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Introduction

The background to this report is the growing variation between EU Member States'
economic and social situation, which has been reinforced by the economic recession
and subsequent fiscal consolidation measures. It is increasingly recognized that
economic and social responses to the crisis will require strengthened solidarity
between Member States, in the first place within the Eurozone but also beyond. While
most decisions about taxes and spending remain at national level within the EU, it can
equally be argued that continued successful European integration needs an elaborate
risk-sharing system where various forms of automatic fiscal transfer mechanisms may
have a key role, particularly in Eurozone countries. One strategy is to set up EU- or
Eurozone wide unemployment provisions where resources are transferred to areas
particularly hit by asymmetric shocks.

EU or Eurozone automatic stabilisers of this kind may take on several different forms,
but the basic idea is that they may serve as an insurance mechanism that help
smoothening of fluctuations in real GDP caused by asymmetric shocks in parts of
Europe. Potentially they may also involve a stabilisation mechanism when symmetric
shocks affect all countries. Unemployment benefits are an obvious candidate for
becoming a European automatic stabiliser, not least since economic shocks of the
magnitude recently witnessed tend to, among other things, cause an upsurge in
unemployment. Unemployment benefits may not only have macroeconomic impacts
but are likely to also have positive effects on citizens’ living conditions, potentially
improving European social integration in the wider sense. Meanwhile, it should be
noted that the effects of unemployment benefits on EU economic and social
integration may vary greatly depending on the institutional design of unemployment
benefits, which currently differ significantly across the Member States.

The purpose of this report is to analyse the basic character of unemployment benefits
in all EU Member States and highlight potential institutional barriers to the
introduction of an EU wide framework for unemployment benefits. Special emphasis is
on unemployment insurance programs and income protection during periods of short
term unemployment (less than one year) in Eurozone countries. Drawing on these
analyses, we address the question about what the prospects are of introducing a
European dimension to unemployment benefits in the Eurozone?

The report is organized in the following way. Next, a taxonomy is outlined identifying
key features of unemployment benefit systems in EU Member States. Thereafter, main
characteristics of these systems are described along the following institutional
dimensions: replacement levels, benefit duration, eligibility conditions and coverage
rates. Modes for financing and expenditure levels are described in the following
section. The last section includes a discussion of the diversity of unemployment
benefit systems in the EU and the Eurozone. Potential barriers for an EU wide
framework for unemployment benefits are also addressed. A data and methodological
appendix is presented at the end.

A taxonomy of unemployment benefit systems

A fruitful way of delineating various forms of unemployment benefit systems is to
focus on institutional characteristics that are central to interest formation and living
conditions. Especially, three dimensions appear to be essential in this regard:

= FEligibility conditions: What is required to qualify for benefits and how many persons
are covered by the program?
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= Principles for determining entitlement levels: How much is paid to an unemployed,
and for how long?

= Administration: Which actors carry the costs, in what proportions, and are programs
separate across occupational lines?

The earliest forms of unemployment insurance originated from attempts by labour
unions and friendly societies to offer mutual benefits within funds financed by
membership contributions. Basic elements of these schemes are still found in
voluntary state-subsidized programs in Denmark, Finland and Sweden, where
entitlement is based on voluntary membership, often combined with contributions to
an unemployment insurance fund. Historically, benefits were paid in daily flat-rate
amounts. Nowadays, earnings-related benefits are also paid, albeit often affected by
relatively low earnings ceilings for benefit purposes. The state exercises a regulatory
and supervising role, but has also often contributed to financing of benefits through
state subsidies, particularly in times of economic downturns and high unemployment.

Entitlement in targeted programs is based on assessed need and benefits are paid at
minimum levels, often including long periods of duration. While a number of countries
introduced targeted schemes as their first unemployment benefit program, there is no
EU country today that appears to rely solely on this model. In the EU Member States,
targeted programs are instead used to complement regular unemployment insurance
benefits and are normally paid to those who have exhausted their right to first-tier
benefits, or have failed to qualify for regular unemployment insurance benefits in the
first place, for example due to weak labour market attachment.

A number of EU countries have compulsory unemployment insurance programs. It is
here useful to make a distinction between state corporatist and comprehensive
schemes. Entitlement in comprehensive unemployment insurance is usually based on
contributions. In ideal-typical terms we may here distinguish between two types of
schemes; comprehensive basic security and comprehensive income security. The flat-
rate unemployment benefits in Ireland, Malta and the United Kingdom are in line with
comprehensive basic security unemployment insurance. Countries that may be
categorized in the comprehensive income security group include Bulgaria, the Czech
Republic, Estonia, Hungary, Latvia, Lithuania, Portugal, Romania, Slovenia and the
Slovak Republic. It should be noted that in all these ten countries, except for Slovenia,
there are maximum ceilings for benefits purposes that modify the degree of income
security in the downward direction for many groups of workers, in some cases even to
the extent that benefits are so weakly graduated by earnings that they in practise may
appear to be flat-rate.

Many Continental European countries have state corporatist unemployment insurance
programs, which may be seen as a variant of compulsory insurance. State corporatist
systems are characterized by statutory income protection that is separated along
occupational lines. State corporatist unemployment insurance programs are
administered jointly by employer and employee representatives. Over the years,
occupational segregation in these programs has often been reduced, either through
harmonisation of eligibility conditions and entitlements levels, or by abolition of
segmented structures altogether. Contribution rates are the same for all groups of
employees in most state corporatist unemployment insurance programs, although
some countries differ from this general pattern.

Figure 1 illustrates the taxonomy of unemployment benefit systems outlined above.
The diamond-shaped figures symbolize the social structure — with high-income earners
at the top and low-income earners at the bottom. The broad middle-class is located in
between, but closer to the bottom than to the top. Horizontal lines indicate flat-rate
benefits independent of earnings levels or the size of contributions paid into the
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scheme. Vertical lines symbolize earnings-related benefits, providing higher
entitlement levels for people with higher salaries. Bold lines indicate occupational or
corporatist segmentation of unemployment insurance benefits.

Figure 1: Taxonomy of Unemployment Insurance Programs
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In relation to the presented taxonomy, we can outline expectations on relationships
between models of unemployment insurance, coverage and entitlement levels. Here
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we disregard any effects of labour market attachment on benefit eligibility. The
comprehensive basic security model can be expected to generate broad coverage due
to inclusion of all kinds of employees, although eligibility sometimes depends on
contribution period and other qualifying conditions. The comprehensive income
security model is likely to generate similar levels of coverage, whereas entitlement
levels are expected to be higher because of the earnings-related principle. However,
there is an exception for low-income earners who may end up with benefits that are
below the level of flat-rate benefits in corresponding unemployment insurance
programs in other countries. The extent to which such scenarios apply is of course
linked to wage-setting principles and minimum wage regulation.

The state corporatist systems are also compulsory, suggesting that coverage should
approximate those of compulsory insurance. Yet, there has been a tradition in state
corporatist systems to exclude not only groups with weak labour market attachment,
such as seasonal workers and domestic employees, but sometimes also high income
earners. Although many of these exclusions have disappeared, some still remain and
influence coverage in the downward direction. In terms of entitlement levels, benefits
are likely to be on par with those in compulsory income security programs.

Coverage in voluntary state subsidized systems is lower than in compulsory insurance.
The gradual shift to earnings-related benefits suggests that entitlement levels are
higher than in comprehensive basic security insurance.

Finally, targeted models are expected to produce fairly modest entitlement levels. It is
difficult to apply the concept of coverage to these programs since eligibility is
determined on the basis of means-tests. However, targeted benefits typically suffer
from incomplete take-up due to stigma or lack of information.

The taxonomy above has obvious values for understanding the historical development
of unemployment insurance programs and it is still of relevance for the analysis of
similarities and differences in European unemployment benefit systems. However, we
should not expect that countries cluster neatly according to the taxonomy when
different dimensions of unemployment benefit systems are assessed empirically.
Social protection programs in general and unemployment benefits in particular are
complex entities where numerous factors in program regulation affect the generosity
and inclusiveness of benefits. Some of these factors do not necessarily follow from the
taxonomy above. A few examples are contribution periods, benefit duration,
generosity of earnings-relatedness, and so forth. A more systematic empirical
investigation of central dimensions in European unemployment benefit systems is
therefore motivated. As we now turn to the empirical analysis of replacement levels,
duration, contribution conditions, coverage and financing of the unemployment
insurance programs in the EU Member States, the taxonomy above will not be the
main guiding principle for empirical analyses, instead the different models of
unemployment benefit systems will be referred to when motivated.

Dimensions of unemployment benefits in European
countries

In this section we empirically analyse cross-national variation in basic dimensions of
unemployment benefits. The data in this section is from the Social Policy Indicator
Database (SPIN), which is under construction at the Swedish Institute for Social
Research (SOFI), Stockholm University. For information about this database see Data
and Methodological Appendix. We begin to address benefit levels, subsequently
focusing on eligibility and financing.
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Before turning to the cross-national comparisons, we wish to highlight some specifics
about our comparative approach (further elaborated in the appendix). Other
comparisons are based on ‘income packaging’, where different types of benefits are
stacked and measured on a single scale, including a diverse set of programs such as
unemployment insurance, child benefits, social assistance and housing allowances.
This is relevant when the research objective is to evaluate the overall income position
of particular population categories (cf. OECD 2009). In analyses of specific types of
benefits programs, such as unemployment insurance, the income packaging approach
becomes less fruitful. Our approach of focusing on unemployment insurance programs
as such is to avoid analytical confusion, which appears when different kinds of benefits
are lumped together (Ferrarini et al. 2013). Selective forms of unemployment benefits
are therefore analysed separately in the section on unemployment assistance.
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Benefit entitlements

Here we direct attention to replacement rates and benefit duration. We begin with
unemployment insurance, followed by unemployment assistance.

Replacement rates and duration

Figure 2 shows unemployment insurance replacement rates gross of income tax in 27
EU Member States in 2010. Countries are categorized into two groups based on their
belongingness to the Eurozone and ranked by benefit generosity. Replacement rates
are expressed in per cent of an average production worker’s wage for a single person
model family. Gross replacement rates vary greatly between 80 per cent in
Luxembourg and 13 per cent in the United Kingdom. Gross replacement rates are on
average somewhat higher in Eurozone countries, around 50 per cent, as compared to
slightly below 40 per cent in countries outside the common currency.

Gross replacement rates are useful because they are more clearly directly linked to
program regulation. An important characteristic in this regard is the determining
principle discussed in the taxonomy above, showing whether benefits are earnings-
related or provided in the form of flat-rate amounts. Another distinguishing feature is
earnings-ceilings for benefit purposes, above which no benefits are paid. Earnings-
ceilings for benefit purposes thus determine the maximum entitlement level of
unemployment insurance. To recapitulate, Slovenia is the only EU Member States that
lacks earnings-ceilings in unemployment insurance. Benefit determining formulas have
remained fairly stable over recent decades, whereas earnings-ceilings have
substantially lagged behind wage increases. One example is Sweden, where the formal
replacement rate has remained at the level of 80 per cent of wages (for the first 200
days), while effective replacement rates taking earnings-ceilings into account have
decreased by as much as 13 percentage points only between 2005 and 2010. Some
countries have experienced developments in the other direction. Belgium is a notable
example, where earnings-ceilings were substantially raised, resulting in a ten
percentage point increase of the effective replacement rate in unemployment
insurance between 2005 and 2010 (Ferrarini et al. 2012). However, it should be noted
that 2010 replacement rate data for Belgium should be interpreted with caution due to
complex program regulation.
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Figure 2: Unemployment insurance gross replacement rates in 27 EU Member
States, 2010
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Source: Social Policy Indicator Database (SPIN).

Although gross replacement rates are closely related to program regulation, in terms
of income protection, important effects of income taxation need also to be considered,
wherefore it is highly relevant to analyse net replacement rates. Figure 3 shows
unemployment insurance net replacement rates in 27 EU Member States in 2010.
Similar to the preceding analysis, countries are categorized into two groups based on
their belongingness to the Eurozone and ranked by benefit generosity. Net
replacement rates are usually higher than gross replacement rates due to the
progressivity of income taxes. In some countries this difference between gross and net
replacement rates is particularly large. In twelve countries, Belgium, Bulgaria, Cyprus,
France, Germany, Greece, Latvia, Lithuania, Portugal, Romania, Slovakia and
Slovenia, the difference between gross and net replacement rates are over 10
percentage points. Typically, unemployment insurance benefits are non-taxable or
exempt from social security contributions in these countries, something that
substantially boosts net replacement rates.

Cross-national variation increases when net replacement rates are analysed, ranging
from 92 per cent in Portugal to 12 per cent in the United Kingdom. Net replacement
rates are on average somewhat higher in Eurozone countries, where all but four
countries (Austria, Estonia, Ireland and Malta) have net replacement rates close to or
above 60 per cent. Only Portugal has a net replacement rate above 80 per cent in
unemployment insurance. It is obvious that the differences in tax rules are an
important source for cross-national variation in unemployment insurance net
replacement rates among the Member States, also among the Eurozone countries. An
EU framework for unemployment benefits thus requires that cross-country differences
in income taxation of benefits are taken into consideration.
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Figure 3: Unemployment insurance net replacement rates in 27 EU Member
States, 2010.
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Source: Social Policy Indicator Database (SPIN).

Another central dimension of social insurance is the duration of benefits. Duration is
the time span during which legislated benefits are paid. Historically, duration of
unemployment insurance benefits has ranged between a few weeks and a nearly
unlimited benefit period, sometimes only restricted by the legal pension age (Palme et
al. 2009). Figure 4 shows the duration of unemployment insurance in weeks for a
typical worker in 27 EU Member States in 2010. Countries are categorized and ranked
in the same way as in the analysis above. Cross-national variation in benefit duration
is substantial, ranging from 21 weeks in Lithuania to an unlimited period in Belgium.
In several European countries, further extensions of benefit duration may be granted
depending on age and previous employment record of the insured (Palme et al 2009).
Moreover, in some instances such as Sweden it was previously possible for the
unemployed to requalify for a new unemployment benefit period through participation
in active labour market programs (Ferrarini et al 2012). This implies that the cross-
national differences in reality are larger should we consider also the minimum and
maximum duration that applies for specific groups with contribution records that
deviates from the ‘typical’.
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Figure 4: Duration of unemployment insurance benefits in 27 EU Member
States, 2010

120 ¢ 0O EURO zone

B Non-EURO zone

g0 F

60 F

40 }

S FEF PP PP AP LI DE® @ FE L OIS
& FF FHFFSS & S <°‘ F ¥ F ¥ & SN S
VS S g ) -\q} RS L, & & F ¥
Q,é'\ & L) ((0 0{\ & 8 S &éo 5 g}\ %\L %\L Qé\ 6&\ Qj\\_\ F P %'\(\QO Qgﬁ R Q—°® \}@
V\*r' % ‘&b Eaa\\

Source: Social Policy Indicator Database (SPIN).

Between-country variation in duration is quite similar among Eurozone and non-
Eurozone countries. However, the average length of duration is considerably higher
among Eurozone countries, also when Belgium with principally unlimited duration is
excluded from analysis. Average duration among Eurozone countries is well above two
years, while corresponding length of duration for countries outside the Eurozone is
around 30 weeks. It may be worth pointing out that all countries have a duration of
unemployment insurance benefits that corresponds to at least 26 weeks, which
suggests that the introduction of an EU framework for unemployment benefits
including duration of half a year would appear to be less problematic. Yet, if such an
ambition is raised to longer periods of duration, either some kind of adjustment would
be necessary for a number of countries or it would require a stronger EU involvement.

Unemployment assistance replacement rates and duration

The preceding analysis has been restricted to first-tier unemployment insurance
schemes. Several EU countries have alternative unemployment assistance benefits for
individuals without access to unemployment insurance. The organization of
unemployment assistance differs markedly across countries and it is not possible here
to provide any detailed information concerning the transition process during which
beneficiaries are transferred from unemployment insurance to assistance. One reason
is that unemployment assistance may be organized separately from unemployment
insurance or integrated into the general framework for unemployment benefits, with
very different rules concerning eligibility and formal application procedures. Table 1
shows how unemployment assistance is organized in 27 EU countries in 2010. As can
be seen, fifteen countries provide specific unemployment assistance. In ten of these it
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is income-tested - Austria, Czech Republic, Finland, France, Germany, Ireland, Malta,
Portugal, Spain and the United Kingdom, whereas benefits are flat-rate in Estonia,
Greece, Hungary, the Netherlands and Sweden. Some EU countries make no
distinction between social assistance and unemployment assistance. In the analysis
below we have thus used social assistance where applicable.

Table 1: Type of unemployment assistance in 27 EU Member States, 2010.

Unemployment assistance Social assistance

Means-tested Flat-rate

Austria X
Belgium
Bulgaria
Cyprus
Czech
Republic
Denmark X
Estonia X

Finland
France
Germany
Greece X
Hungary X
Ireland X

Italy

Latvia

Lithuania

L uxembourg

Malta X

Netherlands X
Norway X
Poland X
Portugal X

Romania

Slovakia

Slovenia

Spain X

Sweden X
Switzerland X
UK X

X X X
X X X X X X

X X X

Source: MISSOC/European Commission.

Figure 5 shows unemployment/social assistance net replacement rates in 27 EU
Member States in 2010. No additional benefits, such as housing allowances, are
included in the analysis. This unemployment/assistance net replacement rate data is
not strictly comparable to that of unemployment insurance above. It should be
recapitulated that the data refers to different kinds of programs depending on what
country we look at, including flat-rate benefits, means-tested unemployment
assistance benefits and regular social assistance benefits. In the analysis below we
have assumed that the single person model family is unemployed for a whole year,
with no work income and no access to contributory unemployment benefits. Italy is
the only EU Member State that lacks a national framework for unemployment
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assistance or social assistance. In most other countries, unemployment/social
assistance benefit rates are typically lower than unemployment insurance benefits.
The only exception to this pattern is Malta, where scale rates for unemployment
assistance are above those of unemployment insurance.

Figure 5: Unemployment assistance and social assistance net replacement
rates in 27 EU Member States, 2010.
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Source: Social Policy Indicator Database (SPIN).

The generosity of net unemployment/social assistance differs quite substantially
across EU Member States, ranging from a net replacement rate of about 60 per cent in
Portugal and 7 per cent in Slovakia. The rates for Estonia, Hungary and Slovenia are
heavily influenced by limited duration below one year. Duration is formally below one
year also in Latvia and Lithuania, but due to possibilities of renewal we have here
assumed that the single person model family receives benefits for a whole year.
Unemployment/social assistance net replacement rates are on average higher among
Eurozone countries, but cross-national dispersion is also more substantial. The Central
and Eastern European countries tend to cluster at the lower end of the distribution
when countries are ranked according to unemployment/social assistance net
replacement rates. An EU- or Eurozone-wide unemployment provision may in
countries with short duration of the insurance programs come to replace or
complement assistance type benefits. Note however that Italy has a modest duration
of the core insurance program and no nationwide assistance program.

Eligibility and coverage

We now turn our attention to unemployment insurance eligibility and coverage.
Eligibility is analysed in terms of qualifying period, which shows the minimum required
contribution or work record in weeks that are needed in order to become eligible for
insurance benefits. This criterion is not only a good approximation of the conditions
surrounding eligibility of unemployment benefits in EU Member States (Palme et al.
2009), but also central for program coverage. Stricter qualifying periods during
periods of high unemployment may substantially decrease the proportion of labour
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force actually qualifying for and receiving benefits. It should be noted that countries
vary in terms of the length of the reference period that countries allow the
contributions (work periods) to be made under, for the sake of simplicity we do not
show the data here.

Figure 6 shows the qualifying period for unemployment insurance in weeks across 27
EU Member States in 2010. Countries are grouped according to Eurozone participation,
and ranked by length of the qualifying period. Although there is a large difference
between the shortest and longest qualifying periods - less than 20 weeks in France
versus 156 weeks in Slovakia - cross-national variation is relatively modest. Neither
are there any substantial differences in relation to Eurozone membership nor between
EU15 and Central/Eastern European countries. About half of the countries use
qualifying periods between 50 and 52 weeks. Lithuania, Portugal and Slovakia have
qualifying periods of 64 weeks or longer. Remaining countries have qualifying periods
in the range between seventeen weeks (France) and 39 weeks (Bulgaria, Latvia and
Ireland). Thus, the typical qualifying period is around 52 weeks in the Eurozone.
Countries that depart from this general pattern typically have shorter qualifying
periods, something that would require some adjustment in the context of a common
Eurozone unemployment benefit program.

Figure 6: Qualifying period for unemployment insurance in 27 EU Member
States, 2010.
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Source: Social Policy Indicator Database (SPIN).

Figure 7 shows unemployment insurance coverage rates in 27 EU Member States in
2010. In this report we define the coverage rate as the number of insured persons as
percentage of the labour force. This indicates the proportion of the labour force that is
covered under an unemployment insurance that would entitle them to a future
insurance benefit should they become unemployed. It is enough to be covered by a
basic benefit to be included as long as the basic benefit is paid without means- or
income-testing. Our coverage rate is different from the so called pseudo-coverage
rates that measure the proportion of those who are unemployed who actually receive
an unemployment benefit. Such pseudo-coverage rates have been estimated using
both administrative and survey data and the estimated level vary substantially due
differences in measurement of both numerators and denominators. In state
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corporatist programs, the number of insured persons is summed across all relevant
population categories. It should be noted that the choice of reference population may
influence the coverage estimate to a large extent. For a European comparison, labour
force adjusted coverage rates offer a more complete representation in all countries. By
comparison, the number of employees differs substantially across countries. In
Romania, for example, the number of employees represents only about half of the
labour force.

Figure 7: Unemployment insurance coverage rates in 27 EU Member States,
2010.
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Source: Social Policy Indicator Database (SPIN).

Unemployment insurance coverage rates vary quite substantially across EU Member
States. Coverage is on average 73 per cent, with no major differences by Eurozone
belongingness. Five countries have full coverage (over 95 per cent), including Finland,
Ireland, Greece and Luxembourg among Eurozone countries and Sweden in the non-
Eurozone. Finland and Sweden both provide basic benefits (without means-testing) in
addition to voluntary state subsidised unemployment benefits, something that results
in very high coverage rates. At the lower end, Romania’s unemployment insurance
covers less than half of the labour force. Unemployment insurance coverage is fairly
low also in Italy, Slovakia, Spain, and Poland. We can also see that five out of the six
countries with the highest coverage rates (above 90 per cent) belong to the Old
Member States (EU15).

The large variation in unemployment insurance coverage rates among Eurozone
countries cannot be neglected and it is not possible to determine a typical coverage
rate that seems to apply throughout Europe. In any case, lack of coverage is a
problem in most European unemployment insurance schemes and represents a
formidable challenge for policy reform. Notably, the presented coverage rates
disregard any further effects or limitations imposed by eligibility conditions. In
addition, the large variation in pseudo-coverage rates among Member States shown
elsewhere should be a further reason for concern, showing that it is not always
enough to examine solely formal rules. It is necessary to also reflect on how the rules
are implemented.
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Financing and expenditures

Cross-national patterns in financing and expenditures of unemployment benefits are
complex and it is beyond this report to explore this issue in full detail (including
assessments of program revenues). In the following, focus is on formal financing
structures of the core unemployment insurance program in the different countries.
Here we will examine the relative importance of contributions from insured persons
and employers, and we will also outline the role of the state. In terms of expenditures,
available data allow us to evaluate aggregate spending at system level. A detailed
separation of expenditure by benefit type within the overall organization of
unemployment benefits has not been possible.

Figure 8 shows the relative contributions of insured persons and employers to the
financing of unemployment insurance in 27 EU Member States, 2010. Whereas there
are no such contributions in Luxembourg, it is the responsibility of the insured persons
to pay all contributions in Denmark. Among the remaining countries there is a mix of
contributions from insured persons and employers with no clear grouping of countries.
However, we can note that employer participation in financing of unemployment
insurance tends to be stronger among non-Eurozone countries.

Figure 8: Sources of funding for unemployment insurance in 27 EU Member
States, 2010.
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Source: Social Security Programs Throughout the World, SSPTW (2010).

Table 2 illustrates the relative importance of state funding in unemployment insurance
in 27 EU Member States, 2010. Luxembourg, Malta and Cyprus have fixed
contributions from the state (ranging from 100 per cent, 33 per cent and 24 per cent,
respectively). In Austria, Belgium, Finland, Ireland, and Slovakia among Eurozone
countries, the state covers deficits. The same applies in the Czech Republic, Lithuania,
Poland and Romania among non-Eurozone countries. In Germany, Greece, Italy,
Slovenia and Spain the state is providing a subsidy to unemployment insurance. This
applies to some non-Eurozone countries as well, including Denmark, Latvia, Sweden
and the United Kingdom. There is no formal participation of the state in remaining
countries.
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Table 2: Forms of state participation in financing of unemployment insurance
in 27 EU Member States, 2010

Form of participation

Eurozone countries

Non-Eurozone countries

Fixed contribution

Luxembourg, Cyprus, Malta

State covers deficit Austria, Belgium, Finland, Czech Republic, Lithuania,
Ireland, Slovakia Poland, Romania,

State provides subsidy Germany, Greece, Italy, Denmark, Latvia, Sweden,
Slovenia, Spain the United Kingdom,

State does not contribute Estonia, France, the Bulgaria, Hungary

Netherlands, Portugal

Source: Social Security Programs throughout the World, SSPTW (2010).

When we now turn our attention to unemployment benefit expenditure a central note
of caution is warranted. It has not been possible to present data where comparability
is guaranteed in terms of unemployment benefits outside the core insurance scheme,
even if Eurostat data refer to periodic unemployment benefits and thus should
exclude, for example, unemployment pensions. Figure 9 shows unemployment benefit
expenditure as percentage of GDP in 27 EU Member States in 2010. Expenditure levels
range from a few low spending countries allocating less than half a per cent of GDP to
Belgium that spends almost four per cent of GDP. Benefit duration seems to be the
only basic characteristic of unemployment insurance that correlates strongly with
program expenditure. Belgium has longest duration by far and highest expenditures.
France, Spain and Finland, among the Eurozone countries, as well as Denmark in the
non-Eurozone, have long periods of duration. Germany has high expenditure levels
relative to the length of benefit duration. Portugal shows the reverse pattern where
the high replacement levels are not reflected in levels of unemployment benefit
expenditures. Note, however, that the favourable tax treatment of unemployment
benefits in Portugal and other countries involves substantial tax expenditures (not
shown).
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Figure 9: Unemployment benefit expenditures as percentage of GDP in 27 EU
Member States, 2010.
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Source: Eurostat, [spr_exp_fun].

Discussion

If the EU Member States in central ways would have identical or very similar
unemployment insurance programs, it would be comparatively easy to develop a
common element that could function as an insurance and/or stabilization mechanism
in Europe. Even though variation among Eurozone countries is slightly lower as
compared to the entire EU, cross-national differences are evident enough to warrant
further reflections. The discussion below is primarily focused on Eurozone countries
but most of the reflections are valid also for the wider EU. In all events, the underlying
objective, as we interpret the underlying ambition to promote a European
stabilisation/insurance mechanism, is about making provision of unemployment
compensation more generous, or at least avoiding cutbacks in unemployment
insurance schemes that are running deficits, by offering a European redistributive
mechanism to compensate countries for involuntary unemployment.

With this objective, one option would be to ignore cross-national institutional
differences and more directly provide EU participation in the funding of unemployment
insurance benefits. In this context, we have shown that nine Eurozone countries have
flexible state funding in their schemes, either by covering deficits or by providing
some kind of subsidy to unemployment insurance. Three Eurozone countries have
fixed formal participation of the state towards funding of unemployment insurance,
while Estonia, France, the Netherlands and Portugal have no state participation. Yet,
most countries also provide complementary means-tested or flat-rate unemployment
assistance benefits that are entirely funded by the state. To achieve a common
mechanism, countries would have to agree on some kind of symmetric participation of
the state and the EU (Eurozone) in funding an unemployment insurance element,
designed to share common European standards, possibly including also second-tier
assistance or flat-rate unemployment benefit programs. While this would require
certain degrees of country level adjustments, institutional changes to present systems
of unemployment benefits in the EU Member States do not appear to be
insurmountable.
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In terms of harmonizing other dimensions of unemployment benefit systems different
strategies can be used. One option is to identify countries that deviate markedly from
broader European patterns, indicating where special adjustments are most immediate
in Europe. Another strategy is to identify common denominators for key aspects of the
systems. In both respects, it appears warranted to promote increased generosity as to
improve both the insurance and the stabilization capacity of the system.

Considering the first strategy of identifying deviating countries, both Portugal and
Slovakia appear to differ substantially from other EU Member States. Portugal is an
exceptional case in several ways, having not only longer contribution periods than
most EU countries, but also very high net replacement rates in both unemployment
insurance and assistance due to favourable tax treatment of benefits. Despite the
generosity of the system, unemployment benefit expenditures in Portugal are modest.
Slovakia combines long contribution periods, modest replacement rates and short
duration with comparatively low expenditure levels.

As a second strategy, a central and fruitful harmonization consideration for a European
unemployment insurance provision would be to include a contribution period of 26
weeks. This would most likely increase unemployment insurance coverage in all
countries, except France where the result would be a slight increase in the
contribution period. In the case of employing the currently common denominator of a
52 weeks qualifying period, the actual unemployment insurance coverage would most
likely decrease in seven Eurozone countries, something that appears problematic.
Among non-Eurozone countries, only Sweden has a 26 weeks contribution period.
Denmark is here special case with a much longer contribution period, but also much
longer duration of benefits.

Another central consideration would thus be to harmonize the benefit period by
extending it to 52 weeks in seven Eurozone countries. Equally, it can be argued that
EU should not subsidize benefit periods beyond one year, which today exist only in five
Eurozone countries and Denmark.

Finally, with regards to the replacement rate of unemployment benefits, most
Eurozone countries have replacement rates between 60 and 80 per cent. Estonia,
Austria, Ireland and Malta have lower replacement levels. Would it here be possible to
adjust benefits levels upwards? Would this be facilitated by financial incentives from
the EU? These are two issues that warrant further discussion at EU-level and in the
various Member States.
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Data and methodological appendix

Comparative datasets on the institutional structure of social benefit programs differ in
conceptual framework for policy analysis. To characterize the institutional structure of
unemployment benefits in the EU this report relies heavily on data from the Social
Policy Indicator Database (SPIN), which is under construction at the Swedish Institute
for Social Research (SOFI), Stockholm University (see http://www.sofi.su.se/spin).
SPIN is designed to capture essential dimensions of social citizenship, broadly
interpreted as bundles of specific rights and duties associated with the welfare state
(Marshall 1950). The database includes detailed information on financing, eligibility
and entitlement of major social benefit programs, including unemployment insurance
and unemployment assistance. In addition we use data expenditure data from
Eurostat and information on funding principles in unemployment insurance from Social
Protection Programs Throughout the World (SSPTW).

Financing is in this report analysed in terms of shares of unemployment insurance
funding coming from injured persons and employers. In addition forms for state
participation in funding of unemployment insurance are analysed. This analysis is
based on information in SPPTW. Eligibility is here analysed in terms of unemployment
insurance qualifying periods. The qualifying period is the minimum required
contribution or work record in weeks that are needed in order to become eligible for
unemployment insurance benefits. The coverage rate is the number of insured persons
as percentage of total labour force 15-64 years. The coverage indicator should not be
confused with various enrolment based measures on the inclusiveness of social
benefits, such as beneficiary ratios or benefit take-up rates. In order to analyse
entitlement levels we use two indicators: net replacement rates and duration. The
duration of unemployment insurance is equal to the number of weeks during which a
recipient has the right to benefits. Data on unemployment benefit expenditure is from
Eurostat, expressed as percentages of GDP.

Because replacement rates are tricky to compare empirically we rely on a model
family approach, where benefit levels for a single person household have been
calculated based on national legislation at average wages. As duration of
unemployment insurance in some countries is less than one year, we have assumed
that the model family has 26 weeks of benefits and 26 weeks of earnings.
Unemployment insurance replacement rates are here reported net of taxes. For
taxable unemployment insurance benefits we have calculated the yearly tax liability
for the total income of the model family. The effects of waiting days are considered
and duration less than 26 weeks also reduces total benefit amounts. In order to avoid
seriously inflated replacement rates due to the inclusion of half a year of regular
earnings in model family yearly income we apply the following formula:

NR = [(a-c)/(b-c)]*100; where NR = net replacement rate, a
= net income from up to 26 weeks of only social insurance
benefits and 26 weeks of earnings, b = net income from 52
weeks of earnings, and ¢ = net income from 26 weeks of
earnings.

It should be noted that there are other approaches for establishing replacement rate
data. One common procedure is to stack different types of benefits on a single scale,
including a diverse set of programs such as unemployment insurance, child benefits,
social assistance and housing allowances. Income packaging of this type may be
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relevant when the main research objective is to evaluate the overall income position of
particular population categories and variants of this approach to establish replacement
rate data have been used by the OECD (2009). In analyses of specific types of
benefits programs and linkages between the different dimensions of social rights the
income packaging approach becomes less fruitful (Ferrarini et al. 2013). Our choice to
use a single person model family in the calculation of unemployment insurance
replacement rates is related to this observation, thus analytically avoiding confusion of
social insurance and family policy in the empirical analysis of entitlement levels.
Similarly, we have not included any means- or income-tested benefits in the
calculation of unemployment insurance replacement rates. These selective forms of
unemployment benefits are instead analysed separately in the section on
unemployment assistance.

More generally, data included in SPIN is based on a large number of different sources.
The average production workers’ wage is based on information provided by the US
Bureau of Labour Statistics, which is the same source used for the Social Citizenship
Indicator Program, SCIP (Korpi and Palme, 2003). SPIN have been established in close
correspondence with the following publications: The Tax/Benefit Position of Production
Workers (OECD, various years); Taxing Wages (OECD, various vyears); The
Tax/Benefit Position of Employees (OECD, various years); The Tax/Benefit Position of
Selected Income Groups in OECD Member Countries (OECD, 1978); Personal Income
Tax Systems Under Changing Economic Conditions (OECD, 1986); Social Protection in
the Member States of the European Union (European Commission, various years);
Social Security Programs Throughout the World (U.S. Department of Health and
Human Services, various years); European Tax Handbook (International Bureau of
Fiscal Documentation, various years; and Social Protection in the Nordic Countries
(Nordic Social-Statistical Committee, various years). Besides the above mentioned
more general comparative sources, the following national sources on unemployment
benefits and tax legislation have been used.

Data sources:

Arbetsléshetskassornas centralorganisation (SO). Bra att veta om
arbetsloshetsforsakringen. Stockholm. 2010.

Athens University of Economics and Business, Department of International and
European Economics. Direct communication. Leventi, Chrysa. 2011.

Belastingsdienst (The Dutch Tax Authority).
http://www.belastingdienst.nl/particulier/aangifte2010/heffingskortingen/
index.html, retrieved 2011-03-24.

Bundesministerium fUr Finanzen, Das Steuerbuch 2011. Wien. 2010.

Central Statistical Office. 2011. Statistical Yearbook of the Republic of Poland 2011, p.
225, available at:
http://www.stat.gov.pl/cps/rde/xbcr/gus/sy_statitical_yearbook_of_the_rep_of
_poland_2011.pdf, accessed 2012-10-17.

Denmark. Arbejdslgshedsforsikringsloven, § 51 stk.4, LBK nr 574 af 27/05/2010
Geeldende.

Confederation Fiscale Europeenne. Health and Social Security in Poland.
http://www.cfe-eutax.org/taxation/health-social-security/poland, 2012-05-24.

Department for Work and Pensions. Contributions and Qualifying years, People with
Class 1, 2, 3 contributions (in thousands),
http://83.244.183.180/NIRS/live/cq/tabtool_cq.html#, 2012-11-06

Danmarks Statistik. Statistisk Arbog 2012. Copenhagen. 2012.
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Directgov. Jobseeker’s allowance,
http://www.direct.gov.uk/en/MoneyTaxAndBenefits/BenefitsTaxCreditsAndOthe
rSupport/Employedorlookingforwork/DG_10018757, 2010-09-20.

Department of Social Protection. Statistical Information on Social Welfare
Services 2011,
http://www.welfare.ie/EN/Policy/ResearchSurveysAndStatistics/Pages/lat
eststats.aspx, 2010-12-18.

Estonian Tax and Customs Board, Tallinn. Direct communication. Roomet, Merje,
2011-10-25.

Finland. Lag om utkomstskydd for arbetslésa 30.12.2002/1290.

Hauptverband der &sterreichischen Sozialversicherungstrager. Statistisches Handbuch
der Osterreichischen Sozialversicherung. Wien. 2011.

Hellenic Statistical Authority. Statistical Yearbook of Greece 2009-2010. Athens. 2012

Estonian Unemployment Insurance Fund, Tallinn. Direct communication, Aas, Erik and
Lauringson, Anne. October 2011.

EUROMOD. Country Report: Greece. Institute for Social & Economic Research. Essex.
2011.

Federale Overheidsdienst Sociale Zekerheid, Brussels, Eggers J. (2012), direct
communication (November 2012).

Hungarian Central Statistical Office. Table 2.1.3. Economic activity of population of
working age by sex (1998-), http://www.ksh.hu/, retrieved 2012-10-29.
Institute for Labour and Family Research (IVPR). Direct communication, Bednarik,

Rastislav. 2012-12-28.

Instituto Nacional de Estadistica. Anudrio Estatistico de Portugal 2010. Lisbon. 2011.

Instituto Nacional de Estadistica. Anuario Estadistico de Espafia 2011. Madrid. 2012.

Istituto Nazionale Previdenza Sociale (INPS). Rapporto Annuale 2011. Rome.

2011

Mutualité Sociale Agricole. Les chiffres utiles de la MSA, édition 2011, pp.5-6.
Bagnolet. 2011.

Ministerie van Sociale Zaken en Werkgelegenheid. Minimumloon, iedereen heeft er
recht op. Den Haag. 2010.

Ministry of Labour, Family and Social Affairs of Slovenia. Direct communication, Kraut,
Bojan. 2013-01-16.

Ministry of Social Security and Labour, Social Statistics,
http://www.socmin.lt/index.php?2092715219, retrieved 2011-10-06.

Ministry of Social Security and Labour. Law on the employment of the population.
Available at http://www.socmin.It/index.php?281577291, accessed 2012-11-21

Ministry of Welfare. Unemployment benefit, available at:
http://www.Im.gov.lv/text/1966, retrieved 2011-10-28.
National Statistical Office Malta. Statistical tables.

http://www.nso.gov.mt/statbase/data_table_catalogue.aspx, 2012-10-29.

P6le Emploi. Direction Etudes, Statistiques et Prévisions. Emploi salarié au 4e
trimestre 2010, p.12. Paris. 2011.

Portugal. Decreto-Lei n.0 323/2009, de 24 de Dezembro (IAS/2010).

Siporska, Anna (ed.). Social Insurance in Poland - Information facts, p.88, The Social
Insurance Institution. Warsaw. 2011.

Skatteverket, Skatteutrdkningsbroschyren 2011. Solna. 2011.

Spain. Ley 26/2009, de 23 de diciembre, de Presupuestos Generales del Estado para
el afio 2010, accessed 2011-11-15 from
http://noticias.juridicas.com/base_datos/Fiscal/126-2009.t8.htmI#dal9

Statec - National Institute for statistics and economic studies of the Grand Duchy of
Luxembourg, http://www.statistiques.public.lu/en/actors/index.html, data
accessed 2012-10-29

Statistical Service. Labour Statistics 2010, p. 120. Nicosia. 2012.
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Statistics Lithuania, Average number of employees and indices by county,
http://www.stat.gov.Ilt/en/pages/view/?id=2512, retrieved 2011-11-18.

Statistiska centralbyran. Statistik arsbok 2012. Stockholm. 2012.

State Social Insurance Agency, Riga. Direct communication, Ceska, Evita, 2012-10-31.

Statistisches Bundesamt. Statistisches Jahrbuch fiir die Bundesrepublik Deutschland
2011. Wiesbaden. 2011.

July 2013 24



European
Commission

Employment, Social Affairs & Inclusion
Unemployment Benefits in EU Member States

References

Arbetsldshetskassornas samarbetsorganisation (2012). "Var tredje arbetslds star utan
ersattning - tredubbling pa fyra ar." Press notice, Nov 14, 2012 (available
online: http://www.samorg.org/so/Index.aspx?id=1364),
Arbetsldshetskassornas Samorganisation (SO), Stockholm.

European Commission (2010). Mutual Information System for Social Protection
(MISSOC) - Comparative Tables Database (selcted update: 2010-01-01),
http://www.missoc.org/MISSOC/comparativeTables, accessed 2013-01-30.

Eurostat [spr_exp_fun] (2013). Tables by benefits- unemployment function (periodic
cash benefits).
http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=spr_exp_fun&lang=
en, accessed 2013-01-30.

Ferrarini, T., K. Nelson, O. Sjéberg, and J. Palme (2012). "Sveriges socialférsakringar i
jamfoérande perspektiv: En institutionell analys av sjuk-, arbetsskade- och
arbetsloshetsforsakringarna i 18 OECD-lander 1930 till 2010." Rapport till
parlamentariska socialférsdkringsutredningen. (Sweden's social insurance in
comparative perspective. Report for the Swedish Parliamentary Social
Insurance Committee). Stockholm: Fritzes.

Ferrarini, T., K. Nelson, W. Korpi , and J. Palme (2013). "Social citizenship rights and
social insurance replacement rate validity: pitfalls and possibilities", Journal of
European Public Policy 20(9): 1251-1266.

Marshall, T.H. (1950). Citizenship and Social Class and Other Essays. Cambridge:
Cambridge University Press.

OECD (2009). OECD Employment Outlook 2009. Paris: Organisation for Economic Co-
operation and Development.

Palme, J., K. Nelson, O. Sjoberg, and R. Minas (2009). "European Social Models,
Protection and Inclusion." Reserarch Report. Institute for Future Studies,
Stockholm.

Sjoberg, O. (2011). "Sweden: ambivalent Adjustment." Pp. 208-231 in Regulating the
Risk of Unemployment: National Adaptations to Post-Industrial Labour Markets
in Europe, edited by J. Clasen, and D. Clegg. Oxford University Press.

Social Policy Indicator Database (2012). "Social Policy Indicator Database." Swedish
Institute for Social Research. University of Stockholm.

Social Security Administration (2010). Social Security Programs Throughout the
World. Government Printing Office. Washington, DC.

July 2013 25


http://www.samorg.org/so/Index.aspx?id=1364)
http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=spr_exp_fun&lang=en
http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=spr_exp_fun&lang=en

	Table of Contents
	Introduction
	A taxonomy of unemployment benefit systems
	Dimensions of unemployment benefits in European countries
	Benefit entitlements
	Replacement rates and duration
	Unemployment assistance replacement rates and duration

	Eligibility and coverage
	Financing and expenditures
	Discussion
	Data and methodological appendix
	Data sources:
	References

