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Abstract

After unification of the East and West German economies in July 1990 the public sector
devoted substantial resources to train the labour force of the former centraly planned East
German economy. In this paper we describe the basic trends of the rules and regulations
governing these efforts. We supplement this description with empirical stylized facts.
Additionally, we report evaluations of the effects of this policy for training participants
beginning their training between mid 1990 and early 1993. These evaluations are based on
micro data from the Socio-economic Panel (1990-1994) which allows us to follow the
individuals™ labour market status before and after training on a monthly and yearly basis,
respectively. Our general findings of these evaluations suggest that there are no positive effects
on such measures as post-training unemployment risk or earnings.



1 Introduction

After unification of the East and West German economies in July 1990 - Economic, Monetary
and Social Union - the public sector conducted an active labour market policy to ease the
transition from a formerly centrally planned East German economy to a West German type of
system. The basic intention was to adjust the skills of the labour force of former East Germany
to the demands of the future structure of the economy as well as to western technologies.
Additionally, substantial resources have been devoted to smoothing the impact of the rapidly
contracting economy on the labour markets, that is to avoid even higher unemployment rates
than those which actually occurred.

In this paper we concentrate on the training part of the active labour market policy only. The
paper contributes to the ongoing discussion about the effectiveness of training in two ways.
One part gives an (almost) complete and hopefully accessible account of the institutional rules
and regulations from 1990 to 1994. This is supplemented by descriptive statistics to show
major trends and empirical facts. Since the situation in East Germany is fairly different from
amost all other countries, knowing these facts - that changed rapidly over time - is very
important before any credible evaluations of these labour market policies can be performed.
Such evaluations are reported in the second part of the paper. They are based on individual
data that alow to observe the individual labour market histories before and after training on a
monthly and yearly basis, respectively. The targets for the evauations are the effects for the
participants of subsidized training courses. They are measured in terms of labour market
outcomes after the completion of the training, such as earnings, employment status, and career
prospects. Our general conclusion of this exercise will be that at least for training beginning
between mid 1990 and early 1993 no positive effects can be found. However, there is some
evidence that trainees expect positive returns over a longer time horizon that is beyond the
sampling period available for this analysis. If these expectations materialize, then future
evaluations will find a positive effect of training.

The paper is organized as follows: The next section outlines basic features of the East
German labour markets after unification. Furthermore, it describes briefly the organisational
structure of the labour offices (Bundesanstalt fir Arbeit) in East Germany. Section 3 describes
empirical facts and institutional rules and regulations for the training part of the active labour
market policy in East Germany. The econometric evaluations are reported in Section 4.
Section 5 concludes.

2 The institutional framework

2.1 The East German labour market and labour market policy

The centrally planned economy of the GDR was not prepared for the unification in 1990. The
institutional settings of the West German market economy, the relative prices, and the
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international competition came as a shock. The GDP per capita, aready far below that of West
Germany, dropped sharply after the Economic, Monetary, and Social Union in July 1990." In
1991 it was about a quarter of the West German one. From 1991 to 1994 the GDP rose with
an annual rate of 6-8% and GDP per capita reached approximately 50% of the West German
level in 1994. At the same time labour productivity increased from 31% to 51% of the West
German level. However, this was offset by the development of wages rising from 48% of the
West German level in 1991 to 73% in 1994. This led to economic disequilibria, especially on
the labour market. We will provide some information on the resulting movements in the labour
market as well as on adapted active labour market policies (ALMPs).? The East German active
labour force dropped from 9.7 million in 1989 to 5.6 million in 1992 and rose again dightly to
5.8 million until 1994.® The remaining people either went into the part of the labour market
which depended on the active labour market policy (ALMP), were unemployed, or left the
labour force.” After unification the majority of people not working were absorbed by ALMP.
In 1993 and 1994 the shares of people who went into ALMP, unemployment, or out of the
|abour force were roughly equal .’

Figure 2.1 illustrates the importance of labour market policies in East Germany. In 1992
more than 30% of al people working in 1989 were subsidized in one way or another by the
labour offices (LOs). Although this share declines, still more than 20% are subsidized in 1994.
Compared to currently working people the respective shares are close to 40% in 1992 and
30% in 1994.

Another way of seeing the importance of the ALMP in East Germany is to look at total
expenditures of the Bundesanstalt fiir Arbeit (BA).° In 1994 the overall household of the BA
was about DM 100 bn. A quarter of this amount was spent on ALMP in East Germany, DM 7
bn for training aone. The corresponding numbers for West Germany, with a labour force
nearly five times as large, are DM 10 bn for ALMP and DM 6 bn for training. 1n 1992, the year
with the most training, the BA spent nearly DM 11 bn of its DM 89 bn budget on training in

! The GDP figures given in this section are contained in Statistisches Bundesamt (1992, 1995), the data on
productivity and wages in Bundesministerium fir Wirtschaft (1995).

2 The most important types are training, short time work (STW), "ArbeitsbeschaffungsmaRnahmen” (ABM),

and early retirement. STW benefits are payed by the labour office (LO) to somebody still employed but who

has to reduce working hours temporarily because of a company-specific shortage of labour demand. The LO

replaces the loss of earnings at the same rate as in the case of unemployment. A in East Germany frequently

useed exception allows a not temporary reduction to '0%-working time' under certain circumstances. In the

case of ABM the LO offers a wage subsidy to the employer. There are several regulations in the AFG

allowing such a subsidy, for example 8§891-99 or §249h. Early retirement are "Altersiibergangsgeld”" and

"Vorruhestand”. All 8 mentioned in thiswork are § of the AFG if not otherwise stated.

These are people working without any involvement of the LO. These figures might differ from data given in

other publications because often people working in a subsidized employment are included.

These are macro data. Nothing is said about the individual patterns here. Seen on an individual base, 'leaving

the labour force' covers regular retirement, child-bearing, net migration, and entering or leaving the labour

force for other reasons. All numbers reported are 'net leavers of the East German labour force'.

The corresponding data are 1.9 million in ALMP, 0.9 million unemployed, and 0.8 million leavers of the

labour forcein 1991. In 1994 these are 1.3 million, 1.1 million, and 1.4 million, respectively.

® For the following see BA (1995b: 315 ff.) Ubersicht 207.
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East Germany and another DM 7 bn in West Germany. Setting this in relation to the GDP
emphasizes the importance of ALMP and especially training. In 1992 the BA spent close to 5%
of the East German GDP on training in East Germany. For all of Germany the number is just
above 0.5% of GDP. In 1994 the expenditures on ALMP in East Germany were 7.5% of the
East German GDP or 0.75% of the total German GDP.

Figure 2.1: Development of the East German labour market after unification (in % of 1989 labour force)
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Source: IAB 1995 Ubersicht 7.2 C p. 248 ff., Ubersicht 2.4.1 p. 42 f, own calculations.

Note: 100% is equal to 9.7 milion people in the active labour force in 1989. 'Employment’ is
corrected for ABM and STW to avoid double counting. 'Saldo' is net leavers of the labour
force. All labour market policies and unemployment are assumed to be zero in 1989. All
numbers are average participation throughout the year and full time equivalents if the LOs

subsidize only a part of the (working) time, e.g. STW. Other ALMPs are excluded because of
low participation. See footnote 2 for further information.

The huge number of participants, the enormous influence on the labour market, and the high
expenditures demonstrate the importance of ALMP in East Germany after unification in
general and of training in particular.

2.2 "Arbeitsforderungsgesetz" (AFG) and "Bundesanstalt fur Arbeit" (BA)

The basic foundation for governmental labour market activities in Germany is the Arbeits-
forderungsgesetz (AFG) from 1969. It is a federa law and there is no difference between the
Bundeslander.” The AFG has been changed frequently since 1969. In this paper we will discuss

" There are of course different regulations and a lot of exceptions for the East German Lander but these are not
legislated by the Lander. They are subject to federal legislation.
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only the training part of the AFG.? The GDR developed an AFG as soon as spring 1990 and
put it in effect with the Economic, Monetary, and Social Union on 1 July 1990.° Its structure
was identical to the West German AFG and the regulations were in most cases similar. The
only difference, if at al, was the easier access to programmes in East Germany. After
unification in October 1990 the West German AFG was expanded to cover East Germany as
well. Nevertheless, some of the differences in the AFG-GDR were upheld. By December 1991
most of the remaining AFG-GDR regulations were obsolete and the exceptions were either
cancelled or included into the AFG.

Below the level of the AFG there are more detailed regulations, which are not passed by
parliament but by the Ministry of Labour and Social Affairs or by the top leve
(Verwaltungsrat) of the BA. Most important for training is the "Anordnung Fortbildung und
Umschulung” (AO-FuU) of the BA. This was changed corresponding to changes in the AFG
and completely rewritten in 1993. There was a similar AO-FuU in the GDR, valid for East
Germany until 1 May 1991.

The implementation of the AFG is administrated by an independent federal agency located in
Nurnberg, the "Bundesanstalt fur Arbeit” (BA). It is hierarchicaly structured into
"Landesarbeitsamter” (labour head offices in the German Léander), "Arbeitsdmter” (labour
offices) and "Aul¥enstellen” (local offices). In East Germany there are four Landesarbeits-
amter, which took the responsiility from the central labour agency of the GDR between
spring and autumn 1991. They are regionally separated along the lines of the Bundeslénder but
in general responsible for more than one Bundesland. Two of them are 'exclusively’ East
German (Sachsen, Sachsen-Anhalt - Thiringen), in two cases they combine East and West
German Lander (Berlin - Brandenburg, North).

For individuals searching for help the most important person is the "Arbeitsberater” who is
responsible for counsalling and approvaling individual measures. Hierarchically below the
Arbeitsberater are severa "Arbeitsvermittler”. In principle, they have similar tasks, such as
basic counselling and preparing for decisions, but are not finally responsible.

3 AFG-subsidized training in East Germany

The am of this section is to provide the information necessary to further understand the
participation process in empirical evaluations of AFG-subsidized training. We will describe the
training possibilities offered by the AFG and the incentive system to participate in training."
We will also present some participation statistics. We focus on training of individuals
subsidized by the AFG: short term training to improve job search skills (also called '8414),

8 Other parts are not covered, although they are to some extent important for training as well. For example the
determination of former earnings which in turn determines the amount paid during training is regulated with
unemployment benefits. We focus on the training participation decision which allows the limitation.

® To separate the two AFGs we will call this AFG-GDR while we use AFG for that of West Germany. Also we
will use GDR for the time before unification, East Germany for the same territory after unification.

%1 the main body of the text we will limit the discussion to the basic features. For more details see the
Appendix. We used BA (1989, 1990, 1991b, 1992b, 1993b, 1994b, and 1995c¢) as sources for judicial texts.
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continuous training in an occupation the participant is aready trained in (‘continuous training’),
and training for a new occupation (‘retraining’).™*

Several studies discuss ALMPs and training in particular. For example the BA (19914,
19923, 1993a, 19944, and 1995a) provides extensive statistics on training participation as well
as a short discussion of regulatory changes. Buttler (1994a) supplies information on the
financial aspects of ALMP, while Buttler (1994b) concentrates more on the political point of
view. Buttler and Emmerich (1994) discuss the optimal amount and mix of ALMP instruments.
Here, we combine the information in these papers with regulations in the AFG and other
judicial sources, different kinds of participation statistics, information on political and financia
restrains, and results of interviewsin East German labour offices. ™

3.1 Training in general

3.1.1 Participation in AFG-subsidized training

Training is important to avoid or to overcome mismatch in the labour market. Thereby it
should increase the productivity and improve the economy's growth potentia. When
transforming East Germany into a market economy training was thought to be especialy
important (BA, 1991a: 18). An individual might also gain from training, but has to bear costs
as well. These costs are the hardship of study, direct monetary costs like course fees, and
indirect costs like loss of income and/or leisure.

The German government considers training useful and tries to enhance it in co-operation
with the BA. After unification they especially strengthened the incentives for training in East
Germany. Apart from increasing human capital this was used to directly lower unemployment
rates and to avoid socia hardship (for example BA, 1992a: 19; Buttler / Emmerich, 1994: 64).

The labour offices (LOs) attract individuals to participate in training by paying an
Unterhaltsgeld (UHG), money for one's livelihood, to replace the loss of earnings. This was
dightly higher than unemployment benefits until December 1993. The LO can bear the direct
costs as well. Furthermore, the LO enhances training participation by changing the duration of
benefits. UHG payments are not part of the limited time during which unemployment benefits
are paid. In some circumstances the duration of unemployment benefits even increases when
participating in training. If someone refuses to take part in training proposed by the LO, the
L O can suspend the payment unemployment benefits.

™ A more detailed discussion of the training types will follow below. Some statistics include the Einarbeitungs-
zuschuf3, a wage subsidy paid if a new employee needs an unusually long time of introduction to a new work-
place. We will not discuss it in further detail because this kind of on-the-job-training goes along with an
existing labour contract and is intended for a special workplace. It is quite different from the off-the-job-
training we focus on here. Furthermore, we do not discuss the German apprenticeship system.

12 We conducted these interviews in March 1996. They were partly questionnaire-led, partly free conversation
interviews held in Berlin and Brandenburg. The aim was to get some idea on the handling of regulations in
daily work and to get additional information on the participation process in AFG-subsidized training.
However, because only three interviews on daily work with Arbeitsberatern and one on the general develop-
ments in the Landesarbeitsamt were held and because of the regional limitation these are not representative
results. We plan to continue this in other regions, so that more information will be available in the future.
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The above described incentives for participating in training are limited to certain groups of
people. These groups are defined along three lines. First, the training must be 'necessary’. This
means it has to be necessary to bring an unemployed person back to work, to offer a
gualification to someone without a completed vocational qualification, or to avoid unemploy-
ment of someone directly threatened by it. An exception is made in East Germany in that a
general threat of unemployment was sufficient. Our interviews indicated different interpre-
tations of this rule. The answers reached from ‘the date of firing has to be known' to 'in East
Germany everybody was threatened'. To get UHG as a subsidy, training has to be 'necessary'.
If training is not 'necessary’ it could still be 'useful' to reach the general goals of labour market
policy like 'offer appropriate employment to everybody' and ‘'avoid labour shortages. In this
case UHG is paid as aloan. Since January 1994 thisis not possible any more.

Second, only people who have aready contributed to the unemployment insurance (Ul) for
at least two years are eligible for assistance.™® Someone receiving unemployment benefits based
on less than two years of contributions gets the so-called 'small UHG' (see below). In East
Germany actual contributions are not required. It was enough to have worked in a job before
unification that would have made Ul mandatory in the West German system. If non of these
conditions are met but if the training is 'necessary' and the participant signs a contract requiring
him to work for three years after training, the LO covers the direct costs of training.

Third benefits are restricted to individuals with a completed vocational qualification. This
means that they are either required to have a publicly approved examination of the East or
West German apprenticeship system and have worked for three years, or they need six years of
work experience. After participating in training another three years of working are required
before training can be subsidized again. For 'necessary' training these requirements are reduced
considerably. **

A specia case not covered by the regulations described above is training during short time
work (STW). When STW is used to avoid mass layoffs because of structura change, the
employer should provide training for workers in STW." Between 1990 and 1992 STW was a
very important part of ALMP in East Germany, especialy the '0%' STW, meaning that people
are still employed but are not working at al. This kind of STW was regularly not due to a
temporary shortage of labour demand, but was just disguised unemployment.

Although no statistics are available the interviews at East German LOs indicated that in most
cases this training takes place and in a majority of cases independent training institutions
provide it. From al we know this training during STW is regularly similar to other training
subsidized by the LO. The AFG puts the burden of providing training on the employer.

3 In the normal case this must have been within the last three years but there are a lot of exceptions. Most
importantly, unemployment benefits based on two or more years of contributions are sufficient.

% For both waiting times the most important exceptions are that the time of work experience is shortened by
three years for 'necessary’ training and that unemployment is considered as working in most cases. Since
January 1993 a one year waiting time is mandatory before entering training again even if 'necessary'.

15> See §63(5) AFG-GDR in effect until December 1991. From January 1992 on this was possible for all of
Germany according to §863(4) AFG.



Nevertheless, the interviews showed that the LOs do take part in the decision process about
the type of training provided. In this way the LOs could impose some restrictions on the
provider and the type of training. There seem to be no further formal limitations on persons
participating. The LO is involved in this type of training in another way as well. To attract
short time workers to participate in training the LO increases STW benefits to the level of
UHG during full time training, which was higher until December 1993. Furthermore, the LO
can cover the direct costs of training.

Now we will turn to some statistics on training participation.'® There was aready training
sponsored by the AFG-GDR before unification, but on a very low level. After unification
training steadily increased until its peak in 1991/1992. Thereafter numbers have falen again
considerably but they are still far above the level of 1990.

Let's consider these developments in more detail. Table 3.1 provides an overview of the data.
The numbersin the upper part include only individuals receiving subsidies based on the training
section of the AFG. For the last four months of 1990 the BA reports about 94,000 entries.'’
New participation in training rose sharply up to nearly 760,000 in 1991. Monthly data indicates
that this was not a sudden jump but rose from 38,000 people starting in January to 81,000 in
June, stabilizing around this level for the rest of the year.'® The much lower average of 280,000
people in training partly reflects this time pattern.”® The second fact leading to the low average
participation is a high share of courses with a short duration (see section 3.1.2 below). An
opposite movement is found in 1992. 774,000 entries split into high and stable numbers in the
first half of the year before they started falling in the second half.° High numbers of entries in
late 1991 and early 1992 as well as an increasing average course duration in 1992 explain the
much higher average of training participants of about 490,000.* The contracting development
in the second half of 1992 sharpened in 1993 with lower entry rates. Reasons were financial
restrictions and institutional changes, especialy cancelling 841a. The sharpest change was of
course for entries. They dropped to 263,000, around one third of the figure of 1992. The
average number of people in training fell less dramatically to 380,000. This, as well as the high
number of more than 400,000 people finishing training, illustrates again the time lag. On
average the tendency to a longer course duration continued as well, partly driven by deleting
841a. The situation stabilized finally in 1994. The 263,000 individuals entering training were as
many as in 1993, but 312,000 people leaving was much closer to the number of entries. The

181t has to be stressed that all data presented is on training subsidized according to the training section of the
AFG. If not otherwize stated the Einarbeitungszuschul? is not included. Training during STW is only
included if the training is subsidized in some way or another by the AFG training section. If not otherwize
stated all numbers are entries into training. All data is taken from publications of the BA, most from BA
19914, 1992a, 1993a, 19944, and 1995a. See tables for precise sources.

Y Training subsidized according to the AFG-GDR before unification was continued after unification and paid
for by the BA. But 80% of all training in 1990 started between September and December (BA, 1991a: 19).

18 See BA (1992a 20) Table B.

19 Estimated and including the EinarbeitungszuschuR. Training numbers must be lower.

% See BA (1993a: 13).

2! Estimated and including the EinarbeitungszuschuR. Training numbers must be lower.
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number of 259,000 individuals participating in training on average indicates a high average
course duration.

Table 3.1: Participation in AFG-subsidized training (in thousands)

1990 1991 1992 1993 1994
Sep-Oct year year year year
Total training Entries 94 760 774 263 268
Leavers n.a. n.a. 473 407 312
Average n.a. 280 ® 491° 376 256
participation
In STW Average n.a. 1,616 370 181 97
participation
Full time 341 898 194 85 46
equivalents

Source: BA 1995a, Table 170 p. 50, Table 27 p. 72, Table B p. 16; BA 1991a, Table 35 p. 52; IAB 1995,
Ubersicht 165 p. 270; BA 1995b, Ubersicht 7.2 p. 248.

Notes: ® Estimated and including EinarbeitungszuschuB.
® The numbers represent people in STW. It is not known how many of these participate in some
kind of training.

In the lower part of Table 3.1 we report data on STW. These are not on training during STW
but just participation in STW. The first row are average participants and the second row are
their full time equivalents. These data give an idea about the training potential during STW.

3.1.2 Characteristics of courses

We now turn to some course characteristics. Table 3.2 presents the data. With the exception
of 1990 there is a tendency towards longer courses until 1993. One reason for this tendency is
that the share of courses with 1 to 3 monthsis driven by 841a-training. The sharp drop of short
courses from 34% in 1992 to 15% in 1993 is due to cancelling §41ain 1993. % It demonstrates
that this cancellation made a difference in the training structure, athough this type of courses
could have been offered in a smilar way as 'normal’ continuous training. The rising share of
courses longer than one year (until 1993) is due to the rising share of retraining. In 1994 that
share as well asthe share of long courses fell again.

Training courses not only have different duration but different intensities as well. The second
part of Table 3.2 provides information on full time, part time, and at home training. At home
training is nearly not existent in East Germany. Part time training with a maximum share of
15% in 1993 was not very important as well. In West Germany full time training accounted
never for more than 80% from 1990 to 1993. The concentration on full time training in East
Germany is due to the higher share of unemployed persons in training. At the same time
unemployment is the reason for the high shares of 'necessary’ training in East Germany. When
‘useful’ training was not subsidized any more in 1994, the share of 'necessary’ and of full time
training rose in East and West Germany, confirming the above relationship.

%2 See section 3.2 for a detailed discussion of the types of training courses and participation statistics.
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Table 3.2: Characteristics of training courses (in % of all entries, absolute numbersin thousands)

1990 1991 1992 1993 1994

Sep-Oct year year year year

Course ® 1to3 40.7 43.7 33.9 15.0 16.0
duration

in months 4to 6 18.7 18.5 19.5 19.7 17.1

7to 12 23.2 20 20.2 26.4 37.0

13to 24 16.2 15.8 22.0 33.0 27.5

More 1.2 1.9 4.4 5.9 25

Course ¥ is Full time n.a. n.a. 91.6 85.0 97.1

Part time n.a. n.a. 8.2 14.7 2.9

Home training n.a. n.a. 0.2 0.3 0.1

Training Independent 52.9 39.9 55.6 75.0 89.2
provider

Organized by BA 42.4 45.2 31.7 145 4.1

Firm (Einarbeitung) 4.7 14.9 12.8 10.6 6.7

Total number of cases ® 99 892 888 294 287

Source: BA 1991a, Table 38 p. 53, Table 37 p. 53; BA 1992a, Table 38 p. 58, Table 37 p. 57, BA 19933,
Table 20 p. 46, Table 19 p. 46, Table 21 p. 47; BA 1994a, Table 20 p. 53, Table 19 p. 53, Table 21
p. 54; BA 1995a, Table 20 p. 53, Table 19 p. 52, Table 21 p. 53.

Notes: ® Including EinarbeitungszuschuR. Before 1993 the EinarbeitungszuschuR was allowed for up to
one year, since January 1993 it is limited to six months with one year in exceptional cases. This
sets an upper limit for its duration.

Another way of separating training courses is with respect to the responsible provider. An
independent provider, either a company or a non-profit-organization, can supply the training.
They are responsible for the training with the labour office (LO) just checking the conditions.
They have also to look for course participants on their own. If possible the LOs use
independent providers (BA, 1993a: 22). The other possibility for the LO is to organize training
onitsown. That is to pay a possible provider to hold a certain course with a given curriculum
for people sent by the LO.

In East Germany after unification there were only few independent providers because no
market for training had existed before. Therefore, nearly half of the training starting in 1990
was directly organized by the LOs. In 1991 the supply of independently provided training
increased considerably. But this was not enough to keep up with the increasing demand for
training because of rising unemployment and STW. Its share fell to less than half. Since 1992
the free market for training was able to provide an ever increasing share of training. In 1994
only around 5% of training were organized by the LOs directly.

The influence of the training provider on training results is not clear yet. On the one hand
training offered by independent providers might be of higher quality because they have to
compete for participants. Further the individual decision of a training participant for a provider
might positively influence the motivation. On the other hand there is the argument that the LO
has a better idea of the types of training which is useful in the labour market because of a better
access to information. Independent providers might adapt more to what individuals like to
learn or believe to be useful based on information that is not sufficient. Still the LO can check
this when approving courses to be alowed for AFG-subsidized individuals.



Table 3.3 gives information on the goals of courses. Continuous training Separates in
‘adaptation of knowledge and skills to technical developments, ‘improving job search skills
(841a)", 'advance career', 'first vocational degree, and ‘training for trainers. The goal of
retraining is always a new occupation and not discussed further.

The goal of the mgjority of continuous training courses is ‘adaptation of knowledge. This
share increased since 1991. The jump from 70% up to above 90% of training from 1992 to
1993 is due to the cancellation of 841a. In 1994 when 'useful’ training was not subsidized any
more the share of ‘advance career' dropped, the typical category for ‘useful’ training.
Consequently the share of 'adaptation of knowledge' increased to 98%. Apart from 'adaptation’
the only other category relevant in East Germany because of its size is 841a. It had been most
popular in 1991 and already declined in 1992 before it was abolished in January 1993. All other
categories play minor roles.

Table 3.3: Goals of training courses (in % of all entries, absolute numbers in thousands)

Of entries in continuous training are 1990 1991 1992 1993 1994
Sep-Oct year year year year
Adaptation of knowledge ... 76.7 65.3 72.6 93.0 98.0%
Job search skills (841a) 15.7 29.6 21.8 -- --
Advance career 5.0 3.3 4.0 5.2 1.2
First vocational degree 0.3 0.3 0.2 0.5 0.1
Training for trainers 2.0 1.4 1.3 13 0.7
Total number of cases 75 630 591 182 199

Source: BA 1993a, 1994a, and 1995a, Table 18 p. 45, 52, and 51 respectively; and own calculations
based on BA 1991a and 1992a, Table 35.

Notes: ® BA 1995a reports 99.2. This is a printing error as can easily be seen by calculating the shares
by the total numbers.

Comparing to West Germany the training category ‘advance career' was underrepresented in
East Germany before 1994. In West Germany the share was around 25%, jumped up to 40% in
1993 and declined to 10% in 1994. The decline in 1994 was due to the limitation to 'necessary’
training. The reasons for the differences between East and West Germany are rooted in
different structures of the labour market problems.?®

Table 3.4: 'Necessary' and 'useful’ training (absolute numbers in thousands, sharesin % of total entries)

Training is 1990 1991 1992 1993 1994
Sep-Oct year year year year
'necessary’ (total) n.a. n.a. 742 242 265
'necessary’ (in %) n.a. n.a. 95.8 92.0 99.1
‘'useful’ (total) n.a. n.a. 32 21 3
‘'useful’ (in %) n.a. n.a. 4.2 8.0 0.9
Total number of cases 94 760 774 263 268

Source: BA 1993a, Table 8 p. 37; BA 19944, Table 8 p. 41; BA 1995a, Table 8 p. 40.

2 The most obvious examples are higher unemployment ratesin East Germany. The higher shares of necessary
training and of entries being unemployed before training in East Germany are closely related to this.
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Table 3.4 separates training into 'necessary’ and 'useful’. In 1994 the share of 'necessary'
training jumped up to 99%, reflecting again the new institutional restrictions. However, even
before 1994 the share of 'necessary' training was above 90% in East Germany. This high share
Is the reason why restricting subsidies to 'necessary' training in 1994 hardly changed the
structure of training in East Germany. In West Germany 35% of all 1993 entries were 'useful’
and consequently the institutional changes in 1994 changed the training structure a lot.** The
reasons for the higher share of 'necessary’ training in East Germany are institutional settings
with easier access to 'necessary' training.” Furthermore, the different structures of the labour
markets influence the necessity.

3.1.3 Payments of the labour office (LO)

The LO bear the direct costs of training like course fees, special clothing, travel costs, work
and study materials, and child care. This is a subsidy that can cover the total amount. Other
possibilities are flat rates or payments up to a certain limit. They can be different for different
groups of participants. The other kind of payment from the LO is Unterhaltsgeld (UHG),
money for one's livelihood, to replace the loss of earnings. So-called 'full UHG' paid as a
subsidy is 65% or 73% of former net earnings, depending on family status. Since January 1994
the rates are 60% or 67%, now set on the same level as unemployment benefits. In other
circumstances the 'small UHG' is paid, with an amount equal to unemployment benefits before
training. The loan that is given when training is 'useful' amounts to 58% of former net earnings.
Until December 1993 it was mandatory for the LOs to provide UHG if the individual fulfilled
the criteria. Since January 1994 it is not mandatory any more.

Table 3.5 provides information on the type of UHG received by the individuals entering
training. More than 80% of al training participants did receive the ‘full UHG' in 1992 and
1993, with 15% of all participants not receiving any kind of UHG.?® In 1994 the number of 'full
UHG' recipients even rose further and less than 2% of al training participants did not get 'full
UHG'. This datareflects the institutional changes in January 1994 but also reveal again that the
changesin the East German training structure were less dramatic.

For 1990 and 1991 no data consistent with Table 3.5 are available. BA (1991a 20) reports
18,500 people receiving UHG in December 1990. Although some of the 98,000 entries
between September and December 1990 might have left training aready, not more than one
third of all people participating in training in December 1990 received UHG.?” However, again
the 1990 numbers are not very informative. Short time benefits and unemployment benefits
were still paid during training because of specia regulations or administrative time lags. For

 See BA (1995a: 8 ff.).

% For example 'generally threatened by unemployment' was sufficient while in West Germany ‘'directly
threatened' is required.

% These people only got refunds for expenses according to the training section of the AFG. Still they might
have gotten continuing unemployment benefits, money for living according to ancther section of the AFG
(like STW benefits) or from another source like the social fund of the EC.

%" Estimated with the help of course duration statistics.
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1991 no data are available, but the high numbers of people unemployed or in STW entering
training as well as results of our interviews make us believe that most people either got ‘full
UHG' or similar benefits like the enlarged STW benefits.

Table 3.5: UHG recipients among all entries® (absolute numbers in thousands)

1990 1991 1992 1993 1994

Sep-Oct year year year year

UHG ® n.a. n.a. 671 223 263
% of all training participants n.a. n.a. 86.8 84.8 98.3

'Full' UHG recipients n.a. n.a. 661 215 257
% of all UHG receivers n.a. n.a. 98.4 96.1 97.9
% of all training participants n.a. n.a. 85.4 81.6 96.2

Source: BA 1993a, 1994a, and 1995a, Table 9, p. 38, 42, and 41 respectively.

Notes: ® Here Eingliederungsgeld and Eingliederungshilfe (EGG, money paid to Spataussiedlern,
immigrants of German culture from Eastern Europe, for some time after arrival to help them to
integrate, for example through training) are included. They do not play any substantial role in
East Germany.
® The data from Table 3.1 is used as denominator.

9 'Full UHG' means receiving payments according to the rates in §44. Other possibilities are
UHG as a loan, UHG at the level of former unemployment benefits, UHG for part time training,
or EGG.

Now we turn to the expenditures of the BA. Table 3.6 provides data on the tota amount
spent for training in East Germany. It also reports the amount for UHG, other payments
including direct training costs, and "Institutionelle Férderung”, money paid to providers to
help setup courses. Again the overall numbers show the known pattern. The expenditures were
relatively low in 1991 but reached a peak in 1992. In 1993 the drop in entries did not show up
too much in expenditures because of the time lag between institutional changes and the average
number of participants in training. In 1994 the expenditures clearly reflect the institutional
changes. The shift from other expenditures towards UHG is interesting. The increasing share
of individualsin training receiving 'full UHG' explains that trend.

Table 3.6: Expenditures of the BA in East Germany (in bn DM)

1990 1991 1992 1993 1994

Sep-Oct year year year year

UHG ® 0.039 1.578 6.010 6.562 4.620

Other expenditures for training 0.138 2.690 4.711 3.748 2.370

Sum 0.178 4.268 10.721 10.310 6.990
Subsidies for training institutions n.a 0.162 0.103 0.056 n.a

Source: BA 1991a, Table 39 p. 53; BA 1995a, Table 34, p. 77.
Notes: ? Including Eingliederungsgeld (see Table 3.5).

3.2 Different types of training

AFG-subsidized training is divided into three different types of courses. 841a, continuous
training, and retraining. In the following section we will describe the special features of the
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different types of training and provide some participation statistics. Table 3.7 gives an
overview of the data.

First we will take a look at the shares of the different training types in total training. STW
was the most important ALMP in 1990 and 1991. It was a political decision to keep people
employed although this was not a temporary shortage as necessary for usua STW. This
opened a huge training potential, but it is not known to what extend it was used.

Table 3.7: Participation in different AFG-subsidized training courses (in thousands)

1990 1991 1992 1993 1994
Sep-Oct year year year year
84la Entries 12 187 129 --
Continuous Entries 63 443 462 182 199
training Leavers n.a. n.a. 444 314 176
Average n.a. n.a. n.a. 155 105
participation
Retraining Entries 19 130 183 81 69
Leavers n.a. n.a. 29 93 136
Average n.a. n.a. n.a. 222 151
participation
Total Entries 94 760 774 263 268
Leavers n.a. n.a. 473 407 312
Average n.a. 280" 491 ° 376 256
participation
In short time Average n.a. 1,616 370 181 97
participation
work © Full time 341 898 194 85 46
equivalents

Source: BA 1995a, Table 170 p. 50, Table 27 p. 72, Table B p. 16; BA 1991a, Table 35 p. 52.; BA 1995b,
Ubersicht 165 p. 270; IAB 1995, Ubersicht 7.2 p. 248.

Notes: ® Including §41a training.
"Estimated and including EinarbeitungszuschuR.
9 The numbers represent individuals in STW; it is not known how many of these participate in
any type of training.

Ignoring STW the shares of entries into training in 1991 are 58% for continuous training,
24% for 841a, and 17% for retraining. In 1992 there was a shift from 841a towards retraining
with shares of 60%, 17%, and 24%, respectively. There were no more 841a courses in 1993.
Between the two remaining categories the shift towards retraining continued in 1993 with 31%
of all entries, 69% remaining for continuous training. This reversed in 1994 with retraining
accounting for only 25% of all entries.

3.2.1 Shorttraining - 841a

The short courses according to 841a, in most cases between two and six weeks, provide job
search skills and information about different types of work and long term training possibilities.
At the same time the LO obtains information about the abilities of the participant, which is
useful for future counselling. The courses could aso be designed to improve the genera
knowledge and basic skills, which is not allowed in regular training courses, or to motivate an
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unemployed. These courses are only available for unemployed. They do not need a completed
vocational qualification or work experience as is usually required for training. 841a has been
abolished on 1 January 1993, but other sections of the AFG allow somewhat similar courses.
Comparable courses can also be offered as continuous training. The interviews we conducted
in March 1996 indicated that cancelling 841a made some difference but not too much, because
in most cases the LO were able to provide the same type of courses based on other regulations
if necessary.® §4la-course have been quite important, at least in terms of individuals
participating. The early peak in 1991 is a hint that help through 'orientation’ courses was
thought to be useful in East Germany after unification.

Data on leavers or the average number of participants are not available, but the short course
duration does not allow for a huge spillover to other years. The average number of people in
training should be around one tenth of the people entering courses. Therefore 841a did not
play an important role when focusing on the direct effect of training on unemployment rates.
However, if this training really helps individuals to find a job, around 270,000 people in East
Germany received this help.

3.2.2 Continuoustrainingin an old occupation

Continuous training is training in an occupation the participant already holds. It is supposed to
show, secure or strengthen the knowledge and skills or to adapt to technical developments. A
special focus is to improve the labour market conditions for disadvantaged unemployed (long
term unemployment, women, people older than fifty years, among others). The goal of training
can aso be to advance the career or avoid supply shortages of labour with specific skills. The
duration of courses should be between two months and two years. Since May 1993 courses are
limited to one year if they do not provide a publicly approved examination. For part time
training these limits are extended.

According to participation numbers this is the most important type of AFG-subsidized
training. Starting from 63,000 entries in 1990, entries jumped up in 1991 and peaked a little
higher at 462,000 in 1992. In 1993 the participation humbers declined but not as sharply as the
training totals. Still, for 1993 they are less than half as for 1992. In 1994 entries rose again, but
only dightly.

3.2.3 Retraining

The god is to offer individuals appropriate job possibilities when their knowledge is useless
because of personal or labour market conditions. In normal cases the maximum duration is two
years. The courses should finish with a publicly approved examination and they should be
shorter than a corresponding vocational qualification. Since May 1993 both rules are binding.

%8 This replacements are not shown separately in the statistics. Courses offered as continuous training cannot be
separated. Data for courses according to other sections of the AFG are not presented here.
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Retraining has not as high participation numbers as continuous training. Up to 1992 they
increased steadily to 183,000, then they fell to 69,000 in 1994. For this type of training a
longer average duration is expected. This is in accordance with the numbers of leavers, which
indicates a time lag closer to two years than to one year as in continuous training. Another
result of the longer duration is the high number of average training participants. These were
222,000 in 1993 and 151,000 in 1994. Therefore, when focusing on the direct influence on
unemployment rates, retraining is the most important type of training in 1993 and 1994.

3.24 A special case: Training during short timework (STW)

We dready discussed the few regulations for training during STW above. Here we will
present some data, although complete statistics on training during STW are not available. On
average an amazing number of more than 1.6 million people worked short time in East
Germany throughout 1991, with full time equivalents of nearly 900,000 people. That is about
ten per cent of the labour force before unification. In the following years these numbers fell
sharply to less than a quarter in 1992 and again halving in 1993 and 1994. In 1991 276,000
people received STW benefits directly before they entered training (including Einarbeitungs-
zuschuR).? These are individuals entering training subsidized according to the training section
of the AFG. * They make up athird of all entries. In 1990 this share is 36%. It is not clear if all
other individualsin STW did not receive any training.*

3.3 Characteristics of individuals in training

3.3.1 From what kind of occupation to which kind of occupation

Let us consider the occupation before training and the occupation people train for.** Most
entries had an occupation in the service sector before training. The shares are 47% in 1992,
48% in 1993, and 53% in 1994. An even higher share trained for an occupation in the service
sector, 59%, 52%, and 55%, respectively. More people have trained for service sector occu-
pations than came out of the service sector. The 'net inflow' in service sector occupations
mirrors the changing structure of the economy.

In 1992 38% of the entries had an occupation in production before training and 28% trained
for such an occupation. In the following years the flow out of production occupations
continued, although not to the same extent. In 1993 the corresponding shares were 38% and

% See BA (1992a: 20) and BA (1991a: 20), Table B and the corresponding text p. 22 and 20, respectively.

%0 All data on training presented here include short time workers entering AFG-subsidized training without a
possibility to identify them separately. Be aware of the danger of double counting.

31 Following these numbers only 20% of all people in STW started training in 1991. But there was a lot of
emphasis put on this possibility by official statements, and our interviews indicated that in most cases
training took place. Possibly not all training during STW is represented in these figures.

%2 A more detailed analysis would be interesting but is beyond the scope of this paper. The necessary
information is provided in Tables 23 to 26 in BA 1993a, 1994a, and 1995a. This section is based on the
above mentioned Tables and draws heavily on the corresponding texts, pages 24, 27 f, and 27 f, respectively.
In particular, we adapt the separation in production, services, and technical occupations.
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32%, in 1994 34% and 33%. Training for technical occupations was less important. In 1992
9% came from technical occupations and 6% trained for them. In 1993 the shares were 7% and
6%, in 1994 8% and 7%. There was a net outflow, although very small. Again both outflows
from technical and production occupations mirror the structural changes.

It has to be stressed that the net flows are sometimes relatively small compared to the
number of individuals training for a kind of occupation they have not worked in before. Even
in 1992 with relatively large net flows there was, for example, an inflow of nearly 130.000
people into service occupations while nearly 40.000 people out of service occupations trained
for other kinds of occupations. In recent years the absolute flows are sometimes five times as
large as the net flows. Therefore, interpreting the flows as signes of structural change should
be done with some care. The flows might just sum up individual patterns. A comparison with
West Germany does not reveal substantial differences. The inflow into services in West
Germany is clearly smaller in 1992, but not in 1993 and 1994. A higher share of technical
occupations in training is due to the larger share of 'useful’ training in West Germany because
in technical occupations often the goal was to 'advance career'. Consequently, this difference
vanishesin 1994 when 'useful’ training was not subsidized any more.

3.3.2 Labour market performance beforetraining

Table 3.8 presents an important characteristic of training participants. their labour market
status directly before entering training. In 1991 half of the people were unemployed. This share
increased to 75% in 1992, 79% in 1993 and it finally reached 96% in 1994. In 1991 the low
number is partly due to the high number of individuals in STW in that year. Throughout all
years another influence is the declining number of individuals threatened by unemployment
while a the same time the unemployment rate was risng until 1992. Finally, restricting
subsidies to 'necessary' training in 1994 further cut the share of not unemployed.

A majority of people, 74% of all entries in 1992, 77% in 1993, and 96% in 1994, received
unemployment benefits before training. Hardly any unemployed without benefits enters
training. This is not surprising. After unification most people had a right to receive
unemployment benefits for along term. With unemployment not rising very much before 1991
most unemployed in East Germany still got unemployment benefitsin 1994.

The next category, searching for work but not unemployed, is typical for people on STW
before training as well as individuals threatened by unemployment. The share of 20% in 1992
declined in the following years. This is not surprising when considering that STW declined.
The same is true for the number of individuals threatened by unemployment, although no
precise data are available. Training for people in the last category, not even searching for a job
before training, is typically 'useful training. Knowing this, it is not surprising that the share
declined sharply in 1994 when 'useful’ training was not subsidized any more. Turning to the
length of the unemployment spell before training we observe that the share of people
unemployed for more than twelve months before training increased significantly from 1992 to
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1994, reaching about one third. Two reasons for this rise are the growing share of long term
unemployed among al unemployed and the stronger focus of the ALMP on long-term
unemployed personsin later years.

3.3.3 Socio-demographic variables

From 1991 to 1994 women accounted for approximatly 60% of all training entries including
Einarbeitungszuschul3 (see Table 3.8). Their 65% share of al unemployed was only dlightly
higher. Considering the regulation of the AFG, ruling that subgroups of unemployed - and
especially women - should be represented in ALMP according to their share in unemployment,
this seems to be an 'appropriate’ share of women in training, especially when the Ein-
arbeitungszuschuf with very low female participation is excluded. Going into details revea a
different picture. Women are overrepresented in 841a-training, especially in 1992 with 80% of
all entries. For the years that data are available their share in continuous training is similar to
their share in unemployment. The same is true for retraining in 1992. In 1993 and 1994 this
share declined to 55% and 51%, respectively. This could be a hint that the training duration for
women is shorter on average, but it turns out that thisis not the case.®

33 Table 3.8 does not include these data. See instead BA (1995a: 53) Table 20.
17



Table 3.8: Labour market status and other socio-demographic variables before entering training

1990 1991 1992 1993 1994
Sep-Oct year year year year
Share of unemployed before n.a. 50.6 75.3 79.2 95.9
_waining® .
Thereof <1 n.a. n.a. 13.9 8.4 4.7
unemploye  1-3 n.a. n.a. 20.7 26.9 19.8
d
for ..months 3-6 n.a. n.a. 24.4 19.8 15.8
(in % of 6-12 n.a. n.a. 27.7 24.8 25.7
all entries) > 12 n.a. n.a. 13.2 20.1 34.0
Status Unemployment with n.a. n.a. 73.5 77.2 93.0
before benefits
training Unemployed without n.a. n.a. 1.8 2.0 29
benefits
(in % of Searching for work, n.a. n.a. 20.2 13.0 3.5
all entries) not unemployed
Not searching for n.a. n.a. 4.5 7.9 0.6
work
Age <20 n.a. n.a. 1.1 0.8 0.6
(in % of 20-25 n.a. n.a. 14.6 13.3 11.7
all entries) 25-35 n.a. n.a. 37.1 36.6 33.7
35-45 n.a. n.a. 28.3 28.9 29.8
45 - 55 n.a. n.a. 17.4 18.0 19.9
> 55 n.a. n.a. 1.5 2.1 4.2
Women All® n.a. 57.1 62.0 57.2 60.9
(in % of 841a n.a. 67.9 80.0 -- --
... entries) Continuous training n.a. 56.5 62.1 62.3 67.0
New occupation n.a. 58.9 65.4 54.8 50.6
Einarbeitungszuschufy n.a. 42.2 36.0 33.7 34.4
Total number of cases (in thousands) 94 760 774 263 268
Share of women of all n.a. n.a. 65 65 67
unemployed (in %)
Source: BA 1993a, Table 3 p. 34, Table 6 p. 35, Table 7 p. 36; BA 19944, Table 3 p. 38, Table 6 p.

39, Table 7 p. 40; BA 1995a, Table 3 p. 38, Table 6 p. 39, Table 7 p. 40, Table 2 p. 37, Table 170
p. 50 with own calculations; BA 1995b Table 13 p. 46 with own calculations.
Notes: ® Including EinarbeitungszuschuR.

A high and consistent share of 60% of individuals is aged between 25 and 45. The theory of
human capital would support training for individuals of this age because they remain in the
labour force for a long time after training. This opens the opportunity to catch the returns on
the investments made through training. In the case of older individuals the returns might not be
caught because of the few years remaining until retirement. Furthermore, individuals aged
between 25 and 45 are to old to have gotten training through the German apprenticeship
system after unification. So there is potentially a need to adapt to western technologies. The
dowly decreasing share of people under 25 might be a result of the same mechanism. In 1994 a
lot of people went through the apprenticeship system after unification and there is less need of
adaptation. The share of individuals older than 45 rose from 1992 to 1994, and especially for
people above 55. Training might be less efficient with only few years to catch returns, but this
increasing share is aresult of the focus on groups with special labour market problems.
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A final comment on this section is appropriate. The changes in the structure of individual
characteristics are less important when compared to the huge changes in total participation. No
specia group has gained from or taken the burden of the up- and downsizing excessively.

4 Empirical evaluation
4.1 Introduction

Following the description of the rules, regulations and participants in BA-sponsored training,
we now turn our attention to the question whether training participation was beneficial for the
participants themselves. In addition to that we will contrast the results for that kind of training
with results for employer-provided training. For these undertakings we will use micro-data that
allows usto follow alarge sample of individuals from mid 1989 to early 1994.

Although there is a large number of evaluation results for US-training programmes available
(e.g. LaLonde, 1995), there are only very few econometric evaluations of training in East
Germany. The results presented in this section do not confirm previous positive findings of the
effectiveness of training in East Germany (e.g. Fitzenberger and Prey, 1996, Pannenberg and
Helberger, 1994, Pannenberg, 1995). Although there are only few studies conducted so far,
they differ in many respects ranging from the database to the implementation of the evaluation,
treatment of the selection problems, and the definition of the training itself. However, they
share two common features that are absent from this work: They do not use an explicit
causality framework, and they are based on modelling the distributions of the outcome vari-
ables or error terms given certain covariates. Here, we explicitly avoid such restrictions and put
emphasis of the particular notion of causality behind the results.

This section heavily relies on results presented in Lechner (1996a) for public sector provided
training and on Lechner (1996b) for employer provided training. Many econometric issues are
discussed in Lechner (1995). For all details as well as an extensive description of the data and
the empirical implementation of the estimation method the interested reader is referred to these
sources.*

4.2 Data

The sample used for the empirical analyss is drawn from the German Socio-economic Panel
(GSOEP), which is very similar to the US Panel Study of Income Dynamics. About 5.000
households are interviewed each year beginning in 1984. A sample of just under 2.000 East
German households was added in 1990. The GSOEP is very rich in terms of socio-demo-
graphic information, in particular concerning current and past employment status. For an
English language description of the GSOEP see Wagner et al. (1993).

3 These papers are available on request from the authors. Lechner (1996a, b) can also be downloaded from the
internet (WWW) at http: //mwww.vwi.uni-mannheim.de/lehrst/ls_oek/lechner/.
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A very useful characteristic of this panel survey is the availability of monthly information
between yearly interviews. This covers different employment states and income categories. The
information is obtained by retrospective questions about what happened in particular months of
the previous year. Figure 4.1 shows a sketch of one type of 'calendar’: the income calendar.

Figure 4.1: Sdected items of the retrospective questions about income in the 1993 questionnaire (income calendar)

"Please indicate for each month of the previous year (1992) whether you had some income of the

type or the source given on the left hand side of the following calendar:"

Ja Fe M Ap | May | Ju Jul | Au | Se Oc | No De
n b ar r n g p t \ Cc

employment as
employee

| | | | | | | | | | | |
S L S S S O B S B
T S 5 S S S S
N NS S S U S SO SO S S
- F--F
| | |
| —
. -
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1 1

no such income X X X X X X X X X
Note: For the complete questionnaires see Infratest Sozialforschung (1990, 1991, 1992, 1993, 1994).
Own translation (summarized).

The related employment calendar contains information on the employment status, such as full
time employment, part time employment, STW, vocational training, schooling, and so on.
These calendars allow a precise observation of the individual employment states and income
sources before and after training. This kind of information will figure prominently in the em-
pirical analysis.

A balanced sample of all individuals born between 1940 and 1970 who responded in the first
four waves is selected. The upper age limit is set to avoid the need of addressing early
retirement issues. The population of interest is the one that formed the labour force of the
GDR, thereforeit is required that al selected individuals work full-time just before unification.
To be able to control for the entire labour market history before training (beginning in mid
1989) - which is necessary to control for the selection issues - it is required that all individuals
answer the relevant survey questions in al four yearly surveys. Since the fifth survey (1994) is
only used to measure post-training labour market outcome, it is not necessary to impose such a
requirement.

The income and employment calendars are used to define the training measure CTRT. Indi-
viduals are considered to participate in continuous training and retraining (CTRT) if they
receive Unterhaltsgeld (UHG) or obtain continuous vocational training during short-time-
work (STW). It is required that the training period starts after unification but no later than
March 1993. This means that all CTRT used for the empirical analysis was approved before
the tightening of rules during 1993.

The mean (std.) of the duration of CTRT is about 12 (7) months. 10% of the CTRT spells
have a duration of no more than 3 months, 25% of no more than 6 months, 65% of no more
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than 12 months, and 95% of no more than 24 months. Comparing these numbers with the
duration of continuous training (CT), retraining (RT) and job-familiarization (FJ; durations are
6 to 12 months) spells as given in Table 3.2, it is found that a substantial part of short spellsis
missing from the sample. However, note that not only the comparison is not really valid
because of the inclusion of FJ in the official numbers, but also that there are other issues re-
lated to the questionnaire (calendar): Firstly, the fact that it is retrospective information about
last year may result in participants forgetting very short training spells. Secondly, it may be that
respondents do not bother to tick boxes for a particular month in case of short spells of less
than a month. Thirdly, multiple spells of the same individual are added (10%) which increases
duration per spell. However, by omitting these very short spells that may be related to AFG
841a the following empirical analysis is more focused on longer spells that obviously absorb a
much larger amount of resources. It isthese longer CTRT spellsthat are a priori considered to
be more effective. Information on employer-provided training (ET) is taken from a special part
in the GSOEP in 1993,

4.3 Econometric considerations and some descriptive statistics

In typical microeconometric evaluations of training programmes, outcomes measured for the
sample undergoing the training are compared to outcome measures for a comparable group,
called control group, that does not get the training. In most social experiments such a group
consists of individuals who apply for the programme, but are denied participation by randomi-
zation, for instance. Hence, such a control group should not systematically differ from the
trainees. This simplifies the evaluation dramatically, because the difference of simple sample
means in the trainee and the control population is an unbiased and consistent estimator for the
average effect of training for the trainees. However, the huge time lag between the beginning
of such an experiment and the results of the evaluations is one reason why conducting an ex-
periment was never an option in East Germany.® In a study not based on experimental data the
researcher should find individuals who are identical to trainees regarding al relevant pre-
training attributes except for not having obtained the training. Since typically such individuals
cannot be easly identified, additional assumptions have to be invoked to adjust for their dis-
similarity to avoid potentially serious sample selection biases. Holland (1986) and Heckman
and Hotz (1989) provide extensive and excellent discussions on these issues.

Various model-based procedures are suggested in the econometrics' literature to avoid such
biases (see for example Heckman and Hotz, 1989, or Heckman and Robb, 1985).%* However,
Ashenfelter and Card (1985) and Lalonde (1986) - among others - conclude that the results
are highly sensitive to the different stochastic assumptions made about the selection process.
Both papers conclude that the econometric adjustment procedures are unreliable, and hence

% The state of the discussion about whether it is advantageous or not to base evaluations on social experiments
can be found in Burtless (1995) and Heckman and Smith (1995).

% Chapter 1 in Bell et al. (1995) provides a more complete account of the development of the econometric
evaluation literature.
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that social experiments are necessary to evaluate training programmes. Dehejia and Wahba
(19953, 1995b) - using an approach very similar to the one used by Lechner (1995, 19964, b) -
re-evaluate the Lalonde (1986) data. By using nonparametric techniques they come to far
more positive conclusions about the potential quality of inferences based on observational data
than Lal onde (1986) himself.

Many problems with the statistical modelling procedures stem from the fact that the data
does not provide sufficient information on al important factors that influence programme
participation as well as labour market outcomes. Then it is necessary to introduce unobserved
“error terms” and to model their joint distribution with the variables of the model. It is one of
the major advantages of the data introduced in the previous section that it is a highly in-
formative panel data set. Therefore, we do not need to introduce error terms and we can
concentrate on controlling for observable differences of trainees and controls. Since this is
done nonparametrically by extending the methods proposed by Rubin (1979) and Rosenbaum
and Rubin (1983, 1985), the results should be reasonably immune to the above criticism.

Let us very briefly give the basic idea for the estimator used for the empirical evaluations. To
ease notation assume that observations in the sample are ordered such that the first N' obser-
vations receive training, and the remaining (N-N') observations do not. Define the differences
in matched pairs in the sample that consists of independently drawn observations as
AY, =Yy —Y;, Ab(x,)= b(x;)-b(x{), n=1,..,N, where y{ and x denote values of an
observation from the pool of individuals not participating in training (controls) that is matched
to the treated (training) observation n.*" The vector x contains al variables that influence
participation in training as well as the evaluation targets (Y), such as employment states and
earnings. The function b(x) reduces the dimension of the pair-wise comparisons. It is
appropriately chosen to ensure that outcomes and participation are independent conditional on
b(x) when they are independent conditional on x.*®

In this context the respective groups of the conditioning variables x are identified by the
analysis in Lechner (1996a) as age, expected labour market prospects, actua employment
status, and other socioeconomic characteristics. The groups of variables that are used in the
empirical analysis to approximate and describe the above-mentioned four broad categories of
determining factors are age, sex, marital status, educational degrees as well as regional
indicators. Features of the pre-unification position in the labour market are captured by many
indicators including wages, occupation, job position, employer characteristics such as firm size
or industrial sector, among others.* Individual future expectations are described by individual
pre-unification predictions about what might happen in the next two years regarding job
security, a change in the job position or occupation, and a subjective conjecture whether it

37 Capital letters denote random variables and small letters their realizations (or specific values).

% p(x) is abalancing score.

% Pre-unification variables are assumed to be exogenous, because the total (unexpected) system change
invalidated all long-term plans.
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would be easy to find a new job. Furthermore, monthly employment status information, as
mentioned before, is available from July 1989 to December 1993.

Factors like motivation, ability and social contacts are approximated by the subjective
desirability of selected attitudes in society in 1990, such as 'performing own duties,
‘achievements at work', and ‘increasing own wealth', together with the accomplishment of
voluntary services in social organizations and memberships in unions and professional
associations before unification, as well as schooling degrees and professional achievements.
Additionally, there are variables indicating that the individual is not enjoying the job, that high
income is very important for the subjective well-being, that the individual is very confused by
the new circumstances, and optimistic and pessimistic views of general future developments.
Another issue is the discount rate implicitly used to calculate present values of future earnings
streams. We assume that controlling for factors that have aready been decided by using the
individual discount rate, such as schooling and professional education, will be sufficient. Other
issues concern possible restrictions of the maximization problem such as a limited supply of
CTRT. Supply information is available, however it is aggregated either within states (6) or in
four groups defined by the number of inhabitants of cities and villages. We conclude that,
although some doubts could be raised, it seems safe to assume that these missing factors
(conditional on all the other observable variables) play only a minor role. Finally, empirical
papers analyzing training programmes in the US point to the importance of transitory shocks
before training, partly because of individua decision, partly because of the policy of the
programme administrators. Card and Sullivan (1988) find a decline in employment probabilities
before training. Here, the monthly employment status data should take care of that problem.

Table 4.1 contains descriptive statistics for some characteristics of CTRT participants (col. 4)
and non-participants (col. 2). For comparison some information is also provided on the
participants in employer-provided (typically on-the-job) training (ET, col. 5).* The Table
shows two features: On the one hand, CTRT participants differ substantially from the non-
training population, but even more from the ET participants. On the other hand, the matching
algorithm used has successfully eliminated almost all differences (col. 3) between CTRT
participants and the chosen control group. The evaluation figures will show that this is also
true for the monthly and yearly employment status variables. The regression-type adjustment
procedure takes care of the remaining differences.

Given the matched pairs, the estimate of the average causal effect of training for training
participants and the respective standard error are computed as:

+52). (1)

y

R 1 N ~ 1
6, :W;Ayn, Var(ONt)zv(S[

y

“OThe ET training information is taken from a special part of the GSOEP concerned with continuous
vocational training included in the 1993 survey.
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Sf/t and Sf/c denote the square of the empirical deviation of Y in the training sample and in the

sample matched to the training-sample, respectively.* As mentioned in the previous section,
when a perfect match is achieved, implying that Ab(x )=0, n=1,...,N", these estimates are

unbiased. When the sample is large enough the normal distribution can be used to perform tests
and compute confidence intervals.

Table 4.1: Descriptive statistics of selected variables of training participants and control sample

Controls CTRT ET
all (1063) matched (103) (222)
to CTRT
€3] 2 3 4 ©)
Variable mean mean mean (std), mean
(std), (std), share in % (std),
share in % share in share in
% %
Gender: female 40 53 58 37
Years of schooling (highest degree) in 1990
12 18 19 28 39
10 60 67 63 51
Highest professional degree in 1990: university 13 17 19 30
Job position in 1990: highly qualified, 22 17 26 44
management
Job characteristics in 1990: already fired 4 10 13 1
Employer characteristics in 1990: industrial
sector
agriculture 13 13 17 6
other services® 13 8 6 26
Income very important for subjective well- 56 25 15 52
being
Expectations for the next 2 years in 1990
redundancies in firm: certainly 50 57 52 25
losing the job: certainly 13 11 15 5

Note: (2) all non-CTRT-participants; (3) non-CTRT-participants matched to CTRT participants; (4) CTRT
participants; (5) ET participants. 1990 relates to the date of the interview that for almost all
cases was completed before July 1990 (EMSU).

a) incl. nonprofit, banks, insurance, government, legal, personal services, cleaning, waste
disposal, hotels, restaurants.

Equation (1) gives the principle estimate of the causal effect. It is refined in the following to

take account of time before and after training, i.e. the panel structure of the data and the fact
that training begins and ends for different individuals at different pointsin time. Denote by N!,

te {..-3-2-1,123}, the number of pairs observed at any distance in time to training
(7=0). Let 1.(n) = 1if observation n is observed a 7. The refined estimator based on the

distance as opposed to the date concept of time is defined as:

n 1 N
Oy =7 Y 1. (n)Ay,, re{..,—3-2-1123..}; ?)
7 n=1

“! The variance estimate exploits the fact that the matching algorithm proposed in Lechner (1995) never
chooses an observation twice.
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The variances are computed appropriately. When 7 is negative, then éN[ denotes the mis-

match in period t before training, otherwise it denotes the effect of training in period © after
training. No assumption is necessary regarding whether or not the treatment effects may differ
across the population of training participants.

4.4 Evaluation results

441 Before-after comparisons

Comparing the unemployment rates before and after CTRT should give a first impression
about the dynamics involved and the selection process into CTRT. Figure 4.2 shows the share
of CTRT participants who are unemployed in any given number of months before or after
CTRT. There is a surge in unemployment 10 months prior to CTRT culminating in an
unemployment ratio of about 51% in the month just prior to training. The respective rates for
full-time employment are 24% and 73% for the combined rate of unemployment or STW. As
before, the contrast to ET is particularly sharp, because pre-ET unemployment rates are very
low.*

Considering the post-training period, it appears that many CTRT participants find jobs fairly
quickly. Whether they do this fast enough to make up for the time lost for search during CTRT
participation, which is on average twelve months, will be seen below. Although an exact
comparison with official numbers is difficult, because of the different concepts of time used,
they appear to lie within the ranges shown in Figure 4.2.%

Figure 4.2: Share of registered unemployed before and after CTRT for CTRT participantsin %
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“2 Thisis not surprising because employers typically train their work force, and not the unemployed. New hires
do not play any significant role in this rapidly contracting economy.
“3 See Buttler / Emmerich (1994), Blaschke / Nagel (1995), and |AB (1995: 134).
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Figure 4.2 also shows that having monthly employment status information is quite important
for any evaluation study in order to control for selection issues related to unemployment.

4.4.2 Matched control group comparisons

We are particularly interested in the effects of CTRT on post-training changes in actual and
anticipated labour market status and prospects. The following outcomes are measured on a
monthly basis by way of the retrospective employment calendar: involuntary short-time work,
registered as being unemployed, and full-time employment. In addition, the latter two variables
are also available for the date of the yearly interview. Another variable capturing characteristics
of the actual labour market status - measured once a year - is gross monthly earnings. Labour
market prospects are measured once a year as individual expectations or worries. They include
expectations whether one might lose one's job in the next two years, and whether one is very
worried about the security of the current job. Additionally, there is information whether indi-
viduals expect an improvement of the current job (career) position. It is important to note for
the discussion in the following subsection that, except for the earnings variable, al outcome
variables are coded as binary indicators.

The results of the evaluations are given in the following Figures 4.3 to 4.5. Using eg. (2) to
estimate the causal effects of CTRT, they show the differences between the control and the
CTRT group for specific time spans before and after the training for the different outcome
variables.™ For variables measured by the monthly calendar the distance is expressed in
months, for those measured only for the particular month of the yearly interview, the distance
is expressed in years.® The figures cover up to 18 months or up to 3 'years before the training
and up to 27 months or 3 'years after CTRT. They display the mean effect (solid line; + for the
mismatch corrected estimate) and its 95% pointwise confidence interval based on the normal
approximation (dashed line; V, A for the mismatch corrected estimates). The number of
observations available to compute the respective statistics decrease the longer the distance to
the incidence of CTRT. The implications of this are that the variance increases. This is
reflected in the widening of the confidence intervals. Additionally, a mismatch correction may
be impossible or very imprecise. Hence, the results on the very right side in the following
figures have to be interpreted with care.

Figure 4.3 presents the result of the evaluations for the monthly outcome variable un-
employment.*® The part left to the 0 vertical mark allows a judgement about the quality of the
matches concerning the particular variable.

“* The results for those outcomes that are mentioned, but do not appear here, are not qualitatively different from
the ones presented.

> The time span denoted as the first year is actually the time after the end of CTRT and the next interview.
Therefore, this time span may vary among individuals. The monthly data starts in July 1989 and ends in
December 1993, whereas the yearly data ranges from mid 1990 to early 1994.

6 Unemployment here indicates that the individual has registered for unemployment. There is another monthly
variable indicating the receipt of unemployment benefits (Geld or Hilfe). The results are ailmost exactly the
same when using this second measurement of unemployment.
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As aready noted in the discussion of match quality, there is small excess unemployment just
prior to the beginning of the course, that is however not at al significantly different from zero.
Figure 4.3 shows that the immediate effect of CTRT is additional unemployment in the months
following the end of CTRT. After a few months these effects disappear. At first sight this
seems surprising because Figure 4.2 shows that the unemployment rate of CTRT participants is
indeed falling rapidly during the first 12 months after CTRT. However, there is a smple
explanation for this effect. Remember that more than 50% of CTRT participants are
unemployed before CTRT. For an unemployed person the immediate effect of (full-time)
CTRT s that during CTRT his or her search efforts will be reduced (mean duration is 12
months!) compared to the controls. The results suggest that if there is a positive effect of
CTRT it is not large enough to compensate for this initial negative outcome. These general
findings are confirmed by considering either STW and unemployment together or by
considering full-time employment as the respective labour market outcome. Considering only a
sample of individuals who are either unemployed or on STW before CTRT sharpens these
results.

Figure 4.3: Difference of unemployment rates in %-points of CTRT participants and matched control group
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Note: N!',=103. Smoothed using 3 month moving averages for || > 1.

When performing the same evaluation for ET, there does not appear to be any effect of ET
with respect to unemployment. It is obviously difficult to reduce the individual unemployment
risk by means of training in a rapidly contracting economy that also adjusts to a new economic
environment. This economic situation may lead to unforeseen changes in firm strategies and
technologies used, leading to unexpected changes in the size and composition of the work
force, so that even previous ET may only be of limited value for training participants.
Obvioudly, if firms are changing their strategies unexpectedly, it will be difficult for the BA to
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predict future demand for particular skills, and, hence, to device or choose effective training
programmes.

Figure 4.4 features an outcome variable that is only measured once a year, such as gross
monthly earnings. There are no significant differences for the pre-training outcomes, and there
does not appear to be an effect of CTRT either.

Figure 4.4: Difference of gross earnings (in 1993 DM) of CTRT participants and matched control group
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This is very different for ET however. From Figure 4.5 it appears that there are positive
effects of about DM 350" from ET in the second year after completion of the last ET spell.
Note that the same effect appears for the third year, but that probably the much reduced
sample size leads to its insignificance.

From the CTRT-ET comparison it appears that ET is more effective for participants than
CTRT. Note however that we cannot distinguish between the two sources of these effects:
Either firms select ET participants better suited to benefit from training, or the firm-provided
training itself is of higher quality.

Having shown that CTRT has no positive effects in the months following CTRT, there is an
indication that there might be positive effects till to come: Individuas do think that CTRT will
improve their career prospective in the next two years. Since the CTRT participants expect to
improve their situation even in the two years after year two, and since they have already made
up the initial loss during CTRT, it might be that they will overtake the controls outside the
sample period. Unfortunately, from the data at hand it is impossible to decide whether this
variable redly contains information about future realization of labour market outcome, or
whether thisis just wishful thinking of CTRT participants.

4" The implied average earnings increase is about 9%.
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Figure 4.5: Monthly gross earnings (in 1993 DM) of ET participants and matched control group
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Finally, let us note that in arecent study Fitzenberger and Prey (1996) obtained more positive
findings. However, they use a different data set and model the joint stochastic processes of
selection, panel attrition and outcomes using joint normality. Their fully parametric approach is
very much in contrast to the principally nonparametric approach used here: One way to think
about these two approaches is that the nonparametric approach minimizes the bias while
paying the price for that in terms of larger variances. Thisis reflected in the confidence bounds.
The fully parametric approach uses more assumptions and, thus, will get less variance because
of less uncertainty. The price to pay there however is in terms of asymptotic bias if these
assumptions are not correct. Whereas large variances can be detected in the outputs, biases
cannot. For this and other reasons, we prefer our approach.

In conclusion we note that no positive earnings and employment effects of CTRT in the
short-run are found. Regarding the risk of unemployment there are negative effects of CTRT
directly after training ends. It is an open question whether the lack of a positive effect is due to
a bad signal participants send to prospective employers, or whether it is due to alack of quality
of training in a narrow sense. Nevertheless, our results for the short-run effects of CTRT
suggest that it was a waste of resources, providing quantity without sufficient quality. The
quality problem has been realized by the labour office, which subsequently tried to improve the
quality. As has been shown in the first part of the paper, it also changed the selection process
to include a higher share of individuas previously unemployed in CTRT. However, these
recent changes are not yet part of our empirical investigations.
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5 Conclusion

The importance of training as part of the active labour market policy in East Germany has been
confirmed with the help of data on participation in and money spent on training. Especialy in
1991 and 1992 training participation was very high. The institutional changes in 1993 and 1994
reduced participation and they changed the structure of the types of training and the socio-
demographic structure of participants. The share of short training courses decreased, especialy
between 1992 and 1993. This has gone along with an increasing share of training participants
who have been unemployed directly before training. Even more, there is a specia focus on
long term unemployed, a group of people with special labour market problems. The focus on
people with special labour market problems is also illustrated by the increasing share of older
people in training. Surprisingly, no increase is seen in the participation of women who are
included in the AFG-list of groups with special labour market problems. To summarize, there
are two opposite effects which might lead to different training outcomes. On the one hand, the
training quality might improve, as can be seen from the increasing course durations or changes
in the training infrastructure. On the other hand, an increasing share of training participants had
special labour market problems. Therefore, in future evaluations of training outcomes it should
be checked wether training which started in 1991 and 1992 differs from training which started
in 1994 or later.

In the evaluation part of the paper no positive earnings and employment effects of public
sector sponsored continuous vocational training and retraining (CTRT) in the short-run are
found. This negative picture may be an exaggeration of the real situation for several reasons:
Firstly, money spent for CTRT in the first two to three years may be seen as investments in the
East German training infrastructure, that had to be built from scratch. In this sense, future
CTRT might still yield some returns on these early investments. Secondly, the massive use of
CTRT achieved a significant reduction of the official unemployment rate. This was politically
desired, and hence it might be seen as an achievement per se. Thirdly, we report evidence that
trainees expect positive returns over a longer time horizon, that is beyond the sampling period
available for this study. Therefore, it is yet impossible to analyze empirically whether these
expectations are correct or just wishful thinking. Finaly, it might be that the results might
improve by the recent changes implemented by the labour offices to improve the quality of
CTRT supply, as well as the introduction of a more targeted selection process. Resolving these
open questionsiis left for future work.
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Appendix: Regulations of the Arbeitsférderungsgesetz (AFG)*®

Structure of the AFG

All German labour market policy is based on the Arbeitsférderungsgesetz (AFG), a federal law
which was passed in 1969 and changed frequently since.*® We will summerize parts of the
section on training, more precisely 8833-39 (general regulations for training), §841-46
(continuous training), 847 (retraining), and §88249b-249h (exceptions for East Germany).

The other important source is the "Anordnung Fortbildung und Umschulung” (AO-FuU)
passed by the Verwaltungsrat der Bundesanstalt fir Arbeit, the top administrative level of
the BA. Based on the AFG it provides much more detailed regulations. It is changed
according to changes in the AFG.

The group of persons getting AFG-subsidies for training

General restrictions

Training must support reaching the general AFG goals (881, 2). Especially important are
- to avoid unemployment and 'inappropriate’ employment,

- to enhance occupational flexibility and to adapt to technical development, and
- to improve the labour market position of women, older or disadvantaged unemployed.

In their decisions the LOs have to take account of the course duration, curriculum, and method
used, the experience of trainers, the cost efficiency, and the situation and development of
the labour market (834).

The participant has to search for employment with mandatory unemployment insurance,
must be 'suitable’ for the training, success (finishing course, passing examinations) must be
expected, and there must be afair chance of employment in the regular labour market (836).

Subsidizing training is not allowed if a firm has a special interest in the training (843) or if the
course is at a University (842; §8249d alows courses at Universities in East Germany).
Training is not alowed to include basic skills and common knowledge (81a AO-FuU, EX
for 841a courses). Training can be full time, part time, evening course, or at home (834).

If training was subsidized according to the AFG-GDR, the BA is further subsidizing this
training after unification, regardless of all other conditions (§249d).

Restriction: Completed vocational qualification (842)
A participant must have a completed vocational qualification. That is shown by
- an examination of the German apprenticeship system and three years work experience or
- six yearswork experience.
EX: - 2 years less experience if training is less than 6 months full time (MFT) or
24 months part time (MPT) or
- 3yearslessexperienceif training is'necessary’'.
CH from Jan. 94 on: Examination or 3 years of work experience are sufficient.”

“8 It has to be stressed that for reasons of space not all regulations, exceptions, and changes can be discussed.
There is nearly no regulation without an exception if there's a 'special social or labour market policy
interest'. The discussion islimited to regulations valid between late 1989 to early 1995. For more information
see the AFG (BA, 1989, 1990, 1991b, 1992b, 1993c, 1994c, and 1995c). We use EX as a shortcut for
‘exception’, CH for ‘change', and AD for "addition'.

“In the training section the last major change was with the "Erstes Gesetz zur Umsetzung des Spar-,
Konsolidierungs- und Wachstumsprogramms', in effect from January 1994 on.

% This was not areal change, because from January 94 on not 'necessary’ training was not possible any more.
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Before participating in subsidized training again, another 3 years of work experience are
required.
EX: - Minus 1 year if the earlier or the actual training islessthan 6 MFT / 24 MPT.
- Nowaiting time if earlier or the actual training islessthan 3 MFT / 12 MPT.
- Nowaiting time if the actual training is'necessary'.
CH from Jan. 93 on: 3 years waiting time are necessary.
- Minus 1 year if the earlier or the actual training islessthan 6 MFT / 24 MPT.
- 1 year waiting time if training is 'necessary’ because of unemployment or part time.
- No waiting time if actual training is 'necessary’, the participant has specia labour
market problems, and the earlier training was lessthan 2 MFT / 8 MPT.
CH from Jan. 94 on: 1 year waiting time is necessary.
- No waiting time is necessary if training is 'necessary’, participant has specia
labour market problems, and the earlier training was less than 2 MFT / 8 MPT.
Time of registered unemployment is equal to work experience.
EX: Before the first training at least half of the work experience must be real working.

Restriction: 'Necessary' and 'useful’ training (844(2), since Jan. 94 842a)
To obtain the status of 'necessary' training, it must be necessary
- to find employment for an unemployed person,
- to avoid unemployment for somebody directly threatened by unemployment, or
- to provide qualification for somebody without a completed vocationa qualification.
EX: In East Germany 'generally threatened by unemployment' is sufficient (8249d).
AD in Jan. 94: Counselling in the LO before approval of training is required.
Training is 'useful' if it helps to reach the general goals of the AFG (881, 2) and of subsidized
training (8834, 36).

Special case: Part timetraining (844(2b))
Part timetraining is 'necessary’ if
- itisnecessary for full time employment of a part time employed person younger than
- 25 or an individua returning to the labour force after child care is unemployed or
without vocational degree, and full time training is not possible because of the child.
AD in Jan. 91: If someone is in part time subsidized employment (ABM) and training
Is necessary for full time employment on the regular labour market.
CH from Jan. 94 on: Part time training is possible if training is 'necessary' and full
time training is not possible because of child.

Restriction: Unemployment insurance contributions (Ul C) before training (846)
At least 2 years of UIC within the last 3 years are required.
EX:- No 3 years limit if training is necessary to earn money for subsistence and not
working because of achild before (for example lone parents without wealth).
- Add 5 years to the 3 years limit for every child if not working because of the child.
- Add the time of working abroad to the 3 years limit (maximum 2 years).
- No contributions are necessary if the participant got a vocational degree within the
last year (add times of unemployment to the year).
- Unemployment benefits based on earlier (long enough) contributions are sufficient.
In East Germany instead of actual contributions it was sufficient to have worked in a job that
would have made UIC mandatory in West Germany (8§249c).
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Payments of the labour office

Unterhaltsgeld (UHG) in general requires that the participant has a vocational degree (for EX
see below at §414a).

The'full' UHG is paid if training is 'necessary' and UIC are sufficient (844).
It amounts to 65% of former net earnings, 73% with a child or a dependent partner.
CH from Jan. 94 on: The replacement rates are now 60% / 67%.>"

The'small' UHG is paid if training is 'necessary’ but UIC are not sufficient (846).
Itispaid at the level of unemployment benefits before training.

UHG asaloanispaid if training is not 'necessary’ but 'useful’ and UIC are sufficient (844).
It amounts to 58% of former net earnings.

CH from Jan. 94 on: Thisis not possible any more.

Expenditures for training can be paid when UHG is paid (845). The expenditures can be

covered as well when UIC are not sufficient but training is 'necessary’ and the participant
commits to three years of work after training or in the case of training during STW.
The payments can be in per cent of actual expenditures (up to 100%, possibly with an upper
limit) or flat rates. The amount might differ for different groups of participants. Included are
course fees, travel expenses, clothing, materials, insurance, child care, examination fees,
among others.

If the participant fulfilled the prerequisites it was mandatory for the LO to pay UHG until Dec.
93. Since Jan. 94 it is not mandatory any more.

It is not mandatory for the LO to reimburse for expenditures according to the AFG, but
until May 1993 the AO-FuU made some refunds mandatory (for example course fees).

Types of training

841a

The goal of training is to improve the job search skills and the motivation of an unemployed.
Also it could provide information about different types of work and training possibilities as
well as in regard to the abilities of the participant. They can include training in genera
knowledge and basic skills.

Participants do not need a vocational degree or work experience, but have to be unemployed.

The duration istypically between 2 and 6 weeks.

Continuoustraining (8841, 43)

The godl is to adapt skills and knowledge to technical progress, to advance career, to avoid
labour shortages, or to help women return to the labour force and older unemployed.

The duration is typically between 2 months and 2 years. Since May 1993 the upper limit is
1 year if the course does not finish with a publicly approved examination.

Retraining (847)

The goal of training is to provide ‘appropriate’ occupation if the old occupation is useless
because of personal or labour market conditions.

The duration should not exceed two years and should be shorter than a corresponding
vocational qualification. The course should finish with an publicly approved examination.
CH from May 93 on: The course must finish with a publicly approved examination and

must be shorter than a vocational qualification.

> Thisis now set at the same level as unemployment benefits (Arbeitslosengeld). It was higher before.
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