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On 17 May 2013, the coordinators for the Committee on Employment and SocialAffairs (EMPL) requested a Cost of Non-Europe report with regard to a possibleUnemployment Insurance Scheme for the euro area.This paper has been drawn up by the European Added Value Unit of theDirectorate for Impact Assessment and European Added Value, within the EuropeanParliament’s Directorate-General for Parliamentary Research Services. Its aim is tohelp improve understanding of the subject by providing evidence of the specificbenefits that could be achieved through the introduction of such a scheme.This assessment builds on expert research commissioned for the purpose andprovided by:
 The Centre for European Policy Studies (CEPS) - a simulation exercise for anUnemployment Insurance Scheme for the euro area. The lead author,Miroslav Beblavý, was aided by Ilaria Maselli. Matthias Busse and ElisaMartellucci, who provided research assistance and some drafting of the text.Daniel Gros provided intellectual oversight and several key ideas.
 Dr Mathias Dolls (ZEW Mannheim and IZA), Prof. Dr Clemens Fuest (ZEWMannheim, University of Mannheim, CESifo and IZA), Dr Dirk Neumann(CORE, Université catholique de Louvain and IZA), Prof. Dr Andreas Peichl(ZEW Mannheim, University of Mannheim, IZA, ISER and CESifo) and MartinUngerer (ZEW and University of Cologne) - the Cost of Non-Europe inrespect of the absence of an Unemployment Insurance Scheme for the euroarea.

AbstractThe European Parliament has called for a “social dimension” to the Economicand Monetary Union to tackle unemployment and restore growth following therecent economic crisis. Among various alternative options, automatic stabiliserscould potentially be means of stabilising the Eurozone, while at the same timeaddressing social problems associated with the financial crisis. This studyexplores the prospects for introducing an automatic stabilizer in the form of anUnemployment Insurance Scheme for the euro area, which will provide themonetary union with greater stability in the medium and long term.The experience of the recent crisis appears to have strengthened the case for acommon Unemployment Insurance Scheme, and has fed into the debateregarding its establishment to counterbalance asymmetric shocks.Analysis of its potential benefits, had it existed during the recent crisis, showsthat such a scheme would have reduced the fall in GDP in the most affectedMember States by 71 billion euro in the period between 2009 and 2012.
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Note on methodologyCost of Non-Europe (CoNE) reports are designed to study the possibilities for gainsand/or the realisation of a ‘public good’ through common action at EU level inspecific policy areas and sectors. They attempt to identify areas that are expected tobenefit most from deeper EU integration, in other words where the EU added valueis potentially significant.The specific aim of this Cost of Non-Europe report is to ascertain what are theprospects of introducing an Unemployment Insurance Scheme for the euro area,presenting the institutional dimensions of such an instrument and quantifying thebenefits in terms of economic growth (thus, a range of estimates of the stabilisationeffects of such a system are presented).The report also briefly examines some of the benefits but also some of the risks thatcan be expected from the introduction of an Unemployment Insurance Scheme.Where risks are identified, corrective measures to address or reduce them are alsoconsidered.In order to develop a better notion of key issues and to understand what happens ina typical case, a number of examples or hypothetical case studies are presented.Where it has not been possible to quantify all the costs and effects, a qualitativecomplementary approach has been used with a view to providing insight.Finally, the report proposes a simulation of different scenarios based on alternativeapproaches. The intention is not to recommend the creation of any particularscheme, but, rather, to help policymakers understand what are the feasible optionsand what are the relative benefits and drawbacks of each.
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Executive summaryThe uneven impact of the crisis between Member States and policies of budgetarydiscipline have led to rising inequality. This kind of social pressure hits the MemberStates directly affected, but also spills over on to those more resistant to the effectsof the crisis, through reduced aggregate demand, eroded confidence, and contagionvia the financial markets. The consequence is that divergence and spillover effectsmay threaten core objectives of the European Monetary Union.Experience shows that the current functioning of the European Monetary Union hasbeen suboptimal first of all for economic growth. This is why the EuropeanParliament1 considers that employment and social outcomes are among thedecisive factors for the sustainability and legitimacy of the monetary union, andthat in particular automatic stabilizers could certainly play an important role.While such a scheme would not solve of itself any future crisis, it could certainlyprovide greater stability and would offer clear added value from both economic andsocial points of view. From an economic perspective, it would provide a counter-cyclical stabilisation mechanism for the economy, and from a social perspective, itwould alleviate the pain of unemployment by providing income security.This Unemployment Insurance Scheme could represent to a certain extent a safetynet at the eurozone level for the welfare systems of individual Member States. Itcould provide a limited and predictable short-term stimulus to economiesundergoing a downturn in the economic cycle, something that every Member State isgoing to experience sooner or later and that can no longer be expected to becountered by national fiscal capacities on their own.In a recent resolution2 the European Parliament noted that social protection policy,in particular unemployment benefits initially helped to reduce the depth of therecession and stabilised to a certain extent labour markets and consumption.However, the capacity of these crucial economic and social stabilisers has beenworryingly and progressively reduced in those Member States in which suchstabilisers were most needed.This is why, the Parliament considers that an EU-level mechanism could potentiallyact as a shock absorber to cushion both asymmetric and symmetric shocks to theeconomy, and thus overcome coordination failures and individual Member States ’crisis-related budget constraints.
1 European Parliament resolution of 21 November 2013 on the Commission communicationentitled ‘Strengthening the social dimension of the Economic and Monetary Union (EMU),2013/2841(RSP)2 European Parliament resolution of 25 February 2014 on the European Semester for economicpolicy coordination: Employment and Social Aspects in the Annual Growth Survey 2014(2013/2158(INI))
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Introduction

The current economic crisis has forced many Member States to further cutexpenditure or increase taxes in the attempt to restore confidence on the financialmarkets. The argument according to which countries within a monetary union, suchas the European Monetary Union (EMU), can use their fiscal policy to stabilise thebusiness cycle has consequently been called in question.Against this background, the question as to how to improve the capacity of MemberStates to cope with cyclical fluctuations and asymmetric shocks has gainedimportance.It is worth mentioning that the idea of accompanying the European Monetary Unionwith shock absorption mechanisms has been on the table for many years. As early as1977, the European Commission, in its ‘McDougall report’, advocated theintroduction of fiscal stabilisers at EU level to control short-term and cyclicalfluctuations in economic activity3. Later, in 1993, the Commission reflected on theintroduction of a shock absorption instrument, based on changes in nationalunemployment rates that would provide a cushion against adverse developments inthe Member States in the way that automatic stabilisers do in the United States.According to the Commission’s 1993 estimates, average annual expenditure on sucha mechanism would have been in the order of 0.2% of Community GDP4.In 2012, both a Commission blueprint5 and a Council report6 called for an improvedarchitecture for the European Monetary Union, including a tool with a stabilisationfunction for shock absorption, as well as a microeconomic approach. The idea of anUnemployment Insurance Scheme was suggested.The European Parliament’s Committee on Employment and Social Affairs drew upan opinion entitled ‘Towards a genuine Economic and Monetary Union’, calling forthe establishment of automatic stabilisers at EU or euro area level7. This opinionstated that the recent economic crisis had highlighted the lack of coordinatedpolicies within the euro area, and accordingly called for further investigation intofeasible options for limiting crisis-induced shocks.
3 Available at:http://ec.europa.eu/economy_finance/emu_history/documentation/documentation_chapter8.htm4 ‘Stable money – Sound finances’ - Community public finance in the perspective of EMU, N° 53,1993.5 ‘A blueprint for a deep and genuine economic and monetary union - launching a Europeandebate’, COM(2012)0777/2.6 ‘Towards a genuine economic and monetary union’, Presidency of the European Council, 5December 2012.7 2012/2151(INI)
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Indeed, economic fluctuations and divergences between Member States are,paradoxically, further reinforced by the currency union. In the current economicdownturn, within a monetary union the shock waves might lead to higherunemployment, lower household income levels and growing poverty. Indeed, suchshocks do not only affect the weaker Member States on the periphery but, throughtheir impact, might also affect those Member States with a relatively stable economy.Even a country with a stable and booming economy cannot survive alone, as thesystem is constituted in a manner that excludes unilateral adjustment of its membereconomies by means of exchange rates or interest rates (by definition), or byinflation or fiscal expansion (by design) 8.In September 2013 a report published by the International Monetary Fund (IMF)9argued that advancing fiscal integration would help address a number of gaps in theeuro area’s architecture. In particular, ex ante risk-sharing could reduce the need forcostly support afterwards. Thus, provided there is better disciplining of nationalfiscal policies, all euro area countries would benefit from transnational fiscalinsurance mechanisms.The IMF mentioned a number of options, including creating, variously, a euro area-wide ‘rainy day fund’, a common unemployment insurance scheme, or a budget forthe euro area.In spite of the strong political pressure supporting an active social dimension for theEMU, the Commission decided not to include any concrete legislative proposal for anEU Unemployment Insurance Scheme in its communication on strengthening thesocial dimension of the Economic and Monetary Union10.
Figure 1: The road toward a social dimension of the European Monetary Union

 November 2012: The Blueprint for a deep and genuine EMU calls for medium-term strengthening of coordination and surveillance of the social andemployment dimension in EMU governance, as well as a degree of convergencein this area. The European Parliament in its own-initiative report reiterates thatsupervision of fiscal discipline in EMU must combine fiscal and macroeconomicstandards with social and employment standards. It calls inter alia for theestablishment of automatic stabilisers at EU or euro area level.
 December 2012: The European Council identifies the reinforcement of thesocial dimension of EMU, including social dialogue, as a short-term priority forstrengthening EMU.
8 Commissioner László Andor, ‘Developing the social dimension of a deep and genuine Economicand Monetary Union’, European Policy Centre, 13 September 2013.9 Available at: http://www.imf.org/external/pubs/ft/survey/so/2013/CAR092513A.htm10 COM(2013)0690
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 February 2013: France and Germany publish a document calling for a strongerrole for the Employment and Social Policy Council, for social dialogue and forbetter governance of social Europe. The Commission agrees to develop ascoreboard in the framework of the European semester, and considers includingthe social dimension in ex ante coordination of major economic reforms.
 June 2013: The European Council simply reiterates that the social dimension ofEMU must be strengthened.
 July 2013: The first ministerial discussion is held on the idea of a scoreboard onthe social and employment situation, at the informal Employment and SocialPolicy Council held in Vilnius. In parallel, the EP’s Committee on Employmentand Social Affairs organises a public hearing on reasons for and means ofestablishing an Unemployment Insurance Scheme for the euro area.
 September 2013: The EP’s Committee on Employment and Social Affairs callsfor a feasibility study to be incorporated in the 2014 budget to assess theviability and the advantages of introducing an Unemployment Insurance orBenefit Scheme. The ultimate aim would be to pave the way for the concreteimplementation of this idea, as a key component of the social dimension of EMU.On the other side of the Atlantic, the IMF argues that ex ante risk-sharing couldreduce the need for costly support afterwards and mentions severalpossibilities, including a common Unemployment Insurance Scheme.
 October 2013: The Commission adopts its communication on strengthening thesocial dimension of the EMU.
 January 2014: The 31 January 2014 plenary of the Committee of the Regionsvotes all but unanimously in favour of the inclusion of social indicators in theEuropean semester11, and calls on the Commission to come forward with aGreen Paper on the issue of automatic stabilisers in order to identify those mostrelevant to the euro area.
Background and current trends12The consequences of the crisis for the Member States’ economies have been twofold.First, increasing numbers of workers have been losing their jobs, and this has fuelleddemand for support from the state through compensatory income and socialprotection. Second, public finances have been put under severe strain, furtherreducing the government’s ability to intervene. The result is that the decreasing flowof social contributions caused by rising unemployment and lower wages has in
11 ECOS-V-050, Opinion on the social dimension of the Economic and Monetary Union, January2014.12 Data source: ‘Social partners’ involvement in unemployment benefit regimes in Europe’,Eurofound 2012.
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many cases increased the pressure on the financial sustainability of nationalunemployment benefit schemes.Generally speaking, expenditure on labour market policies comprises two types ofintervention, namely:1. active labour market policies aimed at helping jobseekers return toemployment; and2. passive labour market measures aimed at guaranteeing security ofincome for those temporarily outside the labour market.For the latter, a Eurofound report identifies different types of unemployment benefitand social assistance schemes (see Figure 2 below).
Figure 2: Unemployment benefit and social assistance schemes13

MSs
Main

qualifying
conditions

Benefits Funding

Unemployment
Insurance (UI)

All - involuntaryunemployment- employmentrecord- activelylooking forwork
(usually)earnings-related

contributionsfromemployer and,sometimes, alsoemployees,often topped upbypublicexpenditure
Unemployment
Assistance
(UA)

AT, DE,FI, EL,ES, IE,NL, SE,SI, UK
recordunemploymentinsuranceexpired or noteligible for it- (often) shortemployment-actively lookingfor work

socialminimum(withexceptions),partly means-tested
contributionsfromemployer andemployeeand/or publicexpenditure

Social
Assistance (SA)

AllexceptEL
unemploymentinsuranceexpired or noteligible for it- (for mostcategories ofclaimants)actively lookingfor work

socialminimum,comprehensivelymeans-tested Taxes

13 See above footnote.
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Unemployment Insurance (UI) refers to the main unemployment benefit schemesproviding insured unemployed persons with some form of replacement income,whether earnings-related or not (in countries such as Poland and the UK benefitstake the form of a flat-rate allowance which is not earnings-related).Unemployment Assistance refers to additional unemployment protection schemeswhich may complement the main ones. They provide the unemployed who do notqualify for unemployment insurance with either a social minimum, or an allowancebased on the recipient’s previous income.Accordingly to the same report, all Member States, with no exceptions, have
modified their unemployment benefits systems over the last decade. Amongthese changes, the report identifies six fields:
 Coverage: the categories of those who can receive benefits have beenchanged to a certain extent in almost half of all Member States. These are

changes clearly linked to the onset of the economic crisis and
increasing unemployment, as indicated by the timing and content of themeasures adopted. All were introduced after 2007, with the exception of theNetherlands, Bulgaria and Romania, where changes had been made earlier;

 Eligibility criteria: in the majority of cases more restrictive criteria foreligibility under the schemes were introduced (e.g. Germany, Austria,Belgium, the Netherlands, Sweden, Spain, Greece, Malta and Slovenia);
 The duration of benefits has been prolonged in seven Member States(Bulgaria, the Czech Republic, Lithuania, Romania, Italy and Portugal) andreduced in ten (Denmark, France, Germany, Hungary, Latvia, theNetherlands, Portugal, Romania, and Slovakia).
 The amount of benefit has become more generous in seven cases (Estonia,Lithuania, Latvia, Romania, Slovenia, Italy and Portugal) and has beenlowered in ten (Greece, Hungary, Ireland, Lithuania, Latvia, Portugal,Romania, Slovakia, Sweden and Bulgaria). In Bulgaria, however, it was laterrestored to its previous level.
 The financing of the system has been changed in nine Member States. In five(Cyprus, Estonia, France, Luxembourg, and Sweden) the level of employers’and/or employees’ contributions was raised, while in four (Bulgaria, Ireland,the Netherlands and Romania) it was lowered.In summary, in a context of rising unemployment and given the need to seek asustainable equilibrium between financial constraints and social pressure, the aimof the changes introduced was primarily to extend coverage while somewhatreducing its generosity.
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Therefore, according to the Eurofound report, the configuration of theunemployment benefits systems in the EU Member States could be summarised asfollows (not taking account of unemployment insurance schemes, however, sincethey are present everywhere):
Figure 3: Configuration of unemployment benefits systems in the EU Member
States

Unemployment assistance

YES NO

Social
Assistance

YES AT, EE, FI, FR, HU, IE, LV,NL, PT, ES, SE BE, CY, CZ, DK, DE, LT,LU, PL, RO, SK, SI, UK
NO EL, IT, MT BG

It is worth mentioning that a significant proportion of Member States arecharacterised by the operation of two-pillar systems under which the insurance-based form of protection against involuntary unemployment (unemploymentinsurance) is combined with a universal social protection scheme (social assurance).Against this background, one may conclude that while the current characteristics ofunemployment benefits systems continue to be highly differentiated across MemberStates (in terms of coverage, duration, replacement rate and funding of schemes)some common futures can be certainly identified, notably:
 the dual character of the systems , i.e.: a) insurance-based, funded fromcontributions; and b) assistance-based, government-funded and interveningonly where the person is not entitled to insurance-based benefits;
 means of funding and calculating benefits;
 eligibility criteria (being involuntarily unemployed; having accumulated aminimum amount in contributions; being available to participate in activelabour market measures);
 development of active labour market policies to complement unemploymentbenefits.

A social dimension for the EU Monetary UnionIn recent years, academics and researchers have extensively discussed the strengthsand weaknesses of a monetary union. In theory one of the main benefits of having acommon currency is that exchange rates no longer apply and therefore businesstransactions should be easier. On the other hand, a monetary union, under certainconditions, is particularly affected by so-called ‘asymmetric shocks’.
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Shocks of this kind happen when some countries in a monetary union experience acrisis while others continue to boom. The reasons why these shocks happen mightbe different (e.g. because production is collapsing in a single country or an incidentis affecting one country but not another), but basically they cause capital to bemoved from the affected region into those which are experiencing a boom, and thiscannot be balanced out by the realignment of exchange rates. The result might be acyclical trend with countries in crisis being pushed even deeper into recession whilethe booming ones overheat and might develop bubbles.Whether a monetary union functions properly or not depends inter alia on how wellit can absorb asymmetric shocks, i.e. the extent to which it has the appropriate toolsto balance such cyclical trends across its different regions.When asymmetric shocks damage an individual country and unemployment rises ina given region, those residents there pay less in tax while at the same time receivingmore funds via the social safety net. By contrast, regions experiencing growth payhigher taxes and have lower social expenditure. In theory, the common budgetshould enable transfer from the booming regions to those in crisis. The rules areestablished by the government in advance and thus when the crisis happens nofurther political decisions are generally required. This explains why economistsrefer to taxes and social expenditure as automatic stabilisers.At the EU level, automatic stabilisers are lacking: the Union budget is too small, andthe existing transfer mechanisms (such as the structural or regional funds) are toorigid to react to cyclical economic downturns, and often apply in practice only afterthe crisis has severely impacted the economy.A recent IMF discussion note14 argues that, contrary to expectations, the launch ofthe single currency did not make euro area economies more similar over time ormore resilient to shocks. Indeed, the euro area lacks the degree of risk-sharing seenin existing federations. While federations such as the US or Canada manage tosmooth about 80 % of regional shocks, the euro area only manages to insulate half ofthat amount, meaning that if GDP contracts by 1 % in a eurozone country,households’ consumption in that country is depressed by as much as 0.6 %, asopposed to 0.2 % in the US or Canada.

14 ‘Toward a Fiscal Union for the Euro Area’, IMF staff discussion note, September 2013.
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Figure 4: Risk-sharing / insurance against income shocks in EMU remains
low15

The IMF paper also notes that ex ante risk-sharing reduces the need for costlysupport afterwards. So, provided there is better disciplining of national fiscalpolicies, all euro area countries would benefit from transnational fiscal insurancemechanisms. The paper also suggests a number of options, including setting up acommon Unemployment Insurance Scheme.It is worth noting that, unlike in federal systems such as that of the US, internallymobile labour represents only 3-4 % of the population of the euro area (for anumber of reasons, including language and cultural barriers and institutionalfactors), with the result that labour mobility cannot be expected to significantlyalleviate high unemployment in peripheral countries. The consequence is thatMember States are left with fiscal policy as the main means of stabilising theireconomies when hit by country-specific shocks.Indeed, the 2009 crisis has revealed deficiencies in the current design of themonetary union and has magnified the economic and social consequences of risingunemployment. Insufficient income insurance in the event of unemploymentincreases the social costs of joblessness, but also has reinforced the downturn via itseffect on consumption and aggregate demand. Further problems are likely to arise,
15 ‘Toward a Fiscal Union for the Euro Area’, IMF staff discussion note, September 2013.
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since a prolonged crisis inevitably implies that increasing numbers of people will belong-term unemployed and will thus see their benefit eligibility expire.One should also mention the permanent risk that in the absence of exchange rateflexibility, social standards may be used as factors of adjustment in a case ofasymmetric shock, eventually leading to an EMU-wide ‘race to the bottom’ (withthose Member States with the lowest social standards becoming the mostcompetitive in terms of production costs).
Economic recovery in the USThe Commission communication on the social dimension of the EMU adopted inOctober 2013 did not include a project for an Unemployment Insurance Schemeproject for the euro area, but did present the theoretical premise of such a system.This communication drew inspiration from the US unemployment insurance systemwhich was created a few years after the 1929 stock market crash, to illustrate avision of a future euro area with its own budget.It has to be said that for some this vision remains an unrealistic option becausesubstantial treaty changes would be needed.In the US, unemployment insurance cover operates at state level. However, since1935 a federal programme has been in place to support the authorities through thecollection of local and federal taxes. In cases of severe recession, Congress can put inplace temporary programmes for extending allocations, as was the case in 2002 and2008. This allows the unemployed to continue to receive unemployment allocationseven beyond the statutory period, which corresponds on average to 26 weeks. Thesetemporary measures are funded up to a maximum of 50 % from the federal budget.This structure provides the US with a flexible automatic stabilisation instrumentwhen crises strike16.
Figure 5: Key elements of the US unemployment insurance system

 States remain free to decide eligibility conditions, benefit amounts andduration;
 States pay unemployment benefits during normal business cycles whilefederal sources intervene to provide support during economic downturns;
 During downturns, two different schemes exist; one which is automaticallytriggered and another which requires a political decision to be activated;
 The risk of permanent transfers to individual states is dealt by an automaticdeficit reduction mechanism in respect of state accounts at the federal level.

16 Antipoverty Effects of Unemployment Insurance, an US Congressional Research Study, 2013
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Part of the added value offered by the federal system lies in the possibility ofextending benefits exceptionally in case of severe recession in one or more states,i.e. when the stabilisation tool is most needed. This happens via the extended and
emergency benefits, with the former being partially and the latter completelyfinanced at the federal level.
Figure 6: Total unemployment insurance benefits paid by month and type of
programme in the US17

If in principle this rule constitutes a safe backup for a system that is not verygenerous (at least by European standards), this is something that could hardly beimplemented in a European context. The reason is that such extensions requirequick decision-making, which is more difficult to implement in Europe given themulti-level nature of governance and the need to apply the subsidiarity principle.A less-remarked but interesting aspect of the US system is its capacity to strike abalance vis-à-vis individual states over the cycle: each state can indeed borrow fromthe federal cash pot in hard times, but these remain as loans and as such need to bereturned. This in principle ensures that the objective of stabilising income whenmost needed is not missed, but at the same time avoids free-riding. If a state isunable to repay the loan, the employers’ contribution is automatically raised.Unlike in most European countries, the US version of unemployment insurancescheme is therefore fully financed by employers. The mechanism is based on theprinciple that those that fire more also need to contribute more to the fund. For thefirms’ side of the labour market, although not perfect, the system is organised as aform of insurance, meaning that companies are obliged to provide severance
17 Source: Boushey and Eizenga, 2011.
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payments to workers and, to be able to do so, insure themselves against the risk offiring a certain number of workers. From the employees’ point of view the benefitsappear, rather, as social assistance in the form of income protection.All in all, the US system is particularly interesting, not only thanks to thecomparability of the US and European labour markets in terms of size and skillslevels, but even more so because of the mix of three compromises/results:
 stabilisation capacity based on short-term support, combined with thepossibility for each state to borrow from the central cash pot if necessary;
 creation of a common minimum standard, in terms not of provision or eachstate being free to set its optimal level of protection, but of the level ofemployers’ contribution required to finance the policy;
 experience rating, which punishes companies that fire more.

Figure 7: A case study - economic recovery in California18The recent economic crisis was the longest on record since the Great Depression. InCalifornia, nearly seven out of ten unemployed workers received unemploymentinsurance benefits which covered on average about one-third of a worker’s weeklypay. This insurance safety net was crucial for families to be able to pay for basicssuch as rent or mortgage payments, food or heating bills. A research carried out bythe Institute for Research and Labour Employment at the Berkeley University inCalifornia found that unemployment insurance benefits provided one of the mosteffective and efficient means to address economic woes imposed by joblessness. Inparticular, unemployed workers quickly receive funds to help make ends meet, andaggregate unemployment insurance spending acts as an automatic stabiliser for thelarger economy.In California, unemployment insurance benefits:
 helped approximately 1.5 million workers and their families afford basic

necessities in 2009;
 kept nearly 500 000 Californians out of poverty; and
 resulted in spending that supported 161 000 jobs in the state.According to the research, without this safety net the severity of the crisis wouldhave been deeper, unemployment would have been greater, state and local taxrevenue would have been lower, and the economic hardship faced by families wouldhave been more severe.Indeed, unemployment insurance benefits not only helped families but also servedas stimulus for the broader economy. The research estimated that every additional
USD 1 spent on unemployment insurance benefits in California increased state
GDP by USD 1.56.
18 S. Allegretto and L. Lucia: Unemployment Benefits Critical to Jobless Workers and EconomicRecovery in California, University of California, Berkeley, 2011
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The Cost of Non-Europe for the Unemployment
Insurance Scheme

In the specific context of this report, the cost of non-Europe has been consideredfrom two main perspectives: economic and political.The economic perspective usually refers to the costs incurred by reason of anumber of shortcomings - not achieving economies of scale, not tackling marketfailures, not appropriately supporting public goods, etc.The political perspective considers the legitimacy of policy choices and theinterests of different stakeholders, and may be grounded in considerations thatrelate less to economic efficiency (e.g. not all interventions that deliver EU publicgoods are cost-effective) than to political needs, such as solidarity or the need toreinforce EU global leadership.From a purely economic point of view, the purpose of an unemployment insurancescheme is to provide a counter-cyclical stabilisation mechanism for the economy inorder to alleviate the pain of unemployment by providing income security.Empirical evidence suggests that the exact design of such a scheme matters, but it isalso of the utmost importance to complement the scheme by active labour marketpolicies. Indeed, the exact design is important, and careful consideration should atleast be given to such elements as the coordination issue, fiscal constraints, and thetriggering of the instrument.Economic theory suggests that problems arise in a monetary union when anasymmetric shock occurs. When an asymmetric shock has a negative impact incountry A but a positive impact in country B, unemployment increases in the formerand goes down in the latter. In such a case, two mechanisms can potentially lead toautomatic re-equilibration, namely wage flexibility and mobility of labour.How, then, does unemployment insurance interfere with each of those two factors?Will it facilitate or hinder wage flexibility and labour mobility? Would this change ifsuch insurance were organised at the European level?In principle, a national unemployment insurance scheme will hamper bothadjustment mechanisms. The existence of the benefit will keep the reserve wage at acertain level, higher or lower depending on the replacement rate. The nationalunemployment insurance scheme will also limit cross-border mobility by reducingthe incentive to look for a job in another country, as to do so unemployed workersmay need to give up their benefits.
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This problem would be solved if a European system were in place: unemployedworkers could receive benefit independently of the country in which they arelooking for a job. With regard to the first issue – the reserve wage – it does notmatter for purposes of adjustment in the recession country whether the benefit ispaid at national or European level.
Figure 8: Engler and Voigts scenario19A recently published article by P. Engler and S. Voigts analyses how a transfermechanism would affect different economies. The authors looked at differentscenarios: a) countries pursuing an independent monetary policy and operatingflexible exchange rates; and b) countries in a monetary union, with their economiesmore integrated in real economic terms and, ultimately, a compensation mechanismexisting between countries.The study shows that a monetary union formed by economies that are not perfectlyintegrated may experience high volatility and asymmetric business cycles whenthose economies are hit by asymmetric shocks. Such shocks are much moreeffectively absorbed when a transfer system is introduced, by comparison with ascenario in which countries operate a purely national fiscal policy. Thus, the authorspropose a transfer mechanism that can limit those effects, arguing that this optionmight function pending the achievement of deeper trade, financial and labourmarket integration.This transfer mechanism is very similar to an unemployment insurance scheme.Indeed, when country A booms while country B contracts, a transfer from A to B setsin. According to this analysis, assuming that country-specific shocks are random innature, each Member State would be both recipient and donor over the businesscycle, so that over time payments made and payments received would eventually bebalanced out.
However, to what extent are asymmetric shocks actually likely to occur in Europe?The academic literature suggests that this is a recurrent issue in Europe.Asymmetric shocks seem to be a matter of regularity, and it is only their significancethat varies. Indeed, the differences between European economies (e.g. specialisationof production, labour market regulation, demographics, and nationalmacroeconomic policies) make national economies react differently to externalshocks.
19 P. Engler and S. Voigts, ‘A Transfer Mechanism for a Monetary Union’, Freie Universität Berlin,2013
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While the evidence suggests that booms and busts occur very regularly in anunequal pattern across Europe, it is also true that the dispersal of national- specificgrowth does not tend to create a common approach to the issue at European level.Thus, it is not excluded that the still considerable differences between economiescould easily cause new imbalances in the future.Even though the common currency has increased integration, there remain manypotential sources of asymmetric shocks.Against this background one could think about more coordination at euro area level,or far-reaching structural reforms that may lower the risk of asymmetric shocks.In 2013, P. De Grauwe observed that while monetary policy has been centralised, therest of macroeconomic policy has remained in national hands and has producedidiosyncratic movements unconstrained by the existence of a common currency:‘Hence, there are few policy options to bring national booms and busts into line withany kind of European development. Even worse, the common interest rate that maybe too low for booming countries and too high for countries in recession evenexacerbates asymmetric developments. Therefore, at first the convergence processin Europe has to be finished. And already that process appears to be asymmetricitself’.20
Figure 9: Country-specific shocks in the euro area

Source: Allard et al. (2013).
20 P. De Grauwe, ‘The legacy of austerity in the Eurozone’, CEPS, October 2013
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The case of symmetric shocks is more straightforward and poses fewer challenges topolicymakers. In case of recession, the main decision to be taken is whether to takemeasures to reduce government spending or to take measures which use fiscal ormonetary stimulus (or a combination of the two) such as the establishment of anunemployment insurance scheme. Yet, because of the specific nature of theEuropean set-up, suboptimal equilibria may also be the outcome in this case owingto the fact that the former stimulus (fiscal) is decided at the national level and thelatter (monetary) by a supranational institution – the European Central Bank – withan independent mandate. A euro area unemployment insurance scheme couldtherefore solve this coordination problem by relying on an automatic stabiliser.According to Annex I to the present report, alongside risk of asymmetric shocks andcoordination failures there is a third macroeconomic argument which may justifythe need for EU/EMU-wide automatic stabilisers, namely tough budget constraints.The euro area crisis showed that risk premiums on sovereign debt can divergesignificantly. Starting from 2010, it became not only difficult but also very expensivefor sovereigns on the periphery of Europe to borrow on the market. High interestrates therefore make the financing of public expenditure, which can easily includeexpenditure on labour market policies in times of high unemployment, veryexpensive. A government facing tough fiscal constraints may consequently beobliged to cut income support measures at a time when they are needed the most,that is, when unemployment is increasing and vacancies are limited. Moreover,there is a possibility for large shocks to become self-sustaining through pro-cyclicalfiscal policy and a negative feedback loop. Backstopping national systems could bea way of preventing such a feedback loop from developing.The creation of a supranational fund (in whatever form) whereby countries and/orworkers and employers contribute during good times could avoid such a trap. In thiscase, the funding of passive labour market policies would come from a supranationalauthority and would therefore not be a burden on national budgets, as countrieswould have to contribute to it only during upswings.In addition to the purely economic aspects, one also needs to consider political andsocial concerns, and specifically the existence of a form of European solidarity andredistribution within the European Union. Would the scheme also have a political
and social added value?The introduction of an unemployment insurance scheme would demonstrateEuropean solidarity in a visible and tangible way for EU citizens on a permanentbasis (unlike some other more abstract European interventions). Indeed, the crisishas been a testing time for European ideals and for the credibility of both nationaland European institutions in the eyes of EU citizens.
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Moreover, in monetary union countries cannot cut the exchange rate in order toregain competitiveness, and are thus often tempted to cut direct labour costs.Therefore, the risk of social dumping is high and may lead to a ‘race to the bottom’situation in which Member States seek to boost growth by competing inter alia toreduce social standards. Indeed, recent experience shows that in an economic andmonetary union affected by asymmetric shocks the risk of social dismantling hasdramatically increased21.One should also consider that, by comparison with what happens in the case ofnational unemployment insurance alone, an additional stabilisation of economicactivity occurs because national public finances are retrieved. Without paymentsfrom the EU unemployment scheme, national social security contributions wouldhave to be increased during a downturn, or else other government spending wouldhave to be cut.The cycle-smoothing effect of the mechanism permits stabilisation of the socialsituation in the Member States affected by the crisis and helps fiscal policy to focuson structural balances, since a significant part of the cycle is thus removed.Indeed, with a downturn in a given economy and a rise in unemployment, thecontributions of the country concerned to the EU unemployment insurance schemewould decrease because aggregate wages would have fallen. At the same time,payments from the unemployment insurance scheme to the affected country wouldincrease because of rising numbers of short-term unemployed.Finally, one could also mention the issue of common standards in social policy. Thisissue remains controversial in European affairs and is in the end a political choice. Inthe case of the EU unemployment insurance scheme, the issue of common standardscan cut both ways. One could argue for minimum standards in order to preventsocial dumping and guarantee equal social rights. By the same token, one couldargue for ‘maximum’ standards to prevent hysteresis and moral hazard.
Figure 10: Added value of an unemployment insurance scheme at EU level22
 transnational insurance;
 balancing the effects of the completion of the single market in order to avoidsocial competition between Member States;
 limiting severe economic crisis: automatic stabilisers contribute tostabilisation of the aggregate economy via its stabilising effect on disposableincome and hence private consumption and aggregate demand;

21 S. Fernandes and K. Maslaukaite, ‘A social dimension for the EMU: Why and How?’, NotreEurope - Jacques Delors Institute, September 201322 S. Fernandes, and K. Maslauskaite: ‘A social dimension for the EMU: Why and How?’, NotreEurope-Jacques Delors Institute, September 2013
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 propping up demand in the regions in crisis and preventing the developmentof bubbles in the booming regions;
 ex ante support, i.e. support before shocks become funding crises;
 limiting unemployment support to a cut-off point in time (12 or 18 months)would ensure that the EU unemployment insurance scheme only fundsshort-term unemployment caused by the economic cycle (thus not leading topermanent financial transfers to certain Member States);
 well-targeted stimulus, as the insurance scheme would intervene in areaswhere unemployment is higher;
 automatic stabilisers cushion individual disposable income, and thereforeserve an insurance function which has a direct positive welfare effect forrisk-averse agents;
 an unemployment insurance scheme would reduce pressure to use socialpolicies as an adjustment variable in the case of asymmetric shocks (avoid‘race to the bottom’);
 in a context of economic downturn, it would demonstrate Europeansolidarity in a visible and tangible way to EU citizens.

All these arguments could be applicable at EU-28 level. Indeed all Member Statesexcept the UK and Denmark are expected to join the monetary union sooner or later.Therefore, from a long-term perspective the debate on the social dimension of theEMU might concern 26 out of 28 Member States.The current economic and political situation explains why the attractive propertiesof unemployment insurance schemes, at the level of both the individual (insurance)and society (aggregate stability, distribution) have become a source of renewedinterest. However, in order to ensure that policymakers are informed the potential
risks of such a scheme should also be mentioned.One of the most important risks is certainly linked to the willingness of the MemberStates to introduce costly or unpopular reforms of the labour market (just tomention one example), given the fact that short-term unemployment costs would bemet (partially or totally) by the newly created mechanism. In such cases, the keyquestion would be to what extent it's functioning should be based on conditionality.One can certainly imagine that any transfer to a recipient country could carry with itan obligation to pursue active labour policies, for instance by strengthening publicemployment services.Some argue that this risk seems unlikely to occur because introducing such ascheme for short-term unemployment only would to an extent ensure that nationalgovernments could not neglect essential measures for reducing structuralunemployment.
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The other risk to be mentioned is the possible permanent transfer betweenindividual countries within the monetary union that would not balance out over theeconomic cycle. This could be avoided by introducing a condition of contributing tothe mechanism for a period of time before being able to benefit from it. However, itis worth mentioning that the main purpose of the scheme should be to dampenasymmetric shocks, and not to achieve balance of income or living standards amongthe Member States. Indeed, in the latter case the risk is high that certain MemberStates would systematically become recipient countries and that the incentive forimplementing structural reforms would be severely reduced.There is also a strong concern that any debt mutualisation would lead to moralhazard (i.e. the risk that recipient countries may behave irresponsibly in the futurein the belief that they will again receive help in case of need), thus sapping MemberStates’ motivation to undertake prudent domestic policies in the future.Another risk is that Member States would not spend the amounts saved in theirnational unemployment systems, for example on growth-inducing reforms aimed attackling the causes of their high unemployment rates, but would use them instead toconsolidate their budgets.
Figure 11: Summary of main risks of an unemployment insurance scheme at
EU level

 In the absence of any conditionality, ‘free-riding’ would remain a risk (i.e.Member States may be tempted to implement riskier policies);
 A result could be permanent transfers between individual countries withinthe monetary union that would not balance out over the economic cycle;
 Member States could be less inclined to implement difficult reforms oradjustment measures if they knew that the unemployment insurance schemewould provide support;
 Member States would be tempted to spend the savings achieved not onfinancing growth measures but on consolidating their budgets.

Having considered the benefits and possible risks of an unemployment insurancescheme, we will now examine what the scheme might actually look like.The objectives of unemployment insurance appear to be similar in many countries;it provides income support in the form of weekly/monthly payments to recentlylaid-off workers to enable them to seek new employment. Yet despite this commonground, unemployment insurance schemes can vary substantially in such aspects aseligibility conditions, level and duration of benefits, type of administration, etc.Therefore, the design and practical implementation of such a scheme will have to bediscussed in great detail by policymakers.
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The purpose of this ‘Cost of Non-Europe’ report is certainly not to replace policydecisions. However, on the basis of the extensive literature available on the subject anumber of theoretical conclusions can be drawn.Ideally, any unemployment insurance scheme would be:
 limited in time (e.g. up to 12 or 18 months);
 linked to prior contribution (e.g. Member States should contribute to thescheme before they can benefit from it);
 designed around the average national wage level: indeed, a fixed amountwould be suboptimal, inter alia, from an incentive perspective23;
 designed to avoid permanent financial flows between Member States (e.g.from northern to southern Member States);
 designed to avoid moral hazard through a link to conditionality principles(e.g. to labour market reforms or other structural reforms);
 simple, in order to avoid a disproportionate increase in the administrativeburden on Member States’ existing systems;
 linked to an economic indicator such as the short-term unemployment rateor the output gap;
 automatic (i.e. able to react quickly to changes in the labour market

situation), meaning that time-gaps will not occur because of a need to take andimplement political decisions;
 robust, meaning that Member States should not be able to induce paymentflows by altering certain details such as their national labour statistics;
 broad, meaning that the scheme should cover as many workers as possible soas to maximise the stabilisation effects;Finally, transfers should be earmarked for expenditure on unemployment
benefit, because unemployment responds quickly to the economic cycle, and benefitrecipients are more likely to reinforce aggregate demand in the real economy.Moreover, if the amounts are not earmarked Member States might use them toreduce their debt or deficit or spend them on actions which are not supportive ofeconomic recovery.
Simulation exerciseIn order to show in practice how an unemployment insurance scheme could work atEU level, this section presents a range of estimates of stabilisation effects forepisodes of major distress of sufficient severity to trigger assistance.With a view to offering a design for a possible scheme and before starting with thecalculation of possible benefits (if any), some key elements are analysed in depth in
23 ‘A euro-area wide unemployment insurance as an automatic stabilizer: who benefits and whopays?’ - paper prepared for the Commission by S. Dullien, revised version, January 2013.
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Annex I. Indeed, the choice of indicator to trigger the scheme, the possibility ofsetting common standards, the fiscal rule, and, obviously, funding are all of majorimportance, not only from a theoretical point of view but also for purposes ofcalculation.That said, the concrete design of the unemployment insurance scheme remainsultimately a policy choice: the objective of this document is accordingly limitedpurely to presenting the various options with their advantages and drawbacks, andin no way does it recommend any of them in particular.For the purpose of the report two main options for a European system ofunemployment benefits have been considered.
 Option 1 is a system of harmonised European unemployment benefit, whichwould cover all eligible EU citizens and would at least partially replacecurrent national unemployment insurance.
 Option 2 is a system of catastrophic unemployment insurance for MemberStates, whereby national unemployment insurance systems would remainintact and Member States would receive financial assistance from the EUsystem only if they were experiencing a large negative unemployment shock.Regarding the key elements mentioned above, the main conclusions of the analysiscarried out in Annex I can be summarised as follow:On the indicator to trigger the scheme:

Indicator Pros ConsShort-termunemployment rate Clear and unambiguous;fast response to shock Higher variability acrossEuropean countries
Unemployment gap Better captures longer-term impact of the shock Ex-post revisions;difficulty in setting upbenchmarkThe simulation uses the unemployment gap for the catastrophic insurance optionand short-term unemployment for the harmonised system option.On the funding of the scheme:

Pros ConsFunding by labourtaxation Direct link betweenrevenue and benefits, bothindividually andnationally
Can increase labour taxwedge in countries withalready high labourtaxationFunding by nationalfiscal contribution Does not contribute toincreasing labour taxwedge Does not provide a directlink between revenue andbenefits
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The simulation offers two alternative approaches, in line with the logic of the twobasic options - the harmonised unemployment benefit option relies on directlabour taxation; the catastrophic insurance option is based on general subsidy fromnational governments.On the fiscal rule:
Pros ConsAnnual balance Simplicity; no need to dealwith borrowing capacity Unable to respond to thefrequent combination ofsymmetric andasymmetric shocks;consequently likely toprovide least supportwhen most neededNo fiscal rule SimplicityStrongly anticyclical,especially in sustaineddownturns

Open-ended commitmentfor Member States –difficult both politicallyand technicallyBalanced over theeconomic cycle A combination ofcountercyclical policy withconstraints on overall costand contribution
Technically more complexthan the other twooptionsThe simulation will work with two options: 1) no fiscal rule; 2) balanced over theeconomic cycle.On the extent to which there should be harmonisation of the national standardsfor unemployment benefits and conditionality for recourse to the EU scheme:

Pros ConsCommonunemploymentbenefitstandards
ClarityStrong signal of SocialEurope for citizens

Requires politically challengingunificationProvides less scope for incorporatingnational preferences
Conditionality ofuse of EUI Strong anticyclicalimpact guaranteedHigher political/socialsupport

Alternative uses by nationalgovernments might be more efficientCan create imbalances ingenerosity/coverage between theEuropean system and other nationalparts of a benefit systemLack of democratic accountability ofthe authority imposing reformsThe simulation provides two alternative approaches in line with the logic of thetwo basic options: the harmonised unemployment benefit option relies on commonstandards and conditionality; the catastrophic insurance option provides leewayfor national governments on both fronts.
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The calculations are made only for major24 shocks, as national governments areconsidered able to weather minor shocks on their own. The stabilisation effects areobtained by combining the net inflow from the unemployment insurance schemewith a multiplier. Indeed, since the time of Keynes economists have believed thatpublic expenditure generates an input to growth that is higher than the expenditureitself due to the so-called ‘multiplier effect’. This multiplier varies with the type ofexpenditure as well as the characteristics of the economy.For the calculations, the six Member States which suffered most during the recentrecession (Estonia, Greece, Ireland, Latvia, Lithuania and Spain) were examined.This approach makes it possible to calculate the added value which would have beenbrought by the European mechanism had it existed at the time.For both unemployment benefits systems, a basic version (a) and analternative version (b) with long-term country-level budgetary neutrality wereconsidered. This second version refers to schemes accompanied by fiscal rulesallowing deficits and surpluses each year but with the obligation to restore a fiscalbalance over the cycle.
Figure 12: Matrix of scenarios explored in this section25

No long-term country-
level budgetary

neutrality

Long-term country-level
budgetary neutrality

Harmonised European
unemployment benefit

Option 1a Option 1b
Catastrophic
unemployment
insurance

Option 2a Option 2b
How was the multiplier fixed?Deciding on the multiplier is not a straight forward task. As shown in the figurebelow, estimates provided by the literature on this issue vary between USD 0.7 andUSD 3 for every USD 1 spent on unemployment insurance. One should also considerthat most studies analyse the US example, which is the closest to the European onein terms of size among advanced economies, but cannot be considered identicalgiven that the US economy is structurally different. Despite such complications, amultiplier of 1.5 was considered to be safe, being a conservative estimate close tothe studies selected for the purpose of this report.
24 A major shock is considered to be a downturn that results in an unemployment rate higher than2%+ the country’s non-accelerating wage rate of unemployment (NAWRU).25 Data source: Annex I - CEPS, Cost of Non-Europe of the absence of an Unemployment InsuranceScheme for the euro area, March 2014.
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Figure 13: Size of stabilisation impacts in the relevant literature26According to recent literature, among the different categories of public expenditureunemployment benefits emerge with significant positive impacts.First, they kick in automatically, as soon as unemployment starts soaring andworkers who lose their jobs apply for them.A second key advantage is that this type of expenditure goes where it is mostneeded: to support the consumption capacity of households whose labour incomehas suddenly vanished.Quantifying the effect on economic growth, however, is extremely challenging, aswitnessed by the fact that studies do not agree, inter alia, on the multiplier enablingquantification of effects.In 2008, Zandi calculated that in the United States, a USD 1 increase inunemployment benefits could generate USD 1.64 in near-term GDP.In 2010, Vroman considered this impact to be larger: every USD 1 spent onunemployment insurance would increase economic activity by USD 2.An older study by the US Department of Labor estimates that on average USD 1 ofunemployment insurance benefit generated GDP growth of USD 2.15.In 2010, Monacelli et al. confirmed that ‘in response to an increase in governmentspending normalised to 1 % of GDP, we estimate an output multiplier well aboveone, in the range of 1.2-1.5 (at one-year and two-year horizon respectively)’.Less precise is a recent estimate by the US Congressional Budget Office (2010)according to which increasing aid to the unemployed by USD 1 had the result ofincreasing GDP by between USD 0.7 and 1.9 during the period 2010-2015.
This multiplier was then combined with the hypothetical net inflow from theEuropean unemployment insurance fund (the two options presented) for the period2008-2012.Episodes of major distress were analysed, where the value added of the Europeanunemployment insurance scheme would have been most relevant. Since the netinflow during such episodes is identical for the harmonised and the catastrophicoptions, the differences between Option 1 (harmonised scheme) and Option 2(catastrophic insurance) were not looked at: under the circumstances of major
26 Annex I - CEPS, Cost of Non-Europe of the absence of an Unemployment Insurance Scheme forthe euro area, March 2014.
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shocks they would produce identical results. The results of the calculations areshown in the figure below.
Figure 14: Example of stabilisation effect of the unemployment insurance
scheme at EU level in selected countries27

Country 2008 2009 2010 2011 2012 SUM
Estonia 0.00 1.15 0.89 -0.15 -0.15 1.74
Greece 0.00 0.00 -0.15 0.81 0.95 1.60
Ireland 0.00 0.85 0.55 0.41 0.37 2.19
Latvia 0.00 1.34 0.86 0.20 0.19 2.59

Lithuania 0.00 1.09 0.60 0.21 0.14 2.04
Spain 0.00 1.79 1.54 1.26 1.49 6.08The case of Spain is emblematic, since for that country the net inflow, multiplied bythe fiscal multiplier of unemployment benefits, would have generated an additionaloutput equal to between EUR 13 and 19 billion every year, starting from 2009. Thisis equal to 1.3 % to 1.8 % of GDP.Another interesting case is that of the Baltic states, where the combined effect of theEuropean unemployment insurance scheme and its (assumed) multiplier wouldhave stood at just above 1 % of GDP in 2009. However, this figure declines fasterthan in Spain thanks to the faster recovery of the three Baltic economies. In Greece,the European mechanism would have kicked in later, and, owing to the increase inunemployment, the total impact on the economy would have been just under 1% ofGDP.

Figure 15: Stabilisation effect of the unemployment insurance scheme

Country Sum (% GDP) EUR Million
Estonia 1.74 303
Greece 1.60 3093
Ireland 2.19 3590
Latvia 2.59 576

Lithuania 2.04 672
Spain 6.08 62 536
Total 70 770Thus, on the basis of the scenario developed such a scheme would have reduced

GDP loss in the most affected Member States by EUR 71 billion over the period2009-2012 (a reduction equivalent to EUR 17 billion per year).
27 Annex I - CEPS, Cost of Non-Europe of the absence of an Unemployment Insurance Scheme forthe euro area, March 2014.
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Conclusion

This Cost of Non-Europe report points to clear added value, in economic and socialterms, for a European Unemployment Insurance Scheme.The simulation exercise which was carried out shows that an UnemploymentInsurance Scheme for the euro area could have positive stabilisation impactsamounting to EUR 17 billion per year.What the scheme would look like in detail and to what extent it can contribute to thesustainability of the EU Monetary Union and its democratic legitimacy are questionswhich need to be addressed by policy makers. The practical design of such a system(including such aspects as eligibility conditions, duration, financing, level of benefitsand the possibility of running deficits) needs to be discussed and clearly defined.An Unemployment Insurance Scheme for the euro area will not of itself solve futurefinancial crises. Its aim is, rather, to provide greater stability for the EU MonetaryUnion in the medium and long term. Fiscal discipline, banking union and a sufficientlevel of competitiveness remain the crucial elements for avoiding asymmetricshocks and preventing output losses.
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Studyby CEPS
AbstractAn EU-level unemployment insurance mechanism could act as a shock absorber tocushion both asymmetric and symmetric shocks to the economy, and thus overcomecoordination failures and individual country’s crisis budget constraints. From apolitical and social point of view, it could also demonstrate European solidarity in avisible and tangible way to EU citizens, introduce a mechanism for permanent/ long-term redistribution across the EU and common standards for unemploymentsupport, and support labour mobility within the EU/euro area.Our proposals address the shock absorber rationale as the principal rationale for aEuropean unemployment insurance system (EUI), though to provide variety onmore contested issues, some proposals address the rationales of demonstratingEuropean solidarity for EU citizens and providing common standards. The proposalsdo not seek, as an overriding rationale, to promote permanent/long-termredistribution across the EU, and the issue of supporting labour mobility within theEU/euro area is largely left out of this analysis.
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Executive summaryThis report was commissioned by the European Parliament as one of the analyticalresources to be used in discussion of the possible creation and shape of European-level unemployment insurance. The basic concept arises from the idea that if amember state is affected by slower growth for a period, it is likely to have higherunemployment. Further problems are likely to arise since a prolonged crisisinevitably implies that an increasing number of people will be unemployed over thelong term. If the funding of the compensation paid to unemployed workers is at theeuro area level, it is more likely to come from the more prosperous areas and betteroff citizens. It is thus a redistributive tool that could contribute to stabilisation.The purposes of the unemployment insurance are, from a purely economic point ofview, to provide a counter-cyclical stabilisation mechanism to the economy, andfrom a social point of view, to alleviate the pain of unemployment by providingincome security.An EU-level mechanism could act as a shock absorber to cushion both asymmetricand symmetric shocks to the economy, and thus overcome coordination failures andindividual country’s crisis budget constraints. From a political and social point ofview, it could also demonstrate European solidarity in a visible and tangible way toEU citizens, introduce a mechanism for permanent/long-term redistribution acrossthe EU and common standards for unemployment support, and support labourmobility within the EU/euro area.Our proposals will address the shock absorber rationale as the principal rationalefor a European unemployment insurance system (EUI), though to provide variety onmore contested issues, some proposals will address the rationales of demonstratingEuropean solidarity in a visible and tangible way for EU citizens and providingcommon standards. However, the proposals will not seek, as an overriding rationale,to promote permanent/long-term redistribution across the EU, though potentialpersistent transfers are indeed possible. By the same token, we will largely leave theissue of supporting labour mobility within the EU/euro area out of our analysis.In this chapter, we dig into the economic, political and practical challenges relatingto the creation of a supranational automatic stabiliser. The pros and cons of possiblesolutions are summarised in the following tables.We start with the choice of indicator to trigger the European unemploymentinsurance system.
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Trigger Pros ConsShort-termunemployment rate Clear and unambiguous,fast response to shock Higher variability across EuropeancountriesUnemployment gap Captures longer-termimpact of the shockbetter Ex-post revisionsDifficulty in setting a benchmarkConclusion: The simulation uses the unemployment gap for the “catastrophic
insurance” and short-term unemployment for the “harmonised system”.

The second issue to deal with is the fiscal rule for the system.
Fiscal rule Pros Cons

Annual balance Simplicity, no need todeal with borrowingcapacity.
Unable to respond to the frequentcombination of symmetric andasymmetric shocks, consequentlylikely to provide least supportwhen most needed.

No fiscal rule SimplicityStrongly anticyclical,especially in sustaineddownturns.
Open-ended commitment formember states – difficult bothpolitically and technically.

Balanced over theeconomic cycle
A combination ofcountercyclical policywith constraints on theoverall cost andcontribution.

Technically more complex than theother two options.
Conclusion: The simulation will work with two options: no fiscal rule and
balanced over the economic cycle.The third issue is the extent to which there should be harmonisation of the nationalstandards for unemployment benefits under the European system andconditionality for use of the newly established EU funds in this area.
Coordination of
rules Pros Cons

Commonunemploymentbenefit standards ClarityStrong signal of SocialEurope for citizens.
Requires politically challengingunification.Provides less scope forincorporating nationalpreferences.

Conditionality ofuse of EUI Strong anticyclicalimpact guaranteedHigher political/socialsupport.
Alternative uses by nationalgovernments might be moreefficient.Can create imbalances ingenerosity/coverage between theEuropean system and othernational parts of a benefit systemLack of democratic accountabilityof the authority imposing reforms
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Conclusion: The simulation will provide two alternative approaches consistent withlogic of the two basic options: the harmonised unemployment benefit option will
rely on common standards and conditionality; the catastrophic insurance
option will provide leeway for national governments on both fronts.The last table presents the pros and cons of possible solutions to two additionalissues: which countries should participate, and how the mechanism should befunded.
Additional issues Pros ConsEU28 participation Higher stabilisationcapacity Politically more challenging  toapproveEuro areaparticipation Easier political link tomonetary union Less stabilisation capacity
Funding by labourtaxation Direct link betweenrevenue and benefits,both individually andnationally

Can increase labour tax wedge incountries with already high labourtaxationFunding bynational fiscalcontribution Does not contribute toincreasing labour taxwedge Does not provide the direct linkbetween revenue and benefitsConclusion: The simulation will be based on the EU28 to demonstrate
stabilisation effects for all EU economies, particularly given the ever-expandingeuro area membership.The simulation will also provide two alternative approaches consistent with logic ofthe two basic options: the harmonised unemployment benefit option will rely
on direct labour taxation; the catastrophic insurance option will be based on
general subsidy to and from national governments.
This leads us to present simulation results for two options with two variants, or
four scenarios in total.

Option 1 in the simulation is the harmonised European unemployment
benefit. The harmonised system applies automatically to every eligible unemployedperson. Under our scenario, this joint European benefits system would have thefollowing features:

- It would apply to short-term unemployed workers. Therefore our referenceunemployed population does not include all unemployed workers, but onlythose that have been unemployed for less than one year. We set themaximum duration of benefit to 12 months. However, our calculation isbased on an average duration of six months, so we expect a symmetricpattern of people leaving the register. In the absence of data on durationprofiles of the unemployed across European countries, this appeared to thebest option.
- The coverage ratio is set at 75%, meaning that among those unemployed forless than a year, three quarters are eligible to receive benefits.
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- The benefit is equivalent to 40% of the average monthly national nominalcompensation. It should be noted that 40% of nominal compensation is notas low as it sounds, since it is calculated not from a gross wage, but fromnominal compensation, which also includes employer social securitycontributions.Each member state would be free to set elegibility rules and replacement rates. Ifthe cost were less than the formula below, the member state would receive theactual amount. If the cost were higher than the formula, the member state wouldreceive an amount equivalent to the 75% * 40% formula. This would avoid difficult-to-achieve formal harmonisation while ensuring that there would be de factoharmonisation, since member states would be incentivised to set up the system insuch a way to be close to the 75%*40% formula. In other words, more generoussystems would be allowed, but on top of the harmonised one.= 0.75 x 0.4 x 6 ℎwhere U stands for unemployment and MNCE indicates the monthly nominalcompensation per employee.How would be the system financed? We choose as the source of funding a dedicatedlabour taxation equivalent to 0.5% of nominal compensation. The rate was set up toroughly balance the system as shown in this section.= ( − ) x 0.5% x 12 ℎWe present two versions of this system. In the first (Option 1a), the system does notrequire a country-level neutral budgetary position. In other words, countries can bepermanently in deficit or surplus vis-à-vis the system without any correctivemechanisms. This represents a truly European system that essentially ignoresboundaries in the fiscal sense and is able to redistribute resources in case of shocks.We modify such a system in Option 1b, in which each country needs to restore aneutral budgetary position. Fiscal neutrality would be achieved by doubling thecontribution rate from 0.5% to 1% of the base for countries that have a cumulativedeficit with the system of at least 1% of GDP. The double contribution rate wouldstop once the cumulative deficit falls below 1% of GDP.We call Option 2 “catastrophic unemployment insurance”. The insured entitiesare not single workers at risk of unemployment, as in Option 1, but member states,or more precisely, national insurance funds. The basic idea is to transfer funds tofinance unemployment benefits from the centre to the periphery whenunemployment is measurably higher than normal.In our simulation, assistance is triggered when the unemployment rate is higherthan the non-accelerating rate of unemployment (NAWRU) by two percentagepoints in a certain country. This choice of trigger is arbitrary and smaller valuescould be chosen. However, such a value is consistent with the idea of the
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catastrophic system intervening only in exceptional circumstances, in other words, amajor increase in unemployment rates.The payout is a subsidy for the national budget equivalent to the sum of allunemployment benefits for a six-month benefit period, calculated on the same basisas Option 1 (40% of nominal compensation, 75% of unemployed of less than oneyear covered). The payout would not be conditional; gross transfers from the EUIcan be used as national governments see fit (though of course if conditionality wereto be imposed, this would have no impact on the fiscal calculations that follow).The insurance would be funded by member state contributions. These wouldamount to 0.1% of GDP annually until 0.5% of EU GDP is accumulated. Thencontributions would stop, to be restarted again if the fund fell under 0.5% of EUoutput.On the expenditure side, we model the following rule: if the difference between theannual unemployment rate and NAWRU in each country is higher than 2%, then thecountry in question receives a payout equal to 75% of unemployed workers (under12 months) multiplied by 40% of their average nominal compensation.
, − > 2 => − , = 0.4 x .75As with Option 1, we present results for two versions of this second option. InOption 2a, no fiscal rule is applied. In other words, countries can be permanently indeficit or surplus vis-à-vis the system without any corrective mechanisms. Thisrepresents a truly European system, which essentially ignores boundaries in thefiscal sense, and also a real insurance based on the idea that such a shock israndomly distributed.In Option 2b, countries are required to maintain a neutral budgetary position. Thesystem would aim to be balanced in the medium-to-long run for each member state.This would be achieved by setting an additional contribution of 0.2% of GDP payableannually by countries that have a cumulative deficit with the system of at least 1% ofGDP. The additional contribution is due every year, regardless of whether theregular contribution is being paid, and would stop once the cumulative deficit fallsbelow 1% of GDP.We compare the four combinations with regards to revenues, expenditure, annualbalance and cumulative balance.We start with revenues. The left panel of the figure below shows stark differencesbetween Options 1 and 2. Option 2, despite an initial five-year period to build up thefund, is much less costly than Option 1 since it is a form of catastrophic insurance formember states, whereas Option 1 is a form of permanent redistribution. Of course,Option 1, unlike Option 2, can replace the national schemes to some extent so thisdoes not imply that the overall public revenue and expenditure in member statesand the EU would be increased. It may simply be transferred from member states tothe supranational level.
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In the 14-year period we simulate, differences between the a and b options appearto be relatively small for Option 2 but more significant for Option 1, where the needto rebalance a country’s relationship with the system if the accumulated deficitexceeds 1% of GDP leads to a more sustained increase in revenues.
EUI revenues and expenditure under various options (% of GDP)

Revenues Expenditure

Source: Own elaboration based on AMECO data.
Expenditure does not differ between options a and b, as the difference is on therevenue side. Therefore, we can only compare expenditure overall under Options 1and 2. What we can see in the right panel of the figure above is the same as in therevenue panel, only more pronounced. The catastrophic insurance option liesessentially dormant (helping an individual member state here and there) until theGreat Recession, when it kicks into action. Expenditure for Option 1 is alsoeffectively anti-cyclical at the EU level – expenditure ranges from 0.25% of GDP to0.4%, but it has a baseline component which distributes significant amounts even atthe best of times.The most complicated figure so far is the comparison of annual balances. In goodtimes, Options 1 and 2 are both neutral, as assistance to individual countries is notsufficiently large to significantly influence the overall system balance. The onlyexception is the initial build-up of funding under Option 2. However, in difficulttimes after 2009, both options initially go deeply into deficit in 2009. After this, theirreactions differ. At one end of the range, Option 2b quickly regains balance at the EUlevel, while at the other end, Option 1a continues with a deficit of 0.05% to 0.1% ofGDP until 2012. Therefore, the desirability of the various options at the EU level alsodepends on what policy-makers view as a preferable approach.

0

0,1

0,2

0,3

0,4

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

1a 1b 2a 2b

0

0,1

0,2

0,3

0,4

0,5

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

1a 1b 2a 2b



Common unemployment insurance scheme for the euro area

PE 510.984 I-13 CoNE 3/2014

EUI annual and cumulative balance of the EU under various options (% of GDP)

Annual balance Cumulative balance

Source: Own elaboration based on AMECO data.Different annual balances also translate into different cumulative balances. ForOption 2, the differences between 2a and 2b lead to a small cumulative difference.The real difference occurs between Options 1 and 2, where Option 1 goes intocumulative deficit, which becomes a system-wide deficit under both 1a and 1b by2012 (though the b option, by increasing revenue, results in a much smaller deficit).The calibration of various options is only an illustration, of course, but it shows thatfor Option 1, policy-makers would need to have a financial backstopping facility ofsome kind (e.g. an extraordinary contribution or loans).We also present a range of estimates of stabilisation effects of the European
unemployment insurance system. We present the estimates for national episodesof major distress that are sufficient to trigger assistance under both options. We usea simple estimate of the stabilisation effect: every year starting from 2008, wemultiply the net inflow coming from the EUI fund by a fiscal multiplier. The rationaleis that this allows us to calculate the value added of the European mechanism if ithad existed at the time. We propose the calculation only for major shocks1 becausefor minor shocks, the shock absorption value is non-existent; national governmentsare more than able to weather them on their own. This does not exclude otherrationales for creating an EUI even for minor shocks (as presented by theharmonised unemployment insurance system compared with the catastrophicinsurance).Since we look at episodes of major distress, the net inflow during such episodes isidentical for the harmonised and the catastrophic options. Therefore, we do notshow differences between Options 1 (the harmonised scheme) and 2 (thecatastrophic insurance), because they produce identical results in our simulation.
1 We consider as a major shock, a downturn that results in an unemployment rate higherthan 2%+ the country’s NAWRU.
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Given our strong preference for it, we consider the case of a fiscal rule that allowsdeficit and surpluses each year, with the obligation to restore fiscal balance over thecycle. Calculations are showed in the table below.
Example of stabilisation effect of the EUI during the Great Recession, selected countries

2008 2009 2010 2011 2012 SUM

Estonia 0.00 1.15 0.89 -0.15 -0.15 1.74
Greece 0.00 0.00 -0.15 0.81 0.95 1.60
Ireland 0.00 0.85 0.55 0.41 0.37 2.19
Latvia 0.00 1.34 0.86 0.20 0.19 2.59
Lithuania 0.00 1.09 0.60 0.21 0.14 2.04
Spain 0.00 1.79 1.54 1.26 1.49 6.08

Source: Authors.We start with the Spanish case, which is in the limelight during the current crisis dueto skyrocketing unemployment figures. The net inflow, multiplied by the fiscalmultiplier of unemployment benefits, generates an additional output equal to 13 to19 billion euros every year starting from 2009. This is equal to between 1.3% and1.8% of GDP. Another interesting case is that of the Baltic countries, where thecombined effect of the EUI funds and their (assumed) multiplier is slightly above 1%of GDP in 2009. However, compared to Spain, it declines faster due to the fasterrecovery of the three economies.  In Greece, the European mechanism kicks in laterdue to the deterioration of the NAWRU that accompanies the increase inunemployment. The total impact on the economy over the entire recession (up to2012) is 1.6% of GDP. Finally, in Ireland, the EUI funds are provided between 2009and 2011 and, combined with their multiplier effect, generate an additional outputequal to between 0.4% and 0.9% every year.
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2. IntroductionThis report was commissioned by the European Parliament as one of the analyticalresources to be used in discussion of the possible creation and shape of European-level unemployment insurance.Specifically, the Terms of Reference for the study stated: “The current economiccrisis has revealed inside the Euro-zone deficiencies and/or inadequacies in socialsafety net and more specifically that national unemployment schemes arejeopardized in the current crisis, not allowing them to play their counter-cyclicalrole. Against this background and following the hearing organized by theEmployment and Social Affairs Committee on 9 July 2013, the European Parliamenthas decided to commission a research paper on the Cost of Non-Europe (CoNE) ofthe absence of a minimum unemployment allowance. The basic concept arises fromthe idea that if a member state is affected by slower growth for a period then, it islikely to have higher unemployment. Further problems are likely to arise since aprolonged crisis inevitably implies that an increasing number of people will be long-term unemployed. If the funding of the compensation paid to unemploymentworkers is Euro zone wide than, it is more likely that it comes from the moreprosperous areas and better off citizens. It is thus a redistributive tool that couldcontribute to stabilisation. However at this stage several questions remain opennamely; the extent, the coverage, the replacement rate the funding, and the accessconditions to a minimum unemployment allowance, (just to mention few of them)and need to be clarified.”The scope of the paper is as follows: “Analyse the basic characteristics of theunemployment benefits in EU MS, ascertain what are the prospects of introducing anunemployment insurance scheme for the Euro-zone; presenting in details theinstitutional dimensions of such instrument and, developing a simulation exercise(based on the information and data available the contractor will present at leastthree scenarios)”.The resulting paper was drafted between November 2013 and February 2014 and isstructured into three parts:Chapter 2 analyses briefly the existing situation, including a summary of the existingUS unemployment insurance systems and a list of existing proposals for theEuropean system. Chapter 3 outlines the main trade-offs and challenges in designingsuch a system Chapter 4 then presents results of our simulation of four scenariosAdditionally, the paper contains an executive summary, introduction andbibliography.Given the existence of several high-quality studies of the existing situation and evenof the trade-offs and challenges in designing a new European system (including, butnot limited to, several excellent papers commissioned by the European
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Commission), we decided to focus on practical simulation. Therefore, Chapter 4makes up the bulk of the paper and Chapters 2 and 3 are as succinct as possible.The report was written by a research team from the Centre for European PolicyStudies. Miroslav Beblavý was the lead author, together with Ilaria Maselli. MatthiasBusse and Elisa Martellucci provided research assistance and some drafting of thetext. Daniel Gros provided intellectual oversight and several key ideas.This is a final version as of 14 March 2014. It includes responses to comments on thedraft version by the relevant staff of the European Parliament as well by the relevantMembers of the European Parliament.
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3. Existing situationThe objective of this chapter is to analyse what exists in European countries in termsof unemployment benefits. We map the situation based on four main characteristicsand we compare this with the situation in the United States. We discover that a highlevel of heterogeneity exists in Europe as a result of different durations, coverageratios and replacement rates. As a result, expenditure varied on average over theperiod 2005-2011 between 0.2% and 2.1% of national outputs.We also map measures that exist at the supranational level, specifically theEuropean level, in terms of both harmonisation of different systems and policiesimplemented by the EU. Our conclusion is that the existing attempts of the Council ofEurope to coordinate automatic stabilisers or funds managed by the EU are of amuch smaller scope than the idea of creating a European unemployment insurancesystem.
3.1 Brief summary of national systemsUnemployment insurance schemes exist in one way or another in all Europeancountries. However, no one could claim that Europe is united on this front, since assoon as one starts looking at figures, large differences emerge between nationalframeworks. To understand these differences, we look at the four maincharacteristics of unemployment insurance schemes:- Coverage ratios, meaning the share of unemployed workers covered by theinsurance.- Coverage levels, expressed as income replacement ratios, which is the shareof the previous wage provided by the system.- Duration, normally in terms of weeks or months.- Eligibility requirements, often expressed in numbers of weeks/months ofcontributions to the common fund.As shown in this section, a great level of variation exists in Europe for eachcharacteristic. This is not the only source of diversity since, as a consequence of thedifferent mixes, expenditure on income support varies, together with theorganisation of the insurance.
3.1.1 Design

Coverage ratiosCoverage ratios are defined as the percentage share of unemployed workers coveredby the insurance. If in principle this is a simple measure, in practice no unequivocalnumbers exist due to the different definitions of benefits and unemployment indifferent surveys.
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Taking the European Union Statistics on Income and Living Conditions (EU-SILC) asa reference, it has been estimated that among euro area countries, more than two-thirds of workers are covered by the insurance in five countries: Austria, Belgium,Finland, France and Germany. In Greece, Italy, Slovenia and Slovenia, in contrast, onlyone-third of unemployed workers are entitled to receive benefits. The remainingcountries are distributed somewhere in between one- and two-thirds (EC, 2013).Coverage ratios estimated via the Labour Force Survey have a downward biascompared to EU-SILC, but leave the ranking of countries practically unchanged (EC,2013).
Income replacement ratesThe level of income protection is defined in most EU member states as a percentageof the previous (gross)2 wage, with percentages often being higher for lowerearners. The reference period for this calculation also differs across countries,ranging from 3 to 24 months (EC, 2013).According to European Commission estimates, taking as a reference a single personearning an average wage, gross replacement rates can range from 20% in the UKand Malta to more than 70% in Luxembourg, the Netherlands, Portugal andSlovenia, but with rates in most countries in the range of 40% to 60%.
Table 1. Gross replacement rates (GRR)
GRR < 40% Austria Ireland Malta
40% < GRR< 60% Slovakia Spain Germany Finland CyprusEstonia Belgium Greece Italy France
GRR > 60% Netherlands Portugal Luxembourg Slovenia
Source: European Commission (2013).
DurationThe lowest durations are in Slovakia and Malta, which ensure benefits for no morethan six months. Still below one year are Austria and Cyprus (7 months), Italy (8),Ireland and Greece (10), and Portugal (11). Duration reaches 12 months in Estonia,Germany, Luxemburg and Slovenia, 17 in Finland, and 24 in Spain and France. Itgoes up to 38 months in the Netherlands and it is unlimited in Belgium (EC, 2013).
EligibilityIn order to be entitled to the benefit, the unemployed worker needs to contribute tothe insurance during time in employment. This qualifying period is often expressedin terms of months of contribution over a reference period. Both vary greatly
2 In three euro area countries (Austria, Finland and Germany) the net is used. In Ireland andMalta, it is a flat rate.
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between EU countries, ranging from 6 months of contribution over the previous 24in the UK to 12 months over the previous 18 in Belgium. Aside from Belgium, thecountries that are very strict on this ground include the Netherlands, Slovakia,Poland and Latvia. At the opposite side of the scale, alongside the UK, are Spain,Ireland and France.
3.1.2 Financing and expenditureThe unemployment benefits system originated as an insurance to protect workers’income from the risk of unemployment due to the business cycle. In almost allEuropean countries, the contribution to the system is split between the employerand the employee. Only in Denmark is the cost entirely borne by the insured, whilein the Czech Republic, Lithuania and Poland it is entirely financed by the employer(EC, 2013). In most cases, such contributions turn out not to be sufficient to coverthe expenditure on benefits, and therefore the state intervenes to subsidise thesystem or to cover the deficits. This happens in all countries, with the exception ofEstonia, France, the Netherlands, Portugal, Bulgaria and Hungary, where no role isforeseen for the state.All elements summed up, out-of-work income maintenance support (as officiallyrecorded by Eurostat) amounts to slightly more than 1% of GDP in the EU, withobvious variation due to the cycle. Once more, the average is hardly representativeof the member countries, since expenditure can constitute less than 0.5% of GDP (inSlovakia, Poland, the UK, Lithuania, Czech Republic, Bulgaria and Romania) or morethan 1.5% (in the Netherlands, Ireland and Spain).
Figure 1. Out-of-work income maintenance and support, as % of GDP (average 2005-

2011)

Source: Eurostat.
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3.2 Coordination of existing national systemsGiven the large variation across national systems, one of the few fields where noattempt has been made in the past to reach a level of harmonisation is passivelabour markets policies for the unemployed. Yet a form of coordination exists, eventhough it exclusively originates from the need to facilitate cross-country mobilityand therefore de facto affects only a small share of workers in Europe.The degree of social security coordination between the different national systems atthe European level is one of the key determinants of intra-EU labour migration. TheEU regulation on the coordination of national systems and the European SocialCharter contribute most in this regard at the European level.
3.2.1 EU regulation on the coordination of national systemsThe coordination of national unemployment benefits is organised via a subsectionwithin Regulation (EC) No 883/2004 on the coordination of social security systems.The aim of the provision in the Regulation is to improve the standard of living andconditions of employment through the simplification and advancement of the freemovement of persons. Earlier, in 1971, the Council Regulation (EEC) No 1408/71had been put in place to ensure equivalent treatment and protection of socialsecurity benefits of all EU workers, irrespective of current residence in the EU andthe employment. The new Regulation is built on the fundament of the previousCouncil Regulation of 1971.The Regulation does not transfer directly any powers from the national to thesupranational level, as it bases its influence on Article 308 TEC (now 352 TFEU). TheRegulation was aimed at amending the nationally determined social benefitentitlements or the condition under which they are granted within each domesticframework, thus leaving domestic systems intact. Various divisions of the socialsecurity system are covered, among them the unemployment benefits claimablewithin an EU member state. The provisions in the Regulation state that periods ofemployment spent in one EU member state need to be taken into account when theperson moves to another EU member state and thereby switches to another nationalsocial security system. The applicable legislation is that of the member state inwhich in person is pursuing ‘a gainful activity’. With regard to unemploymentinsurance, this means that the member state whose system the person is currentlypaying into or receiving benefits from must allow for the periods of insurance andthe duration of employment (whether regular employment or self-employment)that they have accomplished in other EU member states “as though they werecompleted under the legislation it applies”.Furthermore, if a previously insured person becomes unemployed, thus havingclaims on unemployment benefits, and is applying for jobs in another member state,that person has the right to move to the other member state to facilitate the
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application while retaining his claim on unemployment benefit entitlements fromthe member state of his/her previous employment for a minimum of three months,which can be extended to six months if the institutions in charge deems itappropriate. The regulation only applies if the total entitlement period has not beenexceeded during the job-seeking time spend abroad.  In any case, after the impartedthree to six months grace period, the claim is no longer valid should the person notreturn to the member state in which he is entitled to unemployment benefits.Generally, all employment benefits are claimed from the institution of the countrywhere the person has worked last and was residing. This regulation is targeted tothe needs of “frontier workers” who regularly cross the border, and preventsburden-shifting among neighbouring states. This rule only applies for fullunemployment, as partial unemployed is dealt with in the country where the part-time work is carried out.The regulation also applies, beside the EU member states, to the EFTA countries:Iceland, Liechtenstein, Norway and Switzerland. In the Annex to the Regulation,several references to predating bilateral agreements which need to honoured andspecific acts with regard to individual countries are made; however, these must notimpede the framework described above.Particularly since the start of the Great Recession, such regulation has raised fearamong policy-makers of the possibility to exploit the system, thereby giving rise tothe so-called “welfare tourism” debate. The truth is that the fear of social welfaretourism with regard to unemployment benefits is very limited, since a person is onlyentitled to the benefits that he/she has accumulated in the unemployment insurancefund in the country of employment. The fact that previous periods of work inanother country are taken into account does not pose a significant threat to thesocial system of the last hosting country, since the person has to have obtained a jobin the host country before having a claim thereafter. Hence, simply moving toanother country without work will not induce transfers based on unemploymentbenefits.There is of course the possibility to create a dummy firm or fake employment whichcould entitle ‘”labour” migrants to unemployment benefits, though the risk is low asthey would have to show income to be entitled to a percentage of their previoussalary. Job-seeking abroad for the period of three (theoretically possible to beextended six) months could create an incentive to cash in on purchasing powerdifferences, i.e. a euro spent in Luxembourg has less purchasing power than inLatvia. However, overall studies have not clearly shown substantial welfare tourismwithin in the EU (Guild et al., 2013). Jobseekers are more likely to stay where theyhave already settled down or move to a region where they intend to findemployment rather than where their purchasing power is maximised for the nextthree months.
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3.2.2 Other European systems of unemployment benefit
coordination

European Code of Social SecurityThe European Code of Social Security was initiated as early as 1949 and was highlyinfluenced by the Social Security Minimum Standards (Convention No 102)published by the International Labour Organization (ILO) in 1950. It is a product ofthe Council of Europe and therefore not part of the acquis communautaire. Afteryears of negotiations, the “code” was adopted by the Council of Ministers in 1964and came into force two years later. The aim of the code and its protocol was toprotect minimum standards of social security which must be adhered to within thesignatory countries. The duration and quality of social benefits are regulated interms of the minimum, but each signatory can decide what services or extendeddurations that country provides in excess of the minimum. The protocol sets theseminimum standards in a manner which allows the individual signatory to maintainthe specificities it has taken to fit national circumstances.With regard to unemployment benefits (Article 19-24), the code defines theconditions under which the person whose contract has been terminated is entitledto unemployment benefits and it further states that benefits should be paid inperiodical cash transfers. The protocol explicitly mentions that at least 50% of allemployees must be covered by the insurance system in place. The code furtheremphasises that a jobseeker (whose work pay has previously been suspended) isentitled to unemployment benefits if she/he has been unable to find “suitable” work.The minimum duration was set at 13 weeks during any 12-month period in theoriginal code, but was enhanced to 21 weeks in the Addendum 2 of 2008. Overall,the code introduces an absolute minimum while leaving room for interpretation onissues such as “suitable work”, thus circumventing firm restriction with regard todetails for domestic policy-makers.
The European Social CharterThe European Social Charter, introduced through the Council of Europe Treaty, isanother example of an instrument coordinating unemployment benefits andprotecting social as well as human rights. The Treaty was introduced in 1961 butwas amended in 1996 and came into force in 1999. The revised Charter guards theright to social security, including benefit systems, which must not be discriminatoryto any part of society. The Charter itself sets the framework within whichunemployment insurance functions. Article 12 postulates the right to social securityin general and making reference to the European Code of Social Security as “tomaintain the social security system at a satisfactory level at least equal to thatnecessary for the ratification of the European Code of Social Security”.  The relevantArticle 24 deals with the rights of employees in case of termination of employment,but it does not specify any requirements to be made in case of unemployment beside
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the reference to the European Code of Social Security. Complaints against violationscan be brought before a special committee evaluating the accused infringements.
3.3 European fundsThe Structural and Cohesion Funds represent the main financial instruments tofoster economic, social and territorial cohesion in the EU.One fund is particularly important when it comes to measures related to the labourmarket – the European Social Fund (ESF), which is based on multi-annualprogrammes. Among the “special instruments” – outside the multi-annualprogramming routine – the European Globalisation Adjustment Fund (EGF) wasrecently set-up. These more flexible mechanisms are intended to enable the EU tomobilise the necessary funds to react to unforeseen events, such as crisis andemergency situations.3EGF and ESF measures are sometimes used to complement each other. While theEGF provides tailor-made assistance to redundant workers in response to a specific,large-scale redundancy event, the ESF supports strategic, long-term goals (e.g.increasing human capital or managing change).4The two funds therefore do not try to create an income support system for theunemployed, but rather to create complementary activation measures such astraining, job-search assistance and occupational guidance.
European Social FundThe ESF represents over 10% of the total EU budget. For the period 2007 to 2013,the ESF budget amounted to €75 billion, or close to €10 billion per year.The ESF supports a number of actions to enhance access to employment such as(ESF Expert Evaluation Network, Final Synthesis Report on Access to employment,October 2012):
o the modernisation and strengthening of labour market institutions, inparticular employment services;
o the implementation of active and preventive measures ensuring the earlyidentification of needs with individual action plans and personalisedsupport, such as tailored training, job search, outplacement and mobility,self-employment and business creation; and
o specific action to increase the participation of migrants and reduce genderbase segregation.

3 http://ec.europa.eu/budget/mff/introduction/index_en.cfm4 COM (2011) 608 final.
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ESF funding is available through the member states and regions. ESF programmesare implemented through individual projects run by participating organisations,such as public administrations, companies, NGOs and social partners active in thefield of employment and social inclusion (European Commission, 2012).In the next period (2014 to 2020), the ESF will continue to be the main EUinstrument for investing in human capital.
European Globalization Adjustment FundThe EGF is one of the special instruments not included in the EU’s multi-annualfinancial framework, with a maximum total amount from January 2014 to 31December 2020 of €3 billion. It may not exceed a maximum annual amount of €429million. EGF was initially established for the duration of the programming period2007 to 2013 “to provide the Union with an instrument to demonstrate solidaritywith, and give support to, workers made redundant as a result of major structuralchanges in world trade patterns caused by globalisation where these redundancieshave a significant adverse impact on the regional or local economy”.5 The EGF co-funds active labour market policy measures which aim to facilitate the re-integration of workers in areas, sectors, territories or labour markets suffering ashock of serious economic disruption.6The Council and the European Parliament have recently agreed for the EGF tocontinue in the 2014 -2020 period (European Commission, 2013).The EGF shall apply to applications by the member states for financial contributionsto be provided to workers made redundant mostly:
o as a result of major structural changes in world trade patterns due toglobalisation; or
o as a result of a serious disruption of the local, regional or national economycaused by an unexpected crisis.Until 2009 the threshold for the number of redundancies required to trigger accessto the EGF was 1,000. This number has now been reduced to 500. This amendmentwas welcomed due to the particular features of countries where the industrialstructure is composed of small and medium enterprises (SMEs) (GHK, 2011).The measures financed under the EGF may include in particular:7a) job-search assistance, occupational guidance, advisory services, mentoring,outplacement assistance, entrepreneurship promotion, aid for self-employment  and business start-up or for changing or adjusting activity(including  investments in physical assets), co-operation activities, tailor-

5 COM(2011) 608 final.6 COM(2011) 608 final.7 COM(2011) 608 final.
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made training and  re-training, including information and communicationtechnology skills and  certification of acquired experience;b) special time-limited measures, such as job-search allowances, employers'recruitment incentives, mobility allowances, subsistence or trainingallowances  (including allowances for carers or farm relief services), all ofwhich are limited to the duration of the documented active job search or life-long learning or  training activities;c) measures to stimulate in particular disadvantaged or older workers toremain in or return to the labour market.Since its creation in 2007, the EGF has dealt with a total of 110 cases. Spain is thecountry that has requested EGF assistance for the greatest number of workers,followed by Italy, Germany and Ireland.
Table 2. EGF: Number of applications received, 2007–13

2007 2008 2009 2010 2011 2012 2013*
8 5 28 29 24 10 6* Note: up to 12 August 2013.

Source: EC 2014.
How important are the two funds?As previously shown, the two funds together constitute more than 10% of the EUbudget. But what is their incidence in member state economies? Two observationscan be made in terms of size. The first is that the ESF and the EGF are hardlycomparable. Even in Estonia, which is the country that has benefited the most fromthe EGF, the aid provided by the fund amounts to only 0.01% of GDP. Therefore,even though it may be very useful in dealing with micro adjustments and providingrelevant support for a local economy, in macroeconomic terms it has a minorimpact.The ESF, on the other hand, not only has a longer tradition but also greaterfirepower. As indicated in Table 3, funds can go up as high as 0.78% of GDP8 (as inthe case of Portugal during the last budget period).Yet, the ESF cannot be considered a stabilising tool. As a matter of fact, it serves theopposite purpose: it is used to finance supply-side measures for the labour market,such as active labour market policies and job centres, and therefore it is meant toimprove the functioning of the labour market in the long run.
8 The allocated budget for 2007-2013 is divided by the cumulated GDP over the same period.
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Table 3. European social and adjustment funds

ESF allocated (2007-2013) EGF allocated (2007-2011)Million euros % of GDP Million euros % of GDP
Czech Republic 4,451 0.43 0.3 0.00
Estonia 461 0.41 7 0.01
Ireland 750 0.06 10.1 0.00
Greece 5,133 0.34 2.9 0.00
Spain 11,271 0.15 43.7 0.00
Italy 14,475 0.13 66.2 0.00
Poland 11,773 0.47 400.3 0.00
Portugal 9,245 0.78 1.2 0.00
Romania 4,334 0.48 3.2 0.00

Source: http://ec.europa.eu/esf/main.jsp?catId=443&langId=en and EGF statistical portrait, p. 69.
3.4 The US system of unemployment insuranceThe US federal unemployment compensation (UC) programme provides incomesupport to workers that lose their jobs for up to a maximum of 26 weeks in moststates. Approximately 130 million jobs are covered by the programme. As at the endof the week 17 August 2013, 2.9 million unemployed workers were receivingunemployment compensation with an average weekly compensation of $307.Estimated expenditure on regular unemployment benefits in 2014 amounts to $40.5billion (Whittaker and Isaacs, 2013).In case of severe recessions and consequent high unemployment in a state, extendedbenefits can be launched, funded 50% by the state and 50% by the federalgovernment (and exceptionally 100% by the federal government in the 2009stimulus package).The US system constitutes an obvious point of comparison for the potentialEuropean system, given that the UC centralises part of the organisation but stillallows each state the possibility to personalise certain features and requirements.The UC is in fact a joint federal-state programme financed by federal taxes under theFederal Unemployment Tax Act (FUTA) and by state payroll taxes under the StateUnemployment Tax Acts (SUTA). The FUTA tax rate for employers is 6% of labourcost, but a credit of 5.4% is granted for employers coming from states that have anational system in place, which is all US states. The provision served as an incentivefor all states to create an insurance, as it constituted a minimum floor for employerscoming from every state.Most businesses are subject to state and federal unemployment taxes. An estimated$6.7 billion in federal unemployment taxes (FUTA) and $44.47 billion in state
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unemployment taxes (SUTA) should have been collected in FY2011 (Whittaker andIsaacs, 2011). Part of the former is used by each state to cover the administrativecosts of its system and the other part finances the extended benefits when needed. Itis worth noting that the employers’ contribution is subject to experience ratings;firms that fire more also pay more.Unlike in most European countries, the US version of an unemployment insurancescheme is therefore fully financed by employers. The mechanism is based on theprinciple that those that fire more also need to contribute more to the fund. For thefirms’ side of the labour market, although not perfect, the system is organised asinsurance: companies need to provide severance payment to workers and in orderto do that, insure themselves against the risk of firing a certain number of workers(see Box 1). The same is not true for employees who do not contribute to the fund.From their point of view, the benefits rather qualify as social assistance in the formof income protection.The system is administered by the U.S. Department of Labor (DOL). Federal law setsbroad rules that the state programmes must follow, including the broad categoriesof workers that must be covered by the programme, the method for triggering theExtended Benefit (EB) and Emergency Unemployment Compensation 2008 (EUC08)programmes, the highest state unemployment tax rate to be imposed on employers(5.4%), and how the states will repay Unemployment Trust Fund (UTF) loans. If thestates do not follow these rules, their employers may lose a portion of their stateunemployment tax credit when their federal income tax is calculated. The federal taxpays for both federal and state administrative costs, the federal share of the EBprogramme, loans to insolvent state UC accounts, and state employment services(Whittaker and Isaacs, 2011).
Table 4. Revenue and expenditure associated with unemployment compensation,

FY2001 – FY2011

Source: Whittaker and Isaacs (2011b).
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Maximum benefit levels vary enormously, from $133 per week in Puerto Rico to $625in Massachusetts.9 States can get loans from the Federal Unemployment Accountshould they run low on funds, but the deficit needs to be cleared in the long run.How was the system created? The origin of the system dates back to the mid-1930s.The Great Depression had made it clear that an income support mechanism wasnecessary, and a number of states started to investigate and make proposals in thisdirection. The main obstacle, however, remained the employers’ fear of losingcompetitiveness with respect to neighbouring states. This made the intervention atthe federal level necessary. Witte (1936) explains that “[t]hroughout the history ofthe unemployment compensation provisions of the Social Security Act, there wasgeneral agreement regarding the necessity for federal legislation. It was recognizedby everyone who believed in the desirability of unemployment insurance that littleheadway could be made unless employers in all states would be subject to the same(or substantially the same) costs, whether their respective states enactedunemployment insurance laws or not”.
Box 1. Experience ratingUnemployment insurance in the United States is financed via a tax for employers thatamounts to 5.4% of labour cost. The tax is not a fixed amount for each employer,however, since those that tend to fire less also pay less. This is called “experience rating”and it is based on the idea that the existence of unemployment insurance reduces thecost of firing and therefore an instrument is needed to eliminate the perverse incentiveof increasing the number of redundant workers (Mongrain and Roberts, 2004).Experience rating is said to be perfect when firms pay the full cost of their layoffs. Thetype applied in the US is imperfect since lower and upper bounds exist, meaning thatfirms that are less volatile in terms of employment end up subsidising the more volatilefirms (Wang et Williamson, 2002).The tax is based on a formula and each US state is free to decide how to apply it. In morethan half of states, this is based on the reserve ratio. The second most common formulaapplied is the benefit ratio.The reserve ratio is the ratio between the company’s unemployment insurance account(contributions paid minus benefits) and total gross wages. The reserve is cumulativeover the lifetime of the company, whereas total wages refer to the last three years. As aresult, the tax increases when more unemployed workers receive the benefit anddecreases when higher contributions are paid into the fund. The benefit ratio is the ratioof benefits divided by total payrolls over the past three years; the more benefits arewithdrawn by unemployed workers, the higher the tax for the employer.The concept of experience rating is also applied at the national level: in case of a lack ofliquidity, a state can borrow from the federal funds. States are charged interest on loansthat are not repaid by the end of the fiscal year in which they were obtained. Statesfacing troubles in financing their own insurance can therefore ask for help from thefederal fund, but only in the form of a loan that needs to be repaid based on anagreement with the US Secretary of Labour. If the firm fails to restore the balance
9 2011 data.
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between revenues and expenditure of national funds in the medium run, the federalauthority can raise firms’ contribution.
Can the US system be a model for Europe?A major concern related to the creation of a European unemployment insurancesystem is the incentive for people to move to collect benefits in more generouscountries, so-called welfare mobility or welfare tourism. Does it happen in the US,where a strong incentive to do just that is provided by the large dispersion in theweekly benefit granted by different states? In other words, can an unemployedTexan worker collects benefits in Massachusetts, where he/she can receive up to$674 per week? The eligibility rules of the Massachusetts government explicitlystate that “if you worked in another state, you should apply for unemploymentinsurance in that state“.10 There are residency requirements in place in individualstates, though as far as we were able to tell, there is no federal requirement.However, given the shape of the US system, states have incentives not to attractunemployed recipients of the benefit.One of the added values of the federal system lies in the possibility to extendbenefits exceptionally in case of severe recessions in one or more states, i.e. whenthe stabilisation tool is most needed. This happens via the extended and emergencybenefits, with the former partially and the latter completely financed at the federallevel. Extended benefits are the geographical redistributive part of the system.
Figure 2. Total unemployment insurance benefits paid by month and type of

programme in the US

Source: Boushey and Eizenga (2011).
10 http://www.massresources.org/unemployment-eligibility.html
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If in principle the rule constitutes a safe back-up for a system that is not verygenerous (at least compared to European standards), this is something that couldhardly be implemented in a European context. The reason is that such extensionsrequire quick decision-making, which is more difficult to implement in Europe giventhe multi-level governance and the necessity to apply a subsidiarity principle.A less remarked upon but interesting aspect of the US system is its capacity to strikea balance vis-à-vis individual states over the cycle: each state can indeed borrowfrom the federal cash pot in hard times, but these remain as loans and as such needto be returned. This in principle ensures that the objective of stabilising incomewhen most needed is not missed, but at the same time avoids free-riding. If a state isunable to repay the loan, the employers’ contribution is automatically raised. This iswhat happened recently in California, for example, where the fund currently runs adeficit of almost $10 billion (Employment Development Department, 2013).All in all, the US system is particularly interesting, not only for the comparability ofits labour market to the European market in terms of size and skills levels, but evenmore so because of its mix of three compromises/results:- The stabilisation capacity based on the short-term support combined withthe possibility for each state to borrow from the central cash pot ifnecessary.- The creation of a common minimum standard, not in terms of provisionwhere each state is free to set its optimal level of protection, but in terms ofemployers’ contribution necessary to finance the policy.- The experience rating, which punishes companies that fire more.
3.5 Potential economic, political and social rationale

for EU action on unemployment benefitsThe purpose of unemployment insurance is, from a purely economic point of view,to provide a counter-cyclical stabilisation mechanism to the economy, and from asocial point of view, to alleviate the pain of unemployment by providing incomesecurity. Economic theory suggests that higher insurance can increase wages andextend the unemployment spell by raising the reservation wage, which is the lowestwage rate at which a worker would accept a job. Empirical evidence suggests thatthe exact design of such policy matters, in particular how benefits decrease withduration and to what extent they are complemented by active labour market policies(Blanchard et al., 2013). The exact design is important from the microeconomicpoint of view, but what about the macroeconomic aspects? In a monetary unionespecially, they are at least as important to justify the adoption of such policy.Three considerations are important in an international-macro perspective:- the coordination issue;- fiscal constraints; and- the trigger of the policy – symmetric and asymmetric shocks.
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To the purely economic considerations, one needs to add the political and socialconcerns: the existence of a form of European solidarity and redistribution withinthe continent.
3.5.1 The economic theory

(A) symmetric shocks and coordination failuresProblems arise in a monetary union when an asymmetric shock occurs. A textbookcase is provided by De Grauwe (2007): an asymmetric demand shock – negative inFrance and positive in Germany. As a consequence, unemployment increases in theformer and goes down in the latter. Two mechanisms can potentially lead toautomatic re-equilibration: wage flexibility and mobility of labour.How does unemployment insurance interfere with each? Will it facilitate or hinderwage flexibility and labour mobility? Would this change if such insurance isorganised at the European level?In principle, an unemployment insurance scheme will hamper both adjustmentmechanisms. The benefit will keep the reservation wage at a certain level, higher orlower depending on the replacement rate. The national unemployment insurancewill also limit cross-country mobility: it lowers the incentive to look for a job ingeneral, but even more so in another country because the unemployed workers mayneed to give up their benefits.The latter problem would be solved should a European system be in place:unemployed workers could collect the benefits independently of the country inwhich they are looking for a job. With regard to the first issue – the reservation wage– it does not matter for the adjustment in the recession country whether the benefitis paid at the national or European level.But how likely are actually asymmetric shocks in Europe? The academic literaturegives the impression that this is a steady issue in Europe. The differences in theEuropean economies (different specialisation of production, different labour marketregulations, different demographics, different national level macroeconomicpolicies, etc.) make economies react differently to external shocks. Asymmetricshocks therefore seem to be a matter of regularity, and it is only the significance ofthese shocks that varies.The OECD (2010: 72) underlines that recent asymmetric shocks in Europe weremainly attributable to the catching-up processes of certain economies. However,there are still considerable differences between economies that could easily causenew imbalances. Even though the common currency has increased integration, thereremain many potential sources of asymmetric shocks. These could be differentdemographic developments, asymmetric production trends, remaining inequalitiesin the regulation and flexibility of wages and prices, or differences in employmentprotection. The OECD therefore recommends the euro area-wide coordination of
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such issues, or far-reaching structural reforms that may lower the risk ofasymmetric shocks.In a recent publication from the IMF (Allard et al., 2013), the authors argue thatbooms and busts occur very regularly in an unequal pattern across Europe and thatthis dispersion of national specific growth is not really showing a tendency toapproach a common European level.De Grauwe (2013) observes that while monetary policy has been centralised, therest of the macroeconomic policies have remained in national hands, “producingidiosyncratic movements unconstrained by the existence of a common currency.Hence, there are few policy options to bring national booms and busts into line withany kind of European development. Even worse, the common interest rate that maybe too low for booming countries and too high for countries in recession evenexacerbates asymmetric developments. Therefore, at first the convergence processin Europe has to be finished. And already that process appears to be asymmetricitself.”
Figure 3. Country specific shocks in the euro area

Source: Allard et al. (2013).The case of symmetric shocks is more straightforward and poses fewer challenges topolicy-makers. In case of recession, the main decision to be taken is whether to usethe fiscal or monetary stimulus, or a combination of the two. Yet, because of the
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specific nature of the European construction, suboptimal equilibria can be alsoreached in this case due to the fact that the former is decided at the national leveland the latter by a supranational institution – the ECB – with an independentmandate. An EMU-wide (or eurozone-wide) unemployment insurance scheme couldtherefore solve the coordination problem by relying on an automatic stabiliser.
Budget constraintsTogether with the risk of asymmetric shocks and coordination failures, a thirdmacroeconomic argument may point to the need for EU/EMU-wide automaticstabilisers: tough budget constraints.The euro area crisis showed that risk premia on sovereign debt can divergesignificantly. Starting from 2010, it became not only difficult but also very expensivefor sovereigns in the periphery of Europe to borrow on the market. High interestrates therefore make the financing of public expenditure, which can easily includeexpenditure on labour market policies in times of high unemployment rates, veryexpensive. A government that faces tough fiscal constraints may consequently befaced with the choice of cutting income support measures at a time when they areneeded the most, that is, when unemployment is soaring and vacancies are limited.Moreover there is a possibility for large shocks to become self-sustaining throughpro-cyclical fiscal policy and a negative feedback loop. Backstopping nationalsystems could be a way of preventing such a feedback loop from developing.The creation a supranational fund (in whatever form) whereby countries and/orworkers and employers contribute during good times could avoid such a trap. In thiscase, the funding of passive labour market policies would come from a supranationalauthority and would therefore not be a burden on the national budgets, as countrieswould have to contribute to it only during upswings.
3.5.2 Political and social rationale

Demonstrating European solidarity in a visible and tangible way for EU citizensThe crisis and its aftermath has been a testing time for the European ideals and forthe credibility of both national and European institutions in the eyes of Europeancitizens. The introduction of an EUI system could demonstrate European solidarityin a way that is visible and tangible to citizens (unlike some of the more abstractEuropean interventions) on a permanent basis. Of course, the desirability of sucha step is a matter for political decision.
Permanent/long-term redistribution across the EUThe EU already has limited fiscal redistribution mechanisms, though they are smalland their redistributive roles are not explicitly geared towards reducing disparities
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between member states. The national balance vis-à-vis the EU budget can besubstantial for a small set of small and poor countries. The de facto list of netcontributors and net beneficiaries also appears to be relatively stable.Under this rationale, the EUI would be an additional special case of a permanent orlong-term redistribution mechanism between countries of the Union. Consultationsduring the preparation of this paper made it clear that while a degree of persistencyin EUI transfers might not be always avoidable, permanent or long-termredistribution is not one of the rationales for creating such a scheme. Indeed, it couldbe even seen as a problem to avoid if possible.
Figure 4. Net contributors to EU budget 2012, as % of GDP

Source: European Commission 2013 EU, Budget Financial Report 2012.

Desirability of common standardsThe desirability of common standards in social policy is a contested issue inEuropean affairs and is, in the end, a political choice. In the case of the EUI, the issueof common standards can cut both ways. One could argue for minimum standards inorder to prevent social dumping and guarantee equal social rights. By the sametoken, one could argue for “maximum” standards to prevent hysteresis and moralhazard.
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Supporting labour mobility within the EU/euro areaA relatively uncontested goal of EU policy is to stimulate labour mobility within theUnion. This could, therefore, be a prima facie rationale for a joint unemploymentinsurance system. However, as explained in this chapter, the current EU regulationfor coordinating social security systems already ensures that:- qualification periods from various countries are cumulated; and- the unemployed can move to a different country and still receiveunemployment benefits (for up to three months, with a possible extension tosix months)The EU regulation could be beefed up on the second issue and thus stimulatemobility, but this could be done through amendment of the existing regulation ifneeded. So further support of labour mobility can be a consequence of the EUI (if itstrengthens equality of rights/portability), but not an important one.Consequently, all of our proposals will address the shock absorber rationale as theprincipal rational for an EUI. However, to provide variety on a more contested issue,some proposals will address the rationales of demonstrating European solidarity ina visible and tangible way for EU citizens and providing common standards.However, the proposals will not seek, as overriding rationales, to promotepermanent/long-term redistribution across the EU, though potential persistenttransfers are indeed possible. By the same token, we will largely leave the issue ofsupporting labour mobility within the EU/euro area out of our analysis.
3.6 Summary of existing proposalsWith the establishment of EMU, demands have been voiced for a common Europeanunemployment insurance system, in one form or another, to provide a feasiblemitigation of asymmetric shocks. These proposals have varied from a small fiscalbudget freely used in domestic spending, to funds based on the output gap, to truemutual unemployment schemes. The selection of proposals below provides a broadoverview of existing ideas that are directly or to some extent related to the EUIproposal.
 In 1993, Majocchi and Rey delivered a proposal within the MacDougallreport advising the implementation of a “conjunctural convergence facility” oncemore mitigating asymmetric shocks (Majocchi and Rey, 1993). In contrast to otherschemes, this system is not triggered automatically, thus is dependent on theevaluation of fellow member states to rule out idiosyncratic causes unrelated toexternal shocks. The fund would provide loans and grants to the struggling state,which in turn could pay benefits or invest, for example, in additional training, hencebringing down unemployment rates.
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 At the same year Italianer and Vanheukelen (1993) developed the idea of astabilisation mechanism based on the national deviations in the annual change ofthe unemployment rate from the EMU average. Unlike Majocchi and Rey (1993), thestabilisation mechanism has and automatic feature even though the authors proposeto cap the receipts to 2% of GDP. They also propose a toned-down version in whichthe transfers are only triggered once a certain threshold is passed in order to onlyactivate the mechanism in case of significant asymmetric shocks, i.e. not smoothingsmall waves but rather “tsunamis”.
 Bajo-Rubio and Diaz-Roldan (2003) developed a European unemploymentinsurance system which functions on a monthly basis as it takes the change over thepast 12 months as the reference value to trigger the dispersion of benefits. It is aredistribution scheme in which each country pays in (1% of tax revenues).Payments are made to those countries which experience a rise in theirunemployment rate, however this mechanism is only set in action if at least onecountry is experiencing a drop in its unemployment rate, thus testifying to thesource of the negative changes as an asymmetric shock. Each month, the receivingmember state uses the transferred funds to support the unemployed. Bajo-Rubioand Diaz-Roldan raise another rule that could be applied to reduce the risk of moralhazard: limiting the number of consecutive months in which a country is able toreceive funds.
 Enderlein et al. (2013) do not call directly for a European unemploymentinsurance fund but rather a cyclical adjustment insurance fund (CAIF), which is oncemore based on the output gap methodology. They do suggest, however, that theoutput gap as a main trigger could be complemented with indicators such asinflation rates and short-term (cyclical) unemployment. They have not included theunemployment indicator into their calculations, stating that “short-termunemployment is a problematic indicator as long as labour market institutions arein the realm of national legislation”. Of course, the output gap has its drawbacks aswell and the net effect over the period 1999-2014 would have been very small (lessthan 0.25% of GDP).
 Sutherland et al. (2012) proposes to create a true EU insurance fund that isbuilt at the EU level and paid in to by employers or employees, or alternatively anunemployment benefit system. The EU benefits would set a minimum standard forthe member states, which could, in severe cases of crisis, be complemented withsupplements and extensions. National channels for raising contributions anddistributing the benefits should be utilised to minimise administrative costs. Thepaper suggests leaving the decision of the means by which to collect thecontribution (e.g. tax) up to each individual member state. The authors does notprovide a simulation of the impact of such a system concerning net benefits ordetails on either coverage or replacement rate.
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 Depla (2012), his paper for the seminar 'EU level economic stabilizers’,presents an unemployment insurance scheme for the euro area as one part of thetoolkit for a wider European reform programme. His unemployment benefitsscheme differs from the rest since it is not a replacement or basis for nationalschemes, but rather a supplement. The unemployed would only be entitled to thesupplement if the European Labour Contract were adhered to and if the sum ofnational and euro area benefits did not exceed the maximum threshold, thuspreventing a transfer from less generous states to countries with highly generoussystems. The receipt would be paid from an annual contribution equal to 1% of GDP.Depla’s system not only introduces the European component to the unemploymentinsurance scheme, as the others do, but also attaches a social component by limitingthe transfers.
 The most comprehensive and in-depth potential architecture for a Europeanunemployment insurance system has been proposed by Dullien (2007, 2012, 2013)with the ultimate aim of absorbing the negative budgetary effects of short-termunemployment caused by the business cycle or asymmetric shocks, though not bystructural unemployment. The insurance fund would be financed through a payrolltax and the payments and contributions would be collected by the national agenciesin order to use the existing framework and avoid additional bureaucratic costs. Aminimal standard of unemployment benefits would be covered at the Europeanlevel, while each member state would be free to choose the services/benefits thatthey provide, nationally, on top of the supranational coverage.  He proposes aminimum of 12 weeks with a replacement rate of 50%. In his model, Dullien showsthe theoretical impact such a system would have had on crisis-ridden Spain after theburst of the housing bubble.  The transfer, according to Dullien, could have mitigatedalmost 25% of the downturn in the immediate aftermath of the collapse. The issue ofmoral hazard is acknowledged and perceivably alleviated in his system, since theEUI only covers a minimum far below the current replacement rate at the nationallevel, thus maintaining the incentive structure to implement labour market reforms.The EUI is envisaged to remain balanced in the long run, without clear net receiversand net contributors. One element intended to prevent a one-way financial flow isthe exclusion of seasonal unemployment within his scheme. Dullien’s proposal hasfrequently been used as a basis for political demands by parties and otherinstitutions (Brantner and Giegold, 2012).
 Pisani-Ferry et al. (2013), pursue a European (EMU) unemploymentinsurance scheme for the same reason as Dullien, i.e. as a fiscal stabiliser. Contraryto Dullien, they propose an insurance system levied on a corporate income tax fullycovering the expenditures. A euro area-wide applied corporate tax rate of 12.6% isestimated to be sufficient to cover the average euro area costs for unemploymentinsurance (1.8% of euro area GDP). Unemployment benefits could be covered in fullby this budget, with each member state transferring revenues from the first 12.6%of tax on corporate income. The distributional effect could potentially be significant,
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since revenues collected from the 12.6% tax may not suffice to cover domesticunemployment benefits. Pisani-Ferry et al. show that this would have been the casefor Ireland in 2010. In another exercise, the authors calculate the magnitude ofunemployment benefits in the new common system if receipts are dependent on aset base value (1.5% of GDP) plus a factor of the deviation of the individualunemployment rate from the euro area average. Consequently, Portugal (with a lessgenerous national unemployment benefits system) would receive more financialresources than needed to cover the benefits, thus creating a fiscal stimulus package,whereas Ireland would experience the opposite. The common unemploymentinsurance is not covered directly in the paper, but rather moved to the appendix anddoes not give details of extent to which benefits are covered at the supranationallevel.
 Gros et al. (forthcoming) suggest the creation of a European re-insurancescheme for major deviations from long-term unemployment rates. The basic idea isto transfer funds from the centre to the periphery to finance unemployment benefitswhen unemployment is measurably higher than normal. The system thereforequalifies as catastrophic insurance for national unemployment benefits funds.
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4. Outline of main trade-offs and challengesIn the first chapter of this report, we provided a general overview of existing passivelabour market policies in Europe and compared them to the United States. We alsolisted existing EU contributions in the field and summarised political and economicarguments behind the creation of a European unemployment insurance system. Weconcluded by summarising existing proposals.We now focus on two main proposals: the harmonised European unemploymentbenefit, developed by Sebastian Dullien, and the catastrophic insurance scheme,proposal put forward by CEPS (Gros et al., forthcoming). The harmonised schemeconsists of an insurance fund financed through a payroll tax (collected by nationalagencies) and spent on a minimum standard of unemployment benefits that appliesin the same fashion to all eligible European workers. Catastrophic insurance is aradically different system based on a re-insurance fund which will be used only incase of severe recessions, in light of the fact that “business as usual” downturns arealready well covered by existing policies.The two proposals are conceptually extremely different. The first is meant to cover“business as usual” shocks; it creates a fund for rainy days. The second coversinstead the “tail risks”, or in other words creates a shelter for very stormy days andtornados.
Figure 5. Out-of-work income maintenance and support, % of GDP (average 2005-

2011)

Source: Eurostat.
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In this chapter we dig into the economic, political and practical challenges related tothe creation of a supranational automatic stabiliser. The chapter is divided into twomain parts. In the first, we look at three key policy dimensions:- The threshold and a ceiling for its activation. Any system ofunemployment insurance needs to define under what conditions it istriggered. This also means that an indicator needs to be chosen for thispurpose.- Common standards for the EU. Should they be enforced? If so, what wouldthey be?- Fiscal rule. Should the EUI have a balanced budget on an annual basis,cyclically, or not necessarily at all?In the second part of this chapter, we discuss three additional technical issues:- Participation. Should the scheme involve all EU or euro area countriescompulsorily, or be voluntary?- Funding. How should it be organised? What is the source?- Implications for other labour and EU policies. Should the EUI also beconcerned with active labour market policies? Is there any overlap with, forinstance, the European Social and Globalisation Adjustment Fund?
4.1 What situations should it cover? What should be

the trigger?Deciding under which circumstances the EUI should be activated represents animportant step in designing the European unemployment insurance scheme. TheEUI could either be applied with a “business as usual” approach or be activated onlyin exceptional circumstances. If the “harmonised option” is put in place, it would beactivated whenever a worker becomes unemployed for a given number of weeks.Conversely, the catastrophic insurance proposal would kick in only underexceptional economic shocks, such as severe recessions, where public finances areputt under stress by a larger demand for unemployment benefits.During the last crisis, expenditure on passive labour market policies climbed up toapproximately 3% of GDP in Spain and Ireland, from 1.5% and 0.9% in 2007,respectively.The setting-up of the “catastrophic” option would imply the adoption of a referenceset of indicators. We analyse the possible options among the following list ofindicators: the output gap, the unemployment rate, the unemployment gap and theunemployment ratio.
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4.1.1 Unemployment rate and short-term unemployment
(rate)The unemployment rate is prima facie the most natural choice of indicator, becauseit is indeed meant for the assessment of employment policies. In addition, it is a solidindicator, given that it is based on a head-count.11 However, it presents some issues.First, an old debate exists among labour economists on the solidity of this indicator,which is considered by many experts inappropriate for measuring the temperatureof the labour market. The reason is that the unemployment rate does not measurethe share of people that do not have work in the population, but the share of those inthe labour force who do not have a job and are also actively looking for one.Therefore all those who are available to work but are not actively job-seeking arenot recorded by the statistics.Second, it is important to note that a significant part of the unemployment rate isunrelated to short-term shocks and is of a structural nature. The group ofunemployed which it measures is made up of two main subgroups: those whoseunemployment duration is a small natural transition from one job to another, andthose with a longer unemployment duration due to the fact that their skills do notmatch existing vacancies. The former has a short-term nature, whereas the latter ismuch more persistent and requires enormous effort to be curbed. A policy that doesnot take structural differences into account would, as a consequence, give rise toa rather unbalanced flow of funds over time. This is a problem if one focuses on theredistribution rationale rather than the cushioning of shocks rationale. However,since the cushioning argument appears to be among the key arguments for thecreation of an EUI, we do not recommend using a headline unemployment rate.For this reason we propose to consider not the overall unemployment rate, but theshort-term rate. This would be consistent with the fact that unemployment benefitsgenerally do not cover the entire unemployment spell, but instead have a maximumlength of eligibility.12 An unlimited duration constitutes a disincentive to look for ajob, especially if the income subsidy is generous.The EU short-term unemployment rate, defined as up to 12 months ofunemployment, was on average 4% during the period 2003-2012. In the followingcases, it exceeded 6%:

11 The head-count is not based on the entire working population, only a small share of thepopulation is interviewed for the Labour Force Survey. However, the methodology is solidand agreed at the EU level via Eurostat.12 Belgium, where unemployment benefits are provided until the worker finds a newoccupation, is an exception. In all countries during the past two decades, systems havebecome less and less generous in order to create the incentive to reduce the length of thework-to-work transition.
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- Greece in 2011-2012- Spain before 2004 and since 2008- Estonia in 2009-2010- Latvia between 2009 and 2012- Lithuania between 2009 and 2011- Poland up to 2004- Cyprus and Portugal since 2012Interestingly enough, the list does not include the Irish Great Recession.
Figure 6. Short-term unemployment in Europe

Source: Eurostat, Labour Force Survey.
In the case of the harmonised unemployment benefit system, we use short-termunemployment (not the rate, but the headcount) for the simulation, i.e. the numberof people without a job and actively looking for one, and in their first 12 months ofthe unemployment spell.
4.1.2 Unemployment gapAnother option is to use distance from the national “norm”. In other words, the EUIwould be activated if the difference between actual unemployment and the normexceeds a certain value.
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The reference value could be either a long-term historical average or some measureof structural unemployment, such as the NAWRU. While these two options mightappear similar, they are conceptually distinct. Moreover, each has obviousadvantages and disadvantages.Using an historical average minimises uncertainty or interpretation issues, but itbrings a difficult trade-off. If the reference period is fairly short (say, 5-10 years),then the ”norm" can be influenced upwards by a prolonged economic slump andthus limit the impact and rationale of the EUI. If the reference period is longer thanthis, then it brings penalisation for successful labour market reform during thecrisis.These issues could be resolved by using a measure of structural unemployment, likethe NAWRU, that would correct/augment the long-term average with a morenuanced assessment.This option also comes with a downside. On the one hand, it introduces a degree ofcontestability and discretion due to the fact that the NAWRU is more difficult toestimate than the simple unemployment rate and as such, it is subject to ex-postrevisions.13 On the other hand, discretion is created with regard to the choice of thereference value. Should it be NAWRU plus 1%, 2% or something else?
4.1.3 Which trigger for the EUI? Pros and cons of the different

optionsWe summarise the pros and cons linked to the selection of one indicator or the otherin Table 5. Our preference is for the unemployment gap in our simulation. Thereason is that it captures well the impact of the shock by focusing on the distancefrom a certain level (we choose a measure of the structural unemployment rate).The downside for this choice is the difficulty of setting a benchmark which is, to acertain extent, discretionary. What is an “emergency level” of unemployment? Thestructural unemployment rate plus 2%? Plus 3%? Nonetheless, we consider thisoption preferable and therefore when we model the “catastrophic insurance”, weuse NAWRU + 2% as a trigger for the policy.In the model for the harmonised system, however, we use short-termunemployment rate, i.e. the percentage of people without a job and actively lookingfor one, in their first 12 months of the unemployment spell. These are theunemployed workers entitled to receive an income-support benefit.

13 A similar problem has been documented for the estimation and subsequent series ofrevisions for the output gap.
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Table 5. Indicator to trigger EUI, pros and cons compared

Indicator to trigger EUI14 Pros ConsShort-termunemployment rate Clear and unambiguous,fast response to shock Higher variability acrossEuropean countriesUnemployment gap Better captures longer-term impact of the shock Ex-post revisions,difficulty in setting upbenchmarkConclusions: The simulation uses the unemployment gap for the “catastrophicinsurance” and short-term unemployment for the “harmonised system”.Source: Authors‘ elaboration.
4.2 What should be the fiscal rule for the EUI and

the country contributions?In the previous sections of this chapter, we have analysed two key technical aspectsthat accompany the conception of a cross-national system of unemploymentinsurance: the trigger and the reference indicator. The next important step consistsin dealing with the fiscal side of the system. First of all, should a rule exist at all? Orshould expenditure be balanced at an annual level? Is an intermediate optionpossible? Additionally, how should the system treat a country that is in persistentdeficit vis-à-vis the system?
4.2.1 A system balanced annuallyWe start by analysing one extreme option: a system that is balanced every year. Inother words, whatever is collected during the year is redistributed across countriesduring the same year. As a consequence, the system would not run any deficit andneither any surplus.This option has one main attraction: it would avoid problems related to the capacityof the EUI to borrow in case of deficit.But apart from this, the case for an annually balanced fund is weak, especially giventhe technical complications. An annual distribution would be in principle possible,but highly problematic in practice. Such an approach, in fact, would requirepermanent calibration of the system on an annual basis, leading to unpredictabilityand uncertainty at the national level, thus eliminating to some extent the veryrationale for an EUI.A further argument against this option is the risk of symmetric shocks (e.g. the GreatRecession). Without the possibility to borrow or use reserves, the system would endup transferring resources between countries undergoing difficulties.
14 Relevant only for Option 2 – catastrophic insurance. Option 1, harmonised Europeanunemployment benefit, does not require a trigger.
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4.2.2 A flexible system: No fiscal ruleThe second extreme option is the rule of not imposing a rule. The EUI would not besubject to an ex ante decision on its fiscal rule. Deficits and/or the possibility toresort to extra funding, beside the national annual contributions, are therefore notruled out. The main advantage is the possibility of ensuring the greatest flexibility todeal with a variety and different combinations of (symmetric and asymmetric)shocks.Yet, an open-ended commitment remains difficult to impose. It would hardly beconsidered politically acceptable, and it would impose technical challenges in termsof consistency with the existing EU seven-year budgetary framework.
4.2.3 Fiscal balance over the economic cycleWe consider a third intermediate option in which the system would be balanced, butonly over the economic cycle. In other words, the fund would be able to runsurpluses annually, but would need a fiscal balance over the medium term.Such an approach could be materialised in two ways:- An account in the fund, which has to be balanced over the medium term,corresponds to each country. In case of necessity the fund would interveneto contribute to the expenditure on unemployment benefits, but under thecondition that the loan is paid back based on an agreement with the centralauthority that manages the system.- Alternatively, countries would be allowed to run deficits/surpluses vis-à-visthe EUI, even over the medium term, as long as the fund as a whole is inbalance over the cycle.We recommend the first approach, the reason being that it strikes a fair compromisebetween two needs: being strongly anti-cyclical, and limiting the scope forpermanent transfers across countries.How could the balance be achieved? This could be done on the revenue as well onthe expenditure side. In the first case, rebalancing would occur via an automaticincrease in each country’s contribution after a certain number of years of deficit.Alternatively, it could be achieved on the expenditure side by automatically limitingEUI transfers, again, after a certain time. The US experience strongly pushes infavour of the former: a balancing path based on an automatic increase of thenational contribution. In the US, as explained in Chapter 2, states can borrow fromthe federal account if needed, meaning that they do not receive permanent transfersfrom the central account. Moreover, if they fail to repay the loan, the federal systemis authorised to increase the employers’ contribution for that state in order toaccelerate the speed of the rebalancing path.
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4.2.4 Which fiscal rule for the EUI? Pros and cons of the
different optionsWe summarise in Table 6 the pros and cons outlined in the previous sections for thethree options: an unemployment benefit scheme that is either balanced annually, oris fully flexible, or is balanced but only over the cycle.Our preference, for both the “harmonised scheme” and the “catastrophic insurance”,is for the latter: each country can borrow in stormy years, but needs to compensatewith a surplus in sunny ones. Even though more complex, this option strikes a goodbalance between the need for a system that is counter-cyclical and the risk ofredistributing towards countries with structurally higher levels and rates ofunemployment.For the sake of comparison, however, we also model a fully flexible system with nofiscal rule.

Table 6: A fiscal framework for the EUI
Fiscal framework Pros Cons
Annual balance Simplicity, no need to dealwith borrowing capacity Unable to respond to thefrequent combination ofsymmetric andasymmetric shocks,consequently likely toprovide least supportwhen most needed
No fiscal rule SimplicityStrongly anticyclical,especially in sustaineddownturns

Open-ended commitmentfor member states –difficult both politicallyand technically
Balanced over the
economic cycle

A combination ofcountercyclical policy withconstraints on the overallcost and contribution
Technically more complexthan the other twooptionsConclusions: The simulation will work with two options – no fiscal rule and balancedover the economic cycle

Source: Authors‘ elaboration.
4.3 Should there be common EU standards for

unemployment benefits?As explained in Chapter 1, automatic stabilisers exist in all EU countries. Europeanscan actually claim to have invented them; the first law to set up a public compulsoryunemployment insurance system was passed in Germany under Bismarck’sgovernment in the 1880s. Differences exist in terms of generosity and coverage
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ratios, for example, but what is certain in Europe is that a form of income protectionis granted to a majority of workers in case they become unemployed for reasonsindependent of their own will.There is more than one argument in favour of harmonisation. Aside from simplicity,harmonisation would substantially increase Europe’s visibility and support thanksto the creation of a strong and perceptible social standard. Harmonisation couldhappen de jure, for example via a regulation on minimum standards forunemployment benefits, or de facto by setting up a unified European benefit systempartially or completely replacing national systems. Either way, common standardswould need to be agreed upon for the key dimensions of unemployment insurance:coverage rates, replacement ratios, duration and eligibility.Harmonisation also presents significant challenges. Just in terms of duration, theprovision of such a benefit for one year would impose a change in the systems ofeight countries where the duration is currently between 6 and 11 months.15Moreover, harmonisation under the Council of Europe instruments was possibleonly because of the lowest common denominator (21 weeks).A potential compromise would be to set a framework that would provide someflexibility to member states. For example, similarly to that suggested by theEuropean Commission (EC 2013), a possible standard could be: 75% of short-termunemployed workers covered, with a replacement rate of at least 50% of gross wagefor one year.A related issue to be considered on this front is whether conditionality should beapplied in the use of funds. Should the supranational authority link the supply of EUIfunds to, for example, the implementation of labour market and welfare reforms?The possibility for the supranational authority to have a say on how common fundsare used would help more reluctant countries to accept the creation of a commonsystem, especially in a situation where there is high cross-country heterogeneity inthe provision of income support in case of unemployment A distinction needs to bemade based on the type of system. Under the harmonised European unemploymentbenefit proposal, there would be no need to apply conditionality as the creation ofan EUI would go hand-in-hand with a form of harmonisation of national systems viathe creation of a common minimum standard. Under the catastrophic insurance,conditionality could be applied. We do not recommend its application, however, inlight of the fact that it would not alter calculations on the volume of fiscal transfersanyway, but would only influence how these are used. We leave the discussion open.The pros and cons of the pan-European harmonisation of benefit schemes on theissue of conditionality are summarised in Table 7.
15 Slovakia and Malta (6 months), Austria and Cyprus (7), Italy (8), Ireland and Greece (10),Portugal (11).
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Table 7. Standards and conditionality applicable to the EUI
Unification of
national UB

Pros Cons

Common UB
standards

ClarityStrong signal of SocialEurope for citizens Requires politically challengingunificationProvides less scope for incorporatingnational preferences
Conditionality

Strong anticyclicalimpact guaranteed,Higher political/socialsupport
Alternative uses by national governmentmight be more efficientCan create imbalances ingenerosity/coverage between theEuropean system and other nationalparts of a benefit systemLack of democratic accountability of theauthority imposing reformsConclusions: The simulation will provide two alternative approaches consistent withlogic of the two basic options. The harmonised unemployment benefit option willrely on common standards and conditionality. The catastrophic insurance optionwill provide leeway for national governments on both fronts.

Source: Authors‘ elaboration.
4.4 Additional technical issuesThree cornerstones of the EUI system have been analysed deeply in the previoustwo sections: the trigger and the indicator, common standards, and the fiscal rule. Inthis last section we discuss three additional points. The first is participation: is theEUI meant for all EU countries, or just the euro area? Is participation compulsory orvoluntary? The second is funding: should it be pay-as-you-go or have a fundedelement? The third is the interaction between the unemployment insurance andother related labour market policies, as well as other existing EU programmesrelated to the social domain.
4.4.1 Participation: EU28 versus the euro areaAn issue to be discussed in the conceptualisation of a supranational unemploymentinsurance mechanism is its membership. Which EU countries are entitled toparticipate? And should membership to the system be considered compulsory orvoluntary? An answer to this question is possible but, again, not simple.Statistically speaking, the larger the group the better; a bigger group ofcontributors/potential users would make the fund more solid by the simple law oflarge numbers. A large group of contributors would imply that over a long period oftime, if shocks occur randomly, everyone will benefit from participation and
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therefore have an interest in joining. An EU-wide scheme would also be logical froma legislative point of view, as the same rule would apply to all countries.16Nonetheless, we are aware that enhanced cooperation is possible and in case of alack of agreement among 28 countries, it remains a valid option. In such a case, thesecond-best outcome would be an agreement between countries that are part of themonetary union. Such a group needs to include member states that, as part of theiraccession agreement, are deemed to join the EMU (Sweden, Poland, Czech Republic,Hungary, Romania, Bulgaria and Croatia) plus Denmark and Lithuania, given thatthey have a fixed peg with the euro.On the issue of voluntary versus mandatory participation, economic theory wouldstrongly recommend putting in place a mandatory system. Such a system,independently of how it is organised technically, would work as a supranationalinsurance between existing national insurances. In case of voluntary participation, aproblem of adverse selection would arise as only those with a higher probability ofrequiring it will participate. To avoid this basic microeconomic trap, we thereforerecommend a mandatory EU- or euro area-wide of system.One exception could be made, again borrowed from the US experience. In the 1930swhen the US system was put in place, no country was obliged to set up a nationalunemployment insurance policy. Yet all states did so over time because wherever nosystem was in place, a payroll tax was imposed on employers in any case. Thiscreated a strong incentive for all states to set up their own system and collect thattax to finance a policy they could design.
4.4.2 RevenuesFor the sake of the design of sound public policies, the discussion on the revenue ofthe system deserves as much attention as spending. We divide this into two sub-questions: the first concerns the type of taxation that should finance it; the second iswhether the fund should be “pay-as-you-go” (PAYG) or funded.The necessary revenue to finance the EUI can be generated via three forms oftaxation. One option is a dedicated tax on consumption or on labour. The secondmain alternative is a contribution from national governments not directly linked to aspecific tax. Given the heavy labour taxation in some member states, it isquestionable whether additional labour taxation is advisable. Figure 6 shows thatthe tax wedge is particularly high in euro area countries with high unemployment.Of course, one could argue that EUI labour taxation will only replace a national one.However, an EUI funded through labour taxation would tend to increase labourtaxation, at least in countries with high unemployment, because the higher
16 For this reason, we base our simulation on the assumption that all EU countries join thesystem.
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generosity of the common system as well as their higher unemployment would tendto lead to higher rates of taxation.
Figure 7. Tax wedge by family type, 2012

Source: OECD (2012).On the other hand, this option creates intuitive and robust proportion betweenbenefits and contributions. For this reason, we will base the simulation of Dullien’s(2012) model on this type of financing.A dedicated recurrent tax does not make sense for the catastrophic insurance model,where the benefits are highly irregular and a fiscal relationship exists solelybetween the EUI and national governments, so in that proposal, we propose to fundthe EUI through contributions by national governments not specifically linked to acertain tax.In terms of a pay-as-you-go versus a funded system, the PAYG system would bebased on the following:- A contribution equivalent to average long-term expected annual expenditureof the system.- The system would need to make two decisions: what to do with surplusesand deficits.- In our model, we will assume that surpluses will be retained to cover futuredeficits and that deficits will be covered by a bridging loan.In other words, even a PAYG system can deliver surpluses and deficits that lead toan accumulated fund or liability, but they are incidental and temporary.On the other hand, a funded system would be based on the following:
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- An annual contribution that would be paid until a predetermined amount isaccumulated.- Contributions would be restarted only if contributions fell below thethreshold again.The accumulation of funding would thus be by design.PAYG is less costly than a funded system during the initial period, as it does not seekto first accumulate a pile of cash. However, a funded system can be more easily anti-cyclical, both for individual countries and the system as a whole.
4.4.3 Implications for other programmesUnemployment insurance at the national level funds not only passive labour marketpolicy measures (i.e. unemployment benefits), but also active labour market policymeasures. Therefore, a logical question is whether and how the European systemshould incorporate this.For a variety of reasons, we do not recommend that the EUI incorporate activelabour market policy financing. Given the role of other European financialinstruments and of other European policy instruments, this would only add tocomplications. Therefore, our proposals are based on expectations that otherprogrammes would continue.Nevertheless, the creation of an EUI raises the opportunity to revisit existinginstruments at the European level in the social domain and offers the possibility todiscuss them again in order to create a coherent system of European social policies.It was argued in Chapter 1 that neither the European Social Fund nor theGlobalisation Adjustment Fund can overlap with the EUI. If combined, however, theycould create the backbone of European labour market policies in a way that isconsistent with flexicurity principles. The EUI would ensure income protection,whereas the ESF would focus on protecting employment (or re-employment) bycontributing to the funding of active labour market policies. The GAF would thencontinue to be used to facilitate structural adjustments that hit more harshly specialcategories of workers, such as blue-collar workers and the low skilled.
4.4.4 Pros and cons of participation and fundingWe summarise in Table 8 the pros and cons related to smaller/larger participationin the fund and on how countries/workers should contribute to it.Starting with participation, we believe that larger participation, ideally the EU28,would make the fund more stable in economic terms. We therefore model this casein our simulation. Yet, we remain fully aware of the political challenges associatedwith this option and for this reason, we consider a smaller set of countries as asecond-best option. The natural choice falls on euro area members, which have astronger economic case for the creation of automatic stabilisers.
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What needs to be clear is that, whichever group is preferred, participation in thefund needs to be compulsory for its members in order to avoid an adverse selectiontrap.As far as funding is concerned, we consider two options: a payroll tax for the“harmonised scheme”, and funding from governments not linked to a specific tax forthe “catastrophic insurance”. We do not consider one better than the other. Thepayroll tax clearly links the costs and benefits of the system, at the individual as wellas the national level. The downside is that it risks increasing the tax wedge on labourcost, already very high in most European countries.For the “catastrophic insurance” we consider national funding without specifying itssource, which would not increase the tax wedge but at the same time create adisconnection between costs and benefits, contributors and beneficiaries.
Table 8. Participation and funding, a comparison of different options

Additional issues Pros Cons

EU28 participation Higher stabilisationcapacity Politically morechallenging to approve
Eurozone participation Easier political link tomonetary union Less stabilisation capacity
Funding by labour
taxation

Direct link betweenrevenue and benefits bothindividually andnationally
Can increase labour taxwedge in countries withalready high labourtaxation

Funding by national
fiscal contribution

Does not contribute toincreasing labour taxwedge Does not provide thedirect link betweenrevenue and benefitsConclusions: The simulation will be based on the EU28 to demonstrate stabilisationeffects for all EU economies, particularly given the ever-expanding euro areamembership.The simulation will also provide two alternative approaches consistent with logic ofthe two basic options. The harmonised unemployment benefit option will rely ondirect labour taxation. The catastrophic insurance option will be based on generalsubsidy to and from national governments.
Source: Authors’ elaboration.
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5. European unemployment insurance:
Simulation resultsIn this chapter, we analyse in detail the two main existing proposals for the set up ofa European system of unemployment benefits. We will show the scale ofexpenditure and necessary revenues these two options would entail. Before movingto this and independently of the exact design, it is worth summarising the idealcharacteristics of such a system. There are obviously many trade-offs, butconsidering that insurance schemes have been in place in Europe for more than acentury, enough has been learned from experience to design an appropriatemechanism. In our opinion, the EUI should ideally:- be organised in such a way that each country has its funds balanced over thecycle;- involve all EU member states; and- be based on mandatory participation.We present the results of our Excel-based simulations of how the Europeanunemployment insurance system would work. We quantify four scenarios, as shownin the following table. These scenarios present two radically different versions of theEUI and then tweak them. Option 1 is the harmonised European unemploymentbenefit, which would cover all eligible EU citizens and at least partially replacecurrent national unemployment insurance. Option 2 is the catastrophicunemployment insurance for states, where national unemployment insurancesystems would remain intact and member states would get financial assistance fromthe EU system only if they experienced a large negative unemployment shock. Forboth options, we quantify a simple “a” version and a “b” version with long-termcountry-level budgetary neutrality. The second option was added to allow theavoidance of a transfer union if that is an important policy objective in setting up thesystem.

Table 9. Matrix of scenarios explored in the chapter

No long-term country-
level budgetary

neutrality

Long-term country-level
budgetary neutrality

Harmonised European
unemployment benefit Option 1a Option 1b
Catastrophic
unemployment
insurance

Option 2a Option 2b
Source: Authors’ elaboration.
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We focused on two principles in setting up the options: simplicity and comparability.We tried to keep the option design as simple as possible to allow readers tounderstand how the simulation works. We also set up both options and bothapproaches to country-level budgetary neutrality in a similar way and calibratingthem similarly. This enables us to easily compare them and see similarities as wellas differences.The simulation is based on historical data from 1999 to 2012, which gives us 14years of the simulation. For some countries, there are some missing values, but thisdoes not materially influence results. Thus, the simulation shows how the EUI wouldhave worked if these mechanisms had existed at the time. Since it is an intellectualexercise, it includes countries that joined in the 2004 and 2007 waves (and Croatiain 2013) as if they had been EU members at the time. The point is to show potentialeffects of the EUI based on historical data as a counterfactual, not to simulatehistory. The decision to start in 1999 was based on a combination of data availability(particularly for the new member states) and the symbolism of the euro area arrivalin 1999.Calibration of the EUI expenditure (generosity) was based on findings in Chapters 2and 3. Calibration of the EUI revenue was set up to achieve rough financial balanceover the long run.For each option, we show:
- the size of the contribution to the system;
- the size of the contribution paid by the system to the country;
- the annual balance at the country level, i.e. the net stimulus provided by theEUI; and
- the cumulative balance, i.e. long-term balance of each country vis-a-vis theEUI.In addition, we also illustrate revenues, expenditures, annual and cumulativebalance for the system as a whole.From a methodological point of view, it should be emphasised that Excel-basedsimulation has advantages and limits. The key advantage is that we can simulatea variety of options at both the EU and country level with limited resources andquickly. It is suitable for the calculation of revenues and expenditures and to give aflavour of how important the system would be compared to the existing nationalstabilisers.On the other hand, it is not a general or partial equilibrium model that would showdynamic effects of such a system on the member states, or for the EU economy as awhole. Nonetheless, what emerges from the simulation is that the size of thestimulus would in any case be not large enough to have material substantial second-order effects.
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As a source of data, we used AMECO, the annual macro-economic database of theEuropean Commission's Directorate General for Economic and Financial Affairs.For some countries, we had to simulate short-term unemployment data for someyears. This was done by calculating the share of short-term unemployment inoverall unemployment for the available years and then extrapolating for the missingyears from overall unemployment.Before presenting the fiscal effects of the simulation, let us now present acomparison of the generosity of the simulated European unemployment insurancesystem with current national systems. We present this here because we use thesame level of generosity for both options, though under Option 2 the nationalgovernments would not be required to spend the money in this way.
Table 10. Comparison of proposed EUI with actual national unemployment insurance

systems, as of 2010Grossreplacementrate* Grossreplacementrate** Coverage(% of LabourFoce) Duration(in weeks)
Austria 0.40 0.32 0.68 30Belgium 0.50 0.37 0.66 unlimitedBulgaria 0.60 0.52 0.66 40Cyprus 0.63 0.55 0.79 26Czech Republic 0.56 0.43 0.91 26Denmark 0.52 0.47 0.72 105Estonia 0.50 0.37 0.74 50Finland 0.54 0.44 1.00 100France 0.57 0.42 0.61 104Germany 0.42 0.34 0.67 50Greece 0.58 0.45 1.00 50Hungary 0.34 0.27 0.87 40Ireland 0.47 0.44 1.00 50
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Grossreplacementrate* Grossreplacementrate** Coverage(% of LabourFoce) Duration(in weeks)
Italy 0.50 0.37 0.53 34Latvia 0.55 0.46 0.75 40Lithuania 0.34 0.26 0.67 21Luxembourg 0.83 0.71 0.95 50Malta 0.20 0.18 0.88 26Netherlands 0.75 0.59 0.83 44Poland 0.24 0.20 0.54 26Portugal 0.65 0.50 0.76 78Romania 0.27 0.22 0.43 26Slovakia 0.46 0.35 0.57 26Slovenia 0.70 0.60 0.80 26Spain 0.63 0.49 0.58 102Sweden 0.57 0.43 0.96 62United Kingdom 0.13 0.11 0.86 26
EUI NA 0.40 0.75 52*Ratio with denominator gross wages (Source: SPIN).** converted to ratio with total compensation as denominator (Source: AMECO).
Source: European Commission and SPIN database.The table shows that the proposed coverage ratio in the EUI system is above that ofmost non-euro area member states, with the exception of Sweden, the CzechRepublic, Hungary and the UK (and is equal to the Latvian ratio). Within the euroarea, the group is split evenly with eight below and nine above the EUI’s 75%coverage ratio.The maximum duration of entitlements has been chosen to be rather high. It is basedon the logic that if the EUI is supposed to cover unemployment benefits for thecyclically unemployed, then the benefit should cover all short-term unemployed.
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The most controversial item, the replacement ratio, is set at 40% relative to totalcompensation. This is closer to the higher end than the lower end of the distribution,which within the EU is very heterogeneous.
5.1 Option 1: Harmonised European unemployment

benefitOption 1 in the simulation is the harmonised European unemployment benefit (seeChapter 1 for a summary of existing proposals). The harmonised system appliesautomatically to every eligible unemployed person.We quantify the following scenario for the the joint European benefits system:
- It would apply to short-term unemployed workers. Therefore our referenceunemployed population does not include all unemployed workers, but onlythose that have been unemployed for less than one year. We set themaximum duration of benefit to 12 months. However, our calculation isbased on the average recipiency duration of 6 months, so we expect asymmetric pattern of people leaving the register. In the absence of data onthe duration profiles of the unemployed across European countries, thisappeared to be the best option.
- The coverage ratio is set at 75%, meaning that among those unemployed forless than a year, three quarters are eligible to receive benefits.
- The benefit is equivalent to 40% of the average monthly national nominalcompensation. It should be noted that 40% of nominal compensation is notas low as it sounds, since it is calculated not from a gross wage, but fromnominal compensation, which also includes employer social securitycontributions.The member states would be free to set eligibility rules and replacement rates. If thecost were to be less than the formula below, the member state would receive theactual amount. If the cost were to be higher than the formula, the member statewould receive an amount equivalent to the 75% * 40% formula. This would avoiddifficult-to-achieve formal harmonisation, while ensuring that there would be de

facto harmonisation since member states would be incentivised to set up the systemin such a way to be close to the 75%*40% formula. In other words, more generoussystems would be allowed, but on top of the harmonised one.= 0.75 x 0.4 x 6 ℎwhere U stands for unemployment and MNCE indicates the monthly nominalcompensation per employee.How would be the system financed? We choose as the source of funding a dedicatedlabour taxation equivalent to 0.5% of nominal compensation. The rate was set up toroughly balance the system as shown in this chapter.
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= ( − ) x 0.5% x 12 ℎAs previously anticipated, we present two versions of the system. In Option 1a, thesystem does not require a country-level neutral budgetary position. In other words,countries can be permanently in deficit or surplus vis-à-vis the system without anycorrective mechanisms. This represents a truly European system, which essentiallyignores boundaries in the fiscal sense and is able to redistribute resources in case ofshocks.We modify the system in the simulation 1b, where each country needs to restore aneutral budgetary position. How? Fiscal neutrality would be achieved by doublingthe contribution rate from 0.5% to 1% of the base for countries that havea cumulative deficit with the system of at least 1% of GDP. The double contributionrate would stop once the cumulative deficit falls below 1% of GDP.17The choice of the medium-to-long run is due to the fact that a quicker adjustmentwould hinder the stabilisation capacity by imposing a fiscal effort on countries thatare already facing difficulties due to high unemployment rates.
5.1.1 The harmonised unemployment system with no fiscal

rule (Option 1a)As previously anticipated, for each of the four scenarios we show:
- system revenues by country (who pays how much in);
- system expenditure by country (who gets how much out);
- annual balance at the country-level, i.e. the net stimulus provided by the EUI;
- cumulative balance, i.e. the long-term balance of each country with the EUI;and
- revenues, expenditures, and annual and cumulative balance for the systemas a whole.We start with revenues by country as a percentage of GDP for the period 1999-2012that result from a contribution of 0.5% of nominal compensation of employees foreach worker. Given that they tend to be stable over time, we do not show the annualvalues, but only the minimum value achieved over the entire period, the maximumvalue and the mean.The mean value oscillates between 0.24 and 0.36, with Luxembourg the onlyexception. The total range for all countries and all years oscillates between 0.22%and 0.39% of GDP, again with Luxembourg the only exception.Given that the contribution mechanism is set up as the same percentage of nominalcompensation, differences primarily reflect different shares of labour compensation

17 Alternatively, the stop could be set to balance – 0% of GDP. This would not have much ofan effect on the current simulation.
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in GDP. In that sense, it is mildly cyclical as it tends to decline in periods of highunemployment, but only to a limited extent.The countries with the highest contribution over the whole period are theNetherlands (0.36%), Austria (0.33%), Belgium, France Romania, Slovenia and theUK (all 0.31%). At the other extreme are Luxembourg (0.16%), Hungary andLithuania (0.24%), and Bulgaria, the Czech Republic, Ireland, Latvia and Poland (all0.25%). Figures are presented in Table 11.
Table 11. EUI annual revenues by country as % of GDP (minimum, maximum and mean

values)

Source: Authors’ elaboration based on AMECO data.

Min Max Mean
(1999-2012)Belgium 0.3 0.32 0.31Bulgaria 0.23 0.27 0.25Czech Republic 0.23 0.26 0.25Denmark 0.28 0.31 0.29Germany 0.28 0.3 0.29Estonia 0.24 0.29 0.26Ireland 0.23 0.28 0.25Greece 0.25 0.29 0.27Spain 0.29 0.31 0.3France 0.31 0.32 0.31Croatia 0.28 0.31 0.29Italy 0.27 0.31 0.29Cyprus 0.27 0.3 0.28Latvia 0.23 0.28 0.25Lithuania 0.22 0.27 0.24Luxembourg 0.14 0.18 0.16Hungary 0.23 0.25 0.24Malta 0.25 0.26 0.26Netherlands 0.35 0.38 0.36Austria 0.32 0.34 0.33Poland 0.23 0.29 0.25Portugal 0.28 0.3 0.29Romania 0.27 0.39 0.31Slovenia 0.3 0.33 0.31Slovakia 0.22 0.25 0.23Finland 0.27 0.3 0.28Sweden 0.28 0.3 0.29United Kingdom 0.3 0.32 0.31
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Expenditure figures, as a percentage of GDP, are presented in Table 12. A quickglance at the data shows that expenditure oscillates much more than revenue andthus provides the main anti-cyclical element. It exceeds 0.5% of GDP in the worstyear for Estonia (0.76%), Ireland (0.57%), Greece (0.73%), Spain (1.3%), Cyprus(0.58%), Latvia (0.89%), Lithuania (0.72%), Poland (0.66%) and Portugal (0.59%).However, only for Spain does this translate into mean expenditure over the periodthat is greater than 0.5% of GDP (0.71%). For the rest, increased expenditure isa temporary phenomenon, reflecting primarily, though not exclusively, the period ofthe Great Recession.
Table 12. EUI annual expenditure by country as % of GDP (minimum, maximum and

mean values)
min max meanBelgium 0.18 0.3 0.25Bulgaria 0.13 0.43 0.28Czech Republic 0.13 0.28 0.21Denmark 0.15 0.36 0.25Germany 0.2 0.36 0.29Estonia 0.13 0.76 0.36Ireland 0.13 0.57 0.25Greece 0.24 0.73 0.35Spain 0.43 1.3 0.71France 0.3 0.42 0.36Croatia 0.16 0.44 0.33Italy 0.18 0.35 0.24Cyprus 0.16 0.58 0.27Latvia 0.25 0.89 0.42Lithuania 0.18 0.72 0.42Luxembourg 0.07 0.15 0.11Hungary 0.18 0.37 0.25Malta 0.14 0.19 0.16Netherlands 0.11 0.25 0.17Austria 0.2 0.29 0.24Poland 0.25 0.66 0.45Portugal 0.16 0.59 0.29Romania 0.14 0.3 0.22Slovenia 0.16 0.38 0.26Slovakia 0.15 0.46 0.3Finland 0.28 0.46 0.37Sweden 0.23 0.4 0.3United Kingdom 0.19 0.34 0.24

Source: Authors’ elaboration based on AMECO data.
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Table 13 presents average annual and cumulative balance of each country vis-à-visthe system. The first column shows average annual balance for the whole period(1999-2012). The second column shows average annual balance for the period priorto the Great Recession (1999-2008). The third column shows the average annualbalance for the Great Recession period and its aftermath (2009-2012).
Table 13. EUI average annual balance and cumulative balance by country, % of GDPAverageannual balance1999-2012 Averageannual balance1999-2008 Averageannual balance2009-2012 Cumulativebalance (% of2012 GDP)Belgium 0.06 0.08 0.03 0.70Bulgaria -0.03 -0.03 -0.03 -0.13CzechRepublic 0.03 0.05 -0.01 0.35Denmark 0.04 0.08 -0.04 0.48Germany 0.00 -0.02 0.05 0.07Estonia -0.10 -0.05 -0.25 -0.88Ireland 0.00 0.07 -0.18 -0.03Greece -0.08 0.00 -0.28 -1.16Spain -0.41 -0.22 -0.88 -5.36France -0.05 -0.03 -0.08 -0.55Croatia -0.04 -0.04 -0.03 -0.30Italy 0.05 0.06 0.01 0.59Cyprus 0.02 0.07 -0.13 0.03Latvia -0.17 -0.10 -0.36 -1.70Lithuania -0.18 -0.11 -0.33 -1.57Luxembourg 0.05 0.06 0.03 0.45Hungary -0.01 0.04 -0.13 -0.27Malta 0.10 0.10 0.09 1.05Netherlands 0.20 0.21 0.15 2.34Austria 0.10 0.10 0.10 1.12Poland -0.20 -0.23 -0.11 -1.65Portugal 0.00 0.07 -0.17 -0.15Romania 0.09 0.12 0.02 0.73Slovenia 0.06 0.09 -0.03 0.63Slovakia -0.07 -0.07 -0.06 -0.37Finland -0.09 -0.10 -0.08 -1.00Sweden -0.01 0.01 -0.07 -0.18UnitedKingdom 0.07 0.09 0.01 0.87
Source: Authors’ elaboration based on AMECO data.We see that during the good times, only Spain and Poland had larger annual negativebalance – 0.22% and 0.21% of GDP. By the same token, only the Netherlands hadsignificant average annual surplus (0.21%). After 2009, Estonia, Greece, Spain,
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Latvia and Lithuania exceed average annual negative balance of more than 0.2% ofGDP. During this period, no country has an average surplus of more than 0.2% ofGDP.However, even smaller surpluses or deficits can accumulate into larger totals over aperiod of more than a decade. If we set 1% of GDP as the threshold for triggering theincrease in the contribution, then Greece, Spain, Latvia, Lithuania, Poland andFinland accumulate deficits of such magnitude that in option 1b turn trigger anincrease in the contribution.Malta, Netherlands and Austria instead cumulatively contribute more than 1% of2012 GDP compared to what they pay in.We aggregate figures to present the overall balance at the EU level. Figure 8 showsrevenues and expenditures for the whole system as a percentage of GDP. We can seethat while the revenues are essentially flat at around 0.3% of GDP, expendituresoscillate much more – between 0.25% just prior to the Great Recession and 0.4%during most of it. Expenditure is therefore sensitive to the business cycle, in an anti-cyclical fashion as it is supposed to be, whereas revenues are rather constant.
Figure 8. Revenue and expenditure at the EU level as % of GDP

Source: Authors’ elaboration based on AMECO data.Figure 9 shows annual and cumulative balances at the EU level. The annual balanceline is unsurprising as it is essentially the difference between revenue andexpenditure in the first chart. It is mildly positive for most of the years before theGreat Recession and then it stays in negative territory, showing annual deficits ofbetween 0.05% and 0.1% of GDP.A more interesting piece of information is the cumulative balance of the wholesystem expressed as a percentage of a given year’s GDP. Had the system been inplace since 1999, the EUI would not have required additional financial injection afterits start. Indeed, it would have accumulated reserves all the way up to 2008.However, the reserves would then all have been spent in 2009 and the cumulative
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deficit would continue increasing during the 2010-2012 period. This raises the issueof additional financing needs of the EUI under such circumstances. Given the systemperformance prior to 2009, there could be a reasonable expectation that the moneywould be recovered over the long run, but the interim period could be an extendedone.
Figure 9. Annual and cumulative balance at the EU level as % of GDP

Source: Authors’ elaboration based on AMECO data.
5.1.2 The harmonised unemployment system with long-term

country-level neutral budgetary position (Option 1b)We now move from Option 1a to Option 1b. The two differ in a single but crucialelement: we now have a system that aims to be balanced in the medium-to-long runfor each member state. This means that a state can run a yearly deficit vis-à-vis thesystem in case of recessions, but needs to repay the loan in the medium-to-long run.As a consequence, redistribution between countries is allowed, but only temporarily.The rebalancing is achieved by doubling the contribution rate from 0.5% to 1% ofthe base for countries which have a cumulative deficit with the system of at least 1%of GDP. The double contribution rate would stop once the cumulative deficit fallsagain to below 1% of GDP.18For this option, we do not provide expenditure data on the country basis since theexpenditure is identical to Option 1a, the difference lies on the revenue side.Table 14 shows revenues by country as a percentage of GDP for the period 1999-2012. As with the previous option, we show the minimum value achieved annually,the maximum value and the mean. The bottom values remain the same as in Option
18 Alternatively, the stop could be set to balance – 0% of GDP. This would not have much ofan effect on the current simulation.
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1a – if we take out Luxembourg, then 0.22% of GDP is the lowest any country(Slovakia) pays in any year, and 0.23% of GDP is the lowest average contribution bya country (also Slovakia).To repeat from Option 1a, given that the contribution mechanism is set up as thesame percentage of nominal compensation, the differences primarily reflect differentshares of labour compensation in GDP. In that sense, it is mildly anti-cyclical as it tendsto decline in periods of high unemployment, but only to a limited extent.
Table 14. EUI annual revenues by country as % of GDP (minimum, maximum and mean

values)
Min Max Mean (1999-2012)Belgium 0.3 0.32 0.31Bulgaria 0.23 0.27 0.25Czech Republic 0.23 0.26 0.25Denmark 0.28 0.31 0.29Germany 0.28 0.3 0.29Estonia 0.24 0.29 0.26Ireland 0.23 0.28 0.25Greece 0.25 0.29 0.27Spain 0.29 0.62 0.43France 0.31 0.32 0.31Croatia 0.28 0.31 0.29Italy 0.27 0.31 0.29Cyprus 0.27 0.3 0.28Latvia 0.23 0.49 0.3Lithuania 0.23 0.44 0.28Luxembourg 0.14 0.18 0.16Hungary 0.23 0.25 0.24Malta 0.25 0.26 0.26Netherlands 0.35 0.38 0.36Austria 0.32 0.34 0.33Poland 0.23 0.53 0.32Portugal 0.28 0.3 0.29Romania 0.27 0.39 0.31Slovenia 0.3 0.33 0.31Slovakia 0.22 0.25 0.23Finland 0.27 0.3 0.28Sweden 0.28 0.3 0.29United Kingdom 0.3 0.32 0.31

Source: Authors’ elaboration based on AMECO data.
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Where it becomes different and interesting, of course, is with regard to maximumvalues. Given their accumulated deficit of more than 1% of GDP at some point, Spain,Latvia, Lithuania and Poland have to contribute more for a period of time. For Spain,this applies to 2005 and the period from 2008 onwards. Latvia has to double itscontributions in 2010 and since, and Lithuania in 2011 and 2012. For Poland, therelevant period is 2003-2006. In 2013, they would be joined by Greece, which hita cumulative deficit of 1.16% of GDP in that year. This also shows the disadvantageof the balancing system. The 1% benchmark provides breathing space whena country pays regular contributions but receives much higher benefits, but if thereis a sustained spell of high unemployment, the doubled contributions can erase theanti-cyclical impact in those later years.The annual and cumulative balance numbers do not change for most countries,meaning that they do not cross the 1% line. Both their revenues and expendituresstay the same compared to Option 1a. However, for the four countries mentionedabove, the need to contribute more improves their balance vis-à-vis the system.
Table 15. EUI average annual balance and cumulative balance by country, % of GDPAverageannualbalance1999-2012

Averageannualbalance1999-2008
Averageannualbalance2009-2012

Cumulativebalance (%of 2012GDP)
Option 1acumulativebalance (%of 2012GDP)Spain -0.28 -0.16 -0.58 -3.54 -5.36Latvia -0.12 -0.10 -0.19 -1.06 -1.70Lithuania -0.14 -0.11 -0.22 -1.14 -1.57Poland -0.13 -0.13 -0.11 -1.06 -1.65

Source: Authors’ elaboration based on AMECO data.The increased revenue ensures that, during good times, no country has an averageannual deficit of 0.2% of GDP or higher (this was the case for Poland and Spain inOption 1a). It also ensures that the cumulative balance is cut from 5.36% of GDP to3.54% of GDP for Spain, and from the 1.5-1.7% range to the 1-1.2% for the threeothers. Of course, the decrease would continue further in the 2013 and onwards.The increased revenue for certain countries also increases system-wide revenues incertain years, as we can see in Figure 10. Compared to Option 1a, the expenditureprofile stays the same, but we see a slight increase in revenue in early to mid-2000due to higher Spanish and Polish contributions, and then much higher contributionsstarting from 2009 onwards.
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Figure 10. Revenue and expenditure at the EU level, % of GDP

Source: Authors’ elaboration based on AMECO data.This leads to higher annual surpluses in the good times and smaller annual deficitsduring the Great Recession, as Figure 11 shows. It also makes the system much moresolvent; despite the Great Recession, it would be only in 2012 when it would requireadditional injection.
Figure 11. Annual and cumulative balance at the EU level, % of GDP

Source: Authors’ elaboration based on AMECO data.
5.2 The catastrophic unemployment insurance

systemWe call Option 2 the catastrophic unemployment insurance. The insured identity isnot the single worker at risk of unemployment, as in Option 1, but states or, moreprecisely, national insurance funds. The basic idea is to transfer funds from the
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centre to the periphery to finance unemployment benefits when unemployment ismeasurably higher than normal.In our simulation, the assistance is triggered when the unemployment rate is higherthan NAWRU by two percentage points in a certain country. This choice of trigger isarbitrary and smaller values could be chosen.19 However, the value is consistentwith the idea of the catastrophic system intervening only in exceptionalcircumstances, in other words, a major increase in the unemployment rates.The payout is a subsidy to the national budget equivalent to the sum of allunemployment benefits for a six-month benefit period calculated on the same basisas Option 1 (40% of nominal compensation, 75% of unemployed for less than oneyear covered). The payout would not be conditional; gross transfers from the EUIcould be used as national governments see fit (though of course if conditionalitywere imposed, this would have no impact on the fiscal calculations that follow).The insurance would be funded by member states’ contributions. These wouldamount to 0.1% of GDP annually until 0.5% of EU GDP is accumulated. Thencontributions would stop and would be restarted if the fund fell to under 0.5% of EUoutput.On the expenditure side, we model the following rule: if the difference between theannual unemployment rate and NAWRU in each country is higher than 2%, then thecountry in question receives a payout equal to 75% of the number of unemployedworkers (below 12 months) multiplied by 40% of their average nominalcompensation.
, − > 2 => − , = 0.4 x .75As with Option 1, we present results for the two versions of this second option. Inthe first (Option 2a), no fiscal rule is applied. In other words, countries can bepermanently in deficit or surplus vis-à-vis the system without any correctivemechanisms. This represents a truly European system, which essentially ignoresboundaries in the fiscal sense, and also a real insurance based on the idea that such ashock is randomly distributed.In the second version (Option 2b), countries are required to maintain a neutralbudgetary position. The system would aim to be balanced in the medium-to-long runfor each member state. This would be achieved by setting an additional contributionof 0.2% of GDP payable annually by countries that have a cumulative deficit with thesystem of at least 1% of GDP. The additional contribution is due every year,regardless of whether the regular contribution is being paid and stops once thecumulative deficit falls below 1% of GDP.20

19 Values greater than NAWRU + 2 percentage points would instead make no sense as theywould apply to an extremely limited number of cases.20 Alternatively, the stop could be set to balance – 0% of GDP. This would not have much ofan effect on the current simulation.
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5.2.1 The catastrophic insurance scheme with no fiscal rule
(Option 2a)As with Options 1a and 1b, we show detailed results of our simulation. Thisincludes:

- system revenues by country (who pays how much in);
- system expenditure by country (who gets how much out);
- annual balance at the country-level, i.e. the net stimulus provided by the EUI;
- cumulative balance, i.e. long-term balance of each country with the EUI; and
- revenues, expenditures, and annual and cumulative balance for the systemas a whole.Revenues are easily counted in this case since every country pays the same – zero or0.1% of GDP, depending on the aggregate balance of the fund. Between 1999 and2004, all countries pay to gradually build up the fund. Then between 2005 and 2009,we see the stop-start mechanism of contributions and at the same time, only minoror no payouts. The situation changes in 2010: contributions restart on a sustainedbasis to replenish the fund.

Figure 12. EUI annual revenues for each country, % of GDP

Source: Authors’ elaboration based on AMECO data.The clear difference between the two scenarios is that the contribution demandedfor the catastrophic insurance is much smaller than under the harmonised system.We see that the mechanism is indeed much smaller – on average 0.07% of GDPannually, and that included building up the fund. In the years since the 0.5% of GDPlevel was reached (in 2006), it would have been only 0.05% of GDP on average.
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The payouts are much more varied and many member states would not havereceived any during the period, since their unemployment rates stayed below thetrigger. However, countries that do receive a payout receive support that iscomparable in size to the harmonised scheme. As a consequence:
- the stabilising effect of the catastrophic insurance is bigger due to the factthat a similar premium is received for a smaller annual contribution; and
- the same goal is achieved at a smaller cost with the catastrophic insurancescheme.Table 16 provides detailed information on the annual expenditure, divided into thepre- and post-crisis periods.

Table 16. Overall EUI annual expenditure since 2009 by country and maximum value
as % of GDP Total payout1999-2012 Total payout2009-2012 Highest annualpayoutBelgium 0.00 0.00 0.00Bulgaria 0.80 0.00 0.43Czech Republic 0.00 0.00 0.00Denmark 0.36 0.36 0.36Germany 0.00 0.00 0.00Estonia 1.46 1.46 0.76Ireland 1.76 1.76 0.57Greece 1.94 1.37 0.73Spain 4.75 4.75 1.30France 0.00 0.00 0.00Croatia 0.00 0.00 0.00Italy 0.00 0.00 0.00Cyprus 0.00 0.00 0.00Latvia 2.43 2.43 0.89Lithuania 3.66 2.26 0.72Luxembourg 0.00 0.00 0.00Hungary 0.00 0.00 0.00Malta 0.00 0.00 0.00Netherlands 0.00 0.00 0.00Austria 0.00 0.00 0.00Poland 2.27 0.00 0.66Portugal 0.00 0.00 0.00Romania 0.00 0.00 0.00Slovenia 0.00 0.00 0.00Slovakia 0.89 0.00 0.46Finland 0.00 0.00 0.00Sweden 0.00 0.00 0.00United Kingdom 0.00 0.00 0.00

Source: Own elaboration based on AMECO data.
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The countries receiving more than 1% of GDP overall are: Estonia (1.46%), Ireland(1.76%), Greece (1.94%), Spain (4.75%), Latvia (2.43%), Lithuania (3.66%) andPoland (2.27%). The vast majority of payouts for these countries occur after 2009,but there are exceptions (Lithuania in 2000-2002, Poland in 2002-2005, and Greecein 1999-2000).If we look at total balance, we get a similar though more sophisticated picture. Onlyfor Spain is the total annual average balance greater than 0.2% of GDP (0.27%), andonly for Latvia and Lithuania also is it more than 0.1% (0.1% and 0.19%,respectively). This illustrates how the system is less likely than Option 1 to producesignificant long-term beneficiaries even without additional contributions (which willbe added in Option 2b). By design, it is impossible for any country to be a net payerof the order of magnitude of 0.2% of GDP or more for any sustained period of time.However, during the Great Recession and its aftermath, Estonia, Ireland, Greece,Spain, Latvia and Lithuania all receive on average over 0.2% of GDP more than theypay in annually. Spain (4%), Latvia (1.52%) and Lithuania (1.95%) also accumulatea total negative cumulative balance of more than 1% of GDP by 2012. No countryaccumulates more than 1% of GDP of cumulative surplus, though Portugal and someother countries come close. The Portuguese case also demonstrates onedisadvantage of this option: a country with consistently poor performance can be ina situation where its deviation from its “normal” is never large enough to warrantassistance and it ends up as a net payer despite its significant suffering.
Table 17. Annual balance overviewAverageannualbalance1999-2012

Averageannual balance1999-2008 Averageannual balance2009-2012 Cumulativebalance (% of2012 GDP)Belgium 0.07 0.07 0.08 0.80Bulgaria 0.01 -0.01 0.08 0.28Czech Republic 0.07 0.07 0.08 0.67Denmark 0.05 0.07 -0.01 0.48Germany 0.07 0.07 0.08 0.85Estonia -0.03 0.07 -0.29 -0.58Ireland -0.05 0.07 -0.36 -0.88Greece -0.07 0.01 -0.27 -0.91Spain -0.27 0.07 -1.11 -4.00France 0.07 0.07 0.08 0.83Croatia 0.07 0.07 0.08 0.76Italy 0.07 0.07 0.08 0.88Cyprus 0.07 0.07 0.08 0.75Latvia -0.10 0.07 -0.53 -1.52Lithuania -0.19 -0.07 -0.49 -1.95Luxembourg 0.07 0.07 0.08 0.70Hungary 0.07 0.07 0.08 0.79Malta 0.07 0.07 0.08 0.76Netherlands 0.07 0.07 0.08 0.84
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Averageannualbalance1999-2012
Averageannual balance1999-2008 Averageannual balance2009-2012 Cumulativebalance (% of2012 GDP)Austria 0.07 0.07 0.08 0.80Poland -0.09 -0.16 0.08 -0.59Portugal 0.07 0.07 0.08 0.90Romania 0.07 0.07 0.08 0.58Slovenia 0.07 0.07 0.08 0.80Slovakia 0.01 -0.02 0.08 0.29Finland 0.07 0.07 0.08 0.81Sweden 0.07 0.07 0.08 0.75United Kingdom 0.07 0.07 0.08 0.90

Source: Own elaboration based on AMECO data.At the EU level, the system is much more volatile on both the revenue and theexpenditure side than Option 1, as befits a catastrophic insurance system. Thefollowing figure shows that revenues for the whole system are identical to thenational-level revenues shown above. Expenditures are quite low during the “goodtimes”, with small payouts of less than 0.02% of EU GDP between 1999 and 2008and a few years of no payouts. After 2009, the system would be paying out between0.11% and 0.12% of EU GDP annually.
Figure 13. Revenue and expenditure at the EU level, % of GDP

Source: Own elaboration based on AMECO data.The annual balance of the system is determined by interaction between the start-and-stop revenue system and catastrophic event-based payouts. In early years, it ismostly in surplus of close to 0.1% of GDP as member states pay to build up the fundand do not get much in return. Since then, with the exception of 2009, the balance iszero or close to zero as significant payouts is balanced or nearly balances by restartof the contributions. As a result, the cumulative fund balance shows the initial build upto 0.5% of GDP, then stagnation, then a sharp cut in 2009 and since then a gradualmild erosion as payouts are somewhat larger than the restarted contributions.
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Figure 14. Annual and cumulative balance at the EU level, % of GDP

Source: Own elaboration based on AMECO data.
5.2.2 The catastrophic insurance scheme with long-term

country-level neutral budgetary position (Option 2b)Option 2b is identical to Option 2a but with the added need for a country-levelneutral budgetary position. The system would aim to be balanced in the medium-to-long run for each member state. This would be achieved by setting anadditional contribution of 0.2% of GDP payable annually by countries that havea cumulative deficit with the system of at least 1% of GDP. The additionalcontribution is due every year, regardless of whether the regular contribution isbeing paid and would stop once the cumulative deficit falls below 1% of GDP.
Table 18. EUI annual revenues by country, % of GDP (mean value)
Country Average contributionBelgium 0.07Bulgaria 0.07Czech Republic 0.07Denmark 0.07Germany 0.07Estonia 0.07Ireland 0.07Greece 0.07Spain 0.10France 0.07Croatia 0.07Italy 0.07Cyprus 0.07Latvia 0.10Lithuania 0.11
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Country Average contributionLuxembourg 0.07Hungary 0.07Malta 0.07Netherlands 0.07Austria 0.07Poland 0.10Portugal 0.07Romania 0.07Slovenia 0.07Slovakia 0.07Finland 0.07Sweden 0.07United Kingdom 0.07
Source: Own elaboration based on AMECO data.This would mean that, unlike in Option 2a, countries would not all have equalaverage contributions over a longer period. As shown in the table below, mostwould still pay 0.07% of GDP on average (due to the fact that the contribution of0.1% would not be payable in every year), but Spain, Latvia, Lithuania and Polandwould pay more at 0.1%.We do not provide expenditure data on the country basis since the expenditure isidentical to Option 2a. The difference is on the revenue side.What changes is the balance, of course, for the four countries that would have to payadditional revenue. By 2012, Latvia and Lithuania would be close to rebalancingtheir relationship with the system and Poland would have already rebalanced it. Onthe other hand, the on-going unemployment crisis in Spain and its severity wouldmean that even higher contributions would not have changed its fiscal relationshipwith the system by 2012 much.
Table 19. EUI average annual balance and cumulative balance by country, % of GDP

BALANCE1999-2012 BALANCE2009-2012 BALANCE1999-2008 Cumulativebalance Option 2ACumulativebalance (% of2012 GDP)
Belgium 1.0 0.3 0.7 0.80 0.80
Bulgaria 0.2 0.3 -0.1 0.28 0.28
Czech Republic 1.0 0.3 0.7 0.67 0.67
Denmark 0.6 -0.1 0.7 0.48 0.48
Germany 1.0 0.3 0.7 0.85 0.85
Estonia -0.5 -1.2 0.7 -0.58 -0.58
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BALANCE1999-2012 BALANCE2009-2012 BALANCE1999-2008 Cumulativebalance Option 2ACumulativebalance (% of2012 GDP)
Ireland -0.8 -1.5 0.7 -0.88 -0.88
Greece -0.9 -1.1 0.1 -0.91 -0.91
Spain -3.4 -4.1 0.7 -3.60 -4.00
France 1.0 0.3 0.7 0.83 0.83
Croatia 1.0 0.3 0.7 0.76 0.76
Italy 1.0 0.3 0.7 0.88 0.88
Cyprus 1.0 0.3 0.7 0.75 0.75
Latvia -1.0 -1.7 0.7 -1.14 -1.52
Lithuania -2.1 -1.4 -0.7 -1.39 -1.95
Luxembourg 1.0 0.3 0.7 0.70 0.70
Hungary 1.0 0.3 0.7 0.79 0.79
Malta 1.0 0.3 0.7 0.76 0.76
Netherlands 1.0 0.3 0.7 0.84 0.84
Austria 1.0 0.3 0.7 0.80 0.80
Poland -0.9 0.3 -1.2 -0.32 -0.59
Portugal 1.0 0.3 0.7 0.90 0.90
Romania 1.0 0.3 0.7 0.58 0.58
Slovenia 1.0 0.3 0.7 0.80 0.80
Slovakia 0.1 0.3 -0.2 0.29 0.29
Finland 1.0 0.3 0.7 0.81 0.81
Sweden 1.0 0.3 0.7 0.75 0.75
United

Kingdom
1.0 0.3 0.7 0.90 0.90

Source: Own elaboration based on AMECO data.
Looking at the revenues and expenditures at the system level, the results are similarto Option 2a: highly volatile revenues and expenditures, as befits a catastrophicinsurance. The differences are on the revenue side and are relatively small. We cansee that, after 2010, the overall revenue gradually rises from the standard 0.1% ofGDP to 0.12% as some countries pay additional contributions.
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Figure 15. Revenue and expenditure at the EU level, % of GDP

Source: Own elaboration based on AMECO data.Looking at the fund balance, the additional revenue is sufficient to stabilise the fundat 0.4% of GDP during the Great Recession and its aftermath, but the difference isfairly small.
Figure 16. Annual and cumulative balance at the EU level, % of GDP

Source: Own elaboration based on AMECO data.Overall, at the system level we see that the additional contributions paid bycountries with deep deficits can be important for those countries’ fiscal relationshipvis-à-vis the system, but do not make much difference to the system as a whole. Onthe other hand, such statements are based on re-running a historical situation inwhich none of the truly largest economies (France, Germany, Italy and the UK) waseligible for the payout on a sustained basis.
5.3 Comparison of optionsIn this section, we compare the four options to better present their similarities anddifferences to the reader. We start with the EU level and then proceed to present thesimulation for several member states as an illustration.
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5.3.1 Comparison of the options at the EU levelWe start with revenues. The following figure shows stark differences betweenOptions 1 and 2. Option 2, despite the initial five-year period to build up the fund, ismuch less costly than Option 1 since it is a form of catastrophic insurance formember states, whereas Option 1 is a form of permanent redistribution. Of course,Option 1, unlike Option 2, can replace the national schemes to some extent, so thisdoes not imply that the overall public revenue and expenditure in member statesplus the EU would be increased. It could simply be transferred from member statesto the supranational level.In the 14-year period we simulate, differences between the a and b options appearto be relatively small for Option 2, but more significant for Option 1, where the needto rebalance a country’s relationship with the system if the accumulated deficitexceeds 1% of GDP leads to a more sustained increase in revenues.
Figure 17. EUI revenues and expenditure under various options, as % of GDP

Revenues Expenditure

Source: Own elaboration based on AMECO data.Expenditure does not differ between the a and b options as the difference is on therevenue side. Therefore, we can only compare expenditure overall under Options 1and 2. What we can see in the figure is the same as in the revenue figure, only morepronounced. The catastrophic insurance option lies essentially dormant (helping anindividual member state here and there) until the Great Recession, when it kicksinto action. Expenditure for Option 1 is also effectively anti-cyclical at the EU level,ranging from 0.25% of GDP to 0.4%, but with a baseline component that distributessignificant amounts even at the best of times.The most complicated figure so far is the comparison of annual balances. In goodtimes, Options 1 and 2 are both neutral as assistance to individual countries is notsufficient to significantly influence the overall system balance. The only exception isthe initial build-up of funding under Option 2. However, in difficult times after 2009,both options initially go deeply into deficit. Afterwards, their reactions differ. At oneend of the range, Option 2b quickly regains balance at the EU level, while at the
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other end, Option 1a continues with a deficit of between 0.05% and 0.1% of GDPuntil 2012. Therefore, the desirability of the various options at the EU level dependsalso on what policy-makers view as a preferable approach.
Figure 18. EUI annual and cumulative balance of the EU under various options, % of GDP

Annual balance Cumulative balance

Source: Own elaboration based on AMECO data.Different annual balances translate also into different cumulative balances. ForOption 2, the differences between a and b lead to a small cumulative difference. Thereal difference is between Option 1 and 2. Option 1 goes into cumulative deficit,which becomes a system-wide deficit under both a and b by 2012 (though the boption, by increasing revenue, results in a much smaller deficit). The calibration ofthe various options is, of course, only an illustration, but it shows that for Option 1,policy-makers would need to have a financial backstopping facility of some kind (e.g.an extraordinary contribution or loans).
5.3.2 Comparison of the options for selected countriesIn this part of the report, we present a comparison of the four options for individualmember states. To help the reader, we reproduce in this section the table thatsummarises the four scenarios anlaysed: the harmonised European unemploymentbenefit system and the catastrophic unemployment insurance, each with twodifferent fiscal rules.We focus on two groups where the results are likely to be of interest: countriessuffering most from the Great Recession, and countries that are likely to be long-term net payers. Specifically, we look at Spain, Greece, Latvia, Ireland, theNetherlands, Austria and Germany. We present the four options for each of thesecountries, together with the annual and cumulative balance.
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Table 20. Matrix of scenarios explored

No long-term country-
level budgetary

neutrality

Long-term country-level
budgetary neutrality

Harmonised European
unemployment benefit

Option 1a Option 1b
Catastrophic
unemployment insurance

Option 2a Option 2b
Source: Own elaboration.
SpainSpain is the heaviest user of the EUI under all options. It is therefore not surprisingthat, with the balancing requirement of option b, this leads also to higher paymentsinto the system. Under Option 1b, this reaches approximately 0.6% after 2008. It ismilder under Option 2b, but Spain would still be paying 0.3% of GDP (three timeshigher than most other member states since 2011).
Figure 19. EUI revenues and expenditure paid by and to Spain under various options,

as % of GDP
Revenues Expenditure

Source: Own elaboration based on AMECO data.What Spain would receive from the EUI varies dramatically during the good times,but less so during the bad times. Until 2008, the catastrophic insurance would notpay Spain anything since its situation is not dramatic enough. Under the harmonisedsystem, however, Spain would receive between 0.4% and 0.6% of GDP, significantlymore than other member states even prior to the Great Recession. However, duringthe recession and its aftermath, the EUI expenditure of both systems converges ata very high level, approximately 1.3% of GDP, reflecting the dramatic deteriorationin Spanish unemployment.The heavy reliance of Spain on the EUI is also demonstrated by its annual balance,which is negative even during the good times under the harmonised system, though
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not under catastrophic insurance. It becomes very negative during the GreatRecession, though the balance depends heavily on the option chosen, ranging fromapproximately 0.6% of GDP annually under the catastrophic insurance with a tighterfiscal rule to 1-1.2% annually under the harmonised system with no budgetaryneutrality.
Figure 20. EUI annual and cumulative balance of Spain under various options, % of GDP

Annual balance Cumulative balance

Source: Own elaboration based on AMECO data.Consequently, the cumulative balance of Spain with the system worsens throughoutthe entire period (if one discounts the initial fund-building period in Option 2). Bythe end of 2012, it would have been in the red to the tune of between 3.5% and 4%of GDP under all options except for 1a, where it would have been even higher(around 5% of GDP).
GreeceGreece pays standard revenues into the system despite its repeated use, since it didnot cross the 1% accumulated deficit threshold before 2012 (though it would in thefollowing years). We can see a gradual decline in revenues as its employmentdecreases during the crisis.Greece’s payout from the EUI would reach high levels of 0.6-0.7% of GDP annuallyduring the Great Recession under both options, but it would arrive later underOption 2.Greece’s annual balance turns dramatically negative during the Great Recession asone would expect, reaching 0.5% to 0.6% of GDP annually. The main differencebetween the two options in terms of annual balance is when and how much. Thecatastrophic insurance would kick in later but with a stronger stimulative effect, dueto lower revenues paid into the EUI.

-1,50

-1,00

-0,50

0,00

0,50

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

1a 1b 2a 2b

-6,00

-4,00

-2,00

0,00

2,00

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

1a 1b 2a 2b



Cost of Non-Europe Report

PE 510.984 I-80 CoNE 3/2014

Figure 21. EUI revenues and expenditure paid by and to Greece under various options,
as % of GDP

Revenues Expenditure

Source: Own elaboration based on AMECO data.
Figure 22. EUI annual and cumulative balance of Greece under various options, % of GDP

Annual balance Cumulative balance

Source: Own elaboration based on AMECO data.The cumulative balance of Greece vis-à-vis the system turns sharply negative duringthe Great Recession and its aftermath. There is no difference between the a and boptions (with or without rebalancing) and even the difference between the two systemsproposed is not dramatic, at approximately 0.2% of GDP on a cumulative basis.
LatviaLatvia is an example of a country where the balancing requirements might make adramatic difference. As a heavy user, it would have to, under both options, pay inmuch more after 2010, but the difference is between roughly 0.25% of GDP underOption 1a and 0.5% of GDP under 1b. For Option 2, it is similar: 0.1% for 2a and0.3% for 2b.
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Figure 23. EUI revenues and expenditure paid by and to Latvia under various options,
as % of GDP

Revenues Expenditure

Source: Own elaboration based on AMECO data.
On the expenditure side, Latvia illustrates well that the catastrophic insurance(Option 2) comes with limitations since it is essentially a binary mechanism, eitheractivated or not. In early 2000s, when Latvia suffered from high unemployment,Option 2 would not help because the difference was not dramatic enough and thebenchmark value started from a high historical level. Option 1 provides a morecalibrated assistance and expenditure by the EUI gradually declines from a highlevel. On the other hand, in the Great Recession, both options perform similarly interms of payouts because the shock was severe.The annual balance of the Latvia-EUI financial relationship has a similar patternunder all options: worsening dramatically in 2009 and then recovering. Whatdistinguished the various options is how quickly and to what extent they bring therelationship back to annual balance. Option 1b is the quickest and 2a has the mostgradual return, with a deficit of more than 0.3% of GDP even in 2012.
Figure 24. EUI annual and cumulative balance of Latvia under various options, % of

GDP
Annual balance Cumulative balance

Source: Own elaboration based on AMECO data.
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The difference in annual balance development understandably shows in thecumulative balance, where the Latvians accumulate significant deficit, but its sizediffers. The differences are significant – between 1% and 1.5% of GDP by 2012.Options 1b and 2b bring the cumulative balance almost back to 1%, while 2a has thehighest cumulative deficit.
IrelandIrish employees produce an annual revenue under the harmonised scheme ofaround 0.25% of GDP with minor fluctuations. Under the catastrophic insurance, thecontribution remains fixed at 0.1% and drops to zero once the balance reaches 0.5%of GDP. Expenditure co-moves in the two systems: it is essentially zero for thecatastrophic insurance and under 0.2% for the harmonised scheme up to 2008.Afterwards, with the start of the Great Recession, it suddenly peaks at 0.6% and thenstarts decreasing again to reach 0.35% in 2012. This increase is a naturalconsequence of the abrupt deterioration in unemployment figures, which multiplyfour-fold in less than a decade.The annual balance remains positive until 2008 and then turns suddenly negative, atup to -0.3% of GDP for the harmonised case and -0.6% for the catastrophicinsurance, with the latter therefore providing a stronger relief to public finances inthe case of extreme need. All in all, the cumulative balance remains close to zero inthe harmonised EUI, whereas it reaches -0.9% of GDP for the catastrophic insurance.Had the latter system been in place, therefore, Ireland would have been very close tothe need for readjustment for the next years to restore the balance in the mediumterm.
Figure 25. EUI revenues and expenditure paid by and to Ireland under various options,

as % of GDP
Revenues Expenditure

Source: Own elaboration based on AMECO data.
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Figure 26. EUI annual and cumulative balance of Ireland under various options, % of
GDP

Annual balance Cumulative balance

Source: Own elaboration based on AMECO data.All in all, the Irish case illustrates well the conceptual difference between the twosystems simulated: the harmonised scheme protects against all downturns up to acertain level, whereas the catastrophic insurance only intervenes in extreme cases,but with more proportional support.
The NetherlandsOn the revenue side, Dutch workers generate annually a stable income of 0.35-0.38% of GDP during the period 1999-2012 for the harmonised scheme and 0.1%for the catastrophic insurance. The latter is never used during the period analysed,due to the fact that shocks fall under the “business as usual” category. Theharmonised scheme, instead, follows an upward trend due to the fact that thenumber of unemployed workers doubles after reaching a minimum in 2001 (from205,700 to 469,000) and despite the positive performance observed just before thestart of the Great Recession.
Figure 27. EUI revenues and expenditure paid by and to the Netherlands under various

options, as % of GDP
Revenues Expenditure

Source: Own elaboration based on AMECO data.
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The annual balance strongly reflects the unemployment cycle in the harmonisedsystem but in cumulative terms as a result of the good performance of its labourmarket, the Netherlands would accumulate a balance of 1.2%.
Figure 28. EUI annual and cumulative balance of the Netherlands under various

options, % of GDP
Annual balance Cumulative balance

Source: Own elaboration based on AMECO data.
AustriaThe Austrian case is straightforward. In terms of revenue, it produces 0.33-0.34% ofGDP every year in the harmonised system and 0.1% for the catastrophic insurance,with an exception made for years where the contribution stops. Expenditure underthe latter is zero between 1999 and 2012; unemployment remains well below thetrigger of NAWRU +2%.
Figure 29. EUI revenues and expenditure paid by and to Austria under various options,

as % of GDP
Revenues Expenditure

Source: Own elaboration based on AMECO data.As a consequence of the good performance of its labour market, Austria keeps apositive balance vis-à-vis the system every year, which translates into a cumulativebalance of at least 0.8% of GDP in 2012.
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Figure 30. EUI annual and cumulative balance of Austria under various options, % of
GDP

Annual balance Cumulative balance

Source: Own elaboration based on AMECO data.
GermanyIn both options, Germany generates stable annual revenues, amounting to 0.3% ofGDP in the harmonised system and 0.1% in the catastrophic insurance (with anexception made for years where the contribution stops).On the expenditure side, the German performance is strongly positive – no use of thecatastrophic insurance is made between 1999 and 2012 – while in the harmonisedunemployment benefit system, it shows an overall declining trend due to the goodperformance of the labour market, after a peak in 2003-2005. During the analysedperiod, the unemployment rate drops from 8.6 to 5.5% and so would haveexpenditure too under the harmonised unemployment benefits, from 0.32% in 1999to 0.2% of GDP in 2012.
Figure 31. EUI revenues and expenditure paid by and to Germany under various

options, as % of GDP
Revenues Expenditure

Source: Own elaboration based on AMECO data.
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The overall balance remains positive at the end of the simulated period, yet withlarge differences between the two systems. The harmonised Europeanunemployment benefit scheme ends up very close to zero after an alternation ofpositive (2000-2001 and 2007-2012) and negative contributions (1999 and 2002-2006). With the catastrophic insurance, Germany remains a net contributor over theentire period due to the fact that ups and downs in the unemployment rates existbut are in the range of a normal business cycle.
Figure 32. EUI annual and cumulative balance of Germany under various options, % of

GDP
Annual balance Cumulative balance

Source: Own elaboration based on AMECO data.
5.4 Impact of the EUI on stabilisation and growthThis section presents a range of estimates of stabilisation effects of the Europeanunemployment insurance system. We present the estimates for national episodes ofmajor distress, sufficient to trigger assistance under both options. We use a simpleestimate of the stabilisation effect: every year starting from 2008, we multiply thenet inflow coming from the EUI fund by a multiplier.The rationale is that this allows us to calculate the value added of the Europeanmechanism if it had existed at the time. We propose calculations only for majorshocks because, for minor shocks, the shock absorption value is non-existent;national governments are more than able to weather them on their own. This does
not exclude other rationales for creating an EUI even for minor shocks (as presentedby the harmonised unemployment insurance system compared to the catastrophicinsurance).Deciding on the multiplier is a non-trivial and somewhat subjective exercise. Asshown in Box 2, estimations provided by the literature on this issue vary between$0.7 and $3 for every $1 spent on unemployment insurance. The issue iscomplicated further by the fact that estimates vary not only according to themethodology chosen, but also by country. An additional obstacle is given by the fact
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that most studies analyse the US example, which on the one hand is the closest to theEuropean one in terms of size among advanced economies, but on the other, cannotbe considered identical due to the fact that the US economy is structurally different.We need therefore to make a choice.Despite such complications, we consider a multiplier of 1.5 to be safe, which is aconservative estimate close to the four of the five studies selected (see Box 2). Weapply this multiplier to the net inflow from the EUI funds for the period 2008-2012to six countries as an illustration (those that suffered most during the GreatRecession).
Box 2. A review of the literature on the multiplier effect of unemployment benefitsAmong the different categories of public expenditure, unemployment benefits comeout with the most virtues. First, they kick in automatically, as soon as unemploymentstarts soaring and workers that lose their jobs apply for them. A second importantvirtue is that this type of expenditure goes where it is most needed: to support theconsumption capacity of households whose labour income has suddenly vanished.Since Keynes’ times, economists have believed that public expenditure generates aninput to growth that is higher than the expenditure itself due to the multiplier effect.This multiplier varies with the type of expenditure as well as according to thecharacteristics of the economy (IMF, 2009).Quantifying this multiplier is extremely challenging, as witnessed by the fact thatstudies do not agree on a common number. Different methodologies lead to differentresults, even when the same case is analysed (IMF, 2009). Zandi (2008) calculatesthat in the US, a $1 increase in unemployment benefits generates an estimated $1.64in near-term GDP. Vroman (2010) believes this impact to be larger: every $1 spent onunemployment insurance increases the economic activity by $2. An older study by theU.S. Department of Labor estimates that on average (over six periods definedbetween 1972 and 2001) $1 of unemployment insurance benefit generated GDPgrowth of $2.15. The single multiplier effects of these six periods range between$1.54 and $3.07. Monacelli et al. (2010) confirm that “in response to an increase ingovernment spending normalized to 1 percent of GDP, we estimate an outputmultiplier well above one, in the range of 1.2-1.5 (at one-year and two-year horizonrespectively)”.Less precise is a recent estimate by the US Congressional Budget Office (2010)according to which increasing the aid to the unemployed by $1 is estimated toincrease GDP by between $0.7$ and $1.9 during the period of 2010 to 2015.

As already explained, we look at episodes of major distress, where the value addedof the EUI is most relevant. Since the net inflow during such episodes is identical forthe harmonised and the catastrophic options, we do not show differences between
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Options 1 (the harmonised scheme) and 2 (the catastrophic insurance), becauseunder the circumstances of major shock they produce identical results in oursimulation. Given our strong preference for it, we consider the case of a fiscal rulethat allows deficits and surpluses each year, with the obligation to restore a fiscalbalance over the cycle. Calculations are showed in Table 21.
Table 21. Example of stabilisation effect of the EUI during the Great Recession, selected

countries

2008 2009 2010 2011 2012 SUM

Estonia 0.00 1.15 0.89 -0.15 -0.15 1.74

Greece 0.00 0.00 -0.15 0.81 0.95 1.60

Ireland 0.00 0.85 0.55 0.41 0.37 2.19

Latvia 0.00 1.34 0.86 0.20 0.19 2.59

Lithuania 0.00 1.09 0.60 0.21 0.14 2.04

Spain 0.00 1.79 1.54 1.26 1.49 6.08
Source: Authors.We start with the Spanish case, which in the current crisis is in the limelight due toskyrocketing unemployment figures. The net inflow, multiplied by the fiscalmultiplier of unemployment benefits, generates an additional output equal tobetween 13 and 19 billion euros every year, starting from 2009. This is equal to1.3% to 1.8% of GDP. Another interesting case is that of the Baltic countries, wherethe combined effect of the EUI funds and their (assumed) multiplier is slightly atabove 1% of GDP in 2009. However, it declines faster than in Spain due to the fasterrecovery of the three economies. In Greece, the European mechanism kicks in laterdue to the deterioration of the NAWRU that accompanies the increase inunemployment. The total impact on the economy over the entire recession (up to2012) is 1.6% of GDP. Finally, in Ireland, EUI funds are provided between 2009 and2011 and, combined with their multiplier effect, generate an additional output equalto between 0.9% and 0.4% every year.
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ANNEX II

Studyby Mathias Dolls, Clemens Fuest,Dirk Neumann, Andreas Peichl,Martin Ungerer
AbstractThe Great Recession and the resulting European debt crisis revived a debateabout deeper fiscal integration in the Eurozone. We discuss differentalternatives how an unemployment insurance system for the euro area couldbe designed and run counterfactual simulations based on micro data toanalyze the effectiveness of a basic scheme to act as an insurance device inthe presence of asymmetric macroeconomic shocks. We find that such ascheme could be implemented with a relatively small annual budget ofroughly 61 billion euros over the period 2008-2013. Net benefits would havestabilized incomes in particular in Cyprus, Estonia, Greece, Ireland, Portugaland Spain whereas Austria, Germany and the Netherlands would have beenthe largest net contributors. With a predicted increase in output of only up to0.2 per cent relative to a situation with existing pre-crisis nationalunemployment insurance systems, our results suggest that a basic euro areaunemployment insurance scheme would have had only moderate growth-enhancing effects at the euro area level.
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Executive summaryThis report presents different alternatives how an unemployment insurance (UI)system at the euro area level could be designed and discusses economic implicationsof these alternatives regarding the degree of shock absorption at the central level,the risk of permanent transfers and moral hazard concerns. The main optionsidentified are a basic unemployment insurance scheme that partially replacesnational UI systems, a benefit extension program that complements national UIsystems if certain triggers are reached and a centralized system that fully replacesnational systems. The last option is the most far-reaching alternative which wouldlead to a complete harmonization of rules and conditions. If the common UI systemaverages national UI systems, it could provide stronger stabilization effects as thosesystems with below-average income protection. However, it would also come with ahigh risk of moral hazard and permanent transfer flows within the Eurozone giventhat not only cyclical, but potentially also structural unemployment would becaptured by the common system. A benefit extension program that is trigger-based,i.e. benefits are paid only if the level and/or change in national unemployment ratesreached pre-determined thresholds, provides stabilization in severe economiccrises. Depending on the exact rules and specifications, there could be a high riskthat national governments do not address structural weaknesses of the economygiven that benefits from the euro area system would kick-in at some point. A basiceuro area UI scheme would provide timely stabilization, as benefits are paid fromthe start of the unemployment spell or after a short waiting period. However, asbenefits from the common system expire after a certain time period, stabilizationfrom the central level decreases in the share of long-term unemployed.Administrative manipulation might be an important issue with that variant as thesystem could be exploited by using administrative discretion to increase the numberof transfer recipients.In its main analysis, the report presents a counterfactual simulation exercise basedon harmonized European micro data investigating the economic effects of a basiceuro area unemployment insurance scheme. It is shown that such a scheme could beimplemented with a relatively small budget. Over the period 2008-2013, averageannual contributions and benefits would have amounted to roughly 61 billion euros.Net benefits would have stabilized incomes in particular in Cyprus, Estonia, Greece,Ireland, Portugal and Spain whereas Austria, Germany and the Netherlands wouldhave been the largest net contributors. With a predicted increase in output of onlyup to 0.2 per cent relative to a situation with existing pre-crisis nationalunemployment insurance systems, our results suggest that a basic euro area UIscheme would have had only moderate growth-enhancing effects at the euro arealevel. With 0.6-1.9 per cent, growth effects would have been larger in thosecountries, however, which were severely affected by rising unemployment andwhere national automatic stabilizers only absorb a small share of unemploymentshocks (Estonia,  Greece, Italy Slovenia and Spain).
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1. IntroductionThe Great Recession and the resulting European debt crisis revived a debate aboutdeeper fiscal integration in the Economic and Monetary Union (EMU). Not leastsince the EMU is atypical as a monetary union because monetary policy is decided atthe central (European) level while fiscal policy is carried out at the sub-central(member state) level (Bordo et al., 2011). Some observers argue that the ongoingeconomic crisis in the euro area (EA)1 where some member states lost access toprivate capital markets and could not let their national automatic stabilizers workhas shown that the European currency union will not survive unless it iscomplemented by a ‘fiscal union’. Options discussed range from enforced budgetrules to the development of an own ‘fiscal capacity’ for the EMU. In December 2012,the President of the European Council, Herman van Rompuy, argued: “An EMU fiscal
capacity with a limited asymmetric shock absorption function could take the form of
an insurance-type system between euro area countries. […] The specific design of such
a function could follow two broad approaches. The first would be a macroeconomic
approach, where contributions and disbursements would be based on fluctuations in
cyclical revenue and expenditure items…. The second could be based on a
microeconomic approach, and be more directly linked to a specific public function
sensitive to the economic cycle, such as unemployment insurance.”2 The EuropeanCommission built upon these initiatives when launching its official report entitled “A
blueprint for a deep and genuine economic and monetary union - Launching a
European Debate” (European Commission 2012).Since then, the perspectives of a European fiscal union and different reformproposals have been analyzed and discussed in various studies (see, e.g., Fuest andPeichl 2012, Bargain et al. 2013, Dolls et al. 2013, Dullien 2013, Enderlein et al.2013, Furceri and Zdzienicka 2013 and IMF 2013a). The question of how tooptimally design a (European) fiscal union has also gained renewed interest in themore theoretical literature (see e.g., Forni and Reichlin 1999, Evers 2012, Drèze andDurré 2013, Engler and Voigts 2013, Farhi and Werning 2012, Fidrmuc 2013 andLuque et al. 2014). While the main argument in favor of integrated fiscalmechanisms in the EMU is that they should act as insurance devices in the presenceof asymmetric macroeconomic shocks, the main concerns in the debate relate tonegative incentive effects inducing national governments to refrain from structuralreforms and permanent transfer flows within the currency union.
1 In the following we equivalently use ”EA”, ”EMU” and ”Eurozone” to refer to the current 17 memberstates of the European Currency Union (except Latvia, which joined the EA on January 1st, 2014) andthus, only to those EMU members who have already introduced the Euro.2 ’Towards a genuine Economic and Monetary Union’, Final Report, The President of the EuropeanCouncil, Brussels, 5 December 2012, p.11.
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In this paper, we run a counterfactual experiment and assess the effectiveness of abasic euro area unemployment insurance scheme which partly replaces nationalsystems to work as an automatic stabilizer during the recent economic crisis.3 To thebest of our knowledge, this paper is the first which provides micro data estimates ofthe redistributive and stabilizing effects of an unemployment insurance scheme forthe euro area.4 Our micro-data based counterfactual experiment allows us to takeindividual household heterogeneity across and within Eurozone countries intoaccount. This is of particular importance when assessing the macroeconomicstabilization effect of an euro area unemployment insurance scheme since there isample empirical evidence that households can differ significantly regarding theirpropensity to consume and hence to adjust their consumption expenditure aftershocks to disposable income.Our main results are as follows. We find that a significant unemployment insurancescheme for the euro area which provides a basic level of income insurance in termsof its replacement rate (50 per cent) and maximum benefit duration (12 months)but which has a broad coverage (all new unemployed with previous employment orself-employment income) could be implemented with a relatively small budget. Overthe period 2008-2013, the total volume would have been 365 billion euros, i.e. theaverage yearly benefits and contributions would have amounted to 61 billion euros.While the scheme analyzed in this study does not lead to permanent redistributionper se as only short-term unemployment is insured at the central level, oursimulations show that (net) transfers from the euro area unemployment insurancescheme would have been unevenly distributed due to a substantial divergence inunemployment rates within the Eurozone in recent years. Largest (net) contributorswould have been Austria, Germany and the Netherlands with yearly contributionsup to 0.6 per cent of GDP in the Netherlands in 2008. Households in Cyprus, Estonia,Greece, Ireland, Portugal and in particular Spain would have benefited most withyearly (net) benefits reaching their highest level in Spain in 2009 (1.4 per cent ofGDP).We find that household incomes would have been stabilized by a considerabledegree, in particular in those countries most affected by rising unemployment. Ourmeasure for automatic stabilization, the income stabilization coefficient, is close to
3 Note that the aim of this paper is to conduct an analysis of possible scenarios for an EMU-unemployment insurance system. We do not aim at designing an optimal system which is beyond thescope of this paper. Still, the scenarios analyzed in this paper provide useful guidance for design of suchpolicies and also show potential for future research in this area.
4 Jara and Sutherland (2014) also use micro data to analyze to what extent an EMU-unemploymentinsurance system would top-up national unemployment insurance systems in the euro area in terms ofcoverage and income protection. Their analysis is conceptually different from ours as they comparestabilization gaps of existing national systems which would be filled by the centralized unemploymentinsurance scheme while we focus on the economic effects of the latter ignoring potential top-ups ofnational unemployment insurance systems. Both studies are thus complementary to each other.
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50 per cent in Greece, Ireland and Portugal in 2009, and in Italy in 2012. However,coverage rates of the euro area unemployment insurance scheme would havedeclined from 2009 onwards as the share of long-term unemployed was rising inrecent years. We show to what extent output would have been raised if pre-crisisnational unemployment insurance systems would have been replaced by the euroarea scheme. Assuming a plausible range of estimates for the fiscal multiplier whichare in line with the recent literature (see e.g. Ramey 2011), we find that growtheffects would have been moderate at the euro area level raising output by up to 0.20per cent in 2009 and up to 0.08 per cent in 2012. The euro area unemploymentinsurance scheme would have unfolded largest macro stabilization effects inEstonia, Ireland and Spain where our upper bound estimates suggest that outputwould have been raised by 1.9, 0.8 and 0.6 per cent in 2009, respectively. Theadditional stabilization effect would have been small in those member states wherenational unemployment insurance systems provide strong automatic stabilizers, inparticular in Austria, Belgium, France, Germany and Luxembourg.The reminder of this paper is structured as follows. The framework for ourempirical analysis, i.e. the data, models and methods used, is described in section 2.The effectiveness of national unemployment insurance systems in the euro area toact as an automatic stabilizer as well as discretionary policy changes in nationalunemployment insurance systems implemented in recent years are documented insection 3. Different alternatives how a supranational unemployment insurancescheme for the euro area could be designed as well as their stabilization effects, therisks of permanent redistribution and moral hazard are discussed in section 4.Results of our empirical analysis are presented in section 5. Section 6 concludes.
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2. Data and methodology

2.1 Data:	EU-SILC	and	EUROMODIn order to analyze the impact of a European unemployment insurance system,several approaches are possible. While previous research has mainly usedaggregated macro level data, we rely on representative household micro data for theEA17 from 2008 covering income and population characteristics from 2007 and useEUROMOD, a static tax-benefit calculator for the European Union countries, forcounterfactual simulations. The key advantage of using a micro data approach in thepresent context is that it allows accounting for heterogeneity in variouscharacteristics of the populations in different countries which macro dataapproaches cannot capture.EUROMOD allows for comparative analysis of tax-benefit systems and their impacton the income distribution in a consistent way through a common framework. Mostimportantly, the micro data are harmonized across countries with common variabledefinitions. EUROMOD input-data are mainly based on the European Union Statisticson Income and Living Conditions (EU-SILC) released by Eurostat (cf. Eurostat 2012).The simulated components include most direct taxes (especially income taxes on allsources of income including tax credits, payroll taxes and social insurancecontributions) and benefits (e.g. welfare benefits, social assistance and sometransfers based on previous contributions, e.g. unemployment benefits). Informationon consumption is missing in the data; hence indirect taxes and taxes on corporateprofits are not included in the model, likewise in-kind benefits. Also, EUROMOD

Key findings

 This study uses European micro data (EUROMOD, based on EU-SILC)and counterfactual simulation techniques to analyze the economiceffects of a euro area unemployment insurance scheme.
 The empirical analysis shows what would have happened in theperiod 2008-2013 if a euro area unemployment insurance schemehad been introduced before the start of the economic crisis in 2007.
 Automatic stabilization effects are measured by the so-called incomestabilization coefficient which relates changes in benefit andcontribution payments from year t to t+1 to changes in grossincomes. The income stabilization coefficient shows how much of ashock on gross income is absorbed by the unemployment insurancesystem, either through higher benefits from or lower contributionsinto the scheme.
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assumes full benefit take-up and tax compliance focusing on the intended effects oftax-benefit systems.The main stages of the simulations are as follows. First, a representative micro-datasample of households (including information on all gross income components aswell as demographic characteristics that are relevant to determine taxes andbenefits such as age, number of children or marital status) and the respective taxbenefit rules are read into the model. Subsequently, the model constructscorresponding assessment units (for instance the individual or household) for eachtax and benefit instrument according to the underlying eligibility rules. On thatbasis, all taxes and benefits are simulated and disposable income is calculated. Formore detailed information on the current version of EUROMOD and the underlyinginput data, see Sutherland and Figari (2013).
2.2 Simulation	experimentAn important feature of EUROMOD is that it allows for counterfactual ex-antesimulations. In our empirical analysis, we introduce an unemployment insurancescheme for the euro area and ask what would have happened if such a scheme hadbeen in place before the start of the recent crisis. In order to shed light on thisquestion, we take our base year household micro data reflecting incomes, labourmarket status and socio-demographic characteristics from 2007 and simulateunemployment shocks as observed in the period 2008-2013 for each member stateof the euro area. Given that there are no harmonized panel data available for theEA17 spanning such a recent time period, we simulate a sample of repeated cross-sections for each country reflecting changes in unemployment and incomes. In eachyear of our sample period, unemployment shocks are modelled such thatunemployment rates in our cross-country data precisely follow real trends inunemployment, i.e. they correspond to those reported in the IMF World EconomicOutlook Database October 2013 (cf. IMF 2013b).5 Gross earnings are adjusted byaverage growth in nominal compensation per employee for earnings changes alongthe intensive margin6, while employees entering the labour market (i.e. extensivemargin changes due to a reduction in the unemployment rate) are assumed to earnaverage gross earnings.For the simulation of entries into and exits out of unemployment, we need to makeassumptions about the structure of the new unemployed and employed,respectively. One possibility is to assume that the structure of the new
5 Note that unemployment rates in our base year micro data deviate from official statistics in somecountries. Therefore, we adjust our base year data such that actual unemployment rates in 2007 arefully reflected in the data. Hence, changes in unemployment from 2007 to 2008 are not biased by data
inconsistencies.

6 Cf. AMECO database: http://ec.europa.eu/economy_finance/db_indicators/ameco/index_en.htm.
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(un)employed is equal to the existing pool of (un)employed.7 Alternatively, one canassume that new (un)employed are similar to the total population8. We opt for thelatter approach which seems to be the more realistic scenario in the period underconsideration.Note that in our simulations we do not account for behavioural responses such asmigration, changes in hours worked or entries into and exits out of the labour forcewhich are certainly all important channels. However, modelling all these responseswould add considerable complexity to our analysis which instead focuses on theeconomic effects in terms of stabilization and distribution of an unemploymentinsurance scheme for the euro area.
2.3 Descriptive	informationIn this section we report descriptive information on gross income levels in the euroarea in 2007 which is the base year of our simulations and show how per capitacompensation has changed over the simulation period. We report this informationat the overall EMU level and for individual countries. Column 1 of Table 1 shows thepopulation share of each Eurozone country. Average monthly employment income(in 2007 EURO) which is the basis for contributions into and transfer payments outof the simulated euro area unemployment insurance scheme is reported in column2. Growth in nominal compensation per employee (in per cent) from 2007 to 2013 isreported in columns 3-9.Table 1 reveals considerable differences across individual countries with respect toincome levels in 2007. Average monthly employment income ranges from 3729Euros in Luxembourg, 187 per cent of the EMU average of 1996 Euros, to a value of493 Euros in Slovakia, roughly 25 per cent of the EMU average. However, one shouldnote that these income levels are not adjusted for differences in purchasing power,which would render income differentials somewhat smaller.Columns 3-9 show that growth in nominal compensation per employee differedsignificantly within the euro area leading to a divergence rather than a convergenceprocess in income levels (cf. Bertola 2013). Those countries most affected by therecent crisis have seen largest losses in employment income, albeit at differentpoints in time. Countries such as Estonia (in 2009) and Ireland (2009-2011)experienced negative growth in average earnings early on in the crisis, whereasothers in more recent years (Greece from 2010-2013, Portugal 2011-2012, Cyprusand Slovenia from 2012-2013). These income changes, together with changes inunemployment, do have an important impact on the stabilizing and redistributiveeffect of the euro area unemployment insurance scheme analyzed below.
7 This can be modelled by reweighting the micro data (see Immervoll et al. 2006 and Dolls et al. 2012)or by estimating probabilities of becoming unemployment (Bell and Blanchflower 2010).8 Cf. Bargain et al. (2012).
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Table 1: Average monthly gross income (2007 EUR) and growth in nominal
compensation per employee (in per cent)(1) (2) (3) (4) (5) (6) (7) (8) (9)POP GI ΔGI07 ΔGI08 ΔGI09 ΔGI10 ΔGI11 ΔGI12 ΔGI13EMU 1 1996 2.60 3.48 1.81 1.96 2.17 2.03 1.51AT 0.027 2320 2.62 3.14 2.49 1.18 2.38 2.55 2.34BE 0.033 2476 3.41 3.56 1.16 1.37 3.08 3.73 2.25CY 0.002 1742 2.78 3.36 2.59 2.56 2.49 -0.95 -9.45EE 0.004 636 25.02 9.67 -3.11 2.31 0.55 5.95 6.74FI 0.018 2054 3.65 4.36 2.31 1.76 3.24 3.53 2.39FR 0.188 1953 2.60 2.77 2.04 2.46 2.50 2.19 1.41GE 0.279 2417 0.78 2.11 0.14 2.36 2.96 2.64 1.93GR 0.03 1514 4.70 3.58 3.53 -2.57 -3.38 -4.21 -7.00IE 0.012 2612 5.56 5.19 -1.06 -3.81 -0.12 0.78 0.00IT 0.173 1844 2.27 3.81 1.71 2.79 1.29 0.99 1.32LU 0.001 3729 3.70 3.37 1.78 2.64 2.38 2.01 0.83MT 0.001 1219 3.07 4.21 3.23 1.55 0.63 2.18 2.05NL 0.054 2379 3.44 3.25 2.52 1.49 1.59 1.87 -0.15PT 0.028 1113 3.59 3.02 2.79 2.03 -0.57 -2.04 2.48SI 0.05 1139 6.16 7.21 1.85 3.89 1.63 -0.97 -0.25SK 0.014 493 8.73 7.01 2.48 5.11 1.97 2.79 2.03SP 0.129 1507 4.68 6.86 4.16 0.42 1.33 0.24 1.02Note: POP, GI: Population share and gross income in 2007. ΔGI: Growth in nominal compensation peremployee (in per cent). Source: Own calculations based on EUROMOD and European Commission (DGECFIN), AMECO.
2.4 Automatic	stabilization	effects

2.4.1 Risk-sharing in federationsA key argument of proponents of enhanced fiscal integration in Europe is anincrease in macroeconomic stability, both at the level of individual countries and theEurozone as a whole. An important early discussion of the key issues can be found inthe MacDougall Report (1977), which had the broad objective to analyze the role ofpublic finances for European monetary integration. One of the key findings of thereport is that “public finance in existing economic unions plays a major role incushioning short term and cyclical fluctuations … there is no such mechanism inplace … between member countries and this is an important reason why in presentcircumstances monetary union is impracticable” (p. 12).9 This view has beenconfirmed by most of the later literature on the implications of EMU for fiscal policyin Europe. Eichengreen (1990) compares Europe to the US, emphasizing that thefederal income tax in the US provides significant insurance against asymmetric
9 See also Delors (1989), p. 89: ”In all federations the different combinations of federal budgetarymechanisms have powerful ’shock-absorber’ effects dampening the amplitude either of economicdifficulties or of surges in prosperity of individual states. This is both the product of and the source ofthe sense of national solidarity which all relevant economic and monetary unions share.”
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macroeconomic shocks. Since regional problems are likely to be greater in Europethan in the US, he argues that fiscal shock absorbers would have to be significantlylarger. A huge literature has estimated the degree of risk sharing through fiscaltransfers in existing federations (see e.g., the early contributions by Bayoumi andMasson 1995 and Asdrubali et al. 1996 and the more recent contributions ofAndersson 2008 and Balli et al. 2012). Estimates for consumption smoothingthrough risk sharing across regional jurisdictions vary substantially across countriesand time periods, but the majority of studies finds that less than 25 per cent of ashock is absorbed by federal fiscal transfers. Capital and credit markets are oftenmore important than fiscal transfers in smoothing regional shocks.Related to these studies are contributions which assess the potential insuranceeffects which could be achieved in EMU if Europe were more fiscally integrated (cf.Fatás 1998, Forni and Reichlin 1999, Bargain et al. 2013, Dolls et al. 2013, Feyrerand Sacerdote 2013, Furceri and Zdzienicka 2013). Depending on the policyconsidered and scenarios analyzed, these studies reach very different conclusionsregarding the insurable component of income and unemployment risk in EMU.10 Ageneral consensus of the studies cited above is, though, that the current federalsystem in EMU does not provide significant insurance against idiosyncratic country-level shocks and that some degree of risk sharing could be achieved by more fiscalintegration in Europe. Dolls et al. 2013 show that a partly integrated tax and transfersystem in EMU where 10 per cent of national tax and transfer systems are replacedby a common EMU system would indeed improve fiscal stabilizers in the Eurozoneand reduce the vulnerability of individual member states to income shocks. Yet,their analysis concludes that a significant degree of risk-sharing can only beachieved by much higher levels of fiscal integration which implies more incomeredistribution across countries when considering a joint tax and transfer system anda fiscal equalization mechanism at EMU level. The aim of this paper is to shed lighton the automatic stabilization effects of a common unemployment insurance systemfor the euro area which has the advantage that ex-ante redistributive effects are notpre-determined as it is the case with a simple equalization mechanism based ontaxing capacity and expenditure needs or a joint income tax system, for instance.
2.4.2 Automatic stabilization by taxes and transfersAutomatic fiscal stabilization is associated with the ability of taxes and transfers toautomatically stabilize disposable income and consequently consumption in theevent of macroeconomic shocks. This relies on a simple mechanism: in the presenceof a given negative shock to gross income, taxes decline and transfers increase, with
10 Some of these studies solely focus on the extent of risk-sharing which could be achieved in EMU.Bargain et al. 2013 and Dolls et al. 2013 also analyze redistributive and incentive effects (in terms oflabor supply) which would arise under a fiscally more integrated framework. The latter dimensions areimportant when evaluating the political feasibility of any reforms steps towards more fiscal integrationin Europe.
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the decline in disposable income being smaller than the shock to gross income (seee.g., Auerbach and Feenberg 2000, Kniesner and Ziliak 2002, Mabbett and Schelkle2007, Dolls et al., 2012). Several components of government budgets are affected bythe macroeconomic situation in ways that operate to smooth the business cycle,with progressive income taxes and unemployment benefits being the mostprominent examples. Automatic stabilization might not only have effects ondisposable income but also on GDP itself (cf. Fatás and Mihov 2001). If fewer taxesare collected and more transfers are paid in a recession, this should support privateincomes and dampen adverse movements in aggregate demand. We can expect thisstabilizing property to be stronger if the tax system is more progressive (van denNoord, 2000).Naturally, cushioning shocks through taxes and transfers comes at the cost of anincrease in the government budget deficit. The usual assumption is for this gap to beclosed through debt financing. However, in the current Eurozone debt crisis, somecountries have lost access to private capital markets and thus need outside help toclose this gap. We will return to the issue of debt financing of the euro areaunemployment scheme further below.The extent to which automatic stabilizers mitigate the impact of income shocks onhousehold demand essentially depends on two factors. Firstly, the tax and transfersystem determines the way in which a given shock to gross income translates into achange in disposable income. For instance, in the presence of a proportional incometax with a tax rate of 40%, a shock on gross income of one hundred Euros leads to adecline in disposable income of 60 Euros. In this case, the tax absorbs 40% of theshock to gross income. A progressive tax, in turn, would have a stronger stabilizingeffect.  Alternatively, in the presence of an unemployment insurance system with areplacement ratio of 60%, a shock on gross income at the extensive margin of 1000Euros leads to a decline in disposable income of 400 Euros. In this case, theunemployment insurance system absorbs 60% of the shock to gross income. Thesecond factor is the link between current disposable income and current demand forgoods and services. If the income shock is perceived as transitory and currentdemand depends on some concept of permanent income, and if households canborrow or use accumulated savings, their demand will not change. In this case, theimpact of automatic stabilizers on current demand would be equal to zero. Thingsare different, though, if households are liquidity constrained. In this case, theircurrent expenditures do depend on disposable income so that automatic stabilizersplay a role.A common measure for estimating automatic stabilization based on micro data is the“normalized tax change” used by Auerbach and Feenberg (2000) which can beinterpreted as “the tax system’s built-in flexibility” (Pechman 1973, 1987). Based onthis idea, Dolls et al. (2012) define the “income stabilization coefficient”, , that shows
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how changes in market income (defined as the sum of all incomes from marketactivities such as (self)-employment, business and property income) translate intochanges in disposable income (market income minus taxes plus benefits) throughchanges in net tax payments T. They extend the concept of normalized tax change toinclude other taxes as well as SIC and transfers.In our simulations, we follow their approach and calculate the income stabilizationeffects of a euro area unemployment insurance system in year t if such a system hadbeen in place in the period 2008-2013. is computed using arithmetic changes inbenefit and contribution payments from/to the common euro area unemploymentinsurance system (∑ ∆ ∑ ∆ ) and employment income changes alongthe extensive (∑ ∆ ) and intensive (∑ ∆ ) margin between year t and t-1 basedon household micro level information:= ∑ ∆∑ ∆ . (1)
= ∑ ∆∑ ∆ . (2)

is positive if the sum of euro area unemployment insurance benefit (contribution)payments in year t is higher (lower) than in the previous year given a reduction ingross income and zero otherwise.
2.4.3 Discussion on pros and cons of a euro area UI systemWhat are the arguments for having an unemployment insurance scheme at the euroarea level partly replacing or complementing national unemployment insuranceschemes? Some observers argue that the recent recession during which some euroarea member states lost access to capital markets and couldn’t let their nationalautomatic stabilizers sufficiently work has shown that a sustainable architecture ofthe Eurozone includes some form of supranational automatic stabilizers. Under theassumption that a fiscal capacity at the euro area level were able to run deficits inbad times when some member states have lost access to capital markets,asymmetric shocks could to some extent be cushioned by supranational automaticstabilizers. Further arguments for more fiscal integration in the euro area are thatthere is no lender of last resort for national governments in the event of fiscal crisesand no national monetary policy and no exchange rate adjustments to deal withasymmetric shocks. Another view is that a centralized unemployment insurancescheme would enhance labour mobility in the euro area and that a “race to thebottom” between euro area member states in terms of social protection standardscould be prevented. The latter two arguments are open empirical questions whichare hard to answer ex-ante. However, the level of social expenditure in Europewhich is still high in a global perspective does not point to a potential race-to-the
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bottom problem which could be prevented by a common euro area unemploymentinsurance system. Labour mobility is comparably low in Europe compared with theUS, for instance, but there is first evidence that it has increased in recent years as aconsequence of the weak labour markets in those countries most severely affectedby the economic crisis.The concerns most often expressed are that a common unemployment insurancescheme would induce permanent transfer flows within the Eurozone, undermineincentives of national governments to address structural weaknesses in theeconomy and come with a high risk of administrative manipulation. For example,one argument is that a common unemployment insurance scheme which primarilytargets cyclical rather than structural unemployment in the euro area memberstates could affect cyclical unemployment patterns. In Germany a large part of the2008-2009 shock was cushioned by labour market institutions such as short-timework or working time accounts and thus mainly affected the intensive rather thanthe extensive margin. A concern of some observers is that a common euro areaunemployment insurance would have adverse incentives to absorb shocks at theintensive margin because the ‘costs’ to keep people in employment are borne by thenational government whereas unemployment benefits are financed by the commonpool. Other observers argue that the European Stability Mechanism (ESM) alreadyserves as a crisis mechanism and that there is no need for further fiscal integrationin the Eurozone.This report focuses on the automatic stabilization effects of a commonunemployment insurance system for the euro area which in our view is the crucialargument for more fiscal integration in Europe, while moral hazard and the risk ofpermanent transfers which can have adverse incentives at the level of individualmember states are the most important concerns which should be taken into account.The most important challenges for policy-makers with regard to the design of apotential common unemployment insurance scheme are critically assessed insection 4. There different variants of a common scheme are presented, namely abasic common unemployment insurance system which partly replaces nationalsystems, a benefit extension program which complements national systems andwhich is close to the US model of benefit extensions and a fully centralizedunemployment insurance system at EMU-level. We show that the alternativesthoroughly discussed in section 4 have very different implications in terms ofautomatic stabilization and redistribution effects.



Common unemployment insurance scheme for the euro area

PE 510.984 II-17 CoNE 3/2014

3. National unemployment insurance systems
in the crisis

Unemployment benefits are supposed to work as an automatic stabilizer ineconomic crises when economies are hit by rising unemployment rates. Beforediscussing potential costs and benefits of a centralized unemployment insurancesystem at the Eurozone level, it is therefore important to investigate theeffectiveness of national unemployment insurance systems to cushionunemployment shocks. In this section, we review existing evidence on the shock-absorption capacity of national unemployment insurance systems in Europe in theevent of unemployment shocks. Moreover, we document discretionary policychanges regarding unemployment insurance in euro area countries during the crisis.Dolls et al. (2012) use the same pre-crisis micro data as we do and run a controlledexperiment in which the unemployment rate in each Eurozone country is increasedsuch that total household income decreases by 5 per cent. They calculate incomestabilization coefficients described above for 14 Eurozone countries which areshown in Figure 1.11 Their main findings can be summarized as follows. The extentto which unemployment shocks are absorbed by pre-crisis unemploymentinsurance systems differs substantially within the euro area. In most of thecontinental European and Nordic countries, at least 25 per cent of the shock iscushioned whereas there is very little stabilization in particular in Eastern and
11 Conceptionally, the unemployment shock modelled in their paper differs slightly from our modellingapproach. While they assume that the socio-demographic characteristics of the new unemployed areequal to those of the existing pool of unemployed, we assume in our simulations that the characteristicsof the new (un)employed correspond to those of the full population (in terms of age, gender, maritalstatus, household size, education and region). Income stabilization coefficients are very similar for bothapproaches and we opt for the latter approach as it is computationally more flexible.

Key findings

 There is large heterogeneity in the euro area regarding the automaticstabilization effects of pre-crisis national unemployment insurancesystems.
 Largest stabilizing effects are found for Nordic and continentalEuropean countries, whereas there is limited income stabilization inSouthern and Eastern European countries.
 Discretionary policy changes in recent years did not lead to astrengthening of the stabilizing effects of national unemploymentinsurance systems.
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Southern European countries. Lowest values are found for Estonia, Greece, Italy andSlovenia. This finding is surprising from an insurance point of view since countrieswith low stabilization tend to be those with low incomes on average implying thathouseholds in these countries are particularly vulnerable to income losses.
Figure 1: Income stabilization for unemployment shock scenario12

Given the heterogeneity of national unemployment insurance systems within theeuro area regarding their automatic stabilization effects before the start of thecrisis13, it is instructive to scrutinize policy changes regarding nationalunemployment insurance systems during the crisis and to assess whether thesepolicy changes led to a convergence or divergence process in the degree of incomeprotection. Table 2 reveals that in 2009 total unemployment expenditure increasedby roughly 28% in the euro area and remained on a comparatively high level in thefollowing years. Bontout and Lokajickova (2013) decompose these changes into themain factors influencing unemployment expenditure. They show that in 2009, theincrease was mainly driven by rising numbers of short- and long-term unemployedand only to a minor extent due to higher average unemployment expenditure perunemployed. In 2010, the latter even declined by more than 5 per cent (cf. Bontoutand Lokajickova 2013, p. 23). These numbers document the budgetary effect ofrising unemployment in the euro area in recent years, but do not give an indicationwhether changes in average expenditure per unemployed were caused by more orless generous unemployment insurance systems or by a changing structure of thenew unemployed. In order to assess whether the stabilizing effect of nationalunemployment insurance systems has changed in recent years, we focus on changes
12 Data for Cyprus, Malta and Slovakia was not available at the time of writing of that paper.13 See Figari et al. (2011) for further evidence on differences in the degree of income protection offeredby tax-benefit systems in Europe in the event of income shocks.
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in replacement ratios, the maximum duration of benefit receipt, qualifyingconditions and contribution rates and document discretionary policy changesduring the crisis along these dimensions.
Table 3:  Unemployment benefit replacement rates2007 2008 2009 2010 2011AT 63.50 63.50 63.33 63.33 63.00BE 66.67 66.67 74.83 74.17 72.00CY 67.83 n.a. n.a. n.a. n.a.EE 61.83 61.83 61.17 62.00 62.33FI 61.50 61.17 60.83 61.83 61.83FR 72.00 71.83 71.83 71.83 71.83GE 68.50 68.33 68.50 68.83 67.67GR 50.50 55.00 55.67 50.83 52.17IE 59.50 60.33 64.33 61.83 60.50IT 67.17 70.50 71.00 69.67 68.67LU 85.00 85.00 84.33 84.33 85.33MT 51.17 50.33 50.33 49.83 47.50NL 78.50 78.67 78.17 77.83 78.83PT 83.17 83.00 83.00 80.17 80.50SI 72.00 74.00 74.50 77.67 83.17SK 68.00 68.50 67.33 67.50 68.50SP 74.00 73.33 73.00 73.50 72.83

Definition: Average unemployment benefit replacement rate during the first year of unemploymentacross two income situations (100% and 67% of average earnings) and three family situations (single,one-earner married couple, two-earner married couple). The initial net replacement rates measure isdefined: Initial phase of unemployment but following any waiting period (excluding social assistance,covering two earning levels and three family situations, as mentioned above). Any income taxespayable on unemployment benefits are determined in relation to annualized benefit values (i.e.monthly values multiplied by 12) even if the maximum benefit duration is shorter than 12 months. Formarried couples the percentage of AW relates to the previous earnings of the "unemployed" spouseonly; the second spouse is assumed to be "inactive" with no earnings and no recent employmenthistory. Where receipt of social assistance or other minimum-income benefits is subject to activity tests(such as active job-search or being "available" for work), these requirements are assumed to be met.AW: Average Worker; an adult full-time worker in the covered industry sectors whose wage earningsare equal to the average wage earnings of such workers.Source: CESifo DICETable 3 shows average replacement rates in the initial phase of unemployment forthe period 2007-2011. In 2007, average replacement rates for the first year ofunemployment across two income situations (100 percent and 67 percent ofaverage earnings) and three family situations (single, one-earner married couple,two-earner married couple) ranged from 50 percent in Greece to 85 percent inLuxemburg. Focusing on the so-called GIIPS countries (Greece, Ireland, Italy,
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Portugal and Spain) which were especially hit by rising unemployment in thatperiod (see chapter 5), one can conclude that initial conditions regarding averagereplacement rates were quite heterogeneous. With a ratio of 83 percent in 2007,Portugal had the most generous replacement rate among the GIIPS countries.Greece, on the other hand, only provided an average replacement rate of 50 percentin. With the beginning of the crisis in 2008, Greece, Ireland and Italy increasedreplacement rates by three to five percentage points. In the more recent years of theeconomic downturn, however, replacement ratios became somewhat less generouswith rates falling to 61 percent in Ireland, 69 percent in Italy and to 52 percent inGreece, which was the second lowest value in the Eurozone after Malta (47.5 percent). There was no increase in the average replacement rate in Portugal during thefirst years of the crisis, but it was lowered to 81 percent in 2011 and thus below its2007 value, as the economic downturn continued. Only in Spain averagereplacement rates remained relatively constant during this period with valuesaround 73-74 per cent.Another way of changing the generosity of unemployment insurance schemes is toalter the qualifying conditions for access to the system. While Ireland and Portugalchanged their qualifying conditions, Greece, Italy and Spain kept access to theirunemployment insurance systems constant during the crisis (cf. Table A.1). Irelandtightened the requirements for access to the unemployment insurance system, whilePortugal eased qualifying conditions. More precisely, qualifying conditions becamestricter in Ireland from 2009 onwards, then requiring 104 weeks of contributionsinstead of 39. Portugal alleviated the minimum qualification requirements in orderto qualify for unemployment insurance benefits from 450 days of employed workand contribution payment in the 24 months preceding commencement ofunemployment to 360 in 2013.Closely related to the qualifying conditions for unemployment benefits is theduration of payments, as it may depend on the contribution period to theunemployment insurance system (cf. Table A.2). The benefit duration was loweredin Ireland and Portugal, while Italy rather extended the benefit time implicitly. InIreland, the permitted maximum duration of benefit receipt was reduced from 390days in 2007 to 312 days in 2009. In 2013, there was a further decrease to 234 daysof benefit allowance. Over the entire period, proportionally lower rates apply ifapplicants have paid less than 260 weekly contributions since first enteringinsurance.  Until 2011, Portugal’s UI system was rather generous especially forsenior employees, with the maximum benefit duration depending on the age andlength of contribution. Starting in 2013, the maximum benefit duration for all agegroups decreased significantly depending on the months of contribution payments.The decrease was particularly strong for older employees. Italy increased the benefitduration from 210 days in 2009 to 240 days in 2011. Starting in 2013, a benefitduration scheme depending on the age of the unemployed applied. The reform
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essentially implied a longer maximum period of benefit duration for olderemployees. In Greece and Spain, the maximum benefit duration was neitherextended nor shortened during the crisis.Finally, policy changes also affected contribution rates and ceilings up to whichcontributions have to be paid. Table A.3 shows that in Greece the lower monthlyceiling of 2,432 Euros for employees who had been insured since 1993 or beforewas raised to the general ceiling of 5,546 Euros which broadened the tax base forthe national unemployment insurance system, but increased the tax wedge for theworking population. The total contribution rate to the unemployment insurancesystem ranged from 4-5 percent from 2007-2013, with an increase in thecontribution share of employees from 1.33 per cent to 1.83 per cent and a decreasein the contribution share of employers from 3.67 per cent to 3.17 per cent. InIreland, the ceiling for employees increased from 48,000 Euros in 2007 to 75,036Euros in 2009 and was completely abolished afterwards. At the same time, costs foremployers were reduced by lowering the employer contribution rate from 8.5 percent in 2011 to 4.25 per cent in 2013. The contribution in Italy is only paid by theemployer, who pays a share of 1.61 per cent. In Portugal, contributions to theunemployment insurance system are included in the overall social securitycontributions. In Spain, the contribution rate for employees was decreased from5.75 per cent in 2007 to 5.5 per cent in 2009.All in all, this short overview suggests that the stabilizing effect of unemploymentinsurance systems in those countries which were strongest affected by risingunemployment during the crisis has not been strengthened by discretionary policychanges in the last few years.
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4. Possible characteristics of a Eurozone-wide
unemployment insurance scheme

We identify three main options how an unemployment insurance scheme for theEurozone could be designed. For all variants, specific choices need to be maderegarding eligibility rules, replacement ratios and duration of benefit receipt.Additionally, the interaction between the euro area and the national unemploymentinsurance systems needs to be considered. For instance, the common system couldpartly replace national systems by providing a minimum benefit level for a limitedduration or complement national systems by providing additional transfers ineconomic downturns. Closely related is the question when transfers from thecommon insurance system should kick in. They could be conditioned onmacroeconomic indicators such as the unemployment rate and would be triggered ifcertain thresholds are reached or, alternatively, kick in automatically if an eligibleperson becomes unemployed. Finally, there are different options for its financing. Itcan take place at the national level or be pooled at the Eurozone level. In thefollowing, we discuss the characteristics of three possible variants of a commonunemployment insurance scheme for the euro area: a minimum insurance scheme, abenefit extension program and a scheme that fully replaces national systems.
4.1 A	basic	unemployment	insurance	schemeAn unemployment insurance scheme for the euro area which provides a basic levelof insurance has first been proposed by Deinzer (2004) and Dullien (2007, 2013). Byproviding a minimum insurance for a limited time period, such a scheme wouldpartly replace national unemployment insurance systems which could top upbenefits from the euro area system. When designing such an unemploymentinsurance system, several options in various dimensions need to be discussed. All

Key findings

 A euro area unemployment insurance scheme could provide a minimumlevel of insurance and would thus partly replace national UI systemswhich could top up benefits from the common system.
 Alternatively, a euro area benefit extension program could provideadditional unemployment benefits and thus complement national UIsystems if certain thresholds of indicators which measure economicactivity are reached.
 A third and very far-reaching option would be to fully replace nationalUI systems by a common euro area system.
 These alternatives have very different implications for automaticstabilization, redistribution and moral hazard.
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unemployed with previous employment (and possibly self-employment) incomewould be eligible for benefits, depending on the duration of previous employment(potentially including a certain minimum duration for the employment spell such as12 month). Benefit payments from the common scheme could kick in directly at thebeginning of the unemployment spell or after a (short) ‘waiting period’. Themaximum duration of benefit receipt would be limited to a certain time period, forexample 12 months. This could be prolonged by national unemployment insurancesystems. Such a system would leave room for diversity between member states.Differences with regard to replacement rates and benefit duration could bemaintained by additional transfers from national unemployment insurance systems.
How much stabilization is provided by the common system and when does the
stabilization from the central level kick in?Transfers from the central level are timely as unemployment benefits are paid at thestart of the unemployment spell (or after a short waiting period). In contrast to abenefit extension program (as in the United States), which is triggered if certainthresholds are crossed, all new unemployed who fulfil the eligibility criteria (mainlyin terms of previous employment) receive transfers from the common euro areaunemployment insurance system.However, given that the common system provides only a minimum level ofinsurance in terms of its replacement rate, the stabilization effect of the commonsystem is limited by construction but could be enhanced by national systems. Asbenefits from the common system expire after a certain time period, stabilizationfrom the central level decreases in the share of long-term unemployed in aneconomy. In sum, at least part of the stabilization in the presence of unemploymentshocks is provided by the euro area unemployment insurance system which mighthelp avoiding pro-cyclical fiscal policy in severe economic downturns if countrieshave lost access to capital markets.
How large is the risk of permanent redistribution?Given that the scheme conditions on job losses, i.e. on changes in employment statusrather than on unemployment levels, the risk of permanent transfers is limited.Differences in unemployment rates alone do not lead to permanent redistributionbecause benefits expire. It may nevertheless happen that (net) transfers from theeuro area unemployment insurance system are unevenly distributed acrosscountries if flows into unemployment diverge permanently.Therefore a key factor determining redistributive effects of such a minimuminsurance scheme is the share of short-term unemployed. If countries A and B arecharacterized by the same income distribution, the unemployment rates do notdeviate over time, but the share of short-term unemployed is constantly higher incountry A relative to country B, the former will receive a higher share of transfersfrom the common unemployment insurance system. The reason is that there are
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more people entering (and leaving) unemployment, and those enteringunemployment receive benefits.14

Would such a scheme undermine the incentives of national governments to
address structural weaknesses? How large is the risk of administrative
manipulation?This risk is an unavoidable feature of insurance mechanisms. At the national level, itcan be present if unemployment benefits are paid by the federal level, but activationpolicies are the responsibility of the regional level (Vandenbroucke 2014), forinstance. Therefore, a close cooperation between the federal and local level is ofcrucial importance. The risk that a common basic unemployment insurance systemundermines the incentives of national governments to implement structural reformsis likely to be limited, though. Structural weaknesses usually affect medium to longterm growth and employment perspectives. Transfers from the common systemexpire after a certain time period. After this time period, national governments willhave to bear the full costs of unemployment. Therefore the common unemploymentinsurance system would undermine incentives to address structural weaknessesmuch less than a system of permanent transfers.Administrative manipulation might be a more important issue. This risk might alsobe present within national frameworks and it is unclear ex-ante if it is higher at theeuro area level. A common euro area unemployment insurance system which is(only) targeted at short-term unemployment could be exploited by usingadministrative discretion to increase the number of transfer recipients, essentiallyby raising the number of unemployed that can be classified as newly unemployed.Incentives to manipulate and costs of this manipulation would depend on thecharacteristics of the system like the required employment period and the length ofthe waiting period for eligibility to euro area unemployment benefits.In 2009-2010, the qualifying period for national unemployment insurance programsranged from 4 – 36 months in the euro area with the majority of systems requiring 6 -12 months of contributions. Further differences across member states exist withregard to the period in which the contributions to the unemployment insuranceschemes have to be made (see Table A.1 and Esser et al. 2013). A conceivableapproach for the set-up of a basic euro area unemployment insurance scheme wouldbe to align the scheme with national systems with a required employment periodbetween 6 - 12 months. In order to further reduce the risk of administrativemanipulation as well as the effect of seasonable unemployment, a waiting period of 3 -4 months could be established. Policy-makers face a trade-off between insuranceeffects of unemployment insurance schemes and the risk of moral hazard andadministrative manipulation. The longer both periods are, the more costly is
14 Economies where seasonal employment like in tourism, for instance, plays an important role, wouldbe likely to have larger flows into and out of unemployment.
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administrative manipulation, but longer periods also reduce the desired insuranceeffect.
To what extent is individual behaviour distorted, i.e. how strong are moral
hazard concerns?Whether distortions at the individual level change would depend on whether overallbenefits (national and European benefits combined) change, relative to the status quo,given that the euro area unemployment insurance system would partly replaceexisting national systems. As it would be in the discretion of national governments totop up benefits of the euro area unemployment insurance scheme, it is unclear ex-anteto what extent individual behaviour would be distorted relative to the status-quo.
4.2 A	benefit	extension	programAn alternative option for a euro area unemployment insurance scheme would be tocomplement national systems by providing additional benefits which could eithertop-up national benefits or kick-in if national benefits expire. The pay-out ruleswould be trigger-based, i.e. benefits from the common system would be paid if thelevel and/or change in unemployment reached pre-determined thresholds.Contributions to the scheme could be lowered or suspended in those countrieswhere transfer payments had been triggered in order to increase the stabilizingeffect of the program. Such a system would be broadly comparable with variousbenefit extension programs in the US. There, regular unemployment insurancebenefits can be extended through a combination of permanent and temporarylegislation. The federal Extended Benefits (EB) program provides additional 13-20weeks of benefits to workers in states where the level and change in the stateunemployment rate is above a specified threshold. The EB program has beensupplemented by temporary programs, most recently by the EmergencyUnemployment Compensation (EUC) program which provides up to 47 weeks ofadditional unemployment benefits to jobless workers who have exhausted theirregular benefits (see e.g. Center on Budget and Policy Priorities 2013, CBO 2012,Farber and Valletta 2013 or the overview in Nicholson et al. 2014 for moreinformation on US federal legislation and further literature).
How much stabilization is provided by the common system and when does the
stabilization from the central level kick in?A euro area unemployment benefit extension program would not provide benefits innormal times but would only kick-in in deep recessions when certain indicatorssuch as the unemployment rate reach pre-defined thresholds. Estimates for the USsuggest that additional weeks of benefits through Emergency UnemploymentCompensation (EUC) provided significant income and output stabilization. Forexample, CBO (2012) and CBO (2013) both ex-ante projected an increase in thefourth quarter GDP in 2013 and 2014 of 0.2 percent, respectively, if the EUCprogram and temporary provisions of the EB program were fully extended for one
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year. Applying output stabilization estimates of benefit extension programs in theUS to euro area member states is problematic, however, since regular unemploymentbenefits only last for 26 weeks in most states in the US (an in some states only for 19weeks), whereas unemployment benefits are paid for longer time periods in themajority of euro area member states (see Table A. 2 and Esser et al. 2013).
How large is the risk of permanent redistribution?This depends on the exact rules and specifications of such a scheme.  If the schemeonly conditions on the level of the unemployment rate, the probability that there ispermanent redistribution from low to high unemployment countries is high. Thisrisk could be reduced by additionally conditioning on other factors such as changesin unemployment.Further important factors would be if the triggers are country-specific or not and,closely related, the link between contributions and benefits. In contrast to the basiceuro area unemployment insurance system which pays benefits to all unemployedwho previously contributed to the scheme, a benefit extension program could breakthe link between contributions and benefits, e.g. if pay-outs from the commonsystem are trigger-based. Hence, contribution and pay-out rules would need to becarefully chosen so that the general acceptance of the scheme would not beundermined by a perceived unbalancedness of transfer payments.
Would such a scheme undermine the incentives of national governments to
address structural weaknesses? How large is the risk of administrative
manipulation?The risk that national governments do not address structural weaknesses of theeconomy could be higher than under a minimum insurance scheme given that theextended benefit program would not only cover cyclical but potentially alsostructural unemployment. There is also a risk of administrative manipulation, forexample if previous unemployed not actively seeking for work and therefore notpart of the labour force any more are still classified as unemployed and hence areeligible to extended euro area unemployment benefits.
To what extent is individual behaviour distorted, i.e. how strong are moral
hazard concerns?Extended unemployment insurance benefits which prolong the period ofunemployment insurance receipt can have adverse incentive effects. For example,Farber and Valletta (2013) and Rothstein (2011) find a small but statisticallysignificant reduction in unemployment exit rates in the US in the Great Recessioncaused by extended unemployment benefits. However, the social costs may beoverestimated when market externalities of unemployment insurance extensionprograms are not properly accounted for (Lalive et al. 2013). Such externalities occurif those not eligible to unemployment benefits have higher job finding probabilitiesbecause those covered by unemployment insurance reduce their job search effort.
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4.3 A	fully	centralized	unemployment	insurance			
systemA third option would be to introduce a full euro area unemployment insurancescheme. This reform would be far-reaching as national unemployment insurancesystems would be fully replaced by a euro area unemployment insurance system, incontrast to alternatives 1 and 2 where the euro area system would either partlyreplace or complement national unemployment insurance systems. Several optionsfor designing such a system are possible – such as choosing a specific system amongthe existing ones or simply some kind of average system. The latter approach hasthe (political economy) advantage that one does not have to make a choice in favourof one and against all other countries. Such an average euro area unemploymentinsurance system could be estimated along the lines of Bargain et al. (2013) andDolls et al. (2013) who use the European tax-benefit calculator EUROMOD andrepresentative household micro data to estimate a joint tax and transfer system for11 Eurozone countries (Austria, Belgium, Finland, France, Germany, Greece, Ireland,Italy, Netherlands, Portugal and Spain) and the EA17, respectively.

How much stabilization is provided by the common system and when does the
stabilization from the central level kick in?By construction, those member states whose national unemployment insurancesystems provide below-average stabilization, e.g. because of below-averagereplacement rates, duration of benefit receipt or low coverage rates, wouldexperience a gain in stabilization whereas the opposite would be true for memberstates with above-average stabilization effects of their national systems. Automaticstabilization effects would only be provided by the central level as contributions andbenefits would be paid into/from the common system.
How large is the risk of permanent redistribution?The risk of permanent redistribution from low to high unemployment memberstates is substantially higher than under alternatives 1 and 2, in particular if thereare permanent differences in the level of unemployment across the euro area.
Would such a scheme undermine the incentives of national governments to
address structural weaknesses? How large is the risk of administrative
manipulation?The incentives of national governments to implement structural (labour market)reforms could be severely affected by a euro area unemployment insurance systemthat fully replaces national systems since (direct) costs of unemployment would becompletely borne by the central level. Similar to a euro area benefit extensionprogram, there is also a risk of administrative manipulation if those out of work andnot actively seeking for work are classified as unemployed and hence are eligible toeuro area unemployment benefits.
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To what extent is individual behaviour distorted, i.e. how strong are moral
hazard concerns?As with the basic unemployment insurance system, the extent to which distortionsat the individual level change would depend on whether benefits change relative tothe status quo. Higher unemployment benefits can reduce job search efforts andhence prolong the unemployment spell.
4.4 SummaryTable 4 summarizes the three alternative options for a euro area unemploymentinsurance scheme according to the issues discussed above.
Table 4: Alternative options for a euro area UI schemeOption Stabilization effects Redistributive effects Moral hazard Rational for euro areaUI scheme regarding itsstabilization functionBasic UIscheme Stabilization effectstimely, but decreasein the share of long-

term unemployed.National UI systemscould top up euroarea system.

Redistributive effectssignificantly affected bychanges in short-termunemployment.Differences inunemployment ratesalone do not lead topermanentredistribution.

Only short-termunemployment covered,national governmentsbear costs of long-termunemployment.Administrativediscretion could be usedto increase the numberof transfer recipients.Distortions at theindividual level dependon overall benefit level(national and Europeancombined).

Under the condition thata basic euro area UIscheme is not restrictedin its capacity to rundeficits, it could ensurethat a minimum level ofinsurance is guaranteedeven if a member stateloses access to privatecapital markets so thatthe working of nationalautomatic stabilizers isrestricted.Benefitextensionprogram Stabilization by thecentral level (only)in severe economiccrisis, pay-out-rulestrigger-based.Additionalstabilization byextending thecoverage and/or thegenerosity ofnational UI systems.

Risk of permanentredistribution dependson the specification ofthe triggers. If pay-out-rules condition only onunemployment levelsrather than levels andchanges inunemployment, the riskof permanentredistribution would behigh.

Risk that schemeundermines incentivesof national governmentsto address structuralweaknesses of thelabour market is higherthan under a basic UIscheme if it covers bothcyclical and structuralunemployment .Extended period ofbenefit receipt can haveadverse incentiveeffects at the individuallevel.

A benefit extensionprogram administeredat the euro area levelcould increase theinsurance effect ofnational UI schemes insevere economicdownturns.

Fullycentralized UIsystem Timely stabilization,exclusively providedby the centralized UIsystem which fullyreplaces national UIsystems.
High risk of permanentredistribution if thereare permanentdifferences inunemployment levelsacross the euro area.

Direct costs ofunemployment fullyborne by the centrallevel which gives rise tosevere moral hazardconcerns.
To establish automaticstabilizers at the centrallevel that are moreeffective than inmember states withweak automaticstabilizers.
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5. Economic effects of an unemployment
insurance scheme for the euro area

Key findings

 A significant basic euro area unemployment insurance scheme couldbe implemented with a relatively small budget. Over the period 2008-2013, the total volume would have been 365 billion euros, i.e. theaverage yearly benefits and contributions would have amounted to 61billion euros.
 Our simulations show that (net) transfers from the euro areaunemployment insurance scheme would have been unevenlydistributed due a substantial divergence in unemployment rateswithin the Eurozone in recent years.
 Coverage rates of the euro area UI would have declined from 2009onwards as the share of long-term unemployed got larger. At EMU-level, coverage rates would have gone down from 57 per cent in 2008to 51 per cent in 2013.
 Household incomes would have been stabilized by a considerabledegree, in particular in those countries most affected by risingunemployment. Our measure for automatic stabilization, the incomestabilization coefficient, is close to 50 per cent in Greece, Ireland andPortugal in 2009, and in Italy in 2012.
 Our results suggest that growth effects would have been moderate atthe euro area level. The euro area unemployment insurance schemewould have raised output by up to 0.2 in 2009 and up to 0.08 per centin 2012. Output stabilization would have been larger in thosecountries whose national unemployment insurance systems onlyprovide weak stabilization and which were severly affected by risingunemployment. Our upper bound estimates which are based on a fiscalmultiplier of 1.5 imply that in 2009 output would have been raised by1.9 per cent in Estonia, 0.8 per cent in Ireland and 0.6 per cent inSpain.
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5.1 Key	features	of	a	basic	unemployment	insurance	
scheme	for	the	Euro	areaGiven the three broad alternatives for a euro area unemployment insurance schemepresented above, the key question is which scheme would best serve its purpose ofimproving economic resilience of the EMU by cushioning asymmetric shockswithout leading to permanent transfers across member states and withoutundermining incentives of national governments to implement structural reforms.These criteria are explicitly emphasized in the van Rompuy report “Towards a

Genuine Economic and Monetary Union” and in the report “A blueprint for a deep and
genuine economic and monetary union – Launching a European Debate” bothoutlining a roadmap for the (potential) further institutional development of EMU(see van Rompuy et al. 2012 and European Commission 2012).In our empirical analysis, we consider the economic effects of a basic unemploymentinsurance scheme as a benchmark case. Clearly, the basic euro area unemploymentinsurance system could be combined with elements of an extended benefit program,e.g. transfers could be activated once unemployment rates are above a certainthreshold and continue rising. Other characteristics would be similar, for examplethe general requirement of active job search to be eligible for unemploymentinsurance benefits from the common system. Our simulations provide a usefulstarting point to illustrate the economic effects of a common unemploymentinsurance system in the euro area.In our set-up, the common system has a replacement rate of 50 per cent of previous(gross) wages which corresponds to the lowest replacement rate of nationalunemployment insurance systems in the euro area in 2007 (Greece, see Table 3). Allnew unemployed with previous income (as well as self-employment income) areeligible for benefits from the euro area unemployment insurance system for up to 12months. As outlined in section 2, we simulate unemployment shocks for the period2008-2013 reflecting real trends in unemployment as well as short-termunemployment in the euro area in order to match the share of unemployed whowould have been eligible for the basic unemployment insurance scheme. Thescheme is financed by a proportional payroll tax and is calibrated (ex-post) so that itis revenue neutral over the simulation period, i.e., it can run deficits in single years,but needs to be balanced over a longer time period. The total contribution rate (sumof employer and employee social insurance contributions) is 1.9% on allemployment income. The total volume of this scheme at the EMU-level would haveamounted to 365 billion euros over the whole simulation period (2008-2013), i.e.the average yearly budget is roughly 61 billion euros.
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5.2 Changes	in	(short-term)	unemployment	and	
coverage	ratesBefore assessing the redistributive and stabilizing effects of a euro areaunemployment insurance system, it is instructive to consider how unemploymentrates in EMU have developed since the start of the common currency and, inparticular, during the recent deep recession which had a tremendous impact onlabour markets in Europe. Figure 2 shows unemployment rates in Germany, the so-called GIIPS countries (Greece, Italy, Ireland, Portugal and Spain) as well as in theEA17 since 2001.

Figure 2: Unemployment rates in selected EA member states 2001-2013

The figure reveals that unemployment rates have followed different cycles withinthe euro area. In Germany, it was increasing from 2001 onwards reaching its peak in2005 with a rate of 11.2% (see also Table 5 and Figure 7 for unemployment rates ofall EA member states). In that year, the German unemployment rate was above theEA17 average and also higher than in the GIIPS countries. In contrast unemploymentwas declining from 2003-2007 in Spain and from 2004-2008 in Greece indicatingthat these two countries were in a different position of the business cycle in theseyears. Since then, unemployment has been rising in Spain and Greece up to a rate of27% in 2013. Unemployment has also been increasing in Portugal, Ireland, and Italysince 2007, but, compared with growth rates in Spain and Greece, to a much smallerextent. IMF forecasts for the coming years suggest, however, that in Ireland the peakwas reached in 2012. Against this trend in the GIIPS countries, Germany’sunemployment rate has been declining in recent years, despite a huge drop in itsGDP of almost 5% in 2008.
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For an assessment of an unemployment insurance scheme that only insures the first12 months of unemployment, it is equally important to consider the share andabsolute number of short-term unemployed which is depicted in Figures 3 and 4 forGermany and the GIIPS countries (see also Table 6 and Figure 8 for shares andabsolute numbers of short-term unemployment for all EA member states).
Figure 3: Share short-term unemployment rates in selected EA member states 2001-
2012

Figure 4: Absolute number short-term unemployed in selected EA member states
2001-2012
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Figure 3 shows that fluctuations in the share of short-term unemployment arerather large. In the recent recession, the share of short-term unemployed increasedin the majority of euro area member states from 2007 to 2008 and at the Eurozonelevel also from 2008 to 2009 (Table 6), but fell afterwards, in particular in thosecountries which were severely affected by rising unemployment (see e.g. Spain,Ireland and Greece in Figure 3). Figure 4 reveals that absolute numbers of short-term unemployed were still rising up to 2012 (the last year for which data on short-term unemployment is available) in Spain, Italy, Greece and Portugal which can beexplained by the ongoing rise in unemployment in these countries.These patterns have important implications for the coverage and hence thestabilizing effect of the basic euro area unemployment insurance scheme. In a deepeconomic crisis such as in 2008-2009, a scheme which covers (only) short-termunemployment has its strongest stabilizing effect when the rise in short-termunemployment is largest. This effect diminishes the more the share of the long-termunemployed is growing. Contrary, a benefit extension program would unfold itsstabilizing effects when certain thresholds of macro-indicators such as theunemployment rate are reached which might come with some time lag.Our simulations confirm these implications for the basic euro area unemploymentinsurance scheme. Figure 5 shows that the share of benefit recipients from the euroarea unemployment insurance system (relative to the total labour force) would haveincreased in the majority of member states from 2008-2013. The largest increaseswould have occurred in Cyprus (from 3.1 per cent in 2008 to 9.8 in 2013), Greece(from 4.0 per cent to 10 per cent), Portugal (from 4.0 per cent to 8.2 per cent) andSpain (from 7.6 per cent to 14 per cent), countries with huge inflows intounemployment.
Figure 5: Share of recipients of EMU-UI, 2007-2013
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cent in 2013 in Estonia, from 4.1 per cent to 3.0 per cent in Germany, from 4.9 per centto 4.6 per cent in Slovakia) due to declining unemployment rates (Estonia andGermany) and lower shares of short-term unemployed (Estonia and Slovakia).However, in spite of rising shares of benefit recipients from the euro areaunemployment insurance system, the coverage ratios, i.e. the share of unemployedwho would have received transfers from the common euro area unemploymentinsurance system, would have declined significantly in those countries most affectedby rising unemployment. In Spain, the ratio would have declined from 67% in 2008to 52% in 2013, in Greece from 53% to 38%, in Ireland from 61% to 38% and inPortugal from 53% to 47%.  For the EA17, the share would have decreased from57% to 51% (see Figure 6 and Table 10).
Figure 6: Coverage rate of EMU-UI, 2008-2013

Figure 7: Unemployment rates in the EA17, 2007-2013
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Figure 8: Share short-term unemployed, 2007-2013

Table 5: Unemployment rates (in % of total labour force) in the EA17, 2000-2013

Source: IMF World Economic Outlook, October 2013, Estimate for 2013

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

EMU 8.7 8.2 8.5 9.0 9.3 9.2 8.5 7.6 7.6 9.6 10.1 10.2 11.4 12.3

AT 3.6 3.6 4.2 4.3 4.9 5.2 4.8 4.4 3.8 4.8 4.4 4.2 4.3 4.8

BE 6.9 6.7 7.6 8.2 8.3 8.4 8.2 7.5 7.1 7.8 8.2 7.2 7.6 8.7

CY 4.8 3.9 3.5 4.1 4.6 5.3 4.5 3.9 3.6 5.4 6.3 7.9 11.9 17

EE 13.7 12.6 10.3 10.0 9.7 7.9 5.9 4.7 5.5 13.8 16.9 12.5 10.2 8.3

FI 9.8 9.1 9.1 9.0 8.8 8.4 7.7 6.9 6.4 8.2 8.4 7.8 7.8 8.0

FR 9.0 8.2 8.3 8.9 9.3 9.3 9.2 8.4 7.8 9.5 9.7 9.6 10.3 11.0

GE 8.0 7.9 8.7 9.8 10.5 11.2 10.2 8.8 7.6 7.7 7.1 6.0 5.5 5.6

GR 11.4 10.8 10.3 9.7 10.5 9.9 8.9 8.3 7.7 9.5 12.5 17.7 24.2 27.0

IE 4.3 3.9 4.4 4.6 4.5 4.4 4.5 4.7 6.4 12.0 13.9 14.6 14.7 13.7

IT 10.1 9.1 8.6 8.5 8.0 7.7 6.8 6.1 6.8 7.8 8.4 8.4 10.7 12.5

LU 2.4 2.2 2.5 3.3 3.7 4.1 4.2 4.2 4.2 5.4 5.8 5.7 6.1 6.6

MT 6.8 7.6 7.4 7.7 7.2 7.3 6.9 6.5 6.1 6.9 6.9 6.5 6.3 6.4

NL 3.1 2.5 3.1 4.2 5.1 5.3 4.4 3.6 3.1 3.7 4.5 4.4 5.3 5.3

PT 4.0 4.1 5.1 6.3 6.7 7.6 7.7 8.0 7.6 9.5 10.8 12.7 15.7 17.4

SI 6.7 6.2 6.3 6.7 6.3 6.5 6.0 4.9 4.4 5.9 7.3 8.2 8.9 10.3

SK 18.9 19.5 18.8 17.7 18.4 16.4 13.5 11.2 9.6 12.1 14.5 13.7 14.0 14.4

SP 13.9 10.6 11.5 11.5 11.0 9.2 8.5 8.3 11.3 18.0 20.1 21.7 25.0 26.9
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Table 6: Share of short-term unemployment (less than 12 months, in % of total
unemployment) in the EA17, 2000-20122000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012EMU 53 54 57 56 56 55 54 56 61 65 58 55 54AT 72 74 85 77 72 75 73 73 76 79 75 74 75BE 44 48 51 54 50 48 49 50 53 56 51 52 55CY 77 80 83 82 74 78 82 83 90 91 80 80 70EE 53 59 54 64 47 47 52 50 69 73 55 43 46FI 76 77 79 79 79 74 75 77 82 83 76 78 79FR 60 63 67 64 61 59 59 60 63 65 60 59 60GE 50 50 53 51 49 47 44 44 48 55 53 52 55GR 43 47 47 44 45 48 46 50 52 59 55 50 41IE 62 70 71 65 66 67 69 71 73 71 51 41 39IT 39 37 41 42 52 52 52 53 55 56 52 49 48LU 100 100 84 89 85 77 74 80 71 84 75 75 70MT 72 86 86 100 70 54 60 57 57 58 54 54 53NL 100 100 74 72 68 60 58 61 66 76 73 67 67PT 57 61 65 67 57 52 50 53 53 56 48 52 51SI 37 37 45 43 47 53 51 54 58 70 57 56 52SK 46 42 35 34 36 28 24 26 30 46 36 32 33SP 58 63 66 66 67 75 78 80 82 76 63 58 56Source: Eurostat, 2013 values not available yet
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Table 10: Coverage rate of EMU-UI, 2008-20132008 2009 2010 2011 2012 2013EMU 56.7 56.1 54.3 53.3 49.9 50.9AT 75.7 64.5 72.4 71.7 70.7 66.8BE 52.4 51.6 48.9 51.7 52.6 50.0CY 86.4 70.9 70.7 67.1 57.7 57.9EE 60.7 65.0 47.9 43.2 45.9 45.9FI 81.6 69.4 74.7 77.8 78.6 75.9FR 62.5 56.3 58.5 58.5 56.4 56.3GE 47.5 53.5 52.7 52.0 54.5 53.3GR 52.5 51.5 47.5 44.2 37.0 37.6IE 60.5 59.6 45.9 38.8 38.2 38.3IT 49.9 50.0 48.3 48.1 41.5 42.3LU 67.6 64.7 66.3 71.2 65.8 65.0MT 57.7 51.1 53.5 53.7 52.6 51.8NL 65.2 65.0 63.2 66.5 58.0 55.6PT 52.6 48.7 43.3 46.2 45.2 47.1SI 57.8 58.6 49.6 50.7 48.7 46.9SK 30.4 40.8 32.8 32.1 32.1 31.9SP 67.3 61.8 57.9 54.7 49.9 52.1Note: Coverage Rate in % of all unemployedSource: Own calculations based on EUROMOD.
5.3 Budgetary	effects	and	financial	flowsAs stated above, the euro area unemployment insurance scheme analyzed in oursimulations can run deficits and surpluses in single years, but is balanced over thewhole simulation period. In order to achieve revenue neutrality, a proportionalpayroll tax of 1.9 per cent on all employment income is required. Figure 9 shows thesum of contributions into and pay-outs from the scheme at the Eurozone level.While contributions are relatively stable over the six year period, increasing from 59billion euros in 2008 to 62 billion in 2013, benefit payments fluctuate to a muchlarger extent (see also Table 11). They reach their peak in 2009 and 2013 (68 and71 billion euros), i.e. in those years when aggregate growth in unemployment washighest, and have their lowest level in 2008 (46 billion euros) when the aggregateunemployment rate in the Eurozone did not change relative to the previous year(see Table 5). Consequently, the scheme would run surpluses in 2008 (13.7 billioneuros), 2010 (1.7 billion euros) and 2011 (6.2 billion euros) and deficits in 2009 (8.5billion euros), 2012 (4.7 billion euros) and 2013 (8.4 billion euros, see also Figure10). Over the period 2008-2013, the total volume of the scheme would haveamounted to 365 billion euros at the Eurozone level.
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Figure 9: Contributions and benefits euro area UI scheme 2008-2013

Figure 10: Deficits and surpluses euro area UI scheme 2008-2013

Our simulations demonstrate that at the national level Germany would have beenthe largest contributor to the scheme in absolute terms with yearly netcontributions ranging from 7.4 to 13 billion euros (Figure 11 and Table 11), whereasAustria, Germany and the Netherlands would have borne the largest burden relativeto their GDP. Net contributions relative to GDP would have ranged from 0.27 – 0.4per cent in Austria, from 0.31 – 0.40 per cent in Germany and from 0.14 – 0.59 percent in the Netherlands (Figure 12 and Table 12). Among the net recipients wouldhave been Spain, France, Greece and Portugal, i.e. those countries most affected byrising unemployment. In Spain, the largest recipient in absolute terms, net benefitswould have ranged from 5.2 billion euros in 2008 (0.47 per cent of GDP) to 14.5billion euros in 2009 (1.39 per cent of GDP). In France, net benefits would have
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reached their maximum in 2013 (3.9 billion euros or 0.19 per cent of GDP) in 2013,in Greece and Portugal in 2012 (2.5 and 0.9 billion euros or 1.23 and 0.53 per cent ofGDP, respectively). Italy, the largest Southern European country, would have been anet contributor from 2008-2011 with net payments ranging from 0.7-2.3 billioneuros (0.04 – 0.14 per cent of GDP) and a net recipient in 2012 and 2013 (2.6 and3.4 billion euros or 0.17 and 0.22 per cent of GDP).
Figure 11: EMU-UI Net contributions 2008-2013 (in billion euros)

Figure 12: EMU-UI Net contributions 2008-2013 (in % of GDP)
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Figure 13: Share of net contributions relative to EMU total (2008-2013)
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5.4 Automatic	stabilization	effectsTo what extent does the basic unemployment insurance scheme analyzed in oursimulations provide income stabilization? In order to investigate this importantfunction of the euro area unemployment insurance scheme, we follow the literatureon automatic stabilization effects of tax-benefit systems (cf. Auerbach and Feenberg2000, Dolls et al. 2012, Bargain et al. 2013) and calculate the income stabilizationcoefficient defined in section 2 which relates changes in taxes and benefits tochanges in gross income. It thus measures how much of a shock on gross income isabsorbed by the tax-benefit system. In other words, changes in net incomes aresmaller than gross income changes if a fraction of the shock is cushioned by taxes orbenefits and unemployment insurance can thus have a consumption-smoothingeffect (cf. Baily 1978, Gruber 1997, Chetty 2008). To what extent the cushioning ofthe shock translates into demand stabilization depends on how households adjusttheir consumption expenditure after changes in net income (cf. Jappelli andPistaferri 2010 for a survey). The higher the share of credit-constrained households,the larger will be the stabilizing effect on aggregate demand.15Unemployment insurance can stabilize (aggregate) disposable income eitherthrough reduced contributions or higher benefit payments. In our simulations, wecalculate changes in benefit payments from and social contributions into the euroarea unemployment insurance scheme from year t to year t+1 at the individualmicro level and aggregate these changes to the country-level. For the calculation ofstabilization effects of the euro area unemployment insurance scheme, we relateaggregate changes in benefit payments to aggregate gross income changes at theextensive margin, i.e. due to job losses or exits out of unemployment, and aggregatechanges in contribution payments to the sum of extensive and intensive grossincome changes. The unemployment insurance scheme does have a stabilizingeffect if total benefit (contribution) payments at the country level are higher (lower)than in the previous year conditional on an aggregate loss in gross income.Figure 14 shows stabilization results for the GIIPS countries, Table 13 for the EA17.The first important result is that in 2009 the euro area unemployment insurancescheme would have had a stabilizing effect in all 17 member states. This is due to thefact that in 2009 unemployment rates and the share of short-term unemployed wentup in the euro area and, equally important, that the scheme can build up deficits insingle years. Any shock absorption scheme without the possibility of debt financingwould have unfolded a destabilizing effect in those member states which werecomparably less severe affected in that recession year.16 Euro area unemployment
15 See e.g. Dolls et al. 2012 who use information on financial wealth, home-ownerhsip and direct surveyevidence to identify credit-constrained households in their micro data.
16 See Bargain et al. 2013 and Dolls et al. 2013 for evidence on the (de)stabilizing effects of a fiscalequalization system which is based on taxing capacity and expenditure needs. The authors show that in
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insurance benefits would have absorbed 42.5 percent of the shock on gross incomeat EMU-level with national values ranging from 32.5 percent in Italy to almost 130percent in Germany.17 The stabilizing effect of reduced contribution paymentsamounts to 1.9 percent which is equal to the proportional payroll tax. Note that weaccount for extensive and intensive margin income changes when calculating thestabilizing effect of contributions which explains why stabilization stemming fromchanges in contribution payments can be zero even if unemployment increases. Thishappens if income growth at the intensive margin outweighs income losses at theextensive margin.18Interestingly, in spite of declining coverage rates (see Table 10) Greece and Spainare the only member states which would have been stabilized either by higherunemployment insurance benefits and/or reduced contributions over the wholesample period. In Greece, for example, the aggregate amount of euro areaunemployment benefits would have increased in each year from 2008 to 2012 (from0.92 billion euros in 2008 to 3.53 billion euros in 2012, see Table 11). The yearlyincrease in unemployment benefits which would have been paid to the unemployedin Greece results in a positive income stabilization coefficient for benefits from2009-2012 (Table 13). Only in 2013, the aggregate amount of euro areaunemployment benefits would have declined to 2.65 billion euros so that, bydefinition, the income stabilization coefficient for benefits is zero in 2013.At the other end of the spectrum are countries such as Estonia or Malta which wouldhave been stabilized only in two out of 5 years. One can thus conclude that the basicunemployment insurance scheme analyzed in our simulations would havesupported those countries with the worst labour market developments and hence,would have had the intended effect in terms of income stabilization.

the event of the 2008-2009 shock, the taxing capacity of the union as a whole declined which impliesthat there would have been less money available in the equalization pot and hence, some memberstates would have had to pay more contributions or would have received lower payments than in theprevious year.17 Note that (aggregate) income stabilization at the country-level can be higher than the replacementrate of 50 percent if the share of short-term unemployed increases from year t to t+1. In that case, theaggregate change in benefits can be even higher than the aggregate gross income loss, which, in thecase of Germany would have led to a stabilization coefficient of more than 100 percent in 2009.18 If we account for income changes at the extensive margin only, social insurance contributions to theeuro area unemployment insurance scheme would always stabilize incomes when the total number ofcontributors to the scheme goes down.
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Figure 14: Income stabilization EMU-UI in selected member states

Table 13: Income stabilization coefficient2009 2010 2011 2012 2013BEN SIC BEN SIC BEN SIC BEN SIC BEN SICEMU 42.5 1.9 0.0 0.0 0.0 0.0 37.8 0.0 12.8 0.0AT 41.5 0.0 0.0 0.0 0.0 0.0 60.8 0.0 38.3 0.0BE 50.4 0.0 0.0 0.0 0.0 0.0 72.8 0.0 38.1 0.0CY 56.0 0.0 0.0 0.0 42.9 0.0 38.6 1.9 19.7 1.9EE 43.2 1.9 0.0 1.9 0.0 0.0 0.0 0.0 0.0 0.0FI 35.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 45.7 0.0FR 48.2 0.0 0.0 0.0 0.0 0.0 55.2 0.0 30.1 0.0GE 129.4 1.9 0.0 0.0 0.0 0.0 0.0 0.0 44.0 0.0GR 51.8 0.0 22.7 1.9 21.7 1.9 9.4 1.9 0.0 1.9IE 46.7 1.9 0.0 1.9 0.0 1.9 0.0 0.0 0.0 0.0IT 32.5 0.0 0.0 0.0 0.0 0.0 46.5 1.9 8.9 1.9LU 55.9 0.0 0.0 0.0 0.0 0.0 41.3 0.0 31.6 0.0MT 38.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 56.4 0.0NL 45.4 0.0 18.7 0.0 30.2 1.9 22.6 1.9 0.0 0.0PT 48.4 0.0 0.0 0.0 30.2 1.9 22.6 1.9 0.0 0.0SI 66.3 0.0 5.2 0.0 4.4 0.0 0.0 1.9 35.8 1.9SK 65.0 1.9 0.1 0.0 0.0 0.0 67.9 0.0 30.3 0.0SP 35.1 1.9 0.0 1.9 0.0 1.9 23.2 1.9 2.7 1.9Source: Own calculations based on EUROMOD.How does stabilization by the basic euro area unemployment insurance schemecompare to automatic stabilizers inherent in national unemployment insurancesystems? A comparison of income stabilization coefficients reported in Table 13with those in Figure 1 in section 3 shows that the basic euro area unemployment
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insurance scheme would have provided significant stabilization in 2009 and in somemember states also in more recent years, even with a modest replacement rate of 50per cent (cf. Table 3).19 The stabilization gap is particularly large in Estonia, Greece,Italy and Slovenia (with a difference in income stabilization ranging between 30-60percentage points in 2009), but also apparent in Ireland and Spain, all countrieswith pre-crisis national UI systems absorbing less than 20 per cent of an asymmetricunemployment shock. The reason is that eligibility rules of national UI schemes arein many cases more restrictive implying a lower coverage than under the basicunemployment insurance scheme analyzed here which provides full coverage for allnew unemployed with previous employment income for up to 12 months.Additionally, we have documented in section 3 that discretionary policy actionsduring the crisis implemented in particular in the GIIPS countries did not enhancethe stabilizing effects of their national unemployment insurance systems.Our calculations allow us to provide estimates to what extent householdconsumption would have been stabilized by the euro area unemployment insurancescheme. Several studies have shown that especially credit-constrained householdsadjust their consumption expenditure when disposable income changes and thatunemployment is a good predictor for limited liquidity (Gruber 1997, Browning andCrossley 2001, Bloemen and Stancanelli 2005, Jappelli and Pistaferri 2013). Anupper bound estimate for demand stabilization is therefore to assume thatunemployment households fully adjust their consumption expenditure after changesin disposable income in which case demand stabilization equals incomestabilization. A stabilization gap between national and euro area unemploymentinsurance schemes of e.g. 40 per cent would then imply that the decline inhousehold consumption would have been cushioned by this number in the presenceof the basic euro area unemployment insurance scheme.In order to quantify potential effects of the basic euro area unemployment insurancescheme on output, we estimate the additional stabilization effects relative to theshock-absorption capacity of pre-crisis national UI systems. We follow CBO (2011)and assume a range of estimates how an additional euro spent in unemploymentbenefits would affect output.20 This range for this fiscal multiplier is assumed to liebetween 0.5-1.5 which is also in line with the evidence surveyed in Ramey (2011).21
19 Recall that estimated stabilization effects of pre-crisis national UI systems shown in Figure 1 arebased on a stylized shock scenario where the unemployment rate in a given country is increased suchthat aggregate gross income is reduced by 5 per cent (see Dolls et al. 2012). Hence, we comparestabilizing effects of pre-crisis national UI systems with those of the euro area UI system during thecrisis.20 See also Auerbach and Gorodnichenko (2012) and Nicholson et al. (2014) for a recent literatureoverview on the macroeconomic effects of unemployment compensation.21 Our lower (upper) bound estimate of 0.5 (1.5) thus implies that each additional euro spent intransfers to the unemployed raises output by 0.5 (1.5) euros. Estimates in CBO (2011) range from 0.4
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We abstract from stabilization effects resulting from changes in contributionpayments to the euro area UI scheme in this exercise since the magnitude of thiseffect is very small relative to GDP.

Table 14 shows the (additional) effect of the euro area unemployment insurancescheme on output under the assumption that pre-crisis national unemploymentinsurance systems would have been replaced by the euro area unemploymentinsurance scheme. In other words, we compare stabilization effects of the euro areaunemployment insurance system with those of pre-crisis national unemploymentinsurance systems abstracting from policy changes during the crisis.22 Our resultssuggest that growth effects would have been moderate at the euro area level raisingoutput by up to 0.20 per cent in 2009 and up to 0.08 per cent in 2012. In all otheryears, the euro area unemployment insurance scheme would have provided noadditional growth effect at the EMU level. Results at the country level differ
to 1.5 and hence are almost identical to ours.22 Note that as in the previous analysis we do not consider any potential topping-up of the euro areaunemployment insurance benefits by national unemployment benefits in this exercise.

Table 14: Estimated effect of euro area UI on output

Year 2009 2010 2011 2012 20130.5 1 1.5 0.5 1.0 1.5 0.5 1.0 1.5 0.5 1.0 1.5 0.5 1.0 1.5EMU 0.07 0.13 0.20 0 0 0 0 0 0 0.03 0.06 0.08 0 0 0AT 0.03 0.06 0.09 0 0 0 0 0 0 0.01 0.02 0.03 0.01 0.02 0.03BE 0.03 0.06 0.09 0 0 0 0 0 0 0.03 0.06 0.09 0.02 0.04 0.07EE 0.63 1.25 1.88 0 0 0 0 0 0 0 0 0 0 0 0FI 0.05 0.09 0.14 0 0 0 0 0 0 0.01 0.03 0.04 0.01 0.02 0.03FR 0.04 0.08 0.12 0 0 0 0 0 0 0.02 0.04 0.06 0 0 0GE 0.04 0.07 0.11 0 0 0 0 0 0 0 0 0 0 0.01 0.01GR 0.13 0.27 0.40 0.08 0.16 0.24 0.13 0.26 0.39 0.02 0.04 0.06 0 0 0IE 0.25 0.50 0.75 0 0 0 0 0 0 0 0 0 0 0 0IT 0.04 0.09 0.13 0 0 0 0 0 0 0.14 0.28 0.42 0.01 0.02 0.04LU 0.02 0.04 0.06 0 0 0 0 0 0 0 0 0 0 0 0NL 0.04 0.08 0.12 0 0 0 0 0 0 0.03 0.06 0.08 0.04 0.08 0.12PT 0.11 0.22 0.33 0 0 0 0.05 0.11 0.16 0.04 0.09 0.13 0 0 0SI 0.12 0.24 0.36 0 0 0 0 0 0 0 0 0 0.05 0.11 0.16SP 0.21 0.41 0.62 0 0 0 0 0 0 0.03 0.06 0.09 0 0 0Note: Output effects are expressed in per cent of national GDP for a range of estimates (0.5, 1, 1.5) ofthe short-term effects of an additional euro spent in unemployment benefits on output. Source: Owncalculations based on EUROMOD.
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substantially with largest output effects estimated for 2009 which is in line with ourresults on income stabilization presented in Table 13. The euro area unemploymentinsurance scheme would have unfolded largest macro stabilization effects inEstonia, Ireland and Spain where our upper bound estimates suggest that outputwould have been raised by 1.9, 0.8 and 0.6 per cent in 2009, respectively. Theadditional stabilization effect would have been very small in those member stateswith strong national automatic stabilizers, in particular Austria, Belgium, France,Germany and Luxembourg. In Greece, the euro area unemployment insurancescheme would have provided additional stabilization in 4 out of 5 years, whereas inEstonia, Ireland and Luxembourg there would have been a positive effect on outputonly in 2009.Our results on output effects of the euro area unemployment insurance systemshould be interpreted in the light of the limitations of our analysis and thesimplifying assumptions made. First, we abstract from potential spill-over effects ofadditional benefits to the unemployed within the euro area. Taking these macro-feedback effects into account would require a combined micro-macro model at themulti-country level. So far these models have been restricted to a single country(Peichl 2009). Second, there is still considerable uncertainty in the literature howlarge fiscal multipliers actually are (see e.g. Auerbach and Gorodnichenko 2012 andRamey 2011) which is why we rely on a range of potential values. Finally, we do notaccount for potential fiscal responses of national governments, for example topping-up benefits from the euro area unemployment insurance system, if a euro areaunemployment insurance system had been introduced in 2007.
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6. ConclusionsThe current economic crisis in the Eurozone has brought the idea of deeper fiscalintegration to the top of the European policy agenda. A common unemploymentinsurance system is one key reform proposal which could serve as a fiscal risksharing mechanism in the euro area. However, main concerns often expressed inthese debates include permanent transfer flows induced by supranational automaticstabilizers and the risk of moral hazard.In this paper, we have presented different possible variants of an unemploymentinsurance system for the euro area, namely a basic unemployment insurancescheme that partly replaces national UI systems, a benefit extension program thatcomplements national unemployment insurance systems and a fully centralizedsystem. All three alternatives would establish automatic stabilizers at the euro arealevel, but would have very different implications for stabilization, redistribution andthe risk of moral hazard. A basic euro area unemployment insurance scheme couldensure that a basic level of insurance is guaranteed even if a member state losesaccess to private capital markets and cannot let its national automatic stabilizerssufficiently work. Its stabilizing effect diminishes, however, when the share of long-term unemployed becomes larger. A benefit extension program administered at theeuro area level and with pay-out rules linked to certain triggers would not providestabilization in normal times but could increase the insurance effect of nationalunemployment insurance schemes in severe economic crises. A fully centralizedunemployment insurance system would lead to a complete harmonization ofunemployment insurance so that existing differences of national unemploymentinsurance systems in terms of income stabilization would be equalized. The risk ofex-ante permanent redistribution and consequently, adverse incentives for nationalgovernments to address structural weaknesses of the economy, is higher the morelikely it is that not only short-term (cyclical) unemployment, but potentially alsolong-term (structural) unemployment is covered by the common system.Using counterfactual simulation techniques based on harmonized European microdata, we have examined the economic effects of a basic euro area unemploymentinsurance scheme if such a system had been in place from 2008-2013. The schemeanalyzed in our simulations has a low replacement rate of only 50 per cent whichcould be topped up by national unemployment insurance systems and hence wouldleave room for diversity across member states. It has a broad coverage as all newunemployed with previous employment income are eligible to unemploymentbenefits from the common system for up to 12 months. The scheme can run deficitsor build surpluses in single years but is calibrated such that it is revenue neutralover the whole simulation period.
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Our main results can be summarized as follows. Over the period 2008-2013, thescheme would have had a total volume of 365 billion euros at the Eurozone level.Average yearly benefits and contributions would have amounted to 61 billion euros.The scheme would have run deficits in 2009, 2012 and 2013 and surpluses in 2008,2010 and 2011. Net transfers would have been unevenly distributed due to asubstantial divergence in unemployment rates across the euro area over thesimulation period. Largest net contributors to the scheme would have been Austria,Germany and the Netherlands with net contributions relative to GDP ranging from0.27 – 0.4 per cent in Austria, from 0.31 – 0.40 per cent in Germany and from 0.14 –0.59 per cent in the Netherlands. Largest net recipients would have been Spain,France, Greece and Portugal. Net benefits would have been up to 1.39 per cent ofGDP in Spain, up to 1.23 per cent in Greece, up to 0.53 per cent in Portugal and up to0.19 per cent in France.We have shown that the basic unemployment insurance scheme considered in oursimulations which has the capacity to build up deficits and a broad coverage of newunemployed would have provided significant stabilization in the early phase of theeconomic crisis, but that the stabilizing effects would have diminished in thefollowing years. Net household incomes would have been stabilized by the euro areaunemployment insurance scheme in all Eurozone countries in 2009, and, to asmaller extent, in the following years. We have compared stabilization effects of theeuro area unemployment insurance scheme with those of pre-crisis nationalunemployment insurance systems and shown that there is a substantial stabilizationgap in some member states which is due to stricter eligibility rules of nationalschemes. In a next step we have asked the question to what extent output wouldhave been raised if pre-crisis national unemployment insurance systems would havebeen replaced by the euro area scheme. Assuming a plausible range of estimates forthe fiscal multiplier which are in line with the recent literature, we find that growtheffects would have been moderate at the euro area level raising output by up to 0.20per cent in 2009 and up to 0.08 per cent in 2012. The euro area unemploymentinsurance scheme would have unfolded largest macro stabilization effects inEstonia, Ireland and Spain where our upper bound estimates suggest that outputwould have been raised by 1.9, 0.8 and 0.6 per cent in 2009, respectively. Theadditional stabilization effect would have been small in those member states wherenational unemployment insurance systems provide strong automatic stabilizers, inparticular in Austria, Belgium, France, Germany and Luxembourg.The aim of this paper was to conduct an analysis of possible scenarios for an EMU-unemployment insurance system. On purpose, we did not aim at designing anoptimal system which is beyond the scope of this paper as this requires a muchdeeper theoretical analysis. Still, the scenarios analyzed in this paper provide usefulguidance for designing such policies. We leave the optimality questions to futureresearch.
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Appendix

Table A.1: Qualifying conditions for unemployment benefits

2007 2009 2011 2013AT 52 weeks of insuranceperiods within the last24 months. 26 weekswithin the last 12months for personsunder the age of 25.
52 weeks of insuranceperiods within the last24 months. 26 weekswithin the last 12months for personsunder the age of 25.

52 weeks of insuranceperiods within the last24 months. 26 weekswithin the last 12months for personsunder the age of 25.
52 weeks of insuranceperiods within the last24 months. 26 weekswithin the last 12months for personsunder the age of 25.

BE Period varies accordingto the age of the insuredperson between 312working days during theprevious 18 months,and 624 working daysover the previous 36months.

Period varies accordingto the age of the insuredperson between 312working days during theprevious 18 months,and 624 working daysover the previous 36months.

Period varies accordingto the age of the insuredperson between 312working days during theprevious 18 months,and 624 working daysover the previous 36months.

Period varies accordingto the age of the insuredperson between 312working days during theprevious 21 months,and 624 working daysover the previous 42months.CY Conditions relate toextent of contributionspaid:The insured person hasbeen insured for at least26 weeks up to the dateof unemployment,Lower part of insurableearnings up to the dateof unemployment equalto at least 26 times theweekly Basic InsurableEarnings (ΒασικέςΑσφαλιστέες Αποδοχές)of CYP 82.67 (€ 142)per week; andPaid and creditedinsurable earnings inthe benefit year are atleast equal to 20 timesthe weekly amount ofBasic InsurableEarnings.Definitions:Lower part of insurableearnings: insurableearnings up to BasicInsurable Earnings.Upper part of insurableearnings: insurableearnings over Basic

Conditions relate toextent of contributionspaid:* The insured personhas been insured for atleast 26 weeks up to thedate of unemployment,* Lower part ofinsurable earnings up tothe date ofunemployment equal toat least 26 times theweekly Basic InsurableEarnings (ΒασικέςΑσφαλιστέες Αποδοχές)of € 154.07 per week;and* Paid and creditedinsurable earnings inthe benefit year are atleast equal to 20 timesthe weekly amount ofBasic InsurableEarnings Definitions:Lower part of insurableearnings: insurableearnings up to BasicInsurable Earnings.Upper part of insurableearnings: insurable

Conditions relate toextent of contributionspaid:*  The insured personhas been insured for atleast 26 weeks up to thedate of unemployment,*  Paid basic insuranceup to the date ofunemployment equal toat least 26 times theweekly Basic InsurableEarnings (ΒασικέςΑσφαλιστέες Αποδοχές)of € 167.05 per week(0.50 insurance point);and*  Paid and assimilatedinsurance in therelevant contributionyear is at least equal to20 times the weeklyamount of BasicInsurable Earnings(0.39 insurance point).Definitions:Basic insurance:

Conditions relate to theextent of contributionspaid:* the insured person hasbeen insured for at least26 weeks up to the dateof unemployment;* paid basic insuranceup to the date ofunemployment equal toat least 26 times theweekly Basic InsurableEarnings (ΒασικέςΑσφαλιστέες Αποδοχές)of €174.38 per week(0.50 insurance point);and* paid and assimilatedinsurance in therelevant contributionyear is at least equal to20 times the weeklyamount of BasicInsurable Earnings(0.39 insurance point).Following theexhaustion of payment,entitlement can be



Cost of Non-Europe Report

PE 510.984 II-60 CoNE 3/2014

2007 2009 2011 2013Insurable Earnings.Benefit year: Starts fromthe first Monday of Julyand ends the lastSunday prior to the firstMonday from which thebenefit year will start.

earnings over BasicInsurable Earnings.Benefit year: Starts fromthe first Monday of Julyand ends the lastSunday prior to the firstMonday from which thebenefit year will start.

insurable earnings up toBasic InsurableEarnings (up to oneinsurance point).One insurance point:equal to 52 times theweekly basic amount =€ 8,687.Relevant contributionyear: the lastcontributions year,prior to the benefit yearwhich includes the dateof fulfilling the relevantinsurance conditions.Benefit year: the periodwhich starts the firstMonday of July of eachyear and ends the lastSunday prior to the firstMonday of July of thefollowing year.

regained after 26 weeksof employment from theday of exhaustion andprovided that insurancehas been paid duringthat period equal to atleast 26 times theweekly Basic InsurableEarnings (ΒασικέςΑσφαλιστέεςΑποδοχές).Definitions:Basic insurance:insurable earnings up toBasic InsurableEarnings (up to oneinsurance point).One insurance point:equal to 52 times theweekly basic amount =€ 9,068.Relevant contributionyear: the lastcontribution year, priorto the benefit year,which includes the dateof fulfilling the relevantinsurance conditions.Benefit year: the periodwhich starts the firstMonday of July of eachyear and ends the lastSunday prior to the firstMonday of July of thefollowing year.EE UnemploymentInsurance Benefit(töötuskindlustushüvitis):Insurance period(payment ofcontributions) of 12months over the 36months precedingregistration as anunemployed.

UnemploymentInsurance Benefit(töötuskindlustushüvitis):Insurance period(payment ofcontributions) of 12months over the 36months precedingregistration as anunemployed.

UnemploymentInsurance Benefit(töötuskindlustushüvitis):Insurance period(payment ofcontributions) of 12months over the 36months precedingregistration as anunemployed.

UnemploymentInsurance Benefit(töötuskindlustushüvitis):Insurance period(payment ofcontributions) of 12months over the 36months precedingregistration asunemployed.FI Insurance:Basic unemploymentallowance(peruspäiväraha):Employees: Initial
Insurance:Basic unemploymentallowance(peruspäiväraha):

Insurance:Basic unemploymentallowance(peruspäiväraha):
Insurance:Basic unemploymentallowance(peruspäiväraha):
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2007 2009 2011 2013condition at least 43weeks of employmentduring the last 28months and during eachweek at least 18 hours.Re-eligibility conditionat least 34 weeks ofemployment during thelast 24 months andduring each week atleast 18 hours.Self-employed persons:at least 24 months ofentrepreneurshipduring the last 48months.

* Employees: Initialcondition at least 43weeks of employmentduring the last 28months and during eachweek at least 18 hours.Re-eligibility conditionat least 34 weeks ofemployment during thelast 24 months andduring each week atleast 18 hours.* Self-employedpersons: at least 24months ofentrepreneurshipduring the last 48months.

* Employees: Initialcondition at least 34weeks of employmentduring the last 28months and during eachweek at least 18 hours.* Self-employedpersons: at least 18months ofentrepreneurshipduring the last 48months.

*  Employees: Initialcondition at least 34weeks of employmentduring the last 28months and during eachweek at least 18 hours.*  Self-employedpersons: at least 18months ofentrepreneurshipduring the last 48months.

FR Unemploymentinsurance (assurancechômage): At least 6months (182 days)insurance during thelast 22 monthspreceding theunemployment.

Unemploymentinsurance (assurancechômage): At least 4months (122 days)insurance during thelast 28 months (36months for those aged50 and over) precedingthe unemployment.

Unemploymentinsurance (assurancechômage): At least 4months (122 days)insurance during thelast 28 months (36months for those aged50 and over) precedingthe unemployment.

Unemploymentinsurance (assurancechômage): At least 4months (122 days)insurance during thelast 28 months (36months for those aged50 and over) precedingthe unemployment.GE Unemploymentinsurance(Arbeitslosenversicherung): The unemployedperson must have beencompulsorily insuredfor at least 12 monthsduring the last 2 years.

Unemploymentinsurance(Arbeitslosenversicherung): The unemployedperson must have beencompulsorily insuredfor at least 12 monthsduring the last 2 years.

Unemploymentinsurance(Arbeitslosenversicherung): The unemployedperson must have beencompulsorily insuredfor at least 12 monthsduring the last 2 years.

Unemploymentinsurance(Arbeitslosenversicherung): The unemployedperson must have beencompulsorily insuredfor at least 12 monthsduring the last 2 years.GR At least 125 days ofwork during the 14months preceding jobloss or, at least, 200days of work during the2 years preceding jobloss.For first time claimants,an additionalrequirement of at least80 days of work peryear during the 2previous years applies.

* At least 125 days ofwork during the 14months preceding jobloss or, at least, 200days of work during the2 years preceding jobloss.* For first timeclaimants, an additionalrequirement of at least80 days of work peryear during the 2previous years applies.

* At least 125 days ofwork during the 14months preceding jobloss or, at least, 200days of work during the2 years preceding jobloss.* For first timeclaimants, an additionalrequirement of at least80 days of work peryear during the 2previous years applies.

* At least 125 days ofwork during the 14months preceding jobloss or, at least, 200days of work during the2 years preceding jobloss. From the referenceperiods the two lastmonths are excluded.* For first timeclaimants, an additionalrequirement of at least80 days of work peryear during the 2previous years applies.
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2007 2009 2011 2013IE Insurance:39 weekly contributionspaid; and39 weekly contributionspaid or credited duringthe relevantcontribution yearpreceding the benefityear, or26 weekly contributionspaid in each of the tworelevant tax yearspreceding the benefityear.

Insurance:* 104 weeklycontributions paid; and* 39 weeklycontributions paid orcredited during therelevant contributionyear preceding thebenefit year, of which aminimum of 13 must bepaid contributions. Thelatter requirement maybe satisfied bycontributions paid insome other contributionyears, or* 26 weeklycontributions paid ineach of the two relevanttax years preceding thebenefit year.

Insurance:* 104 weeklycontributions paid; and* 39 weeklycontributions paid orcredited during therelevant contributionyear preceding thebenefit year, of which aminimum of 13 must bepaid contributions. Thelatter requirement maybe satisfied bycontributions paid insome other contributionyears, or* 26 weeklycontributions paid ineach of the two relevanttax years preceding thebenefit year.

Insurance:* 104 weeklycontributions paid; and* 39 weeklycontributions paid orcredited during therelevant contributionyear preceding thebenefit year, of which aminimum of 13 must bepaid contributions. Thelatter requirement maybe satisfied bycontributions paid insome other contributionyears, or* 26 weeklycontributions paid ineach of the two relevanttax years preceding thebenefit year.IT Ordinaryunemployment benefit:Two years of insuranceand 52 weeklycontributions during thelast 2 years.Special unemploymentbenefit:10 monthlycontributions of 43weekly contributionsduring the last twoyears in the buildingindustry.

Ordinaryunemployment benefit:Two years of insuranceand 52 weeklycontributions during thelast 2 years.Special unemploymentbenefit:10 monthlycontributions of 43weekly contributionsduring the last twoyears in the buildingindustry.

Ordinaryunemployment benefit:Two years of insuranceand 52 weeklycontributions during thelast 2 years.Special unemploymentbenefit:10 monthlycontributions of 43weekly contributionsduring the last twoyears in the buildingindustry..

Employment socialallowance (AssegnoSociale per l’Impiego,ASpl):Having matured at leasttwo years of workinsurance contributionsone of which accruedduring the two yearsprior to the onset ofunemployment.Mini ASpI:Having matured at least13 weeks (3 months) ofcontributions during the12 months prior todismissal.LU At least 26 weeks ofemployment during thelast year. At least 26 weeks ofemployment during thelast year. At least 26 weeks ofemployment during thelast year. At least 26 weeks ofemployment during thelast year.
MT 50 weeks of paidcontributions of whichat least 20 paid orcredited should be inthe last two previousyears.

50 weeks of paidcontributions of whichat least 20 paid orcredited should be inthe last two previousyears.
50 weeks of paidcontributions of whichat least 20 paid orcredited should be inthe last two previousyears.

50 weeks of paidcontributions of whichat least 20 paid orcredited should be inthe last two previousyears.
NL Short-term benefit(kortdurende A person who has beenemployed for at least 26 A person who has beenemployed for at least 26 A person who hasreceived wages in at
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2007 2009 2011 2013uitkering):At least 26 weeks ofpaid employmentduring the last 36 weeks(week condition).Salary-related benefit(loongerelateerdeuitkering):26-weeks-condition andemployment in at least4 years during the last 5calendar years, in eachof which a salary over52 days was paid (4-out-of-5 condition).

weeks in the 36 weeksbefore the first day ofunemployment (weeks’condition) qualifies for athree-month benefit.A person who hasreceived wages for atleast 52 days in four ofthe five calendar yearspreceding the year inwhich s/he becameunemployed, (years’condition) qualifies for abenefit payable for anumber of months thatequals the number ofmonths in employment(with a maximum of 38months).

weeks in the 36 weeksbefore the first day ofunemployment (weeks’condition) qualifies for athree-month benefit.A person who hasreceived wages for atleast 52 days in four ofthe five calendar yearspreceding the year inwhich s/he becameunemployed, (years’condition) qualifies for abenefit payable for anumber of months thatequals the number ofmonths in employment(with a maximum of 38months).

least 26 weeks out ofthe 36 weeks before thefirst day ofunemployment (weeks’condition) qualifies for athree-month benefit.A person who hasreceived wages for atleast 208 hours in fourof the five calendaryears preceding the yearin which s/he becameunemployed, (years’condition) qualifies for abenefit payable for anumber of months thatequals the number ofmonths in employment(with a maximum of 38months).PT Unemploymentinsurance:At least 450 days ofsalaried work andcontribution payment,or assimilated situation,in 24 months precedingcommencement ofunemployment.

Unemploymentinsurance:At least 450 days ofsalaried work andcontribution payment,or assimilated situation,in 24 months precedingcommencement ofunemployment.

Unemploymentinsurance:At least 450 days ofemployed work andcontribution payment,or assimilated situation,in the 24 monthsprecedingcommencement ofunemployment.

Unemploymentinsurance:At least 360 days ofemployed work andcontribution payment,or assimilated situation,in the 24 monthsprecedingcommencement ofunemployment.SI At least 3 years (2 yearsin case of temporaryemployment) ofunemploymentinsurance contributionsduring the last 4 years.
At least 3 years (2 yearsin case of temporaryemployment) ofunemploymentinsurance contributionsduring the last 4 years.

At least 2 years ofunemploymentinsurance contributionsduring the last 3 years(4 years in case oftemporaryemployment).

At least 2 years ofunemploymentinsurance contributionsduring the last 3 years(4 years in case oftemporaryemployment).
SK At least 12 months ofemployment (full timeequivalent) during theprevious 18 months.

At least 12 months ofemployment (full timeequivalent) during theprevious 18 months.
At least 9 months ofinsurance during theprevious 24 months. At least 9 months ofinsurance during theprevious 24 months.For unemployedpersons younger than30 years: at least 6months of insuranceduring the previous 24months.SP Insurance:Minimum contributionperiod of 360 daysduring the 6 years

Insurance: Minimumcontribution period of360 days during the 6years immediately
Insurance:Minimum contributionperiod of 360 daysduring the 6 years

Insurance:Minimum contributionperiod of 360 daysduring the 6 years
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2007 2009 2011 2013immediately precedingthe legal unemploymentsituation. preceding the legalunemploymentsituation. immediately precedingthe legal unemploymentsituation. immediately precedingthe legal unemploymentsituation.Source: European Commission(http://www.missoc.org/MISSOC/INFORMATIONBASE/COMPARATIVETABLES/MISSOCDATABASE/comparativeTableSearch.jsp)
Table A.2: Duration of unemployment benefit receipt2007 2009 2011 2013AT Unemployment benefit(Arbeitslosengeld):Depends on insuranceduration and age.Insurance periods andduration of payment:52 weeks within 2 years:20 weeks;156 weeks within 5 years:30 weeks;312 weeks within 10yearsand 40 years of age: 39weeks;468 weeks within 15yearsand 50 years of age: 52weeks.This duration will beextended by the periodduring which thebeneficiary participates ina follow-up training orretraining measure or in areintegration measurecommissioned by theLabour Market Serviceand by 156 or 209 weeksif the beneficiaryparticipates in a workfoundation (specialtraining measure).

Unemployment benefit(Arbeitslosengeld):Depends on insuranceduration and age.Insurance periods andduration of payment:52 weeks within 2 years:20 weeks;156 weeks within 5 years:30 weeks;312 weeks within 10years and 40 years of age:39 weeks;468 weeks within 15years and 50 years of age:52 weeks.This duration will beextended by the periodduring which thebeneficiary participates ina follow-up training orretraining measure or in areintegration measurecommissioned by theLabour Market Serviceand by 156 or 209 weeksif the beneficiaryparticipates in a workfoundation (specialtraining measure).

Unemployment benefit(Arbeitslosengeld):Duration of paymentdepends on insuranceduration and age:52 weeks within 2years: 20 weeks;156 weeks within 5years: 30 weeks;312 weeks within 10years and 40 years ofage: 39 weeks;468 weeks within 15years and 50 years ofage: 52 weeks.After completion of avocational rehabilitationfrom the statutory socialinsurance the durationof payment amounts to78 weeks. The durationwill be extended by theperiod during which thebeneficiary participatesin a follow-up trainingor retraining measureor in a reintegrationmeasure commissionedby the Labour MarketService and by 156 or209 weeks if thebeneficiary participatesin a work foundation(special trainingmeasure).old-age pension aremet.

Unemployment benefit(Arbeitslosengeld):Duration of paymentdepends on insuranceduration and age:52 weeks within 2years:     20 weeks;156 weeks within 5years:     30 weeks;312 weeks within 10years and 40 years ofage:     39 weeks;468 weeks within 15years and 50 years ofage:     52 weeks.After completion of avocational rehabilitationfrom the statutory socialinsurance the durationof payment amounts to78 weeks. The durationwill be extended by theperiod during which thebeneficiary participatesin a follow-up training orretraining measure or ina reintegration measurecommissioned by theLabour Market Serviceand by 156 or 209weeks if the beneficiaryparticipates in a workfoundation (specialtraining measure).
BE No limit (except forcertain cases of long-term No limit (except in case ofactive search for No limit (except in caseof active search for No limit (provided thebeneficiary actively
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2007 2009 2011 2013unemployment or in caseof active search foremployment). employment). employment). looks for work andnotably follows apathway to work).CY 156 days. 156 days. 156 days. 156 days.
EE Unemployment InsuranceBenefit(töötuskindlustushüvitis):180 calendar days for aperson with an insuranceperiod less than 56months,270 calendar days for aperson with an insuranceperiod from 56 to 110months,360 calendar days for aperson with an insuranceperiod of 111 or moremonths.

Unemployment InsuranceBenefit(töötuskindlustushüvitis):* 180 calendar days for aperson with an insuranceperiod less than 56months,* 270 calendar days for aperson with an insuranceperiod from 56 to 110months,* 360 calendar days for aperson with an insuranceperiod of 111 or moremonths.

UnemploymentInsurance Benefit(töötuskindlustushüvitis):* 180 calendar days fora person with aninsurance period lessthan 56 months,* 270 calendar days fora person with aninsurance period from56 to 110 months,* 360 calendar days fora person with aninsurance period of 111or more months.

UnemploymentInsurance Benefit(töötuskindlustushüvitis):*  180 calendar days fora person with aninsurance period lessthan 56 months,*  270 calendar days fora person with aninsurance period from56 to 110 months,*  360 calendar days fora person with aninsurance period of 111or more months.FI Insurance:500 calendar days. Anemployee born prior to1950 and who hasreached the age of 57while in receipt of anunemployment allowancemay be paid until the ageof 60, after which entitledto unemploymentpension. An employeeborn in 1950 or thereafterwho has reached the ageof 59 while in receipt of anunemployment allowancemay be paid until the ageof 65.

Insurance:500 calendar days. Anemployee born prior to1950 and who hasreached the age of 57while in receipt of anunemployment allowancemay be paid until the ageof 60, after which entitledto unemploymentpension. An employeeborn in 1950 or thereafterwho has reached the ageof 59 while in receipt of anunemployment allowancemay be paid until the ageof 65.

Insurance:Maximum period of 500calendar days. Ajobseeker born prior to1950 can then apply forunemployment pension(Työttömyyseläke).A jobseeker born in1950-1954 may,notwithstanding themaximum period, bepaid unemploymentallowance until the endof the calendar month inwhich s/he reaches theage of 65, provided s/hehas reached the age of59 before the maximumperiod expires and hasacquired, on expiry ofthe maximum period, atleast five employmentyears - as defined by law- over the last 20 years.A jobseeker born in1955 or later may,notwithstanding the

Insurance:Maximum period of 500calendar days. Ajobseeker born prior to1950 can then apply forunemployment pension(Työttömyyseläke).A jobseeker born in1950-1954 may,notwithstanding themaximum period, bepaid unemploymentallowance until the endof the calendar month inwhich s/he reaches theage of 65, provided s/hehas reached the age of59 before the maximumperiod expires and hasacquired, on expiry ofthe maximum period, atleast five employmentyears - as defined by law- over the last 20 years.A jobseeker born in1955 or later may,notwithstanding the
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2007 2009 2011 2013maximum period, bepaid unemploymentallowance until the endof the calendar month inwhich s/he reaches theage of 65, provided s/hehas reached the age of60 before the maximumperiod expires and hasacquired, on expiry ofthe maximum period, atleast five employmentyears - as defined by law- over the last 20 years.

maximum period, bepaid unemploymentallowance until the endof the calendar month inwhich s/he reaches theage of 65, provided s/hehas reached the age of60 before the maximumperiod expires and hasacquired, on expiry ofthe maximum period, atleast five employmentyears - as defined by law- over the last 20 years.FR Unemployment insurance(assurance chômage):Duration of payment ofthe benefit variesaccording to length ofinsurance and to age;minimum: 7 months,maximum: 36 months.

Unemployment insurance(assurance chômage):The duration of paymentof the benefit correspondsto the length of insurancetaken into account foracquiring entitlement tobenefits (between 4months and 2 years or 3years if the beneficiary isaged 50 and over).

Unemploymentinsurance (assurancechômage):The duration ofpayment of the benefitcorresponds to thelength of insurancetaken into account foracquiring entitlement tobenefits (between 4months and 2 years or 3years if the beneficiaryis aged 50 and over).

Unemploymentinsurance (assurancechômage):The duration of paymentof the benefitcorresponds to thelength of insurancetaken into account foracquiring entitlement tobenefits (between 4months and 2 years or 3years if the beneficiary isaged 50 and over).GE Unemployment insurance(Arbeitslosenversicherung): The duration of benefits(DB) depends on theduration of compulsoryinsurance coverage andon the age of thebeneficiary:DB Age DP(months) (years)(months)12 616 820 1024 1230 55 1536 55 18(Provision in force since 1January 2004 for newentitlements after 1February 2006).

Unemployment insurance(Arbeitslosenversicherung): The duration ofbenefits (DB) depends onthe duration ofcompulsory insurancecoverage (DI) and on theage of the beneficiary:DI (months)    Age(years)    DB (months)12 616 820 1024 1230    50    1536    55    1848    58    24(Provisionin force since 1 January2008; special provisionfor persons whocompleted their 50th or58th year of age before 1January 2008 and whose

Unemploymentinsurance(Arbeitslosenversicherung): The duration ofbenefits (DB) dependson the duration ofcompulsory insurancecoverage (DI) and onthe age of thebeneficiary:DI (months)    Age(years)    DB (months)12        616        820        1024        1230    50    1536    55    1848    58    24

Unemploymentinsurance(Arbeitslosenversicherung): The duration ofbenefits (DB) dependson the duration ofcompulsory insurancecoverage (DI) and on theage of the beneficiary:DI (months)     Age(years)     DB (months)12          616          820          1024          1230     50     1536     55     1848     58     24
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2007 2009 2011 2013entitlement is not yetexhausted, in case theyhad the entitlement forthe maximum period ofentitlement according tothe provision that wasvalid till 31 December2007: increase to 15 or 24months).GR Generally proportional toperiods of employment:Employment duration:125 days 5 months150 days 6 months180 days 8 months220 days 10 months250 days 12 monthsIf aged 49 or more:210 days 12 monthsIn all cases, 3 additionalmonths at reduced rate, if4,050 days of work, 12additional months.For the newcomers on thelabour market(youngsters between 20-29 years): 5 months ofbenefits.In all cases, 25 instalmentsof daily unemploymentbenefit for each month.

Generally proportional toperiods of employment:Employment    duration:125 days:    5 months150 days:    6 months180 days:    8 months220 days:    10 months250 days:    12 monthsIf aged 49 or more:210 days:    12 monthsIn all cases, 3 additionalmonths at reduced rate, if4,050 days of work, 12additional months.For the newcomers on thelabour market(youngsters between 20-29 years): 5 months ofbenefits.In all cases, 25instalments of dailyunemployment benefit foreach month.

Generally proportionalto periods ofemployment:Employmentduration:125 days:    5 months150 days:    6 months180 days:    8 months220 days:    10 months250 days:    12monthsIf aged 49 or more:210 days:    12monthsIn all cases, 3 additionalmonths at reduced rate,if 4,050 days of work, 12additional months.For the newcomers onthe labour market(youngsters between20-29 years): 5 monthsof benefits.In all cases, 25instalments of dailyunemployment benefitfor each month.

Generally proportionalto periods ofemployment:Employmentduration:125 days    5 months150 days    6 months180 days    8 months220 days    10 months250 days    12 monthsIf aged 49 or more:210 days    12 monthsIf one of the aboveconditions for grantingunemployment benefitsis fulfilled and 4.050 ormore days of insuranceare certified: 12 months.For the newcomers onthe labour market(young people between20-29 years): 5 months(€73.37).Every beneficiary isentitled to 25 days ofinsurance for eachmonth during whichunemployment benefit isgranted.IE Insurance:390 days but limited to312 days if applicant haspaid less than 260 weeklycontributions since firstentering insurance. Ifapplicant is 65, the

Insurance:312 days but limited to234 days if applicant haspaid less than 260 weeklycontributions since firstentering insurance. If

Insurance:312 days but limited to234 days if applicanthas paid less than 260weekly contributionssince first enteringinsurance. If applicant is

Insurance:234 days but limited to156 days if applicant haspaid less than 260weekly contributionssince first enteringinsurance. If applicant is
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2007 2009 2011 2013allowance will be paiduntil 66 (pension age) if156 weekly contributionshave been paid.
applicant is 65, theallowance will be paiduntil 66 (pension age) if156 weekly contributionshave been paid.

65, the allowance will bepaid until 66 (pensionage) if 156 weeklycontributions have beenpaid.
65, the allowance will bepaid until 66 (pensionage) if 156 weeklycontributions have beenpaid.IT Ordinary unemploymentbenefit:210 days (300 days for theunemployed aged over 50years).Special unemploymentbenefit:90 days with of extensionin the event of a recession.

Ordinary unemploymentbenefit:210 days (300 days for theunemployed aged over 50years).Special unemploymentbenefit:90 days with of extensionin the event of a recession.

Ordinaryunemployment benefit:240 days (360 days forthe unemployed agedover 50 years).Special unemploymentbenefit:90 days with ofextension in the event ofa recession.

Employment socialallowance (AssegnoSociale per l’Impiego,ASpl): statutorydurations will begradually increasedaccording to age:* Unemployed personsunder 50 will be grantedthe benefit for 8 monthstill 2014, then increasedto 10 months in 2015;* Unemployed personsbetween the age of 50and 54 will be grantedthe benefit for a periodof 12 months till 2015;* Unemployed personsaged 55 and over will begranted the benefit for12 months in 2013 thenincreased to 14 monthsin 2014 and 16 monthsin 2015.From January 2016onwards:* Unemployed personsunder 55 will be grantedthe benefit for 12months;* Unemployed personsaged 55 and over will begranted the benefit for18 months.Mini ASpI:Granted for a number ofweeks corresponding tohalf the number ofweekly contributions
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2007 2009 2011 2013paid during the last yearprior to dismissal. .LU 365 calendar days duringa reference period of 24months (withoutexceeding the duration ofworking days over thereference period).182 extra calendar daysfor persons particularly"difficult" to place.For unemployed of 50years and moreprolongation of 12, 9 or 6months respectively if 30,25 or 20 years ofaffiliation to pension.

* 365 calendar daysduring a reference periodof 24 months (withoutexceeding the number ofworking days over thereference period).* 182 extra calendar daysfor persons particularly"difficult" to place.* For unemployed personsover 50 years of age,prolongation of 12, 9 or 6months if 30, 25 or 20years of affiliation topension insurance,respectively.

* 365 calendar daysduring a referenceperiod of 24 months(without exceeding thenumber of working daysover the referenceperiod).* 182 extra calendardays for personsparticularly "difficult" toplace.* For unemployedpersons over 50 years ofage, prolongation of 12,9 or 6 months if 30, 25or 20 years of affiliationto pension insurance,respectively.

* 365 calendar daysduring a referenceperiod of 24 months(without exceeding thenumber of working daysover the referenceperiod).* 182 extra calendardays for personsparticularly "difficult" toplace.* For unemployedpersons over 50 years ofage, prolongation of 12,9 or 6 months if 30, 25or 20 years of affiliationto pension insurance,respectively.
MT A maximum of 156 days'benefit or when thenumber of benefit dayspaid do not exceed thenumber of contributionspaid under a Contract ofService.For example, a personclaims UnemploymentBenefit (Beneficcju ghaldizimpjieg) after workingfor 70 weeks since hisentry in the Scheme. Hewill be entitled to amaximum of 70 days. Allother number of days paidas sickness andunemployment prior tothis claim will also bededucted. So if he haspreviously taken 8 dayssick leave his entitlementwould be of 62 days.

A maximum of 156 days'benefit or when thenumber of benefit dayspaid do not exceed thenumber of contributionspaid under a Contract ofService.For example, a personclaims UnemploymentBenefit (Beneficcju ghaldizimpjieg) after workingfor 70 weeks since hisentry in the Scheme. Hewill be entitled to amaximum of 70 days. Allother number of days paidas sickness andunemployment prior tothis claim will also bededucted. So if he haspreviously taken 8 dayssick leave his entitlementwould be of 62 days.

A maximum of 156 days'benefit or when thenumber of benefit dayspaid do not exceed thenumber of contributionspaid under a Contract ofService.For example, a personclaims UnemploymentBenefit (Beneficcju ghaldizimpjieg) afterworking for 70 weekssince his/her entry inthe Scheme. S/he will beentitled to a maximumof 70 days. All othernumber of days paid assickness andunemployment prior tothis claim will also bededucted. So if s/he haspreviously taken 8 dayssick leave his/herentitlement would be of62 days.

A maximum of 156 days’benefit, provided thatthe number of benefitdays paid does notexceed the number ofcontributions paid undera Contract of Service.For example, a personclaims UnemploymentBenefit (Beneficcju ghaldizimpjieg) afterworking for 70 weekssince his/her entry inthe Scheme. S/he will beentitled to a maximum of70 days. All othernumber of days paid assickness andunemployment prior tothis claim will also bededucted. So if s/he haspreviously taken 8 dayssick leave his/herentitlement would be of62 days.NL Short-term benefit(kortdurende uitkering): A person who only meetsthe weeks’ condition A person who onlymeets the weeks’ A person who onlymeets the weeks’
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2007 2009 2011 20136 months.Salary-related benefit(loongerelateerdeuitkering):The benefit will bepayable for as manymonths as the number ofyears in employment(with a maximum of 38months).

receives benefits for amaximum duration of 3months.A person who satisfies theyears’ condition receivesbenefits for as manymonths as the number ofmonths in employment,with a maximum of 38months.See “1. Conditions”,“Qualifying period”.

condition receivesbenefits for a maximumduration of 3 months.A person who satisfiesthe years’ conditionreceives benefits for asmany months as thenumber of months inemployment, with amaximum of 38 months.See “1. Conditions”,“Qualifying period”.

condition receivesbenefits for a maximumduration of 3 months.A person who satisfiesthe years’ conditionreceives benefits for asmany months as thenumber of months inemployment, with amaximum of 38 months.See “1. Conditions”,“Qualifying period”.PT Unemployment insurance:Duration of benefitsproportional to age andlength of contribution:(1) aged less than 30years:contribution period < 24months: 270 days ofpayment;contribution period > 24months: 360 days ofpayment; 30 extra daysevery 5 years of registeredincome beforeunemployment.(2) aged from 30 to 40years:contribution period < 48months: 360 days ofpayment;contribution period c 24months: 540 days ofpayment; 30 extra daysevery 5 years of registeredincome during the last 20years precedingunemployment.(3) aged from 40 to 45years:contribution period < 60months: 540 days ofpayment;contribution period c 60months: 720 days ofpayment; 30 extra daysevery 5 years of registeredincome during the last 20years preceding

Unemployment insurance:Duration of benefitsproportional to age andlength of contribution:(1) aged less than 30years:* contribution period > 24months: 360 days ofpayment; 30 extra daysevery 5 years of registeredincome beforeunemployment.(2) agedfrom 30 to 40 years:* contribution period* contribution period > 24months: 540 days ofpayment; 30 extra daysevery 5 years of registeredincome during the last 20years precedingunemployment.(3) agedfrom 40 to 45 years:* contribution period* contribution period > 60months: 720 days ofpayment; 30 extra daysevery 5 years of registeredincome during the last 20years precedingunemployment.(4) aged45 years or more:* contribution period* contribution period > 72months: 900 days of

Unemploymentinsurance:Duration of benefitsproportional to age andlength of contribution:(1) aged less than 30years:* contribution period <24 months: 270 days ofpayment;* contribution period >24 months: 360 days ofpayment; 30 extra daysevery 5 years ofregistered incomebeforeunemployment.(2) agedfrom 30 to 40 years:* contribution period <48 months: 360 days ofpayment;* contribution period >24 months: 540 days ofpayment; 30 extra daysevery 5 years ofregistered incomeduring the last 20 yearsprecedingunemployment.(3) agedfrom 40 to 45 years:* contribution period <60 months: 540 days ofpayment;

Unemploymentinsurance:Duration of benefitsproportional to age andlength of contribution:(1) aged less than 30years:* contribution period <15 months: 150 days ofpayment;* contribution period ≥15 months and < 24months: 210 days ofpayment;* contribution period ≥24 months: 330 days ofpayment; 30 extra daysevery 5 years ofregistered incomeduring the last 20 yearsprecedingunemployment.(2) aged from 30 to 40years:* contribution period <15 months: 180 days ofpayment;* contribution period ≥15 months and < 24months: 330 days ofpayment;
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2007 2009 2011 2013unemployment.(4) aged 45 years or more:contribution period < 72months: 720 days ofpayment;contribution period c 72months: 900 days ofpayment; 60 extra daysevery 5 years of registeredincome during the last 20years precedingunemployment.

payment; 60 extra daysevery 5 years of registeredincome during the last 20years precedingunemployment.
* contribution period >60 months: 720 days ofpayment; 30 extra daysevery 5 years ofregistered incomeduring the last 20 yearsprecedingunemployment.(4) aged45 years or more:* contribution period <72 months: 720 days ofpayment;* contribution period >72 months: 900 days ofpayment; 60 extra daysevery 5 years ofregistered incomeduring the last 20 yearsprecedingunemployment.

* contribution period ≥24 months: 420 days ofpayment; 30 extra daysevery 5 years ofregistered incomeduring the last 20 yearsprecedingunemployment.(3) aged from 40 to 50years:* contribution period <15 months: 210 days ofpayment;* contribution period ≥15 months and < 24months: 360 days ofpayment;* contribution period ≥24 months: 540 days ofpayment; 45 extra daysevery 5 years ofregistered incomeduring the last 20 yearsprecedingunemployment.(4) aged 50 years ormore:* contribution period <15 months: 270 days ofpayment;* contribution period ≥15 months and < 24months: 480 days ofpayment;* contribution period ≥24 months: 540 days ofpayment; 60 extra daysevery 5 years ofregistered incomeduring the last 20 yearsprecedingunemployment.SI Unemployment Benefit Unemployment Benefit Unemployment Benefit Unemployment Benefit
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2007 2009 2011 2013(Dávka vnezamestnanosti):6 months (4 months incase of temporaryemployment).
(Dávka vnezamestnanosti):6 months (4 months incase of temporaryemployment).

(Dávka vnezamestnanosti):6 months (4 months incase of temporaryemployment).After a period of 3months, the beneficiaryhas the choice either tocontinue receivingbenefit (for another 3months maximum) or tocancel the registrationas jobseeker and obtaina bonus.

(Dávka vnezamestnanosti):6 months (4 months incase of employees onfixed-term labourcontracts).After a period of 3months, the beneficiaryhas the choice either tocontinue receivingbenefit (for another 3months maximum) or tocancel the registration asjobseeker and obtain abonus.SK Depends upon length ofinsurance:3 months for insurance of1 to 5 years,6 months for insurance of5 to 15 years,9 months for insurance of15 to 25 years,12 months for insuranceof 25 years or more,18 months for insuredpersons over 50 years ofage and insurance periodof more than 25 years,24 months for insuredpersons over 55 years ofage with on insuranceperiod of more than 25years.

Depends upon length ofinsurance:* 3 months for insuranceof 1 to 5 years,* 6 months for insuranceof 5 to 15 years,* 9 months for insuranceof 15 to 25 years,* 12 months for insuranceof 25 years or more,* 18 months for insuredpersons over 50 years ofage and insurance periodof more than 25 years,* 24 months for insuredpersons over 55 years ofage with on insuranceperiod of more than 25years.

Depends upon length ofinsurance:* 3 months forinsurance of 9 monthsto 5 years,* 6 months forinsurance of 5 to 15years,* 9 months forinsurance of 15 to 25years,* 12 months forinsurance of 25 years ormore,* 19 months for insuredpersons over 50 years ofage and insuranceperiod of more than 25years,* 25 months for insuredpersons over 55 years ofage with on insuranceperiod of more than 25years.

Depends upon length ofinsurance and partlyalso on age:* insurance periodbetween 9 months and 5years: 3 months,* insurance periodbetween 5 and 15 years:6 months,* insurance periodbetween 15 and 25years: 9 months,* insurance period of 25years or more: 12months (19 months ifover age 50; 25 monthsif over age 55).Only for unemployedpersons younger than 30years:* insurance period of atleast 6 months: 2months.SP Insurance:Depending oncontribution period overpreceding 6 years. Theduration of the paymentvaries from a minimum of
Insurance:Depending oncontribution period overpreceding 6 years. Theduration of the paymentvaries from a minimum of

Insurance:Depending oncontribution periodover preceding 6 years.The duration of thepayment varies from a
Insurance:Depending oncontribution period overpreceding 6 years. Theduration of the paymentvaries from a minimum
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2007 2009 2011 20134 months to a maximum of2 years. 4 months to a maximumof 2 years. minimum of 4 monthsto a maximum of 2years. of 4 months to amaximum of 2 years.Source: European Commission(http://www.missoc.org/MISSOC/INFORMATIONBASE/COMPARATIVETABLES/MISSOCDATABASE/comparativeTableSearch.jsp)
Table A.3:  Unemployment Insurance Contribution

2007 2009 2011 2013AT 6.00% total, of which3.00% employees,3.00% employers.Ceiling:In principle, € 3,840 permonth, for specialpayments (13th and14th salary) € 7,680 peryear.No employers' oremployees'contributions forwomen over the age of56 years and men overthe age of 58 years.

6.00% total, of which3.00% employees,3.00% employers.Ceiling:In principle, € 4,020 permonth, for specialpayments (13th and14th salary) € 8,040 peryear.No employers' oremployees'contributions forwomen and men overthe age of 57 years.Employees’contributions areomitted or reduced incase of low incomes.There is no employeecontribution to be paidup to € 1,128.Contribution rate paidby employee with anincome over € 1,128 upto € 1,230 amounts to1% and with an incomeover € 1,230 up to€ 1,384 to 2%.

6.00% total, of which3.00% employees,3.00% employers.Ceiling:In principle,€4,200 per month, forspecial payments (13thand 14th salary) €8,400per year.No employers' oremployees'contributions forwomen and men whohave reached the age of58 before 1 June2011.Employees’contributions areomitted or reduced incase of low incomes.There is no employeecontribution to be paidup to € 1,179.Contribution rate paidby employee with anincome over € 1,179 upto € 1,286 amounts to1% and with an incomeover € 1,286 up to€ 1,447 to 2%.

6.00% total, of which3.00% employees,3.00% employers.Ceiling:In principle, €4,440 permonth, for specialpayments (13th and14th salary) €8,880 peryear.No employers' oremployees'contributions forwomen and men whohave reached the age of58 before 1 June 2011.Employees’contributions areomitted or reduced incase of low incomes.There is no employeecontribution to be paidup to €1,219.Contribution rate paidby employee with anincome over €1,219 upto €1,330 amounts to1% and with an incomeover €1,330 up to€1,497 to 2%.BE Part of the contributionsfrom globalmanagement, whichvaries according toneed.
Part of the contributionsfrom globalmanagement, whichvaries according toneed.

Part of the contributionsfrom globalmanagement, whichvaries according toneed.
Part of the contributionsfrom globalmanagement, whichvaries according toneed.

CY 6% of the globalcontribution in respectof employed persons istransferred out of theSocial Insurance Fund(Ταμείο Κοινωνικών
6% of the globalcontribution in respectof employed persons istransferred out of theSocial Insurance Fund(Ταμείο Κοινωνικών

From the overallcontribution apercentage of 1.15% ofthe insurable earningsof employed persons isallocated to the
From the overallcontribution apercentage of 1.15% ofthe insurable earningsof employed persons isallocated to the
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2007 2009 2011 2013Ασφαλίσεων) paid intoa separateUnemployment Benefit(Επίδομα Ανεργίας)Account.
Ασφαλίσεων) paid intoa separateUnemployment Benefit(Επίδομα Ανεργίας)Account.

Unemployment BenefitAccount (ΛογαριασμόΠαροχών Ανεργίας). Unemployment BenefitAccount (ΛογαριασμόΠαροχών Ανεργίας).
EE UnemploymentInsurance Benefit(töötuskindlustushüvitis):0.9% of gross wagestotal, of which0,6% employee,0.3% employer.

UnemploymentInsurance Benefit(töötuskindlustushüvitis):3% of gross wages total,of which2% employee,1% employer.

UnemploymentInsurance Benefit(töötuskindlustushüvitis):4.2% of gross wagestotal, of which2.8% employee,1.4% employer.

UnemploymentInsurance Benefit(töötuskindlustushüvitis):3% of gross wages total,of which2% employee,1% employer.FI Earnings-relatedsecurity(ansioperusteinensosiaaliturva):Employer:0.75% on first€ 840,940 of payroll,2.95% on exceedingamountInsured:

Earnings-relatedsecurity(ansioperusteinensosiaaliturva):Employer:0.65% on the first€ 1,788,000 of payroll,2.70% on exceedingamountInsured:

Earnings-relatedsecurity(ansioperusteinensosiaaliturva):Employer:0.80% on the first€ 1,879,500 of payroll,3.20% on exceedingamountInsured:

Earnings-relatedsecurity(ansioperusteinensosiaaliturva):Employer:0.80% on the first€1,990,500 of payroll,3.20% on exceedingamountInsured:
FR 6.4% total, of which2.4% employee,4.0% employer.Monthly ceiling:€ 10,728Annual ceiling:€ 128,736

6.4% total, of which2.4% employee and4.0% employer.Monthly ceiling: €11,436Annual ceiling: €137,23

6.4% total, of which2.4% employee,4.0% employer.
Monthly ceiling:€ 11,784Annual ceiling:€ 141,408

Employees: 2.4%Employers: 4%. Forrecruitments as of 1 July2013, variation of theemployer contributionrate according to thetype of contract and age.Monthly ceiling:€12,344Annual ceiling:€148,128GE Unemploymentinsurance:4.2% total, of which2.1% employee,2.1% employer.Annual ceiling:€ 63,000 in the oldLänder and € 54,600 inthe new Länder.

Unemploymentinsurance:2.8% total, of which1.4% employee,1.4% employer.Annual ceiling:€ 64,800 in the oldLänder and € 54,600 inthe new Länder.

Unemploymentinsurance:3.0% total, of which1.5% employee,1.5% employer.Annual ceiling: € 66,000in the old Länder and€ 57,600 in the newLänder.

Unemploymentinsurance:3.0% total, of which1.5% employee,1.5% employer.Annual ceiling:€69,600 in the oldLänder and €58,800 inthe new Länder.GR 5% total, of which1.33% employee,3.67% employer.Persons insured before1.1.1993:Ceiling: € 2,315.00 per
4% total, of which1.33% employee,2.67% employer.Persons insured before1/1/1993:

5% total, of which1.83% employee,3.17% employer.Beginning ofapplication: 1/8/2011.
5% total, of which1.83% employee,3.17% employer.Beginning ofapplication: 1/8/2011.
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2007 2009 2011 2013month.Persons insured since1.1.1993:Ceiling: € 5,279.60 permonth.
Ceiling: € 2,432.25 permonth.Persons insured since1/1/1993:Ceiling: € 5,543.55 permonth.

Persons insured before1/1/1993:Ceiling: € 2,432.25 permonth.Persons insured since1/1/1993:Ceiling: € 5,543.55 permonth.

Ceiling: €5,546.80 permonth.

IE Included in the overallSocial Insurance rates.Overall Social Insurance(excluding contributionfor sickness andmaternity benefits inkind) rates:Self-employed:3.0%. No ceiling.Employee:4.0%. The first € 127 ofweekly earnings isexcluded from thecalculation of thepercentage payable.Employees withearnings up to € 339per week are exemptfrom making acontribution. Annualceiling: € 48,800.Employer:8.5% (including a 0.7%National Training FundLevy) on incomes up to€ 356 per week. 10.75%(including a 0.7%National Training FundLevy) on all earningswhere weekly income isin excess of € 356. Noceiling.

Included in the overallSocial Insurance rates.Overall Social Insurancerates (excludingcontribution forsickness and maternitybenefits in kind):* Employee: 4.0%. Thefirst € 127 of weeklyearnings is excludedfrom the calculation ofthe percentage payable.Employees withearnings up to € 352per week are exemptfrom making acontribution. Annualceiling: € 75,036.* Employer: 8.5%(including a 0.7%National Training FundLevy) on incomes up to€ 356 per week. 10.75%(including a 0.7%National Training FundLevy) on all earningswhere weekly income isin excess of € 356. Noceiling.

Included in the overallSocial Insurance rates.Overall Social Insurancerates (excludingcontribution forsickness and maternitybenefits in kind):* Employee: 4.0%. Thefirst € 127 of weeklyearnings is excludedfrom the calculation ofthe percentage payable.Employees withearnings up to € 352per week are exemptfrom making acontribution. No ceiling.* Employer: 8.5%(including a 0.7%National Training FundLevy) on incomes up to€ 356 per week. 10.75%(including a 0.7%National Training FundLevy) on all earningswhere weekly income isin excess of € 356. Noceiling.

Included in the overallSocial Insurance rates.Overall Social Insurancerates (excludingcontribution forsickness and maternitybenefits in kind):* Employee: 4.0%.Employees withearnings up to €352 perweek are exempt frommaking a contribution.No ceiling.* Employer: 4.25%(including a 0.35%National Training FundLevy) on incomes up to€356 per week. 10.75%(including a 0.7%National Training FundLevy) on all earningswhere weekly income isin excess of €356. Noceiling.

IT Industry (with over 50employees):4.71% total, of which0.30% employee,4.41% employer.Commerce (with over50 employees):2.51% total, of which0.30% employee,

Both industry andcommerce (almost allenterprises):1.61%, paid by theemployer.No ceiling in either case.
Both industry andcommerce (almost allenterprises):1.61%, paid by theemployer.No ceiling in either case.

Both industry andcommerce (almost allenterprises):1.61%, paid by theemployer.Additional contributionof 1.40% (thus a totalcontribution rate of3.01%) in case of fixed-
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2007 2009 2011 20132.21% employer.The rate includes 1.61%contribution forunemployment benefitand 3.1% (industry) fortopping up earnings incase of partialunemployment; thissupplement made up asfollows: 2.2% ordinaryearnings supplement(Cassa integrazioneguadagni ordinaria),0.9% extraordinaryearnings supplement(Cassa integrazioneguadagni straordinaria),(0.3% of which is fromthe employee, 0.6%from the employer).No ceiling.

term work contracts.No ceiling in either case.

LU The employment fund isfinanced by solidaritytaxes from individualsand legal persons andby a general annualcontribution from theState.

The employment fund isfinanced by solidaritytaxes from individualsand legal persons andby a general annualcontribution from theState.

The employment fund isfinanced by solidaritytaxes from individualsand legal persons andby a general annualcontribution from theState.

The employment fund isfinanced by solidaritytaxes from individualsand legal persons andby a general annualcontribution from theState.
MT Included in the overallcontribution. Included in the overallcontribution. Included in the overallcontribution. Included in the overallcontribution.
NL The contributions tounemploymentinsurance(Werkloosheidswet,WW) consists of twoseparate components:one is paid into theGeneral UnemploymentFund (Algemeenwerkloosheidsfonds,Awf); the other, into thesocial security agency'sRedundancy PaymentFund (Wachtgeldfonds,Wgf).Awf contribution:8.25% total, of which3.85% employee,4.40% employer.

The contributions tounemploymentinsurance(Werkloosheidswet,WW) consists of twoseparate components:one is paid into theGeneral UnemploymentFund (Algemeenwerkloosheidsfonds,Awf); the other, into thesocial security agency'sRedundancy PaymentFund (Wachtgeldfonds,Wgf).Awf contribution:4.15% paid by theemployer.Wgf contribution:

The contributions tounemploymentinsurance(Werkloosheidswet,WW) consists of twoseparate components:one is paid into theGeneral UnemploymentFund (Algemeenwerkloosheidsfonds,Awf); the other, into thesocial security agency'sRedundancy PaymentFund (sectorfondsen,Sfn).Awf-contribution:4.20%paid by the employer.Sfn-contribution:1.90%paid by the employer.

The contributions tounemploymentinsurance(Werkloosheidswet,WW) consists of twoseparate components:one is paid into theGeneral UnemploymentFund (Algemeenwerkloosheidsfonds,Awf); the other, into thesocial security agency'sRedundancy PaymentFund (sectorfondsen,Sfn).Awf-contribution:1.70% paid by theemployer.Sfn-contribution:
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2007 2009 2011 2013Wgf contribution:1.75% paid by theemployer.Ceiling for WW-contributions:The WW contribution ispaid over a maximum of€ 174.64 per day with acontribution-freeallowance of € 60 perday.The mentioned Wgf-contribution is anaverage; it may varyaccording to branch ofindustry.

1.75% paid by theemployer.Ceiling for WW-contributions:The WW contribution ispaid over a maximum of€ 185.46 per day with acontribution-freeallowance of € 63 perday.The mentioned Wgf-contribution is anaverage; it may varyaccording to branch ofindustry.

Ceiling for WW-contributions: The WWcontribution is paidover a maximum of€ 189.60 per day with acontribution-freeallowance of € 65.25per day.The mentioned Sfn-contribution is anaverage; it may varyaccording to branch ofindustry.

2.76% paid by theemployer.Ceiling for WW-contributions:The WW contribution ispaid over a maximum of€195.96 per day.The mentioned Sfn-contribution is anaverage; it may varyaccording to branch ofindustry.
PT Included in the overallcontribution. Included in the overallcontribution. Included in the overallcontribution. Included in the overallcontribution.
SI Contributions as apercentage of theassessment base:1% employee,1% employer,2% voluntarily insured.No contribution ofemployee and employerif the employee receivesOld-age pension.Assessment baseceiling:Minimum SKK 7,600(€ 226) per month(minimum wage),maximum SKK 56,283(€ 1,677) per month (3times the averagemonthly wage in 2006).Lower minimumceilings for persons withdisabilities and youngpersons (see3. "Sickness andmaternity: cashbenefits").

Contributions as apercentage of theassessment base:1%    employee,1%    employer,2%    voluntarilyinsured.No contribution ofemployee and employerif the employee receivesOld-age pension.Assessment baseceiling:Minimum € 295.50 permonth (minimumwage), maximum€ 2,892.12 per month(4 times the averagemonthly wage in 2008).Lower minimumceilings for persons withdisabilities and youngpersons (see Table I,3. "Sickness andmaternity: Cashbenefits").

Contributions as apercentage of theassessment base:1%    employee,1%    employer,2%    voluntarilyinsured.No contribution ofemployee and employerif the employee receivesOld-age pension.Assessment base ceiling:Minimum (only for self-employed andvoluntarily insured)44.2% of nationalaverage wage;maximum € 2,978 permonth (4 times theaverage monthly wagein 2009).

Contributions as apercentage of theassessment base:1%    employee,1%    employer,2%    voluntarilyinsured.Assessment base:Employees andemployer: monthlygross earnings.Voluntarily insured:sum assigned byinsurer.No contribution ofemployee and employerif the employee receivesOld-age pension, Earlypension or full Invaliditypension.Assessment base ceiling:Minimum (only for self-employed andvoluntarily insured)50% of national averagewage; maximum €4,025per month (5 times theaverage monthly wagein 2012).SK 0.20% of gross wagestotal, of which 0.20% of gross wagestotal, of which 0.14% 0.20% of gross wagestotal, of which 0.14% 0.20% of gross wagestotal, of which 0.14%
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2007 2009 2011 20130.14% employee,0.06% employer.No ceiling. employee and 0.06%employer.No ceiling. employee and 0.06%employer.No ceiling. employee and 0.06%employer.No ceiling.
SP Unemploymentinsurance:7.30% total, of which1.55% employee,5.75% employer.Ceiling: € 2,996.10 permonth.

Unemploymentinsurance:7.05% total, of which1.55% employee,5.50% employer.Ceiling: € 3,166.20 permonth.

Unemploymentinsurance:7.05% total, of which1.55% employee,5.50% employer.Applied to a maximumceiling (tope máximo decotización) of€ 3,230.10 per month.

Unemploymentinsurance:7.05% total, of which1.55% employee,5.50% employer.Applied to a maximumceiling (tope máximo decotización) of €3,425.70per month.Source: European Commission(http://www.missoc.org/MISSOC/INFORMATIONBASE/COMPARATIVETABLES/MISSOCDATABASE/comparativeTableSearch.jsp)
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The European Parliament has called for a “social 
dimension” to the Economic and Monetary Union to 
tackle unemployment and restore growth following the 
recent economic crisis. Among various alternative options, 
automatic stabilisers could potentially be a means of 
stabilising the Eurozone, while at the same time addressing 
social problems associated with the financial crisis. 

This study explores the prospects for introducing an 
automatic stabilizer in the form of an Unemployment 
Insurance scheme for the euro area, which will provide the 
monetary union with greater stability in the medium and 
long term. 

Analysis of its potential benefits, had it existed during 
the recent crisis, shows that such a scheme would have 
reduced the fall in GDP in the most affected Member States 
by 71 billion euro in the period between 2009 and 2012.
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