsteéttingen”.
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operate under. These different constraints migipiain drive the positive performance of public

placement services as compared to their privatateqoarts.
[Table 5 about here]

A first point worth noting is that incentives topesially push non-benefit recipients to de-
register from unemployment differ between publid gmivate employment agencies. For pri-
vate providers of placement services, it makesifierdnce whether an unemployed is receiv-
ing benefits or not. In each case, they receivecaess premium if they find a (stable) employ-
ment opportunity for the individual assigned tonthdn contrast, caseworkers within public

employment agencies have a strong incentive tougage non-benefit recipients to de-register
from unemployment, because their performance inolisaare mostly based on (registered)
unemployment duration or status. To empirically tes argument, Table 5 interacts a dummy
variable for “no benefit receipt” with the treatmi@tummy “intensified in-house services”. For

Agency 1 at least, we find the expected tendena dffects on unemployment and on another
status are much stronger for non-benefit recipiefités gives some weight to the assumption
that part of the favorable results of this agemnelgich is the one with the stronger treatment
effects, seems to stem from successfully pushingpaofbenefit recipients out of registered un-
employment rather than re-employing them.

A second point explaining the success of in-houglypced placement services is that public
providers face several transaction costs that bserd in the case of in-house provision. For
example, the in-house version of intensified plaeeinservices follows immediately after ran-

domization, because unemployed only have to bestesred” from the regular caseworkers to
the new intensified-placement teams in the samdiqpalmployment agency. In contrast, there
is often a considerable time gap for those whoranelomized into the control status, during
which the depreciation of the unemployed persoanrsdn capital continues, making it harder to
provide them with suitable job offers. Such a tigag could of course be shortened if the transi-
tion is better organized, but transaction costsdéfeult to avoid altogether. Another form of

transaction costs private providers have to deth vgi the necessary investment of time and
money into collecting information about the unenyeld person’s qualifications and employ-

ment history. The respective information has alyelaelen gathered by the public employment
agency, but private providers do not have acceffsgalata, but have to invest time and finan-
cial resources to develop a data base of their dwaddition, as is usual in the German system
of unemployment insurance, placement teams in p@oliployment agencies are specialized at
the supply side of the labor market. However, thay contact the local employer service for
support, which is a department of the public ageesponsible for the demand side, e.g. for the

acquisition of vacancies. In contrast public prev&are not served by the employer service, so
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that individual caseworkers in private agencieseh@vconcern themselves with the supply as

well as the demand side.

A third point is concerned with the use of actigbdr market programs such as wage subsidies
and training programs. As can be seen in Tabl€®2p 20 percent of the unemployed assigned
to the “Pinguin” teams (the treatment group) pgstited in a short activation measure, for in-
stance application trainings or short measuresighiray skills. In contrast only 3 to 6 percent of
the unemployed in the control groups took partuichsa measure. A major reason is that during
the time period under investigation, private prevglobtained the performance pay component
for individuals that were re-integrated into empimnt without the help of subsidies or other
labor market programs. This might have been a desdvantage of private providers com-
pared to the public employment service. Howevesp ghe internal Pinguin-teams had to
finance participation in such programs from thefiudget that was available per unemployed

person, which clearly made the use of such progtesssattractive.

A fourth point is the issue of effectiveness. A anaggrgument supporting the implementation of
quasi-markets, however, is that they improve ctfstiency of placement services. To analyze
this question we are currently trying to collece thecessary data. Only if the higher re-
employment chances induced by in-house placemevitss are cost-effective is there a strong
case for intensified in-house placement servidaa.dontrast in-house placement services raise
re-employment chances but come with higher costs fecause of additional caseworkers to
guarantee the caseload of 1:40), the case is ndeas Therefore, efficiency is a matter worth

investigating further.

Finally, up to now our analysis consider all indivals assigned to the treatment or the control
group. We do not investigate the fact that aroubigh@-cent of individuals assigned to standard
services did in fact not receive services of agigvprovider, as they dropped out of registered
unemployment before the planned program date oe wet enrolled in such services at all. In
our analysis, these persons are treated as sudcessimployment by private providers. How-
ever, taking these persons into account would hahge the general conclusions of this paper,
e.g . that re-employment rates are higher for inskoproduced placement services. consider
three possible interpretations of why these persish$i0t receive services from a private pro-
vider: First, dropout may be a result of selectimhere those individuals with the best labor
market prospects drop out of unemployment in tloeesmhentioned time gap between randomi-
zation and the first appointment with the privateyder Second, participating in a program
provided by a private provider might have a “thretiect” on individuals assigned to such a
program, inducing them to de-register from unemplegt. In both cases the conclusion re-
mains that in-house production is more effectivieird, caseworkers may — despite instructions

provided — refuse to enroll particular hard-to-glamemployed persons into the “Ganzil” pro-
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gram. This might have lead to a lower performanicprivate providers, if those not enrolled

were unemployed with particularly good employmergdspects. As our current data does con-
tain only data on program participation, but notplenned program participation, we are cur-
rently gathering additional information on plann@dgram starts (regardless from the fact that
the program took place in fact). In a next stepanegoing to conduct some survival time anal-

ysis to gain some deeper understanding of thesegses.

6 Conclusions

In this paper, we investigated whether in-housealgpcton is more effective than contracting of
intensified placement services. We started out adtime theoretical considerations about condi-
tions for contracting-out to be an effective anficefnt strategy. What is considered most im-
portant is the creation of quasi-markets, wheresd\potential providers of placement services
are competing with each through contract specifioatin a bidding process. In-house produc-
tion, however, can also have some advantages, iakkpaghen high transaction costs are in-

volved.

Analyzing data from a randomized field experimentwo German cities we estimated treat-
ment effects indicating higher re-employment chareed shorter unemployment durations for
unemployed subjected to in-house placement servidds relative success of public employ-
ment offices is due to several important differentteat are only in part inherent aspects of in-
house production and contracting-out. Such diffeesninclude different incentive structures,
for example the treatment of non-benefit recipiemtthe usage of active labor market programs
to activate and/or train the unemployed. They als@il frictions in the transfer of unemployed
from the public employment agencies, where theyehawegister as unemployed, to the private
counterparts. Finally, they comprise transactioac#fr investments for private providers re-
garding the collection of information on the uneaywhent and on vacancies in the local labor

market.

Taken together, the results of our analysis anehbiserved differences regarding the implemen-
tation of in-house and contracted-out placementices let us conclude that intensified public
placement services can be more effective than terisaes. However, their comparative advan-
tage depends in part on several factors restrittiageffectiveness of private providers. If those
factors were to be eliminated, the relative perfamoe of private placement services might im-
prove. Finally, our experimental design ensuresritatl validity of the results, in other words,

our estimates are not biased by unobserved chésticte of the unemployed or their casework-
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ers. However, we cannot claim external validityoaf results, as we investigate only two agen-

cies and two associated private providers of plargrservices.
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Tablesand Figures

Table 1 Means of characteristics (0 = no, 1 = yasihose assigned to contracted-out ser-
vices (C), intensified in-house services () ashasldifference in means (D)
Agency 1 Agency 2
C I D C I D

Individual characteristics
No benefit receipt 0.29 0.41 0.12+ 0.11 0.12 o0.01
Women 0.61 0.64 0.03 0.47 050 0.03
Married 0.74 0.67 -0.07 0.72 0.69 -0.04
Married women 0.46 0.44 -0.02 0.37 0.35 -0.02
Searching part-time work 0.15 0.15 -0.01 0.22 0.26 0.04
Foreign nationality 0.06 0.05 -0.01 0.23 0.26 0.03
Age >40 0.15 0.19 0.04 0.15 0.17 0.02
Age 40-49 0.12 0.13 0.01 0.14 0.19 0.05
Age 50-59 0.44 0.45 0.01 0.45 0.36 -0.09
Age 60 and older 0.29 0.23 -0.06 0.27 0.28 0.02
No secondary degree 0.030.07 0.05* 0.25 0.24 -0.01
Secondary degree (Hauptschule) 0.25 0.22 -0.02 0.49 0.46 -0.03
Secondary degree (Realschule) 0.50.54 0.04 0.11 0.17 0.06
Secondary degree (Gymnasium) 0.22 0.16 -0.06 0.15 0.13 -0.02
No vocational training 0.13 0.14 0.02 0.57 0.54 -0.03
Vocational training 0.69 0.78 0.08* 0.38 041 0.04
University degree 0.18 0.08 -0.10** 0.05 0.05 -0.01

24 months before unemployment entry
Unemployment <1 month 0.57 0.47 -0.10* 0.75 0.80 0.05
Unemployment 1-12 months 0.27 0.36  0.09* 0.22 0.18 -0.04
Unemployment 13-24 months 0.16 0.17 0.01 0.03 0.02 -0.01
Employment <1 month 0.33 0.36 0.03 0.19 0.21 0.02
Employment 1-12 months 0.15 0.22 0.06* 0.15 0.17 0.02
Employment 13-24 months 0.51 0.42 -0.09* 0.66 0.63 -0.04
Participation in program 0.23 0.28 0.06 0.17 0.16 -0.01
Period of sickness 0.14 0.15 0.01 0.07 0.04 -0.04
Sanction 0.14 0.15 0.02 0.04 0.04 0.00

Months of assignment (or unemployment entry)
April 0.06 0.02 -0.04**
May 0.23 0.26 0.03
June 0.10 0.12 0.02 0.20 0.20 0.00
July 0.10 0.11 0.01 0.17 0.17 0.00
August 0.06 0.04 -0.01 0.14 0.11 -0.03
September 0.09 0.06 -0.03 0.14 0.14 -0.01
October 0.09 0.09 0.00 0.16 0.17 0.01
November 0.18 0.19 o0.01 0.13 0.12 -0.01
December 0.08 0.10 0.02 0.06 0.09 0.04

Number of observations 317 329 218 243

MSB before matching 10.0 7.1

MSB after matching 1.6 1.9

*) a =0.05, *)a = 0.01.
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Table 2

Participation in active labor market pragsgin shares) for those assigned to con-

tracted-out services (C), intensified in-house ises/(l) as well as difference in

means (D)
Agency 1 Agency 2
C I D C I D

Private placement services ("Ganzil") 0.790.00 -0.79** 0.76 0.00 -0.76**
Self employment program 0.00 0.01 0.00 0.00 0.01 0.00
Wage subsidy 0.02 0.03 0.01 0.01 0.02 0.01
Qualfication program 0.00 0.04 0.04* 0.00 0.02 0.0
Activation measure 0.03 0.16 0.14* 0.03 0.23 0.20+*
Public employment 0.00 0.01 o0.01 0.00 0.00 0.00
Other 0.00 0.00 0.00 0.00 0.00 0.00
Number of observations 317 329 218 243

*) a = 0.05, *)a = 0.01.

Table 3 Treatment effects, 180 days after assighmen
Share Cumulated days
;Jlgf/qu' Employed Withdrawn glgil;nd_ Employed Withdrawn
Agency 1
Constant 0.78 0.07** 0.15** 157 ** 8 ** 15 **
Intensified in-house  -0.1&** 0.07** 0.12** -23** 7** 16**
Observations 646
R2 0.04 0.01 0.02 0.04 0.01 0.03
Agency 2
Constant 0.81* 0.05** 0.15** 157 ** 7 ** 17 **
Intensified in-house  -0.17** 0.07** 0.1C** -13** 4 8*
Observations 461
R2 0.04 0.02 0.02 0.02 0.00 0.01

*) a = 0.05, *)a = 0.01.

Note: OLS estimates; reference persons are theggnasl to contracted-out services.

Table 4 Treatment effects after matching, 180 @digs assignment
Share Cumulated days
;Jlgf/qu' Employed Withdrawn glgil;nd_ Employed Withdrawn
Agency 1
Constant 0.78 0.08** 0.18** 153** 10** 18**
Intensified in-house  -0.15** 0.0€* 0.0¢** -18** 6* 12**
Observations 654
R2 0.03 0.01 0.01 0.03 0.01 0.02
Agency 1
Constant 0.8%* 0.05** 0.15** 158** 6 ** 17 **
Intensified in-house  -0.15** 0.0€* 0.0&* -12* 4 6
Observations 476
R2 0.03 0.01 0.01 0.01 0.01 0.01

*) a =0.05, *)a = 0.01.
Note: OLS estimates after radius matching withlgeaof 0.05; reference persons are those assigmed
contracted-out services.
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Table 5 Treatment effects by benefit receipt

Share Cumulated days
[Lajlrcl)?/g Employed Withdrawn ng/;nd Employed Withdrawn

Agency 1

Constant 0.8% 0.07* 0.10** 163** 8 ** 9 **

No benefit receipt ~ -0.1€** 0.0C 0.17** -20** 2 20**

Intensified in-house  -0.09 0.05 0.05 -11* 5 6

Interaction term -0.1¢* 0.0t 0.13* -23** 6 18*

Observations 646

R2 0.12 0.02 0.10 0.14 0.02 0.13
Agency 2

Constant 0.8% 0.05* 0.12** 160** 8 ** 13 **

No benefit receipt  -0.1€ -0.01 0.21* -29** -4 33**

Intensified in-house  -0.18 0.07* 0.10* -12* 3 7

Interaction term -0.04 0.08 -0.04 -6 3 2

Observations 461

R2 0.05 0.02 0.04 0.06 0.01 0.07

*) a =0.05, *)a = 0.01.
Note: OLS estimates; reference persons are thdbeuwemployment benefit receipt assigned to to con-
tracted-out services.
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Figure 1  Distribution of propensity scores for gasnent into intensified in-house services

Agency 1
Contracted-out services

A

0.0 0.2 0.4 0.6 0.8 1.0 0.0
Propensity score

Intensified in-house services

Density

0.2 0.4 0.6 0.8 1.0

Agency 2

Contracted-out services Intensified in-house services

0.0 0.2 0.4 0.6 0 0.2 0.4 0.6 0.8 1.0

8 1.0 0.0
Propensity score

Density

Note: Propensity scores are computed from a prepiession of the random assignment result on the
variables described in Table 1.
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Figure 2 Shares in unemployment, employment orrataus (withdrawal from the labor

market) over time
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Figure 3 Cumulated days in unemployment, employroeother status (withdrawal from
the labor market) over time
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