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Abstract — A few months in, it is still hard to grasp the scale
and scope of COVID-19’s global impact. A third of the world
population is under some sort of “lockdown.” All the while,
a second crisis, in the form of an economic recession, is
underway (Schwab and Vanham, 2020). During the
recession, European Union (EU) members did not use fiscal
policies to ease the recession, while the reinsurance system
in the case of unemployment would achieve exactly this, as
it acts as an automatic stabilizer. The response to
unemployment in the great recession and subsequent events
related to the European debt crisis has been very
heterogeneous across Europe and in population groups. This
study examines stabilizing power and efficiency of presented
unemployment reinsurance systems (URS EU). We find that
the statutory contribution rate for unemployment insurance is
sufficiently high only in a small part of the EU. Only certain
insurance systems are sustainable. This paper demonstrates
that the need for an automatic stabilizer, such as the
reinsurance in the case of unemployment, has shown even
more necessary. Through this paper and these
recommendations, this study hopes to encourage institutional
reforms, especially in the euro area, as the monetary union
reduces macroeconomic stabilization policies at national
level. We believe that the URS EU would represent a possible
solution to the problems outlined in the paper.

Keywords: EU unemployment reinsurance system,
automatic  economic  stabilizers, fiscal integration,
implications for management, policy recommendations

I. UNEMPLOYMENT REINSURANCE SYSTEMS

The EU needs mechanisms that act as automatic
stabilizers. After 2008, the differences in the
unemployment rate have been increasing, between EU
countries as well as by age groups. Boeri and Jimeno
(2016) argue that the reason for these differences is
related to labor market institutions, especially given
their interactions with the scale and nature of the
shocks of the great recession and the euro area debt
crisis. They present macro- and micro-evidence that
emphasize the importance of these interactions when

explaining the differences between countries in
adapting the labor market to the aforementioned
shocks.

After having identified the labor market institutions
responsible for this increase in the unemployment gap,
they discuss what can be done at the EU level to
promote institutional convergence. They particularly
examined the “positive conditioning” approach that
could even work in good times, not just in a period of
recession when conditioning is strong. At the same
time, they draw attention to the side effects that these
reforms may have.

The existence of unemployment reinsurance is
possible through the regular exchange of labor market
information among the EMU members. The general
problem of unemployment insurance is moral hazard -
in the form of less intensive job search and receiving
compensation while being informally employed
(Dolenc et al., 2012; Tatsiramos and van Ours, 2014).

In addition, the functioning of the labor market and
related institutions within the EU is very diverse
(heterogeneous). As a solution for regular exchange of
information between the EMU members, Boeri and
Jimeno (2016) propose introduction of reinsurance in
the case of unemployment at the EU level and the
introduction of individual accounts that would enable
transferring benefits within EMU (aggregation of
periods of employment in the EMU) and act as a
complement to existing forms of unemployment
insurance in individual countries.

The EMU version of unemployment reinsurance
would be attractive mostly for its simplicity.
Unemployment reinsurance would be modeled after
public unemployment schemes known to citizens in
most countries (Ljungqvist and Sargent, 2008). An
unemployment reinsurance system would really have
the character of reinsurance. Contributions would be
determined on the basis of current income with a
certain threshold, and once an individual had paid
contributions for reinsurance for a sufficient number of
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months, he would be entitled to compensation
commensurate with the amount of contributions
previously paid (Bover et al., 2002).

Unemployment reinsurance was introduced in the
United States in 1932 because of the 1929 financial
meltdown. The first beginnings of unemployment
reinsurance date back to as early as 1935, when the US
Federation regularly paid administrative costs for the
implementation of unemployment insurance to federal
states.

From 1937 onwards, each state had its own
unemployment insurance co-financed by the federation
(Alvarez 2014). In the following, we present previous
research on reinsurance systems in case of
unemployment. In the description, we identify the
benefits of unemployment reinsurance and the
difficulties the authors faced in modeling.

Il. ELEMENTS OF MODELS OF
UNEMPLOYMENT REINSURANCE IN THE EU

Based on research (Beblavy and Maselli, 2014;
Boeri and Jimeno, 2016; Dolls et al., 2014; Dullien,
2007 and 2013) we present all previous models or
simulations. In the study, we focused on finding
answers to the following questions:

—  Should the unemployment reinsurance system
completely replace or just upgrade the
existing public systems?

— Should the models allow redistribution
between countries or not?

A. Replacement or upgrade of state systems

The European employment policy complements
but does not replace the national policy in the field of
employment security and unemployment insurance. As
a solution, Boeri and Jimeno (2016) propose to
increase the coherence of the main guidelines of
employment policy in the European institutions and the
introduction of certain programs at the European level.

In this regard, they suggest that European
employment policy should complement, but not
replace the national policies in the field of employment
security and unemployment insurance. This policy
should be introduced based on positive conditionality,
which provides different and more effective incentives
for national governments to introduce the necessary
structural reforms. Such reforms would allow EU
citizens to monitor access to such systems with a
European Social Security ID number on their own,
rather than through government, local government or
intermediaries. Such an approach would increase the
transparency and social acceptability of these policies.

EU-wide unemployment reinsurance would be
integrated into existing national unemployment
insurance schemes and would be politically acceptable
to all countries. Dullien (2007) presents how strongly
fiscal policy works as an optimal stabilization tool in
the European Monetary Union (EMU) and how it can
be improved. It is econometrically demonstrated that,

despite numerous automatic stabilizers in the EMU, the
discretionary fiscal policy neutralized those institutions
in a way that represented a cyclical general stance of
fiscal policy. As a solution, the author proposes an
unemployment system for the entire EMU, which
could easily get integrated into existing public
unemployment insurance schemes and would be
politically acceptable for all countries. The author
considers that EU-wide unemployment reinsurance
should not affect the motivation to seek employment
and the decision to take up employment (the level of
benefits is set so as not to reduce existing benefits in
each country, otherwise the EU-wide unemployment
reinsurance will not get public support; besides,
unemployment reinsurance benefits should not be too
high, as this would make the unemployed less
motivated in their job search). He also suggests that the
URS EU should make use of the existing bureaucracy
and not expand it, as additional, parallel management
of unemployment reinsurance in addition to the already
existing unemployment insurance structures in
individual countries is pointless.

Furthermore, it can be combined with existing
country-specific unemployment insurance schemes
and also apply the already established country-specific
unemployment insurance structure (Beaudry and
Pages, 2001).

The great recession and the consequent European
debt crisis have revived the debate on stronger fiscal
integration in the euro area. Dolls et al. (2014) discuss
various options for how to design an unemployment
reinsurance system, which could contribute to stronger
fiscal integration in the euro area. To this end, they
represent three versions of unemployment reinsurance
schemes in the euro area, namely basic unemployment
reinsurance, which partially replaces public
unemployment reinsurance schemes, a supplementary
benefit  scheme  that  complements  public
unemployment reinsurance schemes, as well as a fully
centralized system. All three options would establish
the operation of automatic stabilizers at the euro area
level, but would have very different consequences for
stabilization, distributions and moral hazard options.

A basic reinsurance system in the case of
unemployment in the euro area can provide a basic
level of reinsurance, even if a member state loses
access to private capital markets and its national
automatic stabilizers do not work satisfactorily. The
stabilizing effect of the basic system decreases as the
share of the long-term unemployed increases.

A euro area-based supplementary benefit scheme,
providing benefits only in connection with certain
triggers, would not provide stabilization under normal
circumstances, but could increase the efficiency of
national unemployment reinsurance systems in the
event of severe economic crises. A fully centralized
unemployment reinsurance system would lead to full
harmonization of unemployment reinsurance so that
differences  between  national  unemployment
reinsurance systems would get unified (Lellouch and
Sode, 2014).
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Table 1. Overview of current reinsurance models

Authors Model type

Balance (as a
percentage of GDP)

Dolls et al. (2014) | Unemployment reinsurance

0

Basic unemplovment reinsurance

0

Unemployment reinsurance with the possibility of extending
the period of receiving the benefit; triggers are set for each

country. 0
Dullien (2007) Unemployment insurance with the possibility of extending the
period of receiving the benefit; the trigger is uniform for all
selected countries. 0
Dullien (2013) Unemployment reinsurance - Scenario A 0.482
Unemployment reinsurance - Scenario B —0.536
Harmonized compensation at the EU level (excluding the fiscal
rule) —0.200
Beblavy in Maselli Harmonized compensation at the EU level (including the fiscal
(2014) I'I.llE) —0.050
Unemployment reinsurance (excluding the fiscal rule) 0.350
Unemployment reinsurance (including the fiscal mle) 0.400

The balance (as a percentage of GDP) is the difference between the payment of unemployment benefits and the collected
unemployment insurance contributions expressed as a percentage of GDP.
Source: Own calculation.

In designing a system with acceptable stabilization
properties, the authors use the structure and experience
of the unemployment reinsurance system used in the
USA. They note that some elements of reinsurance in
case of unemployment in the US would be worth taking
up in a European approach. For the URS EU, the idea
of “extended benefits” with automatic triggers
extending the duration of receiving benefits in times of
economic recession makes particular sense.

B. Redistribution or no redistribution between URS
EU countries

Dullien (2007), and Beblavy and Maselli (2014) do
not envisage redistribution, contributions are set in a
way that the unemployment reinsurance balance for
each country is zero in the long run. Boeri and Jimeno
(2016), Dolls et al. (2014) and Dullien (2013) address
the unemployment reinsurance system at the EU level,
allowing for the possibility of redistribution (they
assume that certain countries pay for others, as helping
is beneficial for them as well).

The literature review shows that the authors set the
models in a way that the balance in the period under
review was equal to zero or was approximately
+/- 0.5% of GDP (Table 1), as otherwise the URS EU
would be politically unacceptable for certain countries
(especially for non-frequent URS EU users). Above all,
the advantages and disadvantages of both alternatives
should be emphasized.

In the case of redistribution, the benefit is greatest
for countries that are often eligible for URS EU aid. At
the end of the period under review, balance may be
positive for some countries and negative for the others.
Consequently, this could lead to a permanent
absorption of funds from countries with a negative
balance, which would probably not be acceptable for
countries that would have to pay more contributions to
the URS EU due to the negative balance of other
countries. In the case without redistribution, however,
the stabilizing power of the URS EU is smaller, as the
balance of each country separately is zero at the end of

the period under examination. However, this
alternative is politically more acceptable, as each
country (in terms of the whole period) receives only as
much aid as it pays contributions.

I1l. THE MODEL STRUCTURE AND
OPERATION

In the following, models of unemployment
reinsurance are demonstrated. In terms of structure, the
“bookkeeping logic” of individual models and the use
of triggers that determine transfers between the EU and
each country is shown. We therefore examined the
following research: Dolls et al. (2014); Dullien (2007)
and Dullien (2013).

A. Considerations about the model structure

All the research presented below is characterized by
a common purpose namely, to examine the possibilities
for the operation of joint reinsurance in the case of
unemployment at the EU level as an automatic
stabilizer and to increase efficiency and maintain the
level of consumption of the unemployed. What all
research has in common is that the authors determine
the contribution rate and the amount, and the duration
of unemployment benefits in an original way, and
measure the stabilizing power as a reduction of the
inflation gap on the basis of their own calculations.

The research uses data that allows the calculation
of the stabilizing power of each model: GDP,
unemployment reinsurance expenditure used for
benefits, average pre-unemployment wage, average
wage (per year), number of registered unemployed,
coverage rate, number of benefit recipients, average
monthly benefit, unemployment rate, average
replacement rate, unemployment reinsurance benefits,
statutory contribution rate for unemployment
insurance, total wage bill, number of employees,
production gap in percent, production gap in EUR. A
potential product is a measure of the supply side
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(maximum product) at full employment of production
capacities without inflationary pressures. The actual
product is determined by demand. The difference
between the potential and the actual product is the
production gap - an indicator of the utilization of
production capacity.

Al. Dolls et al. (2014)

Dolls et al. (2014) note that the reinsurance system
in the case of unemployment in the euro area could be
implemented with a relatively small budget and wide
coverage. The same contribution rate is set for all
countries, namely 1.9% of the total wage bill. The
system would provide a basic level of income
reinsurance in terms of compensation (50%
replacement rate), the maximum duration of benefit
would be 12 months, and the system would provide
broad coverage, as all new unemployed would be
included. In the period 2008-2013, a budget of EUR
365 billion would be needed, so the average annual
benefits and contributions would amount at EUR 61
billion. The system analyzed in the survey does not
lead to permanent redistribution per se, as it only
covers short-term unemployment insurance at the
central level, and simulations show that (net) transfers
from the euro area unemployment reinsurance system
would be unevenly distributed due to significant
differences in the euro area unemployment rate in
recent years. The largest (net) payers would be Austria,
Germany and the Netherlands (with annual
contributions of up to 0.6% of GDP for the Netherlands
in 2008). Cyprus, Estonia, Greece, Ireland, Portugal
and, particularly in Spain, where annual (net)
compensation would peak in 2009 (1.4% of GDP),
would benefit the most.

In the period 2008-2013, the system would cover a
total budget of EUR 365 billion at the euro area level.
The average annual benefits and contributions would
amount at EUR 61 billion. There would be a deficit in
the system in 2009, 2012 and 2013, and a surplus in

2008, 2010 and 2011. Net transfers of funds would be
unevenly distributed due to significant differences
between euro area unemployment rates during the
simulation period. Austria, Germany and the
Netherlands would be the largest net contributors to the
system, with a net contribution ranging from 0.27 to
0.4% of GDP in Austria, 0.31 to 0.40% of GDP in
Germany, and 0.14 to 0.59% of GDP in the
Netherlands. Spain, Cyprus, Greece and Ireland would
be the largest net recipients. Net compensation would
be up to 1.39% of GDP in Spain, up to 1.3% of GDP in
Cyprus, up to 1.23% of GDP in Greece, and up to 0.9%
of GDP in Ireland (Figure 1 and Table 2).

A2. Dullien (2007)

Dullien (2007) believes that countries should not be
allowed for the long-term absorption from
unemployment reinsurance, therefore he does not
envisage redistribution in reinsurance. In his research,
he presents simulations for the EU (ten selected
countries) in the period 1999-2005 for three different
models.
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Figure 1: Net transfers of reinsurance assets in the case of
unemployment (2008-2013; as a percentage of GDP per
country)

Source: Dolls et al., 2014.

Table 2. Cash flow of unemployment reinsurance (2008-2013)

2008 2009

20m 2012 2013
B% B C BE B% B C

2010
B C BE B% B C BE B% B C BE
EnT 4570 3945 1375 01 6788 5933 -B55 01 3830 6021 1.72
Austria 084 19 114 04 128 200 073 03 L00 204 105
Belgium 13% 212 072 02 18 215 032 01 LW 215 044
Cyprus 006 011 005 03 012 011 -001 -01 Q11 011 000
Estonia 0.06 011 004 03 026 009 -016 -12 017 009 -008
Finlind L2 13% 037 02 132 13 013 -01 130 141 011
France 845 878 030 00 1255 87% -380 -02 1079 8% -180
Germatry 1133 2087 954 0.4 1348 2087 73% 03 1157 2153 G856
Grezce 092 140 048 02 16 142 022 01 219 13 085
Ireland Lot 092 009 00 230 08 -145 09 140 081 -059
Taly 618 835 216 01 772 B4 068 00 74 857 113

Ligembowg 006 013 007 02 011 013 002 01 00 04 004
Malta 002 004 002 03 003 004 001 02 002 04 002
Netherbnds 131 481 350 06 207 49 28 05 242 49 251

Portugal 068 106 037 02 12 107 -015 -01 L13 107 -006
Sloveni 008 019 010 03 018 019 001 00 015 019 000
Slovalda 013 035 011 02 035 02 -011 -02 03 03 010
Spain 1209 694 -515 05 2119 668 -1451 -14 1620 654 -966

00 5538 6158 620 01 6680 6208 472 01 70.67 6228 -839 -01
04 097 210 113 04 106 215 109 04 125 219 094 03
01 147 224 077 02 L8 231 049 01 230 234 0.04 00
00 015 011 -004 -02 025 011 -004 -08 025 Q11 004 -13
05 008 010 002 01 007 QI1 003 02 007 012 005 03
01 127 147 020 01 132 132 019 01 142 15 013 01
01 1053 923 -130 -0 1226 937 -289 -01 1329 942 386 -02
04 1025 2245 1219 05 1013 2316 1303 05 1077 2358 1281 05
04 305 12 -183 09 353 LO7 245 -13 265 09 -168 09
04 109 080 029 -02 0% 08 -015 -01 08 081 -007 0.0
01 641 868 228 01 1117 835 -262 -02 1191 349 -342 -02
01 010 04 004 01 011 0 003 01 012 014 002 01
03 002 04 002 03 002 004 002 03 002 005 002 03
04 205 501 29 05 276 506 230 04 410 4% 0386 01
00 148 104 -044 -03 186 19 -088 -05 186 0% -087 -05
00 018 019 000 00 018 019 001 00 03 Q19 -004 -01
02 02 026 004 01 024 026 002 00 026 027 001 00
0.9 1605 650 955 -09 1905 623 -12.81 -12 194 414 1310 -13

B - Benefits (in EUR bilion); C - Contrbutions (in EUR bilien); B EUR - Balance (in EUR. billion); B%: - Balance (in % GDP)
Source: Dolls et al., 2014.
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Table 3. Basic unemployment reinsurance

1990 2000 2001 2002 2003 2004 2005

Benefit ravments

No. short-term unemploved (n 1000) 3049 7216 6727 7849 845 8661 8140
Assumed No. short-term une mploved (in 1000) 4025 3608 3363 3925 4227 4331 4000
Nominal wage rer emploves (in€ 1000 vean) 31.50 324 333 342 3.1 36 36.7
Aszsumed amount of bene fit (in € 1000 ~ear) 126 29 133 137 14.1 144 147
Total benefit pavments (€ million) 50727 46714 44733 53443 30304 A2304 30760
Contributions (1.73 % of the wage bl

Number of emploved (in 1000) 107817 110687 112450 113506 114307 1153079 116153
Assumed averars tax base (in€ 1000) 252 X9 46 273 281 288 204
Total contributions (in € millior) 47442 30035 32218 34162 56077 37885 30546
Balance (in € million) 328 3320 7485 319 3318 4508 214

Source: Dullien, 2007.

Table 4. Unemployment rate (1998-2005; in percent)

1598 1999 2000 2001 2002 2003 2004 2005
Euro zone 1.7 6.9 6.1 5.6 6.5 6.9 7.0 6.5
Austria 5.1 4.5 4.5 39 SE) 4.7 4.5 4.7
Belgium 5.1 4.8 4.1 4.0 4.9 39 3.6 5.8
Finland 11.3 10.7 10.2 93 9.9 10.2 8.7 7.1
France 8.4 8.1 6.9 6.4 6.6 6.6 73 6.5
Ireland 5.6 4.5 37 32 42 42 4.1 39
Ttaly 8.7 1.7 73 59 6.3 59 5.6 53
Germany 6.1 5.4 4.8 4.8 5.6 6.6 6.7 1.0
Portugal 43 46 35 38 46 7.0 62 6.6
Spain 14.2 12.2 11.4 8.9 103 10.7 10.2 8.1

The trigger activation period is highlighted in gray.
Source: Dullien, 2007.

All three scenarios have the following in common:
(i) the amount of unemployment reinsurance benefit is
50% of the average salary in each country, and (ii)
unemployed persons who have been employed for at
least 12 months in the last 24 months are entitled to
unemployment reinsurance benefit.

Dullien’s research maintains the existing
unemployment insurance and upgrades it with
unemployment reinsurance, which would be activated
in the event of a prolonged and severe recession based
on triggers and would temporarily extend the period of
receiving the benefit. Establishment is at EU level, and
two things stand out:

(i) A large increase in unemployment across the EU or
(ii) A large increase in country-specific unemployment
relative to the EU unemployment rate.

Basic unemployment reinsurance
In the case of basic unemployment reinsurance,
there is no extended benefits (EB). The financial
volume is EUR 54 billion per year (a total of EUR 377
billion), which means 1.75% of the wage bill. This
represents approximately 0.75% of GDP (ten selected
countries in the period 1999-2005). To establish basic
unemployment reinsurance, Dullien (2007) assumes
that
(i) The average tax base is 80% of the
maximum tax base (the maximum tax base
is equal to the average nominal wage) and
(i) The number of short-term unemployed
eligible for benefits is 50% of all short-
term unemployed.

11

The Unemployment reinsurance fund would
receive more contributions than pay benefits during the
period 2000-2002, while in the remaining years it
would be the opposite. The final balance of the period
is 0 (Table 3).

Unemployment insurance with the possibility of
extended benefits (country-specific triggers)

Characteristics of the second model (B 2) are the
same as for basic unemployment reinsurance with the
addition of an extended benefits period. The trigger is
activated when the unemployment rate in each country
increases by 0.5% points compared to the average of
the last three years (Table 4; is activated where it is
highlighted in gray). In this case, the benefit period
doubles. Assumptions also must be specified in this
case. Dullien assumes that the number of short-term
unemployed eligible for additional benefits is 75% of
all short-term unemployed.

The financial volume in this case is EUR 60 billion
per year (a total of EUR 402 billion), which equals
2.02% of the wage bill. This represents approximately
0.85% of GDP (ten selected countries in the period
1999-2005). A small change in the simulation greatly
increases the power of unemployment reinsurance as
an automatic stabilizer. The most affected countries
benefit the most, as the period for receiving
compensation would be extended between 2002 and
2005. Compared to the previous scenario, an additional
EUR 35 billion in compensation would be paid (Table
5).
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Table 5. Unemployment reinsurance with the possibility of extended benefits, various triggers

1999 2000 2001 2002 2003 2004 2005
Benefit payments
Standard benefits (in € milion) 47,986 45247 42159 49399 54643 56997 55226
Supplementary benefits (in € milion) 0 0 0 10015 11304 18520 11305
Total benefit payments (€ million) 47986 45247 42139 359415 65947 73517 66331
Contributions (1.9 % of the wage
bill)
Total contributions (i € million) 50,890 53642 55845 57760 59730 61597 63338
Balance (in € million} 2904 8395 1368 -1635 -6217 -13920 -3.1%3

Source: Dullien, 2007.

Table 6. Unemployment reinsurance with the possibility of extended benefits, single triggers

1000 2000 2001 2002 2003 004 W5

Berefit maviments

Number of short-term memroved (in 1000) 8o 7216 6717 7840 8434 84661 8140
Aszsumed mumber of shori-term unemploved (in 1000 4025 3608 3363 3925 4227 4331 4000
Nominal wage per emploved (in€ 1000 ~vear) 32 32 33 M 33 36 37
Azsumed amount of benefit (in € 1000vear) 13 13 13 14 14 14 15
5 tandard benefits (in € milbion) 0727 46714 HM733 55648 P2IM 23 307680
Supdementary berefits (in € milion) ] 0 0 0 273132 28490 0
Total benefit pavments (in € million) 30727 46714 44733 53643 20001 035091 30760

Coniributions (2.04 % of the wage bill)
Mumber of emploved (n 1000)
Assumed average tax base (in€ 1000)

107817 110687 112459 113,506 114307 115079 116155

23 26 27 2 28 2 2

Total contributions (in € million) 33500 33332 61086 63361 65601 67717 62632
Batinee (in€ milion) 4773 11818 16354 09718 23491 25874 0800
Source: Dullien, 2007.

Table 7. Scenario A

Benafit payments wributions (1.66 % of the wags
Asspmed number of -
Number of short-term shortterm Tolbeneft  omerof Toal .Béhb;fg
wnempoyed (n miior)  wemployed (n€  payments (€ bliony STPyed  contrbutions (- (i€ bilon)
» (inmilon)  £billion)
miflion)
1993 5.94 341 8.0 1027 37350 06
1996 6.36 360 411 103.4 /.60 24
1997 6.28 327 B/.0 104.7 30.50 18
1998 6.17 330 83 106.9 4110 27
1999 5.84 341 208 1095 $£350 27
2000 521 337 14 1124 550 44
2001 47 345 $£4 1142 1.8 44
2002 5.56 417 534 115.5 060 38
2003 5.90 39 513 1163 5130 03
2004 6.07 37 514 117.1 270 13
2003 579 365 504 1134 54.40 40
2006 5.2 361 512 1204 56.60 55
2007 190 im 38 127 2920 54
2008 5.48 443 6.2 1530 61.70 36
2008 7.60 585 83.0 1218 61.80 263
2010 717 375 8.1 1213 62.50 44
2011 6.76 38 23 1216 64.10 46

Source: Dullien, 2013.

Unemployment insurance with the possibility of
extended benefits (single trigger for all selected
countries)

The same applies as in the second scenario (B 2),
except that the trigger is defined and uniform at the EU
level (ten selected countries). The trigger is activated
when the average unemployment rate in the EU
increases by 0.5 percentage points compared to the
average of the last three years. It would be activated in
2003 and 2004. Again, assumptions need to be defined.
In this case, too, Dullien assumes that the number of
short-term unemployed eligible for additional benefits
is 75% of all short-term unemployed. The financial
volume in this case is very similar to the previous

12

scenario and amounts to EUR 62.6 billion per year (a
total of EUR 438 billion), which means 2.04% of the
wage bill. This represents approximately 0.87% of
GDP (ten selected countries in the period 1999-2005).
Compared to the first scenario, an additional EUR 61
billion would be paid (Table 6).

A3. Dullien (2013)

Dullien (2013) presents a possible reinsurance in
the case of unemployment, in which, compared to the
previous research (Dullien 2007), the possibility of
redistribution of funds between countries is envisaged.
Net transfers and stabilization properties of reinsurance
in the case of unemployment in EMU are analyzed by
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taking into account the following assumptions: (i) all
employees in EMU are insured; they contribute part of
their income, up to a certain threshold, which is related
to the average income in each country; (ii) the average
insured income is 80 per cent of the average income in
each country; (iii) the compensation is 50 per cent of
the insured income; (iv) throughout the cycle,
contributions to the scheme are sufficient for all
payments; (v) unemployment reinsurance can build up
reserves and borrows capital in the capital market; and
(vi) unemployment benefits are paid for 12 months.

In his research, Dullien (2013) presents simulations
for the EU (12 selected countries) in the period 1995—
2011 for two different scenarios. The main difference

between scenarios A and B is the number of aid
recipients (beneficiaries).

Model / scenario A

All short-term unemployed in the last 12 months
and 3% of all unemployed are entitled to receive
unemployment reinsurance benefits. The financial
volume is EUR 868 billion, namely 1.66% of the wage
bill of 12 selected countries. The amount of benefits
paid is EUR 863.7 billion, the balance of the whole
period being EUR 4.2 billion (Table 7).

The net cash flow of unemployment reinsurance in
the EMU in the period 1995-2011 (as a percentage of
GDP per country) is shown below; negative figures
represent the aid received (Table 8).

Table 8. Net cash flow (as a percentage of GDP per country), scenario A

1595 1904 1957 1908 1586 2000 2001

2002

2003 2004 2005 2006 2007 2008 2008 2010 2011

Apstriz 075 010 008 2007 008 006 008 023 003 007 005 007 007 007 2015 008 007
Belsmm 007 001 007 006 005 007 003 005 013 007 003 006 007 007 012 006 007
Finland -186 013 010 006 006 006 006 008 000 006 006 006 006 006 -031 007 006
France 007 012 007 007 002 007 007 001 007 001 007 007 007 007 025 007 007
Grazce 006 0.4 0.04 003 005 -008 005 004 005 005 -029 023 -039
Trzland 0.06 0.02 0.05 005 005 0.05 0.05 -0.06 0.05 0.04 002 005 002 -015 -106 006 006
Ttaby 0.4 003 0.05 005 005 0.05 0.05 0.02 0.05 005 005 006 006 -004 010 006 006
Loxembourz  0.05 0.00 0.05 004 004 0.03 0.04 -0.07 -0.04 012 004 001 003 001 -009 004 -0.05
Gearmamy 007 003 000 007 007 007 006 007 005 002 003 006 006 006 007 007 007
MNetherlands -0.06 008 ©08 003 003 003 008 008 -0.10 -011 0083 003 003 003 014 008 008
Portueal 0.06 0.06 0.06 006 002 0.06 0.04 -0.07 025 006 001 006 003 006 025 007 -0.29
Spain 0.07 0.4 0.07 001 007 0.07 007 0.23 0.08 005 007 007 005 -063 -128 007 006
Source: Dullien, 2013.
Table 9. Scenario B
Bemefit payments ontributions (0.65 % of the wags bi
WNuber of short-tzmm A“L‘T;i:.:rzau- meamf-:ﬂ Xtmbarc?:' .TB.EJ . -Balaﬂ?a‘
snamploved (in million) unemplovad (in paymafus(m€ amph}yer. cmtnb'l:,l.ms {n€ (in€ bibon)
o billion) (in million) bilios)
million}
1965 584 161 172 1027 1438 -2.5
1996 6.36 172 180 1034 152 -3.8
1967 628 144 16.0 1047 157 04
1953 617 133 15.1 1069 16.2 11
1998 5.84 140 163 1085 17.1 0.9
2000 521 121 145 1124 18.0 33
2001 472 113 13.7 1142 188 51
2002 53 17 23 1155 195 18
2003 590 157 201 1163 202 0.1
2004 607 148 19.8 117.1 2038 10
2003 5.79 135 182 1184 214 32
2006 529 120 16.6 1204 223 57
2007 490 113 159 1227 233 T4
2008 548 173 44 12359 243 01
2008 7.60 3.33 489 1218 43 246
2010 717 1.68 %1 1213 46 05
2011 6.76 166 4.2 1216 252 10
Source: Dullien, 2013.
Table 10. Net cash flow (as a percentage of GDP per country), scenario B
1995 1995 1997 1998 1999 2000 2001 2002 2005 2004 2005 2006 2007 2008 2009 2010 2011
Atz 051 002 011 002 010 011 013 015 009 012 010 013 013 Q15 -0 012 04
Belzm 010 006 012 012 011 013 012 003 007 009 000 009 009 Q11 -0.08 007 007
Fintand 166 031 030 016 014 011 009 020 015 01 008 002 004 006 00 000 O
France 003 017 002 000 008 001 006 002 007 001 006 009 009 Q11 02 005 007
Grazce 413 005 008 008 002 011 000 000 002 003 030 032 055
Treland 00l 001 005 007 008 010 012 001 010 010 009 012 010 007 -1GB 014 008
Telv 003 001 000 000 001 003 004 001 007 007 008 008 010 Q01 007 006 006
Lumemboorz 019 008 012 018 012 011 013 003 004 006 006 004 007 Q05 -006 005 001
Germamy 008 001 001 007 009 011 012 002 002 002 002 005 008 QLI 00 0l 012
Metherbnds 003 014 017 018 022 023 023 023 005 0001 015 017 020 02 0@ 002 016
Portueal 010 011 012 014 011 04 013 003 018 007 002 009 000 (08 0B 002 033
Spain 033 044 025 026 018 012 010 -032 016 009 006 001 000 068 -15 043 30

Source: Dullien, 2013.
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Model / scenario B

All short-term unemployed in the last 12 months
and 20% of the remaining short-term unemployed are
entitled to receive unemployment reinsurance benefits.
The financial volume in this case is EUR 341.7 billion,
which means 0.65% of the wage bill of the 12 selected
countries. The amount of benefits paid is EUR 346.3
billion, which means that the balance of the whole
period is negative (EUR -4.7 billion) (Table 9).

The net cash flow of unemployment reinsurance in
the EMU in the period 1995-2011 (as a percentage of
GDP per country) is shown below; negative figures
represent the aid received (Table 10).

In the event of a prolonged and severe recession,
triggers would be activated to temporarily extend the
period for receiving compensation. The idea of
"extended benefits" with automatic triggers, which
extend the period of receiving compensation during an
economic recession, makes special sense. From a
European perspective aimed at a high degree of
stabilization, these triggers need to be set more
generously than they are currently set in the US. In
addition, the tradition of “extraordinary benefits”
(temporarily extending the period for receiving
compensation by order) allows for discretionary fiscal
policy, which is very effective as it is aimed at those
with a high propensity to spend and can be introduced
virtually overnight. Dullien (2007) presents two trigger
identification options identified at the EU level: (i) a
large increase in unemployment across the EU or (ii) a
large increase in country-specific unemployment
relative to the EU unemployment rate. A euro area-
based supplementary benefit scheme, providing
benefits only in connection with certain triggers, would
not provide stabilization under normal circumstances,
but could increase the efficiency of national
unemployment reinsurance systems in the event of
severe economic Ccrises.

B. Stabilizing power and efficiency of models

In the previous sections, we present the basic
principles of operation, structure and effects of models
as well as triggers, and below the stabilizing power and
efficiency of reinsurance systems in the case of
unemployment.

B1. Stabilizing power

The positive impact of the system varies greatly
between countries, and the impact of stabilization is
considerable in many of them. Due to a number of
serious recessions in a relatively large number of
countries, stabilization is all the more obvious.

Dullien (2013) notes that in the existing literature,
findings about the possible stabilizing effects of
reinsurance in the case of unemployment in the US are
highly controversial. Most research has been
conducted for the U.S. Federal-state unemployment
reinsurance system however, their findings seem to
vary. While some authors, such as von Hagen (1992)
and Asdrubali, Sorensen and Yosha (1996), argue that
the stabilizing effect is very low, other simulation
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studies show a much greater effect, e.g. Chimerine,
Black, and Coffey (1999) estimate the overall
stabilizing effect of reinsurance for unemployment in
the U.S. at between 15% and 20% of the initial GDP
reduction, and Vroman (2010) notes that the stabilizing
effect is nearly 30 percent, of which - depending on
measurement methods - up to half can be attributed to
the federal system for extended benefits and
emergency unemployment benefits, and the rest to
federal unemployment insurance.

Different methodologies are used in the research, so
they are not completely comparable. Three main
differences may explain the large differences in
evaluation of the impact of stabilization: von Hagen
(1992) and Asdrubali, Sorensen and Yosha (1996)
examined the stabilizing effect throughout the business
cycle and thus analyzed the average stabilization, while
Chimerine, Black and Coffey (1999), and Vroman
(2010) focused on the impact over the period of
recession, which can be understood as a stabilization
analysis at the time when it is needed the most. Since
unemployment tends to rise sharply during periods of
recession and consequently higher unemployment
reinsurance payments can be detected in such periods
only, it is logical that stabilization analysis during a
recession will show a greater effect than an average
stabilization analysis (Dullien, 2013).

Dolls et al. (2014) quantify the potential effects of
the euro area unemployment reinsurance system on
GDP. They follow the Congressional Budget Office
(2012) and undertake a series of assessments of how
the additional EUR spent on unemployment benefits
would impact the GDP. This fiscal multiplier is
assumed to be in the range between 0.5 and 1.5, which
is also consistent with the evidence from the research
(Ramey, 2011). They show the effects of the euro area
unemployment reinsurance system on GDP on the
assumption that pre-crisis public unemployment
reinsurance systems would be replaced by a single euro
area unemployment reinsurance system (Table 11). In
other words, they compare the stabilizing effects of the
single euro area unemployment reinsurance system
with pre-crisis national unemployment insurance
systems (policy changes introduced during the crisis
are also considered). The results show that the effects
on growth in the euro area would be moderate and
increase the GDP by up to 0.2% in 2009 and up to
0.08% in 2012. In all other years, the reinsurance
system in the case of unemployment in the euro area
would not cause additional growth effects at the EMU
level. Results vary at country level.

Dullien (2007) calculates the stabilizing power as a
change in the production gap (Table 12). Column (1)
shows the change in the output gap in that period as a
percentage of GDP, columns (2), (3) and (4) the change
in the unemployment reinsurance balance as a
percentage of GDP for individual scenarios, and
columns (5), (6) and (7) the reduction of the output gap
in the presence of unemployment reinsurance for an
individual scenario.
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The operation of unemployment reinsurance as an
automatic stabilizer in the case of the baseline scenario
would reduce the output gap in the selected ten
countries by 5% in the selected period. In the second
scenario, it is not possible to calculate the overall
reduction of the output gap in the selected period for
the selected ten countries, as data for the Netherlands
are not available. Nevertheless, we can conclude that
e.g., Germany would narrow its inflation gap by 20%

and Belgium and France by more than 15%. In the third
scenario, the output gap in the selected period would be
reduced by an average of 16% for the selected ten
countries (this is approximately 70% more than
reinsurance in the case of unemployment in the USA
over the same period). Spain would reduce the output
gap by 40%, and Germany, Belgium and France by
more than 15%.

Table 11. Potential effects of reinsurance system in the euro area on GDP (as a percentage of GDP per country)

Year 2009 2010 2011 2012 2013
Multiplier g 10 15 05 10 15 05 10 15 05 10 15 05 10 1.3
EMU 0.07 0.13 0.20 0 0 ] 0 0 0 0.03 0.06 0.08 0 0 0
Austria 0.03 0.06 0.09 0 0 o 0 0 0 0.01 002 0.03 0.01 0.02 0.03
Belgium 0.03 0.06 0.05 0 0 ] 0 0 0 003 006 0.09 0.02 0.04 0.07
Estonia 0.63 1.25 1.88 0 0 o 0 0 0 0 0 0 0 0 0
Finland 0.05 0.09 0.14 0 0 ] 0 0 0 001 0.03 0.04 0.01 0.02 0.03
France 0.04 0.08 0.12 0 0 o 0 0 0 0.02 0.4 0.06 0 0 0
Germany 0.04 0.07 0.11 0 0 ] 0 0 0 0 0 0 0 0.01 0.01
Greece 0.13 027 040 008 0.16 0.24 013 026 0.3%9 0.02 0.04 0.06 0 0 0
Treland 0.25 0.530 0.75 1] o ] ] 0 1] 1] ] ] 0 1] 1]
Italy 0.04 0.09 0.13 0 0 o 0 0 0 0.14 028 042 0.01 0.02 0.04
Luxembourg 0.02 0.04 0.06 0 0 ] 0 0 0 0 0 0 0 0 0
Netherlands 0.04 008 0.12 0 0 ] 0 0 0003 006 008 0.04 008 0.12
Portugal 0.11 0.22 0.33 1] o 0 0.05 0.11 0.16 0.04 0.09 0.13 0 1] 1]
Slovenia 0.12 0.24 036 0 0 ] 0 0 0 0 0 0 005 011 016
Spain 021 0.41 0.62 1] 1] U] 0 0 0 0.03 0.06 0.09 0 1] 1]
Source: Dolls et al. 2014.
Table 12. Stabilizing power as a change in the production gap
Counlry (13 2y 3 4 2yas % of (1) (Nas%of (1) (4)as % of (1)
Chanlg-a m. the Changs in the vnemployment msurance
pr[l:-c.u:mrlo. balanes m % GDP Raduetion of the outpot gap
gapmt 7 (petiod)
GDP (perind)
- EUI with the —
ELE.‘;‘ET_&‘_? possibility of EUT with the ELI;‘;I;“E
pﬂ”‘,. yos extznding the possibility of poss o =
extznding the - .- zxtendins the
e . period of sxtending the e .
period of .. . period of
Basic EUL receiving the =oo0EE B o BT peried o receiving the
= benefit; the racaiving the _
bensfit; . . _ . benzfit; the
. ’ trizger is bensfit; trisgars . L
tiggers are T - < sst for each trizger iz uniform
sstforeach oooonier are sztiof 2ac for all select=c
all salected country .
country counlriss countries
Euro zone 33 -0.17 0356 49% 16.0%
(2000-2005) (2001-20048) (2001-2004)
Avstria S35 -0.18 047 37 4 6% 13 4% 10.6%%
(2000-2005) (2001-2002) (2001-2002) (2001-2003)
Belmm -3.3 023 .36 56 T0% 17.0% 17.0%
(2000-2003) (2001-2003) (2001-2003) (2001-2003)
Finland 4.3 0.1 -0.11 036 23% 2.6% 13.0%
(2000-2004) (2000-2001) (2000-2001) (2000-2003)
Francs -3.2 -0.11 -0.33 033 34% 16.6% 16.6%
(2000-2003) (2001-2004) (2001-2004) (2001-2004)
Ttaly 33 -0.04 -0.04 025 11% 1.1% T.1%
(2001-2003) (2001-2002) (2001-2002) (2001-2003)
Germany 4 032 0.8 073 3.0% 20.0% 18.3%
(2000-2005) (2001-2003) (2001-2005) (2001-2004)
Neatherlands -3.6
(2000-2005)
Portugal -3.7 -0.37 .66 073 6.3% 11.6% 12.8%
(2000-2006) (2000-2003) (2000-2005) (2000-2003)
8 pain -2 -0.21 -0.22 -0.83 10.5% 11.0% 41.5%
(2000-2005) (2001-2003) (2001-2005) (2001-2003)
Source: Dullien 2007.

In his second study, Dullien (2013) determined a
macroeconomic multiplier of unemployment benefits
paid from the European system. Its value was set at 1.
Generally, a higher multiplier can be expected from
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unemployment reinsurance payments, as documented
by the Congressional Budget Office (2012) and Zandi
(2008), and it can also be reflected in the International
Monetary Fund, in a multi-country macroeconomic
model (Freedman et al., 2009).
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Table 13. Stabilizing power as a change in net cash flows

Scenario A; Net cashflow in € billion, 1993-

Scenario B; Net cashflow in€ billion, 1993-

Courtiry 2011 2011
Ausiria -3.0 21
Belgum 11 31
Firland -1.6 -39
Frarce 17 32
Greece -1.6 31
Ireland -1.3 0.9
Italy 12 7.4
Luzembourg 0.0 0.2
Germary 11.2 211
Netherlands 18 11.3
Portusal 0.6 0.2
Spain -174 45.5

The stabilizing power of the models is presented as a change in the EU unemployment reinsurance contributions / payouts
(as a percentage of GDP), as a share of change in the output gap.
Source: Dullien, 2013.

Table 14. Comparison of stabilizing power (scenarios A and B)

Scenario A;
Change of in-
payments/out-

Scenario B;
Change of in-
payments/out-

Period of  payments ofthe  payments of the
active EU EU Change in the
absorption  unemployment  unemployment  production gap  Scenario A;  Scenario B;
from insurance (in %  insurance (in % (in percentage  Stabilization Stabilization
Country Fund GDP) GDP) points) POWer pOWer

Austria 2001-2 -0.30 -0.28 0.3 35.8 517
Austria 2008-9 -0.23 -0.21 4.8 47 44
Belgium 2001-3 -0.16 -0.19 -1.6 10.1 121
Belgium 2008-9 -0.19 -0.18 -39 49 4.8
Finland 2001-2 -0.15 -0.11 -1.5 2.8 7.8
Finland 2008-9 -0.37 -0.36 0.4 39 3.8
France 1005-6 -0.19 -0.15 0.7 263 201
France 2008-9 -0.32 -0.32 42 7.7 7.6
Greece 2001-2 -0.01 0.00 -1.3 0.8 0.2
Greece 2008-11 -0.44 -0.57 -11.6 38 49
Ireland 2007-9 -1.08 -1.14 -1.7 14.0 14.8
Ttaly 2001-2 -0.07 -0.04 0.9 7.7 39
Ttaly 2008-9 -0.10 -0.10 =53 1.8 1.8
Germany 2001-3 -0.11 -0.14 3.0 3.7 47
Germany 2008-9 -0.13 -0.12 59 22 21
Netherlands  2002-4 -0.19 -0.23 -1.1 18.0 217
Portugal 2001-3 -0.28 -0.31 38 75 82
Portugal 2008-9 -0.31 -0.30 29 10.5 10.2
_Spain 2007-9 -1.33 -1.51 -6.3 213 24.0

Source: Dullien, 2013.

However, for the European system, the proposed
multiplier would work in a slightly different way. Since
E (M) U unemployment reinsurance replaces (a part of)
costs of individual countries, it allows governments to
spend their resources differently. Since it is not clear
from the outset how state governments will use this
degree of freedom, the actual multiplier could be less
than just targeted transfers. Therefore, multiplier 1
seems to be an appropriate estimate. Dullien (2013)
demonstrates the stabilizing power based on net cash
flows of unemployment reinsurance for EMU in the
period 1992-2011 (in EUR billion) (Table 13).

The period under study is 1995-2011, and only
periods of recession are presented for the calculation of
stabilizing power (the year before the recession until
the end of the recession).

While the positive impact of the system varies
greatly between countries, we can conclude that the
impact of stabilization in many countries would also be
significant due to a number of serious recessions in a
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relatively large number of countries (Table 14). In
many cases, where stabilization has been weak,
macroeconomic data need to be analyzed in more
detail. The EMU unemployment system would not
provide greater stabilization during the Great
Recession of 2008 and 2009 in Germany. However,
this is because the German labor market did not
deteriorate much in this recession and the initial
reduction in the output gap quickly returned to previous
levels. In this case, the disproportionate fall in GDP in
the face of rising unemployment explains the low
stabilizing value.

B2. Efficiency

The EU countries have not applied fiscal policy
effectively to stabilize the economic cycle, while
unemployment reinsurance would act as an automatic
stabilizer, thus contributing to a faster way out of the
recession. Moreover, the fiscal policy of the EU
countries operated cyclically (instead of counter
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cyclically) at best. As an elegant solution to achieve
greater economic stability in the EU, Dullien (2013)
proposes a more centralized management of fiscal
policy and the introduction of unemployment
reinsurance.

With the onset of the recession in 2008, the EU has
taken important steps to prevent and manage
macroeconomic imbalances, but did nothing to
strengthen the European unemployment insurance
system. During the recession, it took certain measures
to stabilize the economic cycle (prevention and
management of macroeconomic imbalances). Among
the measures, the following is mentioned in particular
(ibid.): (1) closer monitoring of member states' budgets;
(i) stricter rules / measures in the event of government
deficits; (iii) the long-term sustainability of public
finances; (iv) management of state-owned enterprises
and privatization; (v) greater labor market flexibility
and reduction of undeclared work and employment.
These measures, in his opinion, are going in the right
direction, but the URS EU would contribute to a faster
exit from the recession much more effectively.

Unemployment insurance at the EU level can be
introduced without causing large and permanent
transfers between countries and in such a way that
possible stabilization would benefit all countries. The
authors note that the reinsurance system for
unemployment in the euro area could be implemented
with a relatively small budget and, on the other hand,
with a relatively large stabilizing power (from 2 to 16%
reduction of the output gap).

IV ANALYSIS OF UNEMPLOYMENT
INSURANCE SYSTEMS IN EUROPEAN
COUNTRIES

The starting points for the analysis and the analysis
of contributions and payouts of unemployment
insurance systems in the EU 20 countries (2003-2019)
are presented below. The basic elements that determine
the operation of an individual system are described. We
have examined and described the rules and operation
of unemployment insurance systems of individual EU
20 countries in the period under study (2003-2019). We
originally wanted to include the EU - 27 countries in
the analysis. After reviewing the available data and
national unemployment insurance systems, seven
countries were excluded (Greece, Ireland, Lithuania,
Luxembourg, Malta, Romania and the United
Kingdom) since they were not suitable for
consideration in the model simulation due to the
diversity of contribution and expenditure systems (e.g.,
in the United Kingdom, Ireland and Malta,
unemployment insurance contributions are not based
on the previous salaries of the unemployed). The
descriptions of individual countries show their
heterogeneity. We found that countries differ in
characteristics of unemployment insurance, as well as
in fluctuations in the unemployment rate, the
unemployment insurance balance and the dynamics of
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economic growth, which is presented in the section -
Heterogeneity of unemployment insurance systems in
the EU.

A. Starting points for the analysis and basic findings

Unemployment insurance provides compensation
for loss of income due to involuntary unemployment.
In some EU countries, unemployment insurance
schemes are independent of other social security
measures and may be closely linked to employment
services (Claeys and Wolff, 2014). In other countries,
unemployment insurance schemes are included in
social security measures, which also cover other short-
term risks, although even in such cases employment
services can check whether a person is unemployed and
provide job search assistance (Euzéby, 2010).

Unemployment insurance schemes exist in
industrialized countries mostly. They are mandatory
and broad-based. Some EU countries restrict assistance
to unemployed people who do not meet the conditions.
In many countries, in addition to unemployment
insurance, which provides unemployment benefits,
government organizations or employers provide grants
to the wunemployed. Other countries provide
unemployed people with individual accounts on which
funds paid in the form of severance pay are collected.
The value of the latter is the value of the accumulated
capital in an individual's account. In addition, in many
cases, employers must provide severance pay to
redundant workers (Blanchard, 2006).

Unemployment insurance is a key instrument for
managing labor market risk. During the period of
temporary unemployment, it enables the insurance of
an individual's income and offers’ assistance during
longer periods of unemployment. From a
macroeconomic point of view, unemployment benefits
play the role of an automatic stabilizer for the whole
economy, as they increase the purchasing power of
unemployed people in times of economic recession
(Dolls et al., 2014). On the other hand, several authors
have found that unemployment benefits reduce the
efficiency of the labor market since (i) due to the moral
hazard, reduce the willingness of the unemployed to
work, which leads to suboptimal intensity of job search
(Rothstein, 2011), (ii) possible unemployment and
inactivity traps are linked to the tax and social system
(Schmieder et al., 2012), and there is also (iii) a
decrease in the employability of unemployed people
receiving long-term unemployment benefits (Van Ours
and Vodopivec, 2006).

Unemployment  insurance  schemes  vary
significantly across the EU, particularly for the
following items: (i) eligibility to unemployment
benefits, (ii) the amount of unemployment benefits,
(iii) the duration of unemployment benefits, (iv) the
sources of funding for unemployment insurance and
(v) the administration of the unemployment insurance
scheme (Davies and Hallet, 2001).

Approximately  half of the compulsory
unemployment insurance schemes include the majority
of employees, regardless of the type of industry.
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Coverage under the remaining programs is limited to
workers in industry and commerce. Certain countries
exclude unemployed persons who earned more than a
certain amount before unemployment (Brunila et al.,
2003). There are also special regulations in certain
countries governing the situation of temporary and
seasonal workers. Several countries have introduced
special programs for the unemployed, aimed at specific
occupations. The most typical are construction
workers, railway and port workers and seafarers.
Voluntary unemployment insurance schemes are
limited to economic activities in which trade unions
open accounts to collect funds for the unemployed.
Membership in these funds is usually mandatory for
union members and may be available to other non-
union employees. Uninsured workers, such as fresh
graduates and the self-employed who become
unemployed may be eligible for state-subsidized
assistance (Fath and Fuest, 2005). The statutory
contribution rate for unemployment insurance is
reasonably high only in a small part of the EU. In EU
countries, unemployment insurance is regulated in
each member state. Insurances differ according to (i)
eligibility to benefits, (ii) reference period, (iii)
required minimum period of employment, (iv) duration
of benefit period (coverage), (v) amount of benefits and
(vi) contribution rate. On the one hand, it concerns the
expenditure of unemployment insurance intended for
the payment of benefits, and on the other hand, the
sources of financing of unemployment insurance.
Some EU member states are more generous with
unemployment insurance, compared to the others.

In the long run, it is important that the expenditure
and sources of financing unemployment insurance are
equal. If the expenditures are greater than the sources
of financing, the countries cover the difference from
the state budget. Sources of funding are determined by
the statutory contribution rate, which in most countries
is set so as not to cover all expenditure. This means that
countries cover the difference from the state budget.

In principle, EU countries experienced a financial
and economic crisis in the same period (2009-2011),

but the crisis in some countries was more pronounced
and prolonged, as shown by the unemployment rate.
The recession is having a knock-off effect, as increased
unemployment leads to lower growth and falling
consumption, which is affecting companies to lay off
workers due to losses. A recession occurs when GDP
growth is negative for two or more consecutive
quarters. In other words, economic growth slows
during recession. If the economy is experiencing a
period of recession, this is reflected in the high
(increased) unemployment rate and decline in
(Carlberg, 2012) (i) company sales and revenues, (ii)
price of securities and (iii) incomes.

With a high unemployment rate, unemployment
insurance expenditure increases - expenditure is
synchronized with the unemployment rate. During a
period of recession, the unemployment rate increases,
which also increases the number of benefit recipients.
Individuals who were already unemployed before the
recession find it difficult to get a new job as well, as
companies in principle do not hire during the recession,
but rather lay off employees due to reduced sales and
lower revenues. This extends the coverage period of
the unemployed, as they are unable to find new
employment. An increase in the number of
unemployed and an extension of the period of
unemployment coverage leads to an increase in
unemployment insurance expenditure.

B. Analysis of benefits and costs by EU 20 countries

(2003-2019)

Below - Table 15, we show the difference between
the statutory and equilibrium contribution rates (as a
percentage) of unemployment insurance schemes in
European countries (EU 20) - a hypothetically
calculated equilibrium contribution rate at which the
balance was zero in 2003-2019. The descriptions are
obtained from the databases of Eurostat (2017) and the
Mutual Information System on Social Protection
(MISSOC, 2020) and summarize the situation on 1 July
2020. The analysis shows the heterogeneity of
countries.

Table 15. Difference between statutory and equilibrium contribution rate (in percent)

2005 2006 2007 2008 2005 2010 2011

2012

2013 2014 2015 2016 2017 2018 2015

Austria 0.017 0.016 0.017 0020 0019 0.017 0.016
Belgium -0.038 -0.038 -0.035 -0.033 -0.034 -0.036 -0.037
Bulgaria -0.021 -0.017 -0.012 -0.008 -0.007 -0.007 -0.008
Cyprus 0.043 0.043 0.044 0.047 0.046 0.043 0.039
Czech Rep. 0.005 0.004 0.004 0004 0001 -0.005 -0.006
Denmark 0.004 0.011 0.021 0029 0029 0.023 0.016
Estonia 0.009 0.010 0.005 0.004 -0.006 -0.014 0.015
Finland -0.041 -0.033 -0.026 -0.022 -0.031 -0.036 -0.034
France -0.009 -0.005 -0.001 0.004 0003 0.000 -0.002
Italy -0.017 -0.015 -0.013 -0.012 -0.017 -0.022 -0.026
Latvia 0.005 0.005 0.007 0007 0002 -0.005 0.012
Hungary 0.016 0.014 0.014 0034 0014 0.007 -0.017
Germany -0.003 0.002 0.012 -0.003 -0.011 -0.016 -0.015
MNetherlands 0.020 0.022 0.041 0042 0043 0000 -0.002
Poland -0.011 -0.008 -0.006 -0.003 -0.001 -0.001 0.002
Portugal 0.012 0.011 0.012 0014 0011 0.007 0.004
Slovenia 0.008 0.007 0.006 0004 0001 -0.002 -0.003
Slovakia -0.011 -0.011 -0.005 -0.008 -0.010 -0.014 -0.019
Spain 0.028 0.027 0.027 0022 0011 -0.003 -0.012
Sweden -0.023 -0.014 -0.008 0.001 0.007 0.006 -0.018

0.018 0.018 0.017 0.015 0.014 0.014 0.015 0.017
-0.035 -0.034 -0.033 -0.031 -0.028 -0.026 -0.024 -0.022
-0.008 -0.012 -0.012 -0.010 -0.007 -0.006 -0.005 -0.004
-0.012 -0.017 -0.017 -0.014 -0.005 -0.006 -0.003 0.000
-0.004 -0.003 -0.003 -0.004 -0.004 -0.003 -0.002 -0.001

0.013 0.014 0.015 0.017 0.020 0.022 0.024 0.026

0.021 0.024 0.013 0.014 0.014 0.006 0.004 0.004
-0.029 -0.028 -0.032 -0.037 -0.050 -0.047 -0.034 -0.027
-0.002 -0.002 -0.003 -0.004 -0.005 -0.004 -0.001 0.003
-0.028 -0.030 -0.032 -0.031 -0.025 -0.027 -0.026 -0.024

0.005 0.000 0.001 0.001 0.003 0.007 0.007 0.006
-0.016 0.014 -0.023 -0.023 -0.022 -0.020 -0.016 -0.010
-0.008 -0.004 -0.003 -0.002 -0.001 0.001 0.002 0.002
-0.002 -0.004 -0.031 -0.032 -0.030 -0.027 -0.023 -0.020

0.003 0.004 0.004 0.004 0.005 0.007 0.003 0.012

0.002 0.000 -0.002 0.000 0.004 0.009 0.014 0.018
-0.001 0.001 0.003 0.005 0.005 0.005 0.005 0.006
-0.020 -0.020 -0.018 -0.017 -0.014 -0.012 -0.011 -0.010
-0.014 -0.012 -0.008 0.001 0.010 0.016 0.015 0.020

0,000 -0.020 -0.021 0.015 -0.016 -0.013 -0.010 -0.009

Source: Own calculation.
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We find that the statutory contribution rate for
unemployment insurance is sufficiently high only in a
small part of the EU. Only certain insurance systems
are sustainable, which means that the statutory
contribution rate is equal to or higher than the
calculated equilibrium contribution rate. The collected
unemployment insurance contributions do not cover all
expenditures, which means that countries cover the
difference from the state budget.

After examining and describing unemployment
insurance in the EU 20, we can conclude that
unemployment insurance systems in the EU 20 vary
widely, particularly for the following items: (i)
eligibility to unemployment benefit, (ii) amount of
unemployment benefit, (iii) duration of unemployment
benefit, (iv) source and amount of unemployment
insurance financing, and (v) administration of the
insurance scheme in case of unemployment. In addition
to the examined characteristics of unemployment
insurance, countries also differ in terms of fluctuations
in the unemployment rate, balance of unemployment
insurance and the dynamics of economic growth.

V DISCUSSION AND IMPLICATIONS FOR
MANAGEMENT AND ECONOMIC POLICY
RECOMMENDATIONS FOR THE
INTRODUCTION OF THE URS EU

The response to unemployment in the great
recession and subsequent events related to the
European debt crisis has been very heterogeneous
across Europe and in population groups. The dispersion
of unemployment rates in individual EU countries
reached a historic high in 2014. The unemployment
rate across countries varied according to three patterns
(Boeri and Bruecker, 2011). One sample represents a
group of countries where unemployment in the rate and
distribution among  socio-demographic  groups
remained relatively stable throughout the period, e.g.,
Austria, Belgium, Germany and Sweden. The second
sample is a group of countries with a slight increase in
unemployment. The latter was fairly unevenly
distributed across socio-demographic groups. The third
sample is represented by countries where
unemployment has risen sharply and affected young
workers the most, e.g., Cyprus, Portugal and Spain).
Asymmetric shocks, in terms of size and nature
(financial or real), and often combined with
institutional differences between countries have been
the reasons for the very heterogeneous responses of
national labor markets to the great recession. It is
difficult to predict a united Europe and the proper
functioning of economic and monetary union with such
divergences in labor markets between countries and
with very limited instruments to insure the risk of
unemployment between countries. Knowing the causes
of these heterogeneous unemployment responses is
very important for a better understanding of labor
market dynamics. Experience is also important for
assessing a coherent EU policy approach to
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macroeconomic stabilization and microeconomic
conditionality (Boeri and Jimeno, 2016).

Institutional reforms are needed especially in the
euro area, as the monetary union reduces
macroeconomic stabilization policies at national level.
At the same time, the optimal design of institutions is
not independent of the basic cyclical conditions
(Gnocchi et al., 2015). Policies aimed at reducing
unemployment should address the institutional
shortcomings that emerged during the crisis and learn
from the best (and worst) performers. Boeri and Jimeno
(2016) find that some very urgent institutional reforms
aimed at restoring competitiveness can cause side
effects in severe recessions. If a stabilization policy to
reduce the risk of side effects of these reforms is not
feasible in the context of monetary union, they believe
that there are only two other solutions. On the one
hand, institutional reforms need to be implemented as
much as possible in better macroeconomic
environments. This requires that EU conditionality be
strengthened in cyclical periods of growth. On the
other hand, labor market institutions should be based
on counter-cyclical characteristics, which means that
countries affected by asymmetric shocks would have
considerable fiscal maneuvering space in the monetary
union.

In anticipation of the strengthened role of European
transnational institutions in improving the functioning
of labor markets, Boeri and Jimeno (2016) offered
some proposals for changing the functioning of labor
markets. To strengthen the role of the European
transnational institutions, they propose greater
coherence between the main guidelines for
employment policy in the European institutions and the
introduction of certain programs at European level. In
this regard, they suggest that European employment
policy should complement, but not replace the national
policies in the field of employment security and
unemployment insurance. The proposals should be
introduced in the context of positive conditionality,
which provides different and probably more effective
incentives for national governments to introduce the
necessary structural reforms. Finally, they would focus
on EU citizens and, if possible, monitor their access to
these systems by using the EU Social Security Number,
which means that the system would be more
transparent and socially acceptable.

We believe that the URS EU would represent a
possible solution to the problems outlined in the
previous paragraphs. Other authors have come to
similar conclusions, e.g., Dullien (2007) presents how
strongly fiscal policy works as an optimal stabilization
tool in the European Monetary Union (EMU) and how
it can be improved. In his research, he showed
econometrically that although there are many
automatic stabilizers in the EMU, discretionary fiscal
policy has neutralized these institutions by making the
general stance of fiscal policy cyclical. As a solution,
the author proposes an unemployment case system for
the whole of EMU.

BUPT



It would be appropriate to introduce the URS EU in
the EU - based on the data examined, it can be argued
that the EU needs mechanisms that act as automatic
stabilizers, as monetary union at national level reduces
the scope of macroeconomic stabilization policies. In
the crisis, the EU URS would mitigate the fall in
production and increase the level of consumption by
increasing the income of the unemployed.
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