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Executive Summary
1. The aims of this study are:
•

To review and discuss the measures of the German active labour market policy (ALMP)
with a special focus on programs that aim to improve self-employment (section 3 and 5).

•

To report and compare the results of the available studies that investigate and evaluate
the most important German ALMP measures at the micro and macro level (section 5 and
6).

•

To highlight future challenges of the German ALMP (section 7).

2. Entrepreneurship can make important contributions to a country’s growth and social welfare. Entrepreneurial activities not only refer to the exploration of new opportunities, but also to individuals who become self-employed out of necessity (necessity entrepreneurs) and
contribute to a country’s economy by creating economic value, decreasing the unemployment level, and by generating new jobs.
3. The empirical evaluations show that most ALMP measures increase labour market prospects. It has also been shown, however, that a few measures lead to a decrease in the
probability of an individual becoming integrated into the labour market.
4. Micro level evaluations show that ALMP measures generate positive effects only for specific
groups of unemployed individuals, specifically, elderly unemployed individuals or unemployed worker with placement obstacles. Certain inappropriate measures actually lower labour market prospects. Therefore, there is a need to improve the targeting of the instruments.
5. Macro level evaluations of ALMP measures indicate that they can contribute to increasing
the overall employment level, particularly to reducing long-term unemployment.
6. Evaluations of the entrepreneurship promotion activities of the German ALMP show positive
results. The first entrepreneurial ALMP measure, the bridging allowance (BA), shows high
1/60

success rates as well as high cost efficiency. The effects of the start-up subsidy (SUS), introduced in 2003, are also very positive.
7. Longitudinal studies indicate that even after several years, 70 percent of former BA or SUS
participants are still self-employed and gain an income beyond the poverty threshold. More
importantly, 30 percent of subsidized start-ups employed at least one employee.
8. Both entrepreneurship promotion measures were replaced by the new start-up subsidy to
simplify the funding system. First evaluations of this measure reveal a high success rate.
Around 80 percent of the participants were still self-employed after around two years. However, due to the lack of data, only a small number of micro level evaluations exist.
9. The studies find/argue that there is a problem with transparency. To be more precise, unemployed individuals face the problem of selecting the appropriated measure designed to
increase their labour market prospects. Therefore, there needs to be improvements in program transparency and the selection process needs to be made easier. According to the
studies, another aim would be to simplify the German funding system by reducing the number of measures.
10. Future challenges confronting ALMP include demographic change and rapid technological
development. Institutional adjustments and an enhanced targeting of current measures are
necessary and important for the German labour market and its success.
.

2/60

1. Introduction1
Over the last several decades, active labour market policies (ALMP) have played an increasingly
important role in coping with unemployment. ALMP are governmental programs that intervene
into the labour market to sustainably reduce (structural) unemployment. It includes different
approaches of upskilling, a combination of reinforcement and employment assistance, and entrepreneurship promotion. ALMP is applied in most European and OECD countries and is characterized by cross-national differences in terms of scope and content (Fertig, Schmidt and Schneider 2006; Bonoli 2010).
In this study, we provide an overview of past and current measures of German ALMP
with a focus on programs that aim at promoting self-employment. The literature shows that the
promotion of self-employment especially is a highly successful mechanism that can lead to a
sustainable reduction of unemployment and the creation of new jobs (Caliendo and Kritikos
2010). We summarize findings of available evaluation studies of the most important ALMP
measures. In a first step, we focus on micro level evaluation studies that investigate the effect
programs have on the likelihood that an unemployed individual will become employed. In a
second step, we consider macro level studies that evaluate the aggregated impact of programs,
including the impact of these programs on non-participants.
The remainder of this report is organized as follows. First, we provide a brief history of
the evolution of ALMP in Germany (Section 2). This is followed by a description of the most important past and current measures and instruments (Section 3). In Section 4, we discuss the
challenges of evaluating ALMP. A summary of the most relevant micro level evaluations follows
in Section 5. Section 6 reviews the most important macro level evaluation studies. Section 7
discusses future challenges of the ALMP, and the final section summarises and concludes.

1

We gratefully acknowledge intensive support by Javier Changoluisa in all stages of the preparation of this report.
Jacob Jordaan and Erik Stam provided very helpful comments on an earlier version of the text.
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2. Development of active labour market policies in Germany
After its first application in Sweden in the 1950s, ALMP spread across several European and
OECD countries (Fertig, Schmidt and Schneider 2006; Bonoli 2010). The overall aim of this type
of policy is a sustainable reduction of structural unemployment and an improvement of the
qualifications of workers. 2
The 1950s and 1960s were characterized by rapid growth and technological change that
led to shortages of skilled labour. Germany adopted ALMP to address such problems much later
than other countries. Only in 1969 was the Employment Promotion Act (“Arbeitsförderungsgesetz”) introduced. The focus of this early type of ALMP was on upskilling workers to meet
the requirements of technological change.
The focus of German ALMP shifted from general upskilling to reducing surging unemployment in the aftermath of the oil crises of 1973. The policy comprised a large number of labour market and training programs designed to raise the qualification level of the unemployed
workers.
In the 1980s, a number of labour market and training programs were implemented
(“qualification impulse”). These labour market programs experience a significant increase in the
total number of participants. Consequently, the yearly expenditures for ALMP grew steadily. By
the second half of the 1980s these expenditures were above the OECD average (Bonoli 2010). In
1985, based on the experiences of entrepreneurship promotion from other OECD countries, the
German government decided to implement an ALMP measure designed to incentivize unemployed individuals to start their own business. The measure was introduced based on the assumption that unemployed people have serious problems accessing the capital market to finance the start-up process of an own firm. Thus, in 1986 the first measure to promote selfemployment out of unemployment, the bridging allowance (BA) (“Überbrückungsgeld”), was
introduced to enable unemployed people to start their own business (Wießner 1998) (for detailed information on this measure see section 3.3).
2

Higher qualified workers could also stimulate intrapreneurship.
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When Germany was reunified in 1990, East Germany adopted the conditions of a modern market economy from West Germany. The rapid reunification induced massive structural
changes accompanied by high levels of unemployment in the former German Democratic Republic (GDR) (Fritsch et al. 2014). Because firms operating in the East German market had not
been exposed to open competition, they had fallen behind Western European firms in terms of
production technology and product quality and variety. Generally speaking, East German management was not familiar with a market-based economic system and lacked appropriate management skills. Hence, many of the East German companies had to exit the market (Fritsch and
Mallok 1998;Lechner, Ruth and Wunsch 2007).
To prevent mass unemployment in the early stages of transition, investments in ALMP
peaked in 1992 and reached up to 9% of the East German GDP (Lechner, Ruth and Wunsch
2007; Bonoli 2010). ALMP became one of the most important economic policy instruments of
the German government. New ALMP measures for the East German labour market were introduced, such as short-time work. In 1991, around one third of East German workers participated
in one or more ALMP measures (Rinne and Zimmermann 2012).
One major challenge of ALMP in East Germany was that the skills of East German workers did not meet the requirements of a modern market economy. As a consequence, several
types of training measures were introduced. Furthermore, employment creation measures (e.g.
public job creation) and measures to improve employment promotion (e.g. wage subsidies)
were implemented to increase the labour market prospects of low skilled workers and to improve the employability of unemployed individuals (see section 3.2 and 3.3) (Lechner, Ruth and
Wunsch 2007; Bonoli 2010).
The ongoing economic struggles caused by German reunification made a reorientation of
ALMP necessary. The increasing number of long-term unemployed individuals led to a stronger
focus on the term “activation”. This new focus led to two major political changes in Germany.
The first change was the introduction of the Job AQTIV Act in 2001 that provided a large number
of tools to activate, qualify, and train unemployed individuals. The 2001 Act was the legal pre5/60

cursor of the second important change, the so-called Hartz reforms. The Hartz reforms aimed at
modernizing the German labour market by restructuring and implementing new ALMP
measures, ranging from contracting-out placement services to the creation of incentives to start
a business out of unemployment (for more details, see section 3).
A new ALMP measure for entrepreneurship promotion implemented in 2003, was the
start-up subsidy (SUS) aimed at different target groups than the BA. The BA was attractive for
more highly qualified unemployed individuals with higher previous earnings who were more like
business owners starting out of employment. In contrast, SUS focused on unemployed individuals with less education and lower previous earnings (Caliendo and Kritkos 2010). The goal of the
measure was to remove impediments faced by unemployed people, such as capital constrains
on the capital market. In 2006, both entrepreneurial promotion measures were combined and
became the new start-up subsidy (NSUS) (for more details, see section 3.3). This change was an
effort by the German government to simplify the system of ALMP measures.

3.

Instruments of active labour market policies in Germany

3.1 Overview
The measures of Germany’s ALMP can be divided into three groups. The first group includes
placement vouchers, contracting-out services, short-term measures, and vocational training
programs. These measures are designed to increase the likelihood of participation into the labour market.

6/60

Figure 1: Overview - Active labour market policy measures
The second group contains measures designed to improve employment promotion. This group
encompasses the integration bonus, wage subsidies, and measures of entrepreneurship promotion. The third group encompasses public job creation I and II, as well as employment subsidies.
These measures focus on employment creation for people with low labour market prospects
like long-time unemployed workers or unemployed individuals with more than one placement
obstacle (“Vermittlungshemmnis”).
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Figure 2: Year of implementation and current status of active labour market policy measures.
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Placement obstacles are long-term unemployment, drug or alcohol addiction, insolvency, low
educational skills, low language skills, or restricted mobility (Bugzel 2011). Figure 1 provides an
overview of these groups of measures.
Because ALMP is characterized by rapid changes due to introducing, merging, or removing measures, or changing program details such as eligibility, amount of funding etc., Figure 2
provides an overview of the year of implementation and duration of the measures described in
the previous chapter. Additional information about legal base, duration, claim, requirements for
participation and current status can be found in Tables 1 – 3. An unemployed individual can
have either a legal or discretionary claim. In this study, a legal claim connotes that an unemployed person automatically qualifies for participation in an ALMP program. A discretionary
claim must be approved by the local employment agency. Thus, the agency decides, based on
personal consultation, whether or not an unemployed individual can participate in a specific
ALMP measure. Only in a few cases, such as entrepreneurial promotion measures, is the local
employment agency’s decision based on evaluations by the Chamber of Industry and Commerce, and other requirements such as the participation in specific seminars (e.g. see section
3.3 and Table 2).

3.2 Measures to facilitate re-integration into the labour market
Table 1 outlines several measures designed to facilitate an effective re-integration into the labour market. These measures include placement vouchers (“Vermittlungsgutschein”), contracting-out placement services, short-term measures, and vocational training for unemployed individuals.

Placement vouchers enable unemployed persons to search and pay for a private provider of qualification services. An unemployed worker who wishes to use the voucher system and
receives unemployment benefits II (UB II) has only a discretionary claim (see section 3.1) and
must first participate in a consultation with the employment agency. The agency then determines the eligibility of the unemployed worker. An unemployed individual who receives unem9/60

ployment benefits I 3 (UB I) has a legal claim if he has been unemployed for at least six weeks,
automatically qualifying for the voucher program. Once eligibility for qualification services is
determined, the unemployed worker receives a voucher for a specific training program and can
begin a search for a private provider that offers the appropriate program (for more information
see Table 1) (Bruttel 2005; Heyer et al. 2012).
Table 1: Measures that improve the chances of re-integration into the labour market
Name and legal base /
Year of implementation
/ Status

Measure’s
duration

Claim

Additional information

Placement voucher /
§421g Social Code II /
2002 ongoing

-

Discretionary
for UB II receivers and legal
claim for UB I
receivers after
they are unemployed for at
least 6 weeks.

Demand for placement vouchers is quite low and
plays a subordinate role.

Contracting-out placement services /
§37 and §421i Social
Code III / 2002 ongoing

-

Short-term measures / §
46 Social Code III. (Before 2009: §§ 48-52
Social Code III) / 1996
ongoing

Max.
weeks

Vocational training programs /
§ 77ff Social Code III /
1980s ongoing

Legally, there is a contract between the unemployed individual and the private job provider. To
facilitate the administration procedure, the unemployed person pays the fees and the employment agency pays a certain amount of money
directly to the unemployed worker to balance
the invoice of the private job provider

For Social Code
II beneficiary it
is discretionary.
For Social Code
III beneficiary, it
is a legal claim if
individuals are
more than 6
months unemployed.

-

12

Discretionary

-

Is connected
to the UB II
payments.

Discretionary

Focused on formal and informal qualifications.

3

Unemployment benefit I are payments for registered unemployed individuals that have been unemployed for at
least 12 months.
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Individuals who have been unemployed for more than six months and claim UB I automatically qualify for contracting-out placement services. UB II receivers only have a discretionary claim and must apply for these services at an employment agency. Contracting-out services
provide eligible individuals with the option of accessing private placement providers. The purpose of this measure is to engage private service providers in the process of assisting unemployed workers begin employment in a steady job. The changes in 2002/2003 (Hartz I and II reforms) were implemented to increase transparency and competition between private and public providers (Bruttel 2005; Bernhardt and Wolff 2008).
Short-term measures are designed to activate and integrate unemployed persons into
the labour market by offering a variety of training and qualification programs (upskilling) (Heyer
et al. 2012). These measures are discretionary regardless of the status of the unemployed individual. The local employment agency conducts a private consultation with the unemployed
worker and is responsible for determining whether or not an unemployed individual qualifies
for these measures. There are two basic types of training programs: educational training and
operational training. Operational training predominantly promotes the capabilities of participants and supports knowledge transfer within a firm. Educational training can be divided into
four measures: application training, aptitude check, knowledge transfer, and a combination of
these three measures. At first glance, educational and operational training seem to be quiet
similar measures. However, the training within a firm is more practice oriented and tuned to
firm-specific requirements, whereas the educational training aims at improving general skills
(e.g. “How to write an application”).
Participation in vocational training programs is determined by the local employment
agency (discretionary claim). The agency decides if vocational training programs are an appropriate ALMP measure on a case-by-case basis. These programs include specific vocational training with the goal of qualifying graduates for a specific job, as well as other measures, such as
general trainings to achieve qualifications in practice firms (“Übungsfirmen”), the opportunity to
repeat final examinations, and opportunities for further trainings. In 2003, vocational training
programs were replaced by the education voucher program (“Bildungsgutscheine”). The funda11/60

mental change is that potential participants are now encouraged to choose a provider of educational service by themselves (Hujer, Caliendo and Thomsen 2004; Heyer et al. 2012).

3.3 Measures to improve employment promotion
The main measures designed to improve the promotion of employment are wage subsidies
(“Eingliederungszuschüsse”), start-up funding (“Gründungsförderung”), and the integration bonus (“Einstiegsgeld”) (see Table 2).
Wage subsidies are temporary public payments to employers for hiring unemployed individuals who have specific characteristics. This subsidy is based on the idea that individuals
who have experienced long-term unemployment and are older are less productive and less likely to be hired. Wage subsidies are intended to increase the likelihood that these types of unemployed individuals will find gainful employment (Zwick 2011; Heyer et al. 2012). There are different types of wage subsidies aimed at different target groups. The most frequently used type
of subsidy focuses on unemployed individuals with placement obstacles (Heyer et al. 2012).
However, the claim is only discretionary and, once again, local employment agencies decide
whether an unemployed individual is eligible for the subsidy.
Start-up funding comprises a special subsidy (like an income provision) during the early
stages of the development of new firms. The first entrepreneurship promotion measure, the
bridging allowance (BA, “Überbrückungsgeld”), was introduced in 1986 and aimed at promoting
self- employment (Wießner 1998; Caliendo and Steiner 2005; Heyer et al. 2012). Unemployed
individuals have a legal claim if they qualify for UB I, and if the business plan of the start-up receives a positive evaluation from the Chamber of Industry and Commerce (“Industrie- und Handelskammer”). In 2003, the start-up subsidy (SUS, “Ich-AG”) was introduced. The SUS differs
from the BA in that it has a considerably longer duration (three years compared to 6 months),
and the monthly payments are significantly lower. Participation in the SUS measure is limited to
UB I receivers or former participates of public job creation I, and it is a one-time offer.
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Table 2: Measures to improve the employment promotion
Name

Measure’s duration

Claim

Additional information

Wage subsidies /
§§ 217 – 224 Social
Code III / 1997 ongoing

Max. 12 months
for main variant

Discretionary

-

Bridging allowance /
§ 57 Social Code III /
1986 - 2006

6 months

Legal if unemployed person has
a claim for UB I
and the Chamber
of Industry and
Commerce evaluate the business
plan of start-up
positive.

Replaced by the new start-up subsidy. It comprises promotions in the amount of unemployment benefits plus social insurance contributions (Wießner 1998; Heyer et al. 2012).

Start-up subsidy / §
421l Social Code III /
2003 -2006

3 years

Legal claim for UB I
receiver or if they
are participating in
public job creation
I.

Replaced by the new start-up subsidy.

New start-up subsidy /
§57 Social Code III /
2006 ongoing

15 months (stage
1: 6 months,
stage
2:
9
months)

Since 2011, discretionary.
UB I receiver, with
a sustainable business plan (evaluated by the Chamber
of Industry and
Commerce). Further,
applicants
have to participate
in start-up seminars.

The monthly payments are equal to the
amount of the unemployment benefits plus
300 Euros as a social insurance contribution.

6 to 24 months

UB II receiver

Contains monthly payments.

Integration bonus / §
16b Social Code II /
2003 ongoing

The assigned job adviser of the local public
employment agency has to decide if a selfemployment promotion is possible or not
(Caliendo et al. 2012; Heyer et al. 2012).

In 2006, in order to simplify the funding system, the two main components of BA and
SUS were combined and became the new start-up subsidy (NSUS, “Gründungszuschuss”). The
German Bundesrat expected that the creation of a single start-up subsidy and the reduction of
13/60

the subsidy’s overall duration, would lead to savings of around five billion Euros4 in the first
three years (Deutsche Bundesrat 2015). In fact, the consolidation of both measures did lead to a
significant reduction in overall expenditures, primarily due to reduced bureaucratic requirements. Furthermore, the savings generated by combining the two programs allowed the government to prioritize an individual’s livelihood and social security by providing additional
monthly payments as a social insurance contribution (Caliendo and Kritikos 2009; Heyer et al.
2012). The new measure has a longer funding period than the BA, but a shorter funding period
that the former SUS. Thus, individuals who normally receive a lower unemployment benefit due
to lower qualifications are able to increase their chances to survive during the start-up phase
(Caliendo et al. 2012). Those unemployed individuals that receive UB I, participate in a start-up
seminar and are able to present a sustainable business plan (evaluated by the Chamber of Industry and Commerce) have a legal claim to receive NSUS. Similar to the older measures, unemployed individuals can only participate once. Findings from early evaluations indicate that the
new measure attracts participants with characteristics similar to individuals who participated in
the former BA (see section 5.4) (Caliendo and Kritikos 2009).
The integration bonus is a temporary subsidy provided by the employer to compensate
for any initial disadvantages of an unemployed person, like missing working experience or lagging productivity. This employer contribution aims at establishing sustainable or regular employment for welfare recipients. UB II receivers have a legal claim to participate. The current
integration bonus is based on an initial experimental clause that allowed municipalities to test
new types of measures as pilot projects. During the Hartz reforms in 2003, the most successful
of these projects, which promoted low income jobs (mini-jobs), became the national model
(Kaltenborn et al. 2005; Heyer et al. 2012).

4

The assumption is that after the program expires, participants are still self-employed and earn an income beyond
the poverty threshold. If the transition to self-employment was not successful, participants receive, again, UB I or
UB II.
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3.4 Employment creating measures
The aim of employment creating measures is to increase employability and to provide unemployed individuals with training to increase their chances of re-integration into the labour market. Furthermore, this measure aims at counteracting demotivation processes and getting unemployed persons used to work again (Heyer et al. 2012). These measures have been extensively analysed. This is surprising given the minor role they play in German ALMP (Caliendo and
Steiner 2005; Heyer et al. 2012). Further details about employment creating measures are available in Table 3.
Public job creation I (“Arbeitsbeschaffungsmaßnahmen”) was a measure designed to
maintain and increase the qualifications of participants in order to re-integrate them into the
labour market. To achieve this goal, unemployed individuals work temporarily in publicly financed and low qualified jobs with a charitable purpose (Heyer et al 2012). Only unemployed
persons with a legal claim for UB I can participate. It is the oldest measure and was terminated
in 2012 after some evaluation studies showed negative results for participants. Indeed, people
had a lower probability of labour market re-integration after participation, as will be shown in
sections 5.3 and 6 (Wunsch and Lechner 2008).
Public job creation II aims at maintaining or recovering employability, especially of longterm unemployed persons, by creating supplementary jobs (“Zusatzjob”). These supplementary
jobs are publicly financed and should pursue a charitable purpose. Only unemployed individuals
that receive UB II can participate. Besides their UB II benefits, recipients earn a compensation of
1 to 2 Euros per hour for additional expenditures such as work wear (Bernhard et al. 2008; Heyer et al. 2012).
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Table 3: Measures to improve the employment promotion
Name

Measure’s duration

Claim

Additional information

Public job creation I /
§ 437 Social Code III /
1980s - 2012

12 months, but
can be extended
to 36 months.

Since 2009, only
for UB I receivers.

Especially during the transformation process
after the German reunification, the measure
public job creation I was often used in East
Germany. Since 2009, promotion is limited to
UB I receivers.
Since the Hartz reforms, the public job creation I is characterized by a declining number
of participants (Caliendo and Steiner 2005).

Public job creation II / §
16d Social Code II /
2005 ongoing

-

Limited to UB II
receivers.

-

Employment subsidies /
§ 16e Social Code II /
2007 ongoing

Two times 12
months. After 24
months, permanent participation is possible if
re-integration
into the labour
market cannot
be expected.

Limited to receivers of UB II with
more than one
placement obstacle.

75 % (max) of the local or standard wage are
paid by the government.

Employment subsidies focus on long-term unemployed workers with very low labour
market prospects and with two or more placement obstacles (“Vermittlungshemmnis”), such as
unemployed individuals with restricted mobility. A precondition of receiving employment subsidies is that unemployed individuals must have already participated in activation measures like
those described in sections 3.2 and 3.3, and receive UB II. If the re-integration into a regular job
after 24 months was not successful, unemployed persons can be supported by job promotion
where a maximum of 75% of the local or standard wage is paid by the government. Further,
employer’s contribution to pension and health insurance are publicly financed (Koch, Kvasnicka
and Wolff 2010; Heyer et al. 2012).
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4. The challenge of evaluating Germany’s active labour market
policies
The Hartz labour market reforms of 2002 - 2005 were accompanied by a rigorous evaluation of
the newly introduced ALMP measures. One challenge of evaluating ALMP is that there are conflicting targets (Caliendo and Steiner 2005). The first target is the rapid and sustainable reintegration of unemployed persons into the labour market. The second goal is to increase the
participation of certain disadvantaged groups of unemployed individuals such as women, individuals who are older, people with disabilities, and the long-term unemployed. The third goal is
creating measures that have low costs and significant benefits (economic efficiency) (Caliendo
and Steiner 2005; Bohlinger 2007).
Especially conflicts between the first two goals can be problematic for the evaluation of
ALMPs. Evaluations have shown that ALMP measures for qualified unemployed individuals are
more efficient than for unemployed workers with placement obstacles such as age or duration
of unemployment. Furthermore, studies have shown that unemployed individuals with better
labour market prospects have a higher probability of participating in ALMP measures (Caliendo
and Steiner 2005). Hence, if the focus lies on rapid and sustainable re-integration of unemployed persons into the labour market (goal 1), then a policy that focuses on groups of unemployed individuals with high labour market prospects improves the measures’ success. Such a
policy would, however, neglect the second goal of integrating disadvantaged groups of unemployed persons, like elder or long-term unemployed workers with lower labour market prospects (Hagen and Steiner 2000; Caliendo and Steiner 2005). As a consequence, policy makers
are faced with a trade-off between the rapid and sustainable re-integration of unemployed persons and the promotion of disadvantaged groups. Most empirical studies focus on the first criterion since the sustainable re-integration of unemployed individuals into the labour market is the
main goal of the ALMP.
Another challenge encountered by ALMP evaluators is that the programs are constantly
modified (Caliendo and Hogenacker 2012). This must be taken into account when interpreting
the results. Micro level evaluations investigate the effect of the programs on the likelihood of an
17/60

unemployed individual becoming integrated into the labour market, whereas macro level evaluations look at aggregated impacts of the programs including impacts on non-participants.
Micro level evaluations must not only identify counterfactual situations, but also address
the problem of selection bias. Since policies are designed to improve the success of specific
measures, there is a systemic selection bias in many labour market programs created by a tendency to select participants with good labour market prospects in order to maximise the effectiveness of the programs (Hujer and Fitzenberger 2002). Thus, the estimated average effect of
the measure is biased upwards due to the large number of participants who already have good
labour market prospects (Hujer and Fitzenberger 2002). This phenomenon is known as participant creaming. Conversely, another problem of micro level evaluations is the lock-in effect
where participants reduce their search intensity to find a job while participating an ALMP measure. This is often referred to as Ashenfelter’s Dip (Ashenfelter and Card 1985). Consequently,
this tendency reduces the probability that a participant will be integrated into the labour
marked decrease.
Macro level evaluations try to estimate the effect of the ALMP measures for participants
as well as non-participants. An evaluation at the macro level must deal with an endogeneity
problem. If there is an increased demand for ALMP measures during times of high unemployment, there can be a negatively correlate between the level of expenses and the measures’ results even when the programs is having a positive effect (Hujer and Fitzenberger 2002). Furthermore, substitution and deadweight loss effects have to be taken into account (Calmfors
1994). There is a substitution effect when participants in ALMP programs crowd out regular
employment. For example, if a firm hires an ALMP participant that that qualifies for an employer contribution, instead of choosing a non-subsidized worker (non-participant). There is a
deadweight loss effect when the labour market outcome of ALMP program participants is no
different than the outcome obtained without running the program. This outcome indicates that
ALMP failed in the sense that it did not have an impact on the employment level of the labour
market (Calmfors 1994; Hujer, Caliendo and Thomsen 2004; Hujer et al. 2005).
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5. Micro level analysis: Does active labour market policies
have an impact on individual employment promotion?
In this section we summarize the results and findings reported by micro-evaluation studies of
the German ALMP. Due to the large number of micro level evaluations, our summary considers
only the most relevant ones. Not all ALMP measures have been evaluated because of a lack of
data. We first summarize the evaluation results of the measures designed to improve an unemployed individuals chances of re-integration into the labour market (Section 5.1). We then outline the assessment of the measures that deal with the improvement of employment promotion
(Section 5.2). In the subsequent section, we present the findings of the net effect of employment creation schemes (Section 5.3). Finally, we outline the findings of the entrepreneurship
promotion evaluations, a centrepiece of the report (Section 5.4).

5.1 Measures designed to improve labour market prospects
The placement voucher measure is an ALMP program that enables an unemployed worker to
increase their opportunities of integrating into the labour market by searching for private providers of placement services, received a mainly positive evaluation (Dann et al. 2005; Heinze et
al. 2005; Bernhard and Kruppe 2010; Heyer et al. 2012) (see Table 4). Most studies found significant, but only weak positive effects for participants. On average, 5 or 6 out of 100 participants
found a non-subsidized job after using a placement voucher (Dann et al. 2005; Heinze et al.
2005; Heyer et al. 2012).
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Table 4: Micro level analyses – Placement voucher
Author(s)

Observation period

Main results

Dann et al. (2005)

- July 2004

- Higher employment rates of participants. The positive
net effect is narrowed lock-in effects.

- 9 months

Heinze et al. (2005)

- May and June 2003
- 6 months

- Vouchers with lower financial value have a higher effectiveness than vouchers with high financial equipment.
- Participation creaming was taken into account when
computing the measure’s impact.
- West German participants increase their labour market
prospects by 4.8 % and East German participants by 3.7
% compared to non-participants.
- Higher effectiveness for short term unemployed individuals.

Bernhard and Kruppe (2010)

- Year 2004 and 2007
- 6 months

- The majority of participants have already a high employment opportunity. This trend increased since 2004.
- East German unemployed persons and short-term
unemployed individuals have higher chances to participate (participation creaming).

Note: The first column displays the authors of the respective study, whereas the second column exhibits the sample
(e.g. unemployed individuals in July 2004). The third column Summarizes the main findings of each evaluation
study.

Overall, men and West Germans benefit more than women and East Germans, and short-term
unemployed workers benefit more than long-term unemployed persons (see also Table 4). An
analysis of group specific benefits indicates that the measure’s efficiency could be improved if it
focused more on groups that benefit most such as short-term unemployed individuals (Koch et
al. 2011). A lack of private service providers in some regions, as well as an information asymmetry regarding the abilities and quality of private service providers, are the main obstacles for
an effective and efficient achievement for the measure’s re-integration success (Bruttel 2005).
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Table 5: Micro level analyses – Contracting-out placement services
Author(s)

Observation period

WZB (2005, 2006)

- Year 2003 and 2004
- 9 months

Kruppe (2006)

- Year 2003 and 2004
- 12 months

Pfeifer
(2006)

and

Winterhagen

- May 2003
- 12 months

Main results
More efficient for unemployed individuals with
placement obstacles.
- Negative effect on employment prospect in the shortterm.
- Slightly positive effect for West German female, elder
and young unemployed individuals.
Only 5% of all participants found a job after the program expired.

Notes: see Table 4.

The small number of evaluations of the effect of contracting-out placement services
range from a negative to a small positive impact on the re-integration of unemployed individuals into the labour market (Kruppe 2006; Pfeifer and Winterhagen 2006; WZB 2005, 2006). As
already mentioned, contracting-out placement services enable unemployed persons to use the
service of private placement providers to find a job. In West Germany, there are only slightly
positive effects amongst females, workers older than 50 years, unemployed individuals younger
than 24 years, and unemployed individuals with placement obstacles. The measure actually decreases the labour market prospects of short-term unemployed persons. It seems that the
measure is inappropriate for this group (for more details see Table 5) (Kruppe 2006; Pfeifer and
Winterhagen 2006; WZB 2005, 2006). Hence, in order to use the measure as efficiently as possible, ALMP measures should focus on participants that are likely to benefit the most, such as
unemployed individuals with low labour market prospects due to placement obstacles (Koch et
al. 2011).
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Table 6: Micro level analyses – Short-term measures
Author(s)

Observation period

Main results

Group 1: No differentiation between participants
Hujer, Thomsen and Zeiss
(2006)

- Aug and Oct 2000
- 36 months

- Short-term measures clearly reduce the time that
unemployed persons search for employment.
- Already positive effect on the labour market prospects at the beginning of the program.
- Impact of the program is larger for men than for
women.
- Low qualified persons with some work experience
benefit most from the programs.

Biewen et al. (2007)

- Feb 2000 - Jan 2002
- 30 months

Lechner and Wunsch (2009)

- Jan 2000 - Jun 2005
- 2,5 years

- West German men increase their employment rate by
5 to 10 %. The effect for women is even larger.
- Short-term measures are more effective than medium
run measures.
- Programs fail to increase the labour market prospects
of their participants.
- Negative results can be explained by the difficult situation going on in the East German labour market.

Group 2: Distinction between operational and non-operational measures
Jozwiak and Wolff (2007)

- Feb - Apr 2005
- 20 months

- The effects of operational short-term measures
emerge nearly immediately and are stronger compared to non-operational measures.
- The effect is stronger among elderly unemployed
individuals.

Wolff and Jozwiak (2007)

- Year 2002
- 2 years

Hartig, Jozwiak and Wolff
(2008)

- Feb - Apr 2005
- 20/25 months

The measures tend to be less effective for people
younger than 25 years.
- Operational short-term measures have a high effect
(20%) for young unemployed worker. This result can
be explained by substitution effects.
- Educational short-term training measures increase the
labour market prospects for young unemployed
worker. The positive net effect emerges in the longer
run.

Koch et al. (2011)

- Year 2005
- 20 months

- The measures affect the labour market prospects of
unemployed persons in the long-run.
- No effect for young unemployed individuals.
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Table 6: Micro level analyses – Short-term measures (continued)
Author(s)

Observation period

Main results

Stephan and Pahnke (2011)

- Year 2000 - 2007

- Participants in shorter training programs have better
employment prospects as compared to participants of
long-run measures.

- 1-3, 4-6, 7-12 and 44
months.

- Short-term qualification programs increase the probability of re-integration by 13% after 3.5 years.
- Non-operational measures increase the probability of
re-integration by 9% after 3.5 years.

Notes: see Table 4.

Short-term measures aim to activate and integrate unemployed individuals into the labour market by participating in a variety of training and qualification programs (upskilling). Micro evaluations focusing on these kinds of measures can be separated into two types of studies
(see Table 6). The first type of evaluation studies investigate the overall effect of all of the shortterm measures. The results show mainly positive effects for participants (Hujer, Thomsen and
Zeiss 2006; Biewen et al. 2007; Lechner and Wunsch 2006, 2008; ZEW et al. 2008). In the case of
East Germany, short-term measures seem to decrease the labour market prospects of participants. This negative result can be explained by the particularly difficult situation in the East
German labour market (Lechner and Wunsch 2009).
The second group of evaluation studies focus on two subgroups of short-term measures.
These subgroups are operational and non-operational short-term qualifications. Operational
training primarily promotes capabilities of participants and supports knowledge transfer within
a firm, whereas non-operational training (or educational training) aims at improving general
skills. Both sub-measures show positive and significant effects on the probability of integrating
an unemployed individual into the labour market.
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Table 7: Micro level analyses – Vocational training programs
Author(s)

Observation period

Main results

Group 1: Impact of occupational measures (or further vocational training)
Fitzenberger,
Osikominu
and Völter (2008)

- Year 1986/87 and
1993/94 (West Germany)
- 6 years

Stephan and Pahnke (2011)

- Year 2000 - 2007
- 1-3, 4-6, 7-12 and
more than 12 months.

Bernhard and Krupp (2012)

- Feb-Apr 2005
- 25 months

- Lock-in effect in the first stage of the program starts.
- Positive effect on labour market prospects of participants in the medium and long-run.
Strong correlation between program duration and
strength of the lock-in effects.
- Participants increase their employment prospects by
13%.
- No significant differences between participants with
employment obstacles and less disadvantaged unemployed persons.
- High positive effect on participants’ labour market
prospects.
- No positive effect on avoiding UB II for women in East
Germany and for younger unemployed individuals.

Group 2: Impact on the graduation prospects into a qualified job
Lechner and Wunsch (2006)

- Jan 2000 - Dec 2002

No significant effect of vocational training programs.

- 30 months
Rinne, Schneider and Uhlendorff (2011)

- Year 2002
- 28 months

Positive effects of all program types on participant’s
employment prospects after 24 months.

Group 3: Evaluations without differentiation
Fitzenberg, Osikominu and
Paul (2010)
Bernhard and Krupp (2012)

- July 1999 - Dec 2000
- 16 quarters or until
end of 2004
- Feb-Apr 2005
- 25 months

- Effects are higher in West Germany than in East Germany.
- Women benefit more than men.
- Participating in vocational training programs reduce
the share of people UB II.
- Participating increases the employment rate in the
long-run.

Notes: see Table 4.
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The evaluations also show that participants in short-term operational qualification programs
benefit more than participants in non-operational short-term measures. 5
Evaluations of the ALMP measure vocational training programs can be divided into three
categories (see Table 7). This measure aims at improving the qualifications of participants (see
section 3.2). The first group of evaluations focuses on the participants of occupational training
measures, or further vocational training. These evaluations report positive effects on the probability of re-employment. The measure decreased the share of unemployed persons receiving
UB II and raised the employment rate in the intermediate term (Fitzenberger and Speckesser
2007; Fitzenberger, Osikominu and Völter 2008; Lechner, Ruth and Wunsch 2011; Bernhard and
Kruppe 2012; Heyer et al. 2012). In the long-run, vocational training programs contribute to a
decrease in the unemployment level.
The second group of evaluation studies are aimed at assessing vocational training and its
impact on the prospects of finding a qualified job after graduation. The results are inconclusive
and range from no effect to positive effects (Lechner and Wunsch 2006; Rinne, Schneider and
Uhlendorff 2011; Heyer et al. 2012). Some possible reasons for these mixed results depend onthe situation into the labour market when the program was initiated, and whether or not the
measure was evaluated as a whole or separated into its sub-measures (Heyer et al. 2012). The
last group of evaluation studies assesses vocational training programs as a whole. The results
exhibit positive effects for all groups of participants (Fitzenberg, Osikominu and Paul 2010;
Bernhard and Krupp 2012).
Summing up, the positive effects of most measures are limited to specific groups of participants, like elderly unemployed workers, or unemployed persons with placement obstacles.
To improve the success of ALMP measures and avoid the participation of unemployed individuals in inappropriate programs, policy should try to improve how measures are targeted. Targeting specific measures to those groups that have been shown to benefit the most, will increase a

5

Jozwiak and Wolff (2007), Wolff and Jozwiak (2007), Hartig, Jozwiak and Wolff (2008), Koch et al. (2011), Stephan
and Pahnke (2011), Heyer et al. (2012).
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measure’s efficiency, improve its success rate, and have a more positive impact on the labour
market.

5.2 Employment promotion measures of active labour market policies
Wage subsidies is a common instrument of the German ALMP. As already mentioned, wage
subsidies include temporary public payments to employers as an encouragement to hire unemployed individuals with specified characteristics (see section 3.3). In this subsection, we summarize the existing micro evaluations of this instrument (see Table 8). Most evaluation studies find
that an individual who receives wage subsides is more likely to work in an unsubsidized job after
receiving these subsidies (Bernhard and Wolff 2008). Furthermore, participants are more likely
to stay into the labour market longer than non-participants. However, participation also leads to
the aforementioned lock-in effects. Participants tend to decrease the intensity of their job
search while participating in the program. In addition, the significantly positive effects of wage
subsidies decrease slightly over time.
Table 8: Micro level analyses – wage subsidies
Author(s)

Observation period

Jaenischen (2002, 2005)

- Jan 1999 – Mar 2001
- 6, 12 and 23 months

ZEW et al. (2006)

- Apr – Jun 2001
- 3, 4-6, 7-12 months

Boockmann et al. (2007)

- Years 2002 and 2004
- 180 days

Bernhard

and

(2008)

Wolff

- Feb-Apr 2005
- 20 months

Main results
Participants have a 20-40% higher probability of remaining in the subsidized job after the program expires.
- 40 to 70% of the participants have a regular job after
three years.
- 60 to 80% were neither unemployed persons nor participating in any ALMP measure.
The initial large positive effect on the participant’s labour
market prospects decreases slightly over time.
- 70% of participants are in regular employment after 20
months.
- Lock-in effects during the first months.

Notes: see Table 4.
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There is a relatively high risk that wage subsidies lead to deadweight effects. Firms are
likely to hire program participants as a way to improve their competitive position by lowering
labour costs. The impacts of these effects were analysed by Hartmann (2004) and Bernhard and
Wolff (2008).

5.3 Employment creation schemes
Public job creation I is designed to safeguard or increase the employability of unemployed individuals by providing them with a subsidized job. Most studies have shown that public job creation I has a negative effect on the participants’ prospects of re-integration. Wunsch and Lechner
(2008) concluded that this measure did not safeguard or increase the participants’ employability, thus, it totally failed (see also Lechner and Wunsch 2009). Other studies that focused on
specific target groups, however, shows positive results for certain groups of unemployed persons, like older workers and individuals with placement obstacles (see Table 9). Overall, public
job creation I did not decrease the unemployment rate over time and the program was terminated in 2012 (Caliendo and Steiner 2005, Heyer et al. 2012).
Public job creation II is designed to maintain or recover the employability of an unemployed individual by offering supplementary jobs (“Zusatzjob”) (see section 3.4). Evaluations
have indicated that, overall, this policy has a negative impact on a participant’s labour market
prospects (see Table 10). The ALMP measure increases the labour market prospects for only a
few groups of unemployed workers. Groups benefiting the most from this program are female
East and West German participant, individuals who have experienced long-term unemployment
and young persons who have not completed an apprenticeship program (Hohmeyer and Wolff
2007; Wolff and Hohmeyer 2008; Wolff, Popp and Zabel 2010).
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Table 9: Micro level analyses – Public job creation I
Author(s)
Caliendo,
Hujer
Thomson (2004)

Caliendo,
Hujer
Thomsen (2005)

and

Observation period

Main results

- Jan 2000 - Feb 2000

- A target oriented evaluation shows positive net effects
for unemployed persons with employment obstacles.

- 2 years

and

- No or negative effects for participants without employment obstacles.

- Jan 2000 – Feb 2000

- Strong lock-in effects for participants.

- 2 years

- The lock-in effects are more pronounced in West Germany as compared to East Germany.
- Significant positive effect for women in West Germany
only (4.6 %), whereas the effect for men in West Germany is insignificant.
- For men (-2.9 %) and women (-1.4 %) in East Germany
the effects are significantly negative.

Wunsch
(2008)

and

Lechner

- Jan 2000 - Dec 2002
- 30 months

- Overall, public job creation I has a negative impact on
the participant’s labour market prospects.
- West German participants have a 20 % lower employment chance than non-participants.
- The re-integration rate for East German participants
decreases by 10 %.

Hohmeyer
(2010)

and

Wolff

- Jan 2005 (Unemployed basic social
care recipients)
- 2 years

- Positive effects for participants, particularly for female
unemployed individuals.
- Low levels of lock-in effects.

Notes: see Table 4.

These results suggest that ALMP should focus more on groups of unemployed individuals that
are likely to benefit most from participation. A stronger focus on these groups of unemployed
persons could fulfil the second goal of ALMP (support of disadvantage groups) and increase the
measure’s efficiency (goal 1).
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Table 10: Micro level analyses – Public job creation II
Author(s)

Observation period

Main results

Hohmeyer and Wolff
(2007)

- Jan 2005 (Unemployed basic social
care recipients)

- Only effective for some groups. Otherwise it
decreases the labour market prospects.

- 2 years

- Female East and West German participants and
participants older than 36 years benefit from
participating.
- Long-term unemployed individuals and young
unemployed workers without completed apprenticeship have benefited most regarding their
labour market prospects.
- Participants do not reduce their search intensity
during the program (low lock-in effects).

Wolff, Popp and Zabel
(2010)

- Feb - Apr 2005
- 28 months

Young men and women without completed apprenticeship from West Germany benefit after
28 months.

Notes: see Table 4.

5.4

Entrepreneurship funding as an efficient concept of the active labour mar-

ket policies
There is extensive literature on the importance of entrepreneurship for regional growth.
New firms increase the level of competition leading to productivity improvements. Furthermore, start-ups often introduce innovations and new technologies to the market creating
knowledge spillovers (Koellinger and Thurik 2012; Fritsch 2013). These effects are of fundamental importance and provide an economic rationale for start-up subsidies.
Entrepreneurs that are unemployed face a number of specific obstacles that employed
entrepreneurs do not experience. Start-up subsidies can help unemployed individuals compensate for disadvantages they have to face. For example, because they have lower financial means
it is more difficult to obtain resources on the credit market (Perry 2006). Additionally, a job
seeker’s specific human and social capital tends to decrease during unemployment (Pfeiffer and
Reize 2000). Furthermore, unemployed persons suffer from a lack of awareness stemming from
imperfect information about business opportunities that leads to a strong tendency for regular
employment instead of self-employment (Storey 2003). Caliendo et al. (2015) provide some
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evidence of the effects of these obstacles by comparing the characteristics of unemployed subsidized business founders with unsubsidized business founders who started their business from
regular employment, 19 months after the initiation of the start-up subsidies program. The lower
income and growth rates of subsidized start-ups might be interpreted as the result of special
problems created by their initial unemployment status, such as the problem of obtaining financial resources. The high level of subsidized business founders that remain self-employed, relative to non-subsidized business founders, suggests that the measure is successful in compensating disadvantages arising from unemployment (Caliendo et al. 2015).
Start-up subsidies represent only a small part of ALMP measures in most countries. For
instance, in the year 2003, the EU-15 states invested 0.697 percent of their GDP in ALMP
measures. Only a very small fraction of that share (4.8 percent) was assigned to start-up subsidies (Baumgartner and Caliendo 2008). The highly positive results indicated by the evaluation
studies of these measures, however, highlighted the effectiveness of entrepreneurship funding
and led to a stronger emphasis on these ALMP measures. From 1994 to 2004, the number of
participants per year in Germany increased from around 37,000 to 350,000 (Baumgartner and
Caliendo 2008).
The primary purpose of offering start-ups subsidies is to decrease unemployment, increase the start-up rate in Germany, and create new jobs. In Germany, the bridging allowance
(BA) was the first measure to be introduced, followed by the introduction of the start-up subsidy (SUS). The SUS aimed at attracting potential participants from a variety of different groups.
Because of its attractiveness to unemployed women and less qualified unemployed workers,
the number of SUS participants increased rapidly. By 2004, around 170,000 unemployed received monthly payments in (see Figure 3). First evaluations showed that the subsidy was fundamentally important in counteracting the early stage difficulties of starting a new firm for only
30% of BA and SUS participants (Caliendo and Kritikos 2010). This result suggests a pronounced
deadweight effect and led to changes in eligibility requirements. The most important change
was that in order to qualify for a subsidy applicants were required to draft a business plan and
receive a positive evaluation from the Chamber of Industry and Commerce (see Table 2).
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Figure 3:

Inflows into entrepreneurship promotion measures (Source: Caliendo and Kritikos
2010; Federal Employment Agency 2016)

In the following, we briefly summarize the most important evaluation studies and discuss the critical differences of both measures. In 2006, to simplify the German funding system,
both measures were replaced by the new start-up subsidy (NSUS) (Heyer et al. 2012). Although
very little is known about the effectiveness of this new measure, and due to a lack of data only a
few evaluation studies exist, we summarize the most important studies on the measure’s effectiveness
SUS and BA can be considered as two very successful ALMP measures. The majority of
participants became and remained (self-) employed and, in this way, increased their personal
incomes. Only a small share of participants became unemployed again after the program expired. In contrast to the other ALMP measures, both measures exhibit a positive lock-in effect of
participation since being self-employed reduces incentives to search for free vacancies in dependent employment. In the short-run, the probability of becoming unemployed is much lower
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for participants as compared to non-participants. However, this result must be interpreted carefully since the observed start-ups were still subsidized during the period under consideration. In
addition, evaluation studies show that SUS exhibits better results compared to BA. This can be
attributed to the longer program duration of SUS (Baumgartner and Caliendo 2008; Caliendo
and Kritikos 2009; Caliendo and Kritikos 2010).
Besides the goal of reducing the unemployment level, subsidized start-ups play a highly
relevant role in direct job creation. The so called double dividend describes the situation in
which an unemployed person not only becomes self-employed, but further lowers the unemployment rate by creating new jobs. The evaluation studies by Caliendo and Kritikos (2009,
2010) find that in the long-run, BA participants create more jobs than SUS participants.
The overall results show that promoting entrepreneurial activities is an effective tool to
decrease unemployment in a sustainable way. On average, 70 percent of former participants
are still self-employed after a few years and around 30 percent of subsidized start-ups had at
least one employee. The current studies do not offer an explanation for this high level of job
creation. The cost of funding businesses that participate in the BA program is lower than the
payments made by the Federal Employment Agency to UB II recipients. This fact illustrates the
remarkable cost efficiency of BA. The monetary efficiency for the SUS is negative but with respect to its success rate, it is still acceptable (for more information see Table 11).
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Table 11: Micro level analyses – Bridging allowance and start-up subsidy
Author(s)
Baumgartner
Caliendo (2008)

Observation period
and

- Third
2003

quarter

Main results
of

- 28 months

- Both measures exhibit high survival rates and show positive
lock-in effects, since being self-employed reduces incentives
to search for free vacancies in dependent employment. Participation decreases the probability of unemployment after 28
months by 27% (BA participants) and by 28.2% (SUS participants), respectively.
- SUS male (female) participants spend 12.2 (9.7) months less
unemployed than non-participants. The effect for BA participants is slightly lower. Hence, BA male (female) participants
are unemployed on average 8.6 (9.1) months less throughout
the year than non-participants.
- SUS male (female) participants earn on average 600 (290)
Euros per month more and BA male participants earn about
770 Euros per month more than non-participants.

Caliendo and Kritikos
(2009)

- Years 2005 and 2006
- 5 Years

- BA and SUS are both highly efficient measures. 70% (BA) and
60% (SUS) of the participants remain self-employed after 5
years.
- 20% of BA and SUS participants have a regular job after 5
years.
- 23% of subsidized start-ups create on average between 2.8 to
4.2 additional jobs after 2.5 years.
- The ALMP measure BA is monetarily efficient, whereas the
SUS is not. However, compared to other ALMP measures, SUS
is still affordable.

Caliendo and Kritikos
(2010)

- Year 2003
- 2.5 years

- Relatively high survival rates of founders for both ALMP
measures (around 70%).
- BA participants are higher qualified than SUS participants.
- Men and BA participants in general invest more into their own
business as compared to women and SUS participants. 50% of
the SUS participants, and 35% of the BA participants, have no
start-up capital.
- Between 8 and 17% of the participants (differences between
program and gender) found a regular job, and only 8 to 15%
were unemployed again after 2.5 years.
- About 30-40% of the BA participants create on average three
full-time equivalent jobs after five years and 20% of the SUS
participants create 1.5 full-time equivalent jobs.

Notes: see Table 4.
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Although the two programs attract different groups of unemployed individuals, some
general similarities are shared. Overall, around 50 percent of the observed participants had
general or specialized secondary schooling. Most business founders are between 30 and 40
years old. Further, 72 percent of BA and SUS participants are male. Personal income increased
for all program participants. Recipients of the BA, however, are more likely to expand their
business faster, have a higher income and create more jobs than SUS participants. The most
attractive business sector for male participants in both BA and SUS is the construction sector
(around 12 percent) followed by crafts. Female participants prefer “other services” (around 60
percent) (Caliendo and Kritikos 2010). A majority of female participants establish small businesses without employees and prefer the SUS program (see Table 11). A possible explanation is
that women tend to be more risk averse and consequently prefer the extended financial support provided by SUS. This eases the stress of survival during the initial periods of selfemployment and makes SUS more attractive for risk averse unemployed individuals (Caliendo
and Kritkos 2010; Heyer et al. 2012). The number of female participants grew substantially after
SUS was introduced.
In 2006, both entrepreneurship measure (BA and SUS) were replaced by the new startup subsidy (NSUS). The NSUS is an effective tool in helping unemployed individuals reintegrate
into the labour market. However, only a few studies exist that evaluate this ALMP measure, and
little is known about its long-run effectiveness (see Table 12). The initial results indicate that
NSUS is highly successful and able to sustainably integrate unemployed persons into the labour
market. The survival rates of the funded businesses are higher than the former measures
(around 80 percent). This is a good indicator of the effectiveness and the importance of the
start-up promotion program. However, a longer average funding period leads to an overall decrease of the cost effectiveness of NSUS (Caliendo and Kritikos 2009; Caliendo et al. 2012;
Caliendo, Künn and Weißenberger 2016).
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Table 12: Micro level analyses – New start-up subsidy
Author(s)

Observation period

Main results

Caliendo
and
Kritikos (2009)

- 2007
- 12 months

- Participants have a higher probability to remain self-employed
or to be in a salaried job than non-participating unemployed
individuals.
- Target group of participants is nearly equal to BA participants.
- 60 % of the participants were short-term unemployed persons.
- Risk averse unemployed persons with lower qualifications have
a lower probability to take part in the new program. Compared
to the former measures, the average qualification increases
due to the kind of selection bias.

Caliendo
(2012)

et

al.

- Year 2009
- 6, 19 months

- The majority of the evaluated start-ups are solo entrepreneurs.
- 75 to 84% of participants remain self-employed or switch into
a regular salaried job.
- Female participants mostly become self-employed for necessity reasons.
- A considerable share of participants use the firms as a supplementary income.
- On average, each firm creates between 1.6 and 1.8 full-time
jobs after 19 months.
- Male participants create slightly more jobs than female participants.
- Only 19% of the participants would have founded a firm without any funding (deadweight effect is quite low).
- Start-up funding is highly important for firm survival during the
first six months.

Caliendo
(2015)

et

al.

- Year 2009
- 19 months

- 80.7 % of subsidized business founders remain self-employed
as compared to 72.6 % in the case of business founders out of
regular employment.
- Subsidies during the founding period compensate for initial
disadvantages arising from unemployment such as special
problems of obtaining financial resources (discrimination on
the credit market).
- Non-subsidized business founders have higher earnings than
subsidized business founders.
- Only 36.1% of previously subsidized business owners employ
on average three full-time equivalent workers, compared to
56.5 % of regular business founders who employ on average 6
full-time equivalent workers.
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Table 12: Micro level analyses – New start-up subsidy (continued)
Author(s)

Observation period

Main results

Caliendo, Künn, and
Weißenberger
(2016)

- Year 2009
- 20 to 40 months

- 77 (69) % of men (women) are still self-employed after two
years
- The new ALMP measure is less attractive for women because
they earn less and have stronger family commitments compared to men.
- Attendance has a positive impact on individual income.
- After 40 months, 40 (30-35) % of the male (female) participants create on average 3.6 (2.4) full-time equivalent jobs.

Notes: see Table 4.

After a significant increase in the number of participants from 2006 to 2011 (see Figure 3), the
content and participation requirements of NSUS changed in an effort to address deadweight
effects and save financial resources (Bundesrat 168/15). Consequently there has been a significant decline in the number of participants. The new participation requirements classify UB II
receivers as having a discretionary claim. Thus, the final decision on whether or not a person
qualifies for participation in the program depends on the evaluation of the local unemployment
agency. The decision is based on several criteria including a positively evaluated business plan
and participation in preparatory courses (see section 3.4 and Table 2). In addition, the measure’s duration was shortened (from 9 to six months).
The shortened duration and stricter restrictions of NSUS not only led to a significant decline in the number of participants, it changed the participant profile. NSUS is less attractive for
risk averse unemployed individuals, and initial evaluations indicate that the average age and
qualification level of participants has increased (Caliendo and Kritikos 2009). The higher average
qualification level of the NSUS participants is a sort of positive selection and might explain why
the survival rate is higher for NSUS compared to the two former programs (Caliendo et al. 2012;
Caliendo, Künn and Weißenberger 2016). NSUS participants have similar characteristics when
compared to participants of the BA. However, the general purpose of entrepreneurship subsidies is to decrease the barriers of starting a firm for a wide range of unemployed individuals.
Since the new measure attracts only a select group of unemployed people, it does not achieve
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this goal. Hence, NSUS should be adjusted to increase its attractiveness for a broader range of
unemployed persons, like former SUS participants.
Overall, start-up subsidies matter. The BA and SUS can be regarded as successful ALMP
measures due to their high effectiveness and efficiency. NSUS, which started in 2006, exhibits
similar positive effects, but long-term evaluations are still lacking. Although a direct comparison
between start-up subsidy programs and other types of ALMP measures is not possible, 6 start-up
subsidies appear to be the most promising type of program. No other ALMP measure increases
the labour market prospects of participants to the same extent. The survival rates of these subsidized start-ups are extremely high and exceed, in some cases, the survival rates of nonsubsidized new businesses. This might be explained by the monthly payments granted by the
program. It may also be, however, that formerly unemployed business founders have only minor opportunities to switch into a salaried job and, therefore, prefer to stay self-employed instead of being unemployed (Poschke 2012). Further, only start-up promotion measures are able
to decrease the level of unemployment and foster the creation of additional jobs after a certain
time (double dividend).

6. Macro level analyses: What is the active labour market
policies’ aggregated impact on the economy?
Over the last decades, the expenditures on ALMP measures in Germany exhibit an aboveaverage increase compared to other European and OECD countries (Bohlinger 2007; Caliendo
and Hogenacker 2012). This trend has led to an increased need for macro level evaluations of
their effectiveness. A macro perspective is needed because ALMP measures might exhibit positive results at the micro level, but only at the costs of the non-participants (Layard, Nickell and
Jackman et al. 1991; Hujer, Caliendo and Zeiss 2004; Bohlinger 2007). As already mentioned in
section 4, macro level analyses focus on the net gain of ALMP measures by taking nonparticipants into account, including any spillover effects (Hujer, Caliendo and Zeiss 2004).

6

Since participants in an entrepreneurship program have to found a firm, they are therefore employed. In other
ALMP programs, unemployed are hopefully employed when the program expires.
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Any macro level evaluation, however, is confronted with a number of critical challenges.
The first challenge is a lack of reliable data (Hujer, Caliendo and Zeiss 2004). Data limitations
restrict the researcher’s ability to estimate the direct effect of ALMP measures on the matching
process, employment, and the wage rate. Another challenge confounding accurate evaluations
at the macro level are political reforms that lead to changes in a measure’s magnitude and content (e.g. its claim and duration), such as the Hartz reforms. The impact of these adjusted
measures can only be analysed after a certain period of time, and thus, an evaluation of these
political changes can only be done ex post (Bohlinger 2007).These critical obstacles have led to a
paucity of aggregate evaluations (Hujer, Caliendo and Zeiss 2004; Hujer et al. 2005; Heyer et al.
2012). 7

Most of the following macro level studies followed Calmfors and Skedinger’s (1995)
strategy of analysing the effect of ALMP measures on both the unemployment level and the job
seeker rate (which also includes non-participants into the labour market). Public job creation I
was frequently evaluated at the macro level (see Table 13). The results and findings range from
negative to positive effects in the short and the long-run depending on the observed cohort of
unemployed individuals. Following the most recent evaluation studies, public job creation I has
only a slight positive effect in the long-run (Fertig et al. 2006a, b; Hujer et al. 2005). Hujer,
Caliendo and Thomsen (2004) argue that the measure’s weak effect can be explained by lock-in
effects that lead to a decreasing employability. Shorter program duration, more skill-enhancing
elements, and a stricter concentration on specific target groups, like young unemployed persons, could lead to an improvement of the outcome. Since most evaluation studies found insignificant impacts on the unemployment level, it is not surprising that the program was not continued after 2012 (Wunsch and Lechner 2008).

7

At the aggregated level, ALMP measures are not distinguished according to their sub-measures.
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Table 13: Macro level analyses – Public job creation I
Author(s)

Observation period

Büttner and Prey (1998)

- Years 1986 to 1993
- 74 planning regions in
West Germany

Schmidt, Speckesser
Hilber (2000)

and

Hagen and Steiner (2001)

- Years 1994 to 1997
- 142 local labour districts
- Years 1990 to 1999
- West and East Germany

Hujer, Caliendo and Thomsen (2004)

Main results
Public job creation I leads to a decrease of structural
unemployment.
The measure reduces long-term unemployment, but
only in the short-term.
Public job creation I leads to a significant increase of
the unemployment rate.

- Feb 2000 – Dec 2002

- Strong lock-in effects during participation.

- West and East Germany

- Public job creation I has no effect on the labour market prospects of participants.
- The program should be substantially revised: shorter
duration, stricter concentration on specific target
groups, and more qualification elements to increase
participant’s skill level.

Hujer, Caliendo and Zeiss
(2004)

Hujer et al. (2005)

- Years 1999 to 2001
- 175 German labour
office districts

- Years 1999 to 2001
- 175 labour office districts

Fertig, Kluve and Schmidt
(2006)

- Years 2000 to 2004

Hujer, Rodriguez and Wolff
(2009)

- Years 2003 to 2005

- 91 regional labour
market districts
- 141 local employment
districts

- In West Germany, public job creation I is only able to
improve the situation on the labour market in the
short-run.
- In East Germany, public job creation I does not effect
on the job seeker rate.
- In West Germany, public job creation I shows a negative effect on the job seeker rate in the short but not
in the long-run.
- In East Germany, public job creation I decreases unemployment in the short and the long-run, but the effect is not statistically significant.
Public job creation I decreases long-term unemployment only slightly.
Public job creation I has no significant effect on the
reduction of unemployment.

Notes: see Table 4.
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Table 14: Macro level analyses – Vocational training programs
Author(s)

Observation period

Büttner and Prey (1998)

- Years 1986 to 1993
- 74 planning regions in
West Germany

Schmidt, Speckesser
Hilber (2000)

and

Hagen and Steiner (2001)

- Years 1994 to 1997
- 142 local labour districts
- Years 1990 to 1999
- West and East Germany

Hujer, Caliendo and Zeiss
(2004)

Hujer et al. (2005)

- Years 1999 to 2001
- 175 labour office districts

- Years 1999 to 2001
- 175 labour office districts

Hujer, Rodriguez and Wolf
(2009)

- Years 2003 to 2005

Lechner and Wunsch (2009)

- Years 1986 to 1995

- 141 local employment
districts

Main results
Vocational training programs have no effect on labour
market efficiency.
Vocational training programs reduce structural unemployment in the long-run.
Vocational training programs increase the unemployment rate significantly.
- In West Germany, vocational training decreases the
unemployment rate. This effect becomes stronger
over time.
- In East Germany, vocational training has an only minor effect on the unemployment level.
- In West Germany, vocational training has a permanent negative effect on the job seeker rate.
- In East Germany, the effect of vocational training
programs on the job seeker rate is positive but insignificant.
Vocational training programs have no significant effect on the unemployment level.
Measure is able to decrease the unemployment rate
over time.

Note: see Table 4.

The results of the macro evaluation on vocational training programs are inconclusive
(see Table 14). While some evaluation studies exhibit that vocational training programs are able
to decrease structural unemployment (see, e.g., Schmidt, Speckesser and Hilber 2000; Lechner
and Wunsch 2009), other evaluation studies show that this measures has no effect or might
even increase the unemployment rate (see e.g. Büttner and Prey 1998; Hagen and Steiner 2001;
Hujer, Rodriguez and Wolf 2009). No clear results regarding differences in East and West Germany were found either. Furthermore, the results are rather sensitive to the method used (Hujer, Caliendo and Zeiss 2004; Hujer et al. 2005).
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Table 15: Macro level analyses – Structural adjustment program
Author(s)

Observation period

Hagen and Steiner (2001)

- Years 1990 to 1999
- West and East Germany

Main results
Structural adjustment schemes contribute to a decrease of the unemployment rate in East Germany.

Hujer, Caliendo and Zeiss
(2004)

- Years 1999 to 2001

In East Germany, structural adjustment schemes lead
to a decreasing unemployment level.

Hujer et al. (2005)

- Years 1999 to 2001

In East Germany, structural adjustment schemes show
a significantly negative impact on the job seeker rate
in the long-run.

- 175 labour office districts
Notes: see Table 4.

Structural adjustment schemes are mostly used in East Germany. The evaluation studies
summarized in Table 15 show that the measure has a decreasing effect on the unemployment
rate in East Germany in the long-run. Due to the low number of West German participants, no
evaluations for the measure’s impact on the unemployment level in West Germany exist (Hagen
and Steiner 2001, Hujer, Caliendo and Zeiss 2004; Hujer et al. 2005).
The macro level evaluations of short-term measures are inconclusive. The findings of
Hujer and Zeiss (2006) are positive, whereas Hujer, Rodriguez, and Wolf (2009) found no effect
of these measures.
The impact of the Hartz reforms on the German ALMP was evaluated by Fertig, Kluve,
and Schmidt (2006) and Fahr and Sunde (2009). The studies investigate the impact of the Hartz
reforms on the efficiency of the matching process. These results are also highly inconclusive.
The study by Fertig, Kluve, and Schmidt (2006) shows that the Hartz reforms led to a decreasing
efficiency of some sub-instruments of ALMP like short-term measures, whereas the results of
Fahr and Sunde (2009) indicate that the reforms accelerated the matching process. The differences might be explained by the shorter period of time taken into consideration by the assessment of Fahr and Sunde (2009). Fahr and Sunde (2009) investigated the political reforms of
2003 and 2004 (Hartz reforms III and IV), while Fertig, Kluve and Schmidt (2006) investigated the
impact of the political reforms from 2000 to 2004 (Hartz reforms I to IV). Fahr and Sunde (2009)
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justify their focus on a shorter time period by pointing to the fundamental change in the Federal
Employment Agency’s dataset with regard to computing the outflow of unemployment into
employment.
The ambiguity of the results on the effectiveness of ALMP measures may have diverse
reasons. First, different datasets were used in all of the studies. Second, because the evaluation
studies focus on different periods of time, their results may be affected by critical and time sensitive changes in ALMP measures. Third, the empirical methodology used, namely the way of
matching participants and non-participants, has a tremendous effect on the results (Calmfors
and Skedinger 1995) and can be viewed as a major reason why these studies lead to different
findings. The use of different specifications for the empirical analysis may result from the fact
that ALMP measures are usually designed to impact a specific group of unemployed individuals.
Hence, they are likely to have only a marginal effect in the whole economy.
The discussion in this section illustrates that, in most cases, ALMP is partly able to decrease the level of unemployment and have a positive effect on the labour market matching
process, subsequently increasing the level of employment (Layard, Nickell and Jackman 1991;
Calmfors, Forslund, and Hemstrom 2002; Hujer, Caliendo, and Zeiss 2004; Bohlinger 2007). It is
important to remember that macro level evaluations analyse the aggregate impact of ALMP
programs, including the impact on non-participants. Thus, a positive result connotes that the
degree of benefits received by participants is high enough to compensate for the possible disadvantages of non-participants caused by substitution or deadweight effects.

7. Future challenges of the active labour market policies in
Germany
While ALMP measure face the challenge of counteracting long-term unemployment, demographic and technological changes pose new challenges that ALMP must confront. The ageing of
the German workforce increases the importance of developing strategies to keep older people
employed in order to compensate for the decreasing share of the economically active population (Caliendo and Hogenacker 2012; Rinne and Zimmermann 2012). Due to the steep increase
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in average life expectation and the simultaneous decrease of the birth rate since the 1960s,
Germany’s older age dependency ratio 8, which increased in the past, will continue to increase in
the future. The Federal Statistical Office (2014) predicts a significant decrease in the working
population of more than 30 percent by 2060. If labour demand exceeds labour supply, firms are
expected to face problems of skill mismatch due to skill shortages (Fuchs et al. 2010; Caliendo
and Hogenacker 2012; Rinne and Zimmermann 2012). This raises the questions of how to maintain sustainable economic growth in the face of a shrinking workforce, and how to maintain the
current social security system in the wake of an ever-growing number of older people eligible
for retirement benefits. Due to the fact that only a small number of women are working fulltime, one possible solution could be to create incentives for women to work full-time (Caliendo
and Hogenacker 2012).
To compensate for the decreasing labour supply, older and female workers play a crucial
role. One possibility to raise the total working population would be to elevate the retirement
age, or to improve the employability of older unemployed individuals (OECD 2012). There is a
widespread belief that a worker’s productivity decreases with age. In Germany, this belief reduces the willingness of businesses to hire older people (Heywood et al. 2010; Caliendo and
Hogenacker 2012). The studies by Malmberg et al. (2008) as well as Göbel and Zwick (2009)
have shown, however, that such a productivity decrease with age does not generally apply.
Börsch-Supan and Weiss (2011) have even shown that as workers age their productivity actually
slightly increases.
Furthermore, due to technological changes there is a decreasing demand for routine
tasks and an increasing need for highly qualified labour to handle the new technologies (Goos,
Manning and Salomons 2014). Hence, policy should provide education and create incentives the
workers to keep their skills up to date. Technological change and globalization lead to new demands on the labour market, as the number of low skilled jobs decrease, occupations requiring
higher skills are growing. This pattern is expected to continue over the next decades and implies
8

This indicator is the ratio between the number of individuals aged above 64 years and the number of persons
aged between 15 and 64 years.
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low employment opportunities for workers with a low educational levels (Spitz-Oener 2006;
Michaels, Natraj and Van Reenen 2014). The increasing educational requirements for workers
create a need for upskilling. For this reason, it may also be desirable to facility access to tertiary
education in order to improve the labour supply of skilled personnel.
Besides the demographic and technological changes, ALMP should put a special focus on
the accuracy of the targeting of their measures. As we pointed out in sections 5.1 to 5.3, most
ALMP measures are only effective for a small group of potential participants (Koch et al. 2011).
Thus, an increasing accuracy regarding the selection of the participants would increase the total
effectiveness. Furthermore, since entrepreneurship promotion appears to be one of the most
effective instruments of the German ALMP, NSUS should be made more attractive for a broader
range of unemployed individuals.
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8. Conclusions
The German ALMP comprises a large number of measures to increase employment for different
groups of unemployed workers. This review of evaluation studies shows that most ALMP
measures provide positive effects only for specific groups of unemployed individuals. Some inappropriate measures may even lower the labour market prospects of unemployed worker.
Thus, improving the selection process for participation in ALMP measures should be an important goal of policy writers. Reducing the number of measures would simplify the German
funding system and improve efficiency. Since the current micro evaluations have shown that
ALMP measures exhibit positive effects for only a few specific groups of unemployed people,
the targeting of the instruments should be improved.
In spite of the more or less weak results of the micro level evaluations of the effectiveness of the German ALMP, we would like to point out that especially entrepreneurship promotion programs perform relatively well and may thus play a crucial role in the sustainable reintegration of several groups of unemployed persons. No other instrument provides such positive evaluation results in the short, medium, and long-run. The BA was the first ALMP instrument to promote start-ups out of unemployment. Evaluations of this ALMP measure show that
participants who founded a firm with the support of the BA measure have quite similar characteristics compared to founders who started their businesses out of a regular employment. To
make entrepreneurship promotion attractive for more groups of unemployed individuals, the
SUS was introduced in the year 2003. Both measures have shown enormously high rates of reintegration into the labour market: 70 to 80 percent of the participants remained self-employed
or found a job in dependent employment after a few years.
Since 2006, both measures were replaced by the NSUS to simplify the German funding
system. The NSUS contains characteristics of the BA and SUS; unfortunately, the NSUS is attractive for only a select group of unemployed individuals, mainly participants who share the same
characteristics as participants in the former BA measure. Although the NSUS also shows significantly positive results, the selection of the participants is biased due to the high attractiveness
of the program for unemployed persons with a high employability. Thus, policy should adjust
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the NSUS in such a way that it increases its attractiveness for a broader range of unemployed
persons, such as former SUS participants. One possibility would be to increase the duration of
the NSUS making it more attractive for those unemployed individuals who are more risk averse.
However, a longer duration of the measure would lead to higher costs and would contradict the
goal of the 2011 reform. An alternative possibility is to provide an NSUS participant a with longer duration time, but lower monthly payments ending up with the same total expenditures. This
could make this measure more attractive for more risk averse unemployed individuals such as
former SUS participants.
The German ALMP has to face many challenges in the future, as pointed out in section 6.
Demographic changes will create a shrinking German workforce and increased average age. In
particular, strategies to keep older people employed and to increase female labour market participation to address this structural challenge are desirable. Besides demographic change, technological change creates steadily growing demands with regard to the educational level of
workers.
Overall, the changes and improvements of active labour market policies over the last
decades tell one story, the effects have been positive. Especially the promotion of entrepreneurship has been very successful and is creating a sustainable way to integrate unemployed
persons into the labour market. Therefore, labour market policies should focus on making the
new start-up subsidy attractive for more target groups. Besides further changes of current
ALMP measures, institutional adjustments such as elevating the retirement age or creating incentives for keeping skills up to date are important to counteract demographic change and the
challenge

of

technological

transition.
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