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ABSTRACT

This paper investigates the effects of an intefearthat was targeted at a specific group of
Dutch Social Assistance (SA) recipients with defoopems. Since a large share of the income
gains of work resumption is earmarked for credijttrese individuals generally experienced a
strong a priori disincentive to resume formal workis intervention had three aims:
restructuring personal debts, preventing the oeage of new debt problems, and increasing the
direct incentives to resume work. The paper used tming-of-Events method to identify the
effects of debt programs on SA spells. Our maidifig is that the debt program substantially
increased the exit out of the SA schemes, buthsmainly due to exits out of the labor force.
With a large share of assigned individuals whorditparticipate in the scheme, it thus appears
that individuals perceived or experienced the mogas unpleasant and opted to exit without
work. Our results suggest the presence of thréattsf particularly for individuals who were
assigned by their caseworkers but did not partieipathe debt program.
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1. INTRODUCTION

In many Western countries, an increasing shar@eimployed individuals faces unmanageable
personal debts. These debts can have substamsgaquoences for work incentives, particularly
when bankruptcy systems are creditor-oriented dadjye share of the income gains from work
resumption is transferred to the creditors for @emsive period of time (for a survey, see e.g.
White 2011)* Unemployment Insurance (Ul) and Social Assistd$@8 benefit administrations
thus have an interest in the settlement of thentd’ claims. Empirical evidence on the use and
usefulness of debt programs for unemployed worilserts the best of our knowledge,
nonexistent. Also scarce, in a broader perspecieeempirical analyses on how household debt
restructuring affects labor supply.

This paper attempts to break new ground by stuplyie effectiveness of an intervention
that was targeted at Dutch SA recipients with gebblems. Individuals in this program lived in
Amsterdam, the largest city of the Netherlands (@860,000 inhabitants). This intervention had
three aims: restructuring personal debts, prevgrtia occurrence of new debt problems and
increasing the direct incentives to resume wordividuals were first assisted with the
restructuring of their debts and alerted about thefitiement to income supplements other than
SA benefits, so as stabilize or solve debt probléhwdients did not succeed in debt
restructuring, they were prepared for their eligipto a formal, judicial (and more time-
consuming) debt-restructuring program. Secondyiddals were offered training programs to
improve their budgeting- and financial literacyliskiThese programs aimed to teach individuals

how to become financially well organized and to enstand the necessity of paid work.

! In contrast to this, the most common personal hagiky procedure in the US exempts all future emmifrom the

obligation to repay (this is referred to as thest start’).



The key question in this paper is whether the getigram contributed to the exit rates of
the targeted group of SA recipients, into both eywplent and non-employment. Of particular
interest throughout the analysis were potentia@aheffects, as individuals had to provide a full
overview of their financial situation and incomexquonents. Threat effects may be particularly
relevant for the individuals who were assigneddiase not to participate in the debt program —
these were indicated as ‘no-shows’. For this graigtaining from participation in the debt
program was not without consequences, as it inecetiee likelihood of sanctions and intensive
monitoring activities by their caseworkers.

Our analysis uses administrative data on SA uneynpent spells and the assignment and
actual start of debt programs. The identificatibprgram effects relies on the assumption that
SA recipients could not anticipate the exact timi@ debt program assignment — one of the key
elements in the ‘Timing-of-Events’ method (Abbriagd van den Berg 2003). Using this
approach, we start by estimating the overall efdéthe program on exit rates into employment
and non-employment, regardless of whether or reirttividuals who were assigned to the
program actually participated. The resulting estesaan thus be regarded as ‘Intention-to-
Treat’ effects. This model becomes our ‘baselinel@ipwhich is then extended by allowing for
different effects for program participants and tleeshows. We argue that extending the model in
this way requires a more careful interpretatiomtisaneeded in the baseline model, as program
effects may be biased by anticipation effects enghort run. This particularly holds if assigned
individuals expected to exit the SA soon and theeetlecided not to participate in the program.

This paper connects and supplements various sti@rlderature. To start with, a
continuing stream of papers addresses the effeetsgeof active labor market policies (ALMPs;
see Kluve 2010 and Card et al. 2010 for recenteysiv Typically, this literature addresses

instruments that directly aim at improving the yfportunities of workers by offering job
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training, job mediation, wage subsidies or subsdiegmployment. The idea behind the debt
program, however, was to remove the incentive &athat prevented individuals from
accepting jobs and (related to this) improvingtteaft skills’— in order to prevent future debts.
Although a growing body of research stresses thmitance of social capital and financial
literacy (see Heckman and Kautz 2012 and LusadiiMitchell 2014 for recent survey studies),
there is virtually no evidence on interventions ue targeted at unemployed workers with debt
problems’

The second way this paper contributes to thealitee is by building upon work on the
importance of threat effects of mandatory job pangs (for a recent survey, see Andersen
2013)3 Threat effects are typically defined as increases-employment ratgior to the actual
start of programs, when workers are already infaraeto the starting date (Graversen and van
Ours 2008; Geerdsen 2006; Rosholm and Svarer 2008)implicit assumption is that
mandatory programs are enforceddtrworkers that receive benefits at the time the g
starts. In this context, a common finding is thmeat effects are substantial in the relevant time
interval, particularly when compared to the effedter the start of job programs. Presumably,
unemployed workers derive disutility from job pragrs due a loss of leisure time and more
interference by their caseworkers. As a result theto avoid program participation by

searching more actively for jobs.

2 Related to this literature, Della Vigna and Paserif2006) investigated the effects of hyperbolazdinting on
the return-to-work rates of unemployed individudlkse idea is that impatient workers will searcts legensively for
work; this effect dominates the effect of lowerarstion wages and higher job-acceptance ratestiaahcterizes
impatient unemployed workers.

% In a broader perspective, this literature complemstudies on the effect of sanctions on retuswddk rates (van
der Klaauw and van Ours 2011; Abbring et al. 20@8y den Berg et al. 2004; Lalive et al. 2005; Jergteal. 2003;
Boockman et al. 2009).



In the current analysis, it is likely that thredffiects were important as well, but worked in
different ways. First, threat effects started friiv@ moment individuals were contacted and
assigned to a debt program. Participants had tagea full overview of their financial situation
and their income components. This explains why simligiduals were not eager to participate,
as this would harm their privacy or — worse — wadeal income fraud. Second, it should be
noted that threat effects were likely to lead wré&ased exits into non-employment (see also
Hagglund 2006, Arni et al. 2013 and Frijters and dar Klaauw 2006), rather than increased
work resumption. This particularly holds for indivals who were assigned to the program but
did not participate and were registered as ‘no-ghotihe latter bore the risk of increased
monitoring and sanctioning by their caseworker. 8amdividuals may also have left the scheme
voluntarily for this reason.

Finally, this paper adds to the empirical literatan personal bankruptcy effects.
Typically, this literature focuses on how betwegates variation in exemption levels for wealth in
the US affects the behavior of debtors and creslitévidence on the post-bankruptcy behavior of
labor supply and work effort is, however, limitédthough filing for bankruptcy in the US
generally reduces the obligations to repay delmh fearnings, Han and Li (2007) find no
evidence that this increases the labor supplydifiduals.

Our main finding is that the debt program increlatbe exit out of the SA scheme. On
average, the assignment to a debt program increhsekit probability by about 8 percentage-
points, measured two years after the start of @myptoyment spell. More strikingly, however,
the effect is almost fully due to increased inflmto non-employment. This suggests the
presence of substantial threat effects. We alsbdindence that most of these threat effects are

confined to the group of ‘no-shows’ that were assijto the program but did not participate.



The paper proceeds as follows. Section 2 exptam#stitutional settings of the SA
benefit scheme in the Netherlands, as well aséisegd of the debts program of the city of
Amsterdam. We also provide a description of tha dathis section. Section 3 explains the
empirical strategy we use to assess the impatteodébt program. Section 4 presents estimation

results and Section 5 concludes.

2. INSTITUTIONAL SETTINGSAND DATA

2.1 Priority Care Debt Services
In the Netherlands, SA benefits form a safety hat ts provided by municipalities to support
unemployed workers who are not or are no longetiethtto any other social insurance benefits
(such as Unemployment Insurance (Ul) or Disablhisurance benefits). In 2014, 22% of all new
SA recipients consisted of unemployed workers witmasted their Ul benefits (UWV 201%4).
Thus, the vast majority of the inflow consistedrafividuals with insufficient work history for
Ul entitlement. SA benefits are both means- andtassted; individuals should not own more
than 5,765 euro net worth of assets (for househwitismore persons, this net worth was set at a
maximum of 11,895 euro). SA benefits are about@ £@ro per month for single households,
which is somewhat higher than in most other Euromauntries. In principle, the provision of
SA benefits is not limited in duration.

In June 2008, the social benefit administratioAwisterdam (DWI) announced its plans
to provide debt services for SA clients (DWI 2008YVI labeled the program as ‘Priority Care

Debt Services’ (PCDS), referring to the fact tha@miended to speed up the intake and treatment

* Depending on the work history of individual worketJl benefits may last no longer than 38 months.
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process for SA recipients with unmanageable debte argument was that for many clients
personal debts were a major impediment for worlkimgsion, with creditors that are entitled to
claim 90% of all additional income arising from Wwaesumptiorf. After restructuring their
personal debts, clients would no longer be restlitly time constraints in the repayment of their
debts. DWI contracted two private organizationsMeein November 2008 and July 2012
(Westerbeek andPlangroep) to organize the PCDS program. The financial ctoowliof all new
SA recipients was assessed during their first mgetith the caseworker. Depending on this
assessment, caseworkers were then authorizedigo &diss client to the debt program. In
principle, clients were informed of this fact eithie this meeting or the next. After the
announcement, it could take two weeks at the mefstré the actual program started.
Participation in the debt program was not optidogaklients; they were expected to cooperate
with their caseworkers and the private debt-sergroeiders. In case of non-compliance,
temporary benefit reductions or benefit suspenstongd be used to sanction individuals.

The provision of PCDS involved two types of seegcFirst, budgeting courses aimed at
helping individuals become more financially literand increasing their ability to manage their
income. Second, individuals were assisted in thanmal restructuring of their debts and — if
necessary — alerted as to their entittement tomm&supplements (such as tax deductions and
income subsidies). Debt-service providers stattedotogram by gathering all relevant
information on creditors and the size of debtse@b thus had to provide full access to their
financial administration. Typically, personal debf<lients originated from unpaid bills

including fines, electricity or gas bills, (locagixes, telephone bills, rents, insurance premiums

® Until that time, these individuals only had accesdebt services that were provided by quartethércity of
Amsterdam, and were only were eligible if they kady substantial debts.
® Related to this argument, employers may find Sénts with debts unattractive for administrativasens. For

these workers, they have to cooperate in transfggarnings to creditors.



and medical treatments. Debt-service providersessilients in contacting their creditors and
requesting a reduction of their debts and/or axegian of payment conditions. This part of the
program was the most time-consuming and also trst oostly.

In total, the individual debt programs were medariaist one year at the most. Typically,
the programs consisted of about five meetings thighadministration of the debt-services
organization — with eight meetings at the mostoiP these meetings, participants had to
prepare information and learn the course matdfialm the perspective of DWI, a program was
registered as ‘successful’ if it ended in one oé¢hpossible outcomes. First, the program could
result in ‘financial stabilization’, with the clieéiaving no further direct need of debt services.
Second, the outcome could be the start of a forjodicial bankruptcy procedure. From the
perspective of both the client and the social headministration, the outcome of such a process
would harm work incentives for a long time. Thiifidiemaining debts were not too substantial,
the city of Amsterdam arranged the settlement bfslby taking over the claims of individual

creditors’

2.2 Datadescription

Our analysis used an administrative sample of ZBi8temployed spells of individuals between
18 and 65 years of age who entered into the SAselimetween November 2008 and December
2011. Benefit durations that had not ended ard dghsored at the first of July in 2012. 23,769

SA benefit durations in our sample are of individuthat are observed onté&or all clients that

" Unfortunately, we were denied access to infornmatio the size of personal debts that were taken asewell as

on the share of debts that were cleared by thetorsdinterviews with caseworkers from DWI Amstend indicate
that about 70% of debts were cleared.

8 In particular, 2,705 individuals had two SA spefi$2 had three SA spells; ten individuals had ®arspells; and

one individual had five SA spells.



received SA benefits in the time period under atersition, we observe the age, gender,
education level, household status and their pnofitategory. We also know whether a client
participated in unpaid municipal work programs;singere relevant for younger workers below

the age of 27.

<INSERT TABLE 1 AND FIGURES1AND 2 HERE >

The second column of Table 1 presents the sttisfiour full sample. Generally, job
prospects of the inflow cohorts were poor; mostr8éipients had low educational levels and
resided in single households. In addition, onlywdl% of completed spells were registered as
ending in regular employment. Reasons (other thank wvesumption) for ending SA benefit
spells include the imposition of sanctions duengufficient search activities or fraud (16%);
moving outside the city (10%); and other reaso®848 such as incarceration, retirement,
cohabitation and deaftiTo shed more light on the dynamics of SA exitsafégures 1 and 2
display Kaplan-Meier estimates of, respectivelg, sarvival and hazard rates of SA benefit
durations. After one year, only about 25% of theatlans had ended for the group of individuals
who were not assigned a debt program. As expeEtgdre 2a shows that the hazard rate from
the SA scheme into employment work decreases Wilelapsed duration. For the hazard rate
into non-employment, however, the picture is lasgpunced — with some spikes at moments

when the eligibility of clients was re-examinedgdggure 2b).

° Note that these sample percentages for exit dgtits into non-employment could only be obtainedSA
benefit recipients that did not participate in wprkgrams (83% of the sample); for the group ofiddials that

participated, exit destinations are missing forwbalf of the sample.
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In addition to the SA benefit durations, we hay@4P records of (unique) SA clients who
were assigned to the debt program. For assignextsiivho started the program, we observe a
sequence of dates when they reported to the twesgebice organizations — with the first date
starting two weeks (at the most) after date of acnt~or each meeting date, the corresponding
activities are registered, together with an assessof whether or not the assigned activities
were completed. All of this eventually yields a géenof unique individual debt programs that

can be merged to the sample of SA benefit spells.

<INSERT FIGURES3AND 4 HERE >

Figure 3 shows the debt-program assignment rate@sh are measured as a function of
the SA benefit durations. As expected, almostsdlgnments occur in the first three months of
the SA benefit spell; this mirrors the fact thag flnancial assessment and the assignment were
mostly carried out shortly after the moment of &fake. Figure 4 shows the distributions of the
debt-program lengths for completed debt prograrhs.average length was about nine months;
about one-third lasted longer than the norm of yeee.

Returning to Table 1, we see that clients whoavassigned to a debt program were
relatively young, male, more likely to join workggrams, lower educated, and more likely to be
a single parent than the full sample of SA recifgem line with this, individuals that are profile
as lacking job skills are overrepresented in thgeteed group. Figure 1 shows that the group of
debt-program participants exited the SA schemesaead that is comparable to the group that

was not assigned to the debt program. For the gobap-shows, exit probabilities are clearly
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higher!® Furthermore, columns (iv) to (vi) of Table 1 afgww that the fraction of no-shows in
the targeted group (33%) is substantial. Womemlasiparents and older workers are more likely
to accept the debts program, whereas the oppasie for individuals in work programs. In line
with expectations, we also observe a relativelylslgare of SA exits due to sanctions among the

group of no-shows (26%).

<INSERT FIGURE 5HERE >

In our sample, we only observe information onrépgorted debts for 1,710 of the 1,944
clients that started the debts prograrfigure 5 shows the distribution of reported debés
follows from these data. The majority of individsighat started a program had debts that were
not very substantial, with a medium value of 12,80€o. Still, the highest percentile had debts
of about 42,000 euros or moreDebts were lowest for individuals under the agé®fabout
9,500 euros on average); they then increase upetadge of 35, and remain more or less stable at

the (average) level of about 25,000 euro.

3. EMPIRICAL IMPLEMENTATION

3.1 Identification

10 As will be discussed in greater depth in the follmy sections, the higher exit rate of no-shows medlgct either
sorting effects (as individuals may have anticigdeaving the scheme and therefore did not showuthe
presence of increased sanctioning and monitorifegisf

1 Some program participants dropped out shortly afie start of the program. For some of these iddals, there
was insufficient time to register their debts.

1270 gain more insight into the determinants of pees debts, we ran an OLS regression with individua
characteristics of program participants as exptaied. We then found age to be the most importanedof

differences in debts. The estimation results aedl@ve upon request.
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In our analysis, the assignment of individuals @btdorograms can be characterized as dynamic —
that is, SA recipients were assigned by casewotkerdgbt programs at different moments in
time. In general, this setting complicates the trmiesion of comparable control groups,
particularly if individuals already have left uneloyment. With these data, many studies
therefore advocate the use of continuous time nasttmmodel selection on observable and
unobservable variables; this is commonly referceds the ‘Timing-of-Events’ approach
(Abbring and van den Berg 2003). The idea is totjpimodel exit rates and the rate into a
certain treatment in a multivariate proportionatdva model. We also follow this approach in the
current analysi&®

The identification of the Timing-of-Events methddages upon two key elements. First,
proportionality in the hazard rates is necessanyrder to identify the joint distribution of
unobservable, time-constant variables. This ideatiion requirement imposes a restriction on
the parametric specification by using a mixed propoal hazard structure (van den Berg 2000).
Second, we assume that the timing of debt-progissigaments is not anticipated by the SA
recipients. Arguably, this assumption can be jiestiby the short timespan between the
announcement and the start of the debt programsltbats were assigned to, with clients having
a timeframe of two weeks at the most within whictthange their behavidt Conditional on the

no-anticipation constraint, it is possible to defeounterfactual individuals that have not

13 As an alternative approach to evaluating the tmeat effect of the debt program, the use of matchéchniques
or instrumental variable estimation is not feasihléhe current context. This would require the akelear-cut
assignment rules — for instance, depending onetvrd bf debts that were registered. In contrastafsignment
largely depended on the discretion of caseworkerglering the use of Timing-of-Events most suitable

14 Since only ten clients who were targeted left3ffescheme in this period after notification, aptition effects are
probably negligible. Note that similar argumentplgpn studies that estimate program effects (Kgstoo and van
der Klaauw 2011) and the effect of meetings witbeg@orkers (van den Berg et al. 2012).
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experienced a debt-program offer so far. This alowto separately identify duration
dependence, unobserved effects and the ex-post effthe program.

It should be stressed that the non-anticipatisnm@ption does not mean that debt
programs are assigned randomly (conditional onrebsgecharacteristics). SA recipients may
have known they were exposed to a high risk ofdpassigned to the PCDS program, but the

idea behind the assumption is that they were uraafthe exact timing of this event.

3.2 The baseline model
Our empirical analysis starts by specifying a tii@ge model that explains both SA benefit
durations and the duration of realized SA benefiations until the assignment to the debt
program. We refer to this model as the ‘baselinéefighat explains the impact of debt-program
assignment — regardless of whether or not thiglisvied by program participation. We also
assume that the exit rates into employment anésxheates into non-employment can be
modeled as competing risks that explain SA bewulefiations and the destinations after exit.
To formalize matters, consider an individual emigiSA at datey, who has been
unemployed fot days. The exit rate from SA depends not only denchar timer + t and the
elapsed duration of SA beneftidut also on observed individual characteristiesd
unobserved characteristiog. Furthermore, we denotg as the elapsed duration after having
started the debt program. Using the familiar mipeaportional hazard structure and indicating
the corresponding destinations into employmentraardemployment ag€” and ‘ne,

respectively, the SA exit rates into employment aad-employment are specified as:

gl(t |x, To, thUl) = Al(t) lpl(TO + t) exp{xﬁl + 611(t > tp ) + U; } [1]
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with |1 ={ene}.

In this expression},; (t) is a piecewise constant function that represegnsiige duration
dependence, angh; (7, + t) are genuine calendar time effects that are modelegtarly
dummies. The indicatdris a dummy variable that is equal to one for thené between
parentheses, denotes the effect of time constant, unobservethcltexistics on the exit rates
into employment and non-employment. Our paramdtarterest is§; , which describes the
effect of the debt program on the transition ratgisof the SA scheme into employmeint (€)
and non-employment € ne), respectively. This effect comes into force att,,, which is the
moment at which a debt program is assigned.

Similar to the exit rates out of SA, we specifg thansition rate of a debt-program

assignment at timg, as follows:

Op ( tp' X, To,Vp) = Ap(tp) lpp(TO + tp) exp{ x Bp + vy ). [2]

This equation makes apparent that the debt-progemard rate is also driven by genuine
duration dependendg, calendar time effectg,,, and observed and unobserved individual
characteristicsqanduv,,, respectively).

Equations [1] and [2] can now be used to formull&eindividual likelihood contributions
of both SA benefit durations and the SA benefitations until the assignment to a debt program,
with the individual indexed biy(i = 1,.N). Moreover, we use the subscrb index the

successive numbers of the SA benefit spell ofrtidevidual § = 1,..,/;). We denotec; as an
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indicator that is equal to one (zero) if the outesmare completed SA benefit durations.
Likewise, c,; is an indicator that is equal to one if the indisal is assigned to the debt program.
This yields the following expression for the likediod contribution of an observed SA benefit

durationt;; with destinatior;; of individuali.

= I(l;j= I(l;i= o
L (t, 1) = {Qe (taj%1j> Toij» tpijo ve ) (1ij=e) One (t1j|%ij, Toijs tpijs Une) (ty=ne) } ‘U
ti]'

X exp —f (04|11, Toijs tpijs Ve) + One (Eij]xij, Toijs tpijs Une) ) dt [3a]
0

The individual likelihood contribution of the duian until the assignment to a debt program,
during SA benefit duratioj t,;;, is equal to

tpi

Lii (tpijs cpij) = Op (tpij|xij Toij vp )P exp — j Op (tpis|xij Toij vp) dt [3b]
0

We next assume the distributionsvef v,,. andv, to follow a nonparametric, multivariate
discrete distribution with unrestricted mass paeations for each term. This means that the SA
exit rates and the debt-program assignment ratellamged to be correlated, so as to control for
selectivity on unobservables. When havihgossible mass points, the associated probabitifies

are denoted as follows:
pr =Pr(v, = vE,vp = v, v, = vk) for k=1,.K [4]

with 0 <p, <1 andpy =1— p;—..—pg_; as restrictions. The joint likelihood functiof,

can then be written as
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L= togd D ok | | hieu bl vk k) 25 (el ) 5]
i=1 j=1

i k=1

We use Maximum Likelihood estimation to estimategalameters in equations [1], [2] and [4],
while deriving the optimal number of mass poitts,by performing likelihood ratio tests. As we

show later on, this yields three combinations o§snaoints.

3.3 The extended model

We argued earlier that many targeted individuadsnit effectively start the debt program and
were thus registered as no-shows. In this respiextreatment coefficient estimates that are
obtained from the baseline model can be charaetkas Intention-to-Treat (ITT) effects. In the
literature, this typically implies that the ‘trugeatment effect is underestimated, since the effec
applies to a fraction of the group that was assighéthin the current context, however, this
interpretation would ignore the fact that casewmskeay have increased their monitoring and
sanctioning activities for the no-shows.

To shed more light on the mechanisms that drieedbt-program effects, one obvious
extension of the model would be to differentiate ¢ffects of program participants and the
targeted group of individuals that did not partatga Denoting the actual start of a debt program

with indicator dummys, we can adapt the specification of the SA ex#sats follows:

0,(t |x, 7o, tp, 5,v;) = 4,() P, (1o + 1) exp{ x B+ I(t > tp). (dlparts + 61"05}‘0“’(1 — s)) + vs}

[6]
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with | = { e, ne}. In this specifications?®"* ands?**s"*¥ denote the effect of the debt-program
assignment on the exit rdtéor the debt-program participants and the targetdviduals that

did not start the program, respectively. Conditl@mraassignment to a debt program, the
probability of starting the prograrR;, is specified as a Random Effects Logit model thates

for duration dependencéy) and includes both observed and unobserved cleaistats () as

explanatory variables:

exp(Ps(to+t) + x Bs + vs) [7]

Pi(s=1lIx,70,t,v5) = L+exp(Ps(To+t) +x Bs +vs)

The individual likelihood contribution of individliawith SA benefit duratiofn can then be

written as

Ly (sij | tpij < tij) = Pa( sij | xij, Toijo tij Us) [8]

and the joint likelihood. can be extended as follows:

N K Ji

[ = ZIOg Z 1_[ Lll(j(tij; lij,cijl Ue;vne) L (tpljlcpl] va)L (SU Itpl] < tl]) [9]
i=1 k=1  j=1

with

pr = Pr( v, = vE,vne = vk, vy, = vE v = VF) for k=1,..K. [10]
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Similar to the baseline model, our estimation stygtis to allow for time-constant random effects
v, that may be correlated with the random effectsitifauience the SA exit rates, the debt-
program assignment rates, and the conditional jpibtysof starting the debt program. At this
point, however, it should be stressed that themntiipation assumption is probably more
restrictive than in the baseline model. In conttaghe occurrence of a debt-program assignment,
the participation decision may well be driven bg #ihort-term expectations that individuals had
to find employment or to exit the SA scheme withemnployment. Specifically, one may expect
that targeted individuals who expect to leave SAdhé programs will not (choose to) participate
in the debt program. This means that the outcorhbeeextended model should be treated with
greater care than for the baseline model — andavdpecial interest in the short-term and long-

term effects for participants and the no-shows.ré#ern to this issue in Section 4.

4. ESTIMATION RESULTS

4.1 The baseline model

Table 2 presents the parameter estimates of oefibasnodel explaining the SA exit rates into
employment and non-employment, and the debt-progissignment rate (see equations [1], [2]
and [3], respectively). For the distribution of inserved effects that connects these three
processes, we find at most three mass points,paathability weights equal to 26.4%, 53.2% and
20.4%. Note that for the third point of support fivel the exit rate into employment to be equal

to zero, whereas the exit rate into non-employngehighest for this category.

<INSERT TABLE 2HERE >
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According to our estimates, debt-program effemtssabstantial and significant only for
the exit rate into non-employment. For the exi¢ iato employment, the effect estimate amounts
to about 3.3% (=exp(0.032)-1), whereas the effstitmate is 42.9% (exp(0.357)-1) for the exit
rate into non-employment. When assuming that deligram assignment occurs in the second
month of the SA benefit duration (which also was éwerage timing that is observed in our
data), the total exit rate after two years of bi#émeteipt increases by about 8 percentage points.
This effect is sufficiently large to make the dpbhgram cost-effective: that is, the average debt-
program costs of about 1,100 euro per person egadyt compensated within two years of the
start of individual programs. At the same time, however, our findings suggest tie targeted
group perceived or experienced program participa®a disutility. Individuals may either have
opted to leave the scheme for this reason, orekpgrienced more intensive monitoring and
sanctioning activities that resulted in higher eates into non-employment. We return to this
issue in section 4.2.

Regarding the other covariates, age is the mgsbritant determinant in all aspects. Both
the SA exit rates and the debt-program assignna¢atdecrease strongly with age. A similar
pattern is found for individuals that participatea work program that is unpaid (i.e. they have
higher SA exit rates and are more likely to begassil to a debt program). SA exit rates into

employment and non-employment increased as fror,2@flecting the increased sanctioning

15 For program participants, the average costs mividtual amounted to 1,650 euro. With 67% of theesed group
participating in the debt program, the averagescfustall individuals thus amounted to about 1,20680. The

average monthly benefit level in our sample is @,80r0. After two years, the benefit savings far tilrgeted group
amount to 1,350 euro (which is equal to a reduatiipenefit spells of about six weeks). Note thatagntrol for the

fact that 30% of former SA recipients that werdgrssd to a debt program re-enter the scheme afieeyear.
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and monitoring activities that started in thesergéBWI 2010). As to the remaining

explanatories, we find similar outcomes as wereuised in the data description.

<INSERT TABLE 3HERE >

Table 3 displays the estimated treatment efféetsfollow from some additional analyses
of the baseline model. To start with, we resttet tinobservable effects to be uncorrelated with
the debt-program rate. Consequently, the effett@flebt program can be estimated without
jointly modelling the debt-program rate. As theléaghows, this would lead to a substantial
downward bias in the treatment effect estimateherekit rate into non-employment, justifying
the use of Timing-of-Events.

We also investigated the persistency of the debgiam effects by allowing the effect to
be different between the first four months andléter period of the benefit spell. Particularly for
the exit rate into employment, we then find strenglence for lock-in effects. That is, SA exit
rates into employment decrease in the first fountim® after the assignment, but the effect
becomes positive after that. Perhaps surprisimgiyfind the SA exit rate into non-employment
to persist and even increase when four months pas®ed since the assignment to the debt
program. Presumably, caseworkers had a continderkst in the group of targeted individuals,
and adhered more strictly to the rules for therwels This confirms the findings of van den
Berg et al. (2004), who argue that monitoring asactioning efforts may persist over time,
particularly for individuals who have been sanctéidronce.

Finally, the lower panel of Table 3 shows diffares in treatment estimates for different
samples, stratifying on age (younger or older tB@) gender and the education level (more or

less than 11 years of education). Most notablyngeu individuals respond to the debt program
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by increased exit into non-employment only — wittekatively high effect estimate. This
contrasts with individuals above 30 years of agey show comparable increases in the exit rate
into employment and non-employment. In additioe, éffect estimate of the debt program on the

SA exit rate of female individuals into employménsubstantially lower than that for méh.

4.2 The extended model

With debt-program effects that seemingly stemmethfthreat effects into non-employment, a
pertinent question is how effects differed betwdenprogram participants and the no-shows. To
shed more light on this issue, Table 4 reportsith estimation results that follow from the
extended model. Additionally, Table A.1 in the apgi to this paper displays all parameter
estimates that are estimated. This table reveatstily a few variables have a significant impact
on the conditional probability of debt-program papation, with the age of individuals as an
exception to this. In particular, the participatigmobability increases with the age of individuals,

suggesting that younger workers disliked progranigpation the most.

<INSERT TABLE 4 HERE >

Table 4 suggests that the increased exits inteengployment mainly originate from
assigned individuals who did not show up at the stiethe program. This confirms the idea that
monitoring and sanctioning activities were increbfse this group. To a lesser extent, we find
evidence for both increased exit rates into nonteympent for program participants, as well as

increased exits into employment for the no-showere is no evidence that participants

18 Note that 51% of the women that were contacte@wigle parents, whereas only 1.5% of males wegbes

parents. Thus, gender differences are stronglyelaiad with household status.

22



benefitted by increased employment opportunitias was intended by the debt program. On the
contrary, our extended model outcomes indicatealmatst all effects can be attributed to threat
effects.

As argued earlier, the extended model does notpacate the possibility of anticipation
effects of unemployed individuals who were assigioetthe program. In this respect, one may
expect that individuals will be less likely to papate in the program if they expect to leave the
SA benefit scheme soon. Consequently, the efféichates for participants and no-shows may be
misspecified, as sorting effects are only allowedtem from time-constant unobservables.
Similar to the baseline model, we therefore rerestied the extended model with time-varying
debt-program effects for participants and no-shalgfining the first four months after
assignment as short-term effects (see the lowesl diTable 4 for estimation outcomes). As
expected, we observe a strong drop in the exitinbdeemployment and non-employment for
program participants in the four months after dafoigram assignment. This effect is mirrored by
increased SA exit rates for the group of no-shamesasured directly after the debt program. Both
these findings suggest that anticipation effeaisodicur. At the same time, however, for the no-
shows we also observe a further increase in thex@thate after the first four months had
passed. As we presume that anticipation effectengBimover time, this lends credence to the
idea that the treatment effect for the no-showshbmamterpreted as behavioral effects — at least in

the long run.

5 CONCLUSIONS

This paper studied the effectiveness of an int@reeriargeted at a specific group of Dutch SA

recipients with debt problems who lived in the @fyAmsterdam. Individuals were helped with
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the restructuring of debts, alerted on their esrigént to income supplements, and given access to
training programs to improve their budgeting skalied financial literacy. The idea was that debt
restructuring would remove an important impedinfentvork resumption. Without any informal
settlement of claims, additional earnings of thrgeged group would largely be transferred to
creditors for a long period of time.

According to our analysis, the PCDS program imgét¢he behavior of individuals in
different ways than was intended. Our main findsthat the debt program increased the exit
from SA, but only into non-employment. This indiesithe presence of threat effects. In addition,
increased exits into non-employment were mostlyfined to individuals who were assigned but
did not participate in the debt program. To a less¢ent, threat effects may also have occurred
for program participants, as they show increasdéd @xo non-employment as well.

What explains these findings? Obviously, it i®likthat assigned individuals derived
disutility from the debt programs, as participatiomplied a loss of leisure time and more
interference by their caseworker. For some indiaiduproviding full transparency on financial
conditions may even have involved the risk of fraetkection. As such, our analysis adds to a
recent strand of literature on threat effects aseimses in exit rates into non-employment. As
another explanation, one should also considerthigatargeted group of indebted individuals
probably discounted the future income gains agh hate. As a result, they may well have
undervalued the potential gains of the debt progiaella Vigna and Paserman 2005). This
suggests that labor supply elasticity rates areftywhe targeted group of workers, as they are
restrained by time constraints — even if an imparpart of their debts will be resolved
eventually. This contrasts e.g. to the analysikastal and Mogstad (2014), who do find
substantial incentive effects for disabled workeith residual income capacity. Debt constraints

may thus remain an important impediment for wosuraption.
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With this in mind, the policy implications of thetudy are not so clear-cut. The debt
program was cost-effective. Presumably, it worked acreening device to detect income fraud.
At the same time, the debt program caused mangressindividuals to leave the labor market
without employment. This poses the risk of increlagebt problems, a higher incidence of illegal
work, and high return rates into the SA scheme. Hamd at what cost — these vulnerable
groups should be stimulated to resume formal enmpényt therefore largely depends on the

normative judgment of policymakers.
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