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1. Introduction 
 
Built-in or automatic stabilisers have always been present in the discussions on Economic and 
Monetary Union. Since at least the MacDougall report in 1977, economists have argued that 
with a single monetary policy, and so without the currency devaluation option, the shock 
adjustment capacity of Member States in the Union would be insufficient and that some 
Union-wide automatic adjustment mechanism would be necessary. This is the case in any 
currency union and may be particularly relevant in Europe where other adjustment channels 
such as labour mobility and rapid wage/price adjustment are low – at least lower than, for 
example, the US. While earlier discussions were rather abstract as possible weaknesses in the 
construction of the EMU had yet to be revealed, the economic crisis has given such 
deliberations more relevance and some urgency. Furthermore, with the constraints placed 
upon the fiscal policy of Member States under the Maastricht criteria and subsequently 
reinforced since 2008, it might appear that the strengthening of fiscal capacity at European 
level should be of increased relevance. Moreover, the experience of the crisis has challenged 
the capacity of Member States, regardless of any institutional constraints, to provide their 
citizens with adequate social support in times of severe distress. 
 
The Four Presidents Report, Towards a genuine economic and monetary union,1 envisages 
that the third stage (post 2014) entails ‘Establishing a well-defined and limited fiscal capacity 
to improve the absorption of country specific economic shocks, through an insurance system 
set up at the central level. This would improve the resilience of the euro area as a whole’. The 
Commission’s Communication Strengthening the social dimension of the economic and 
monetary union is more explicit:2 
 

A common instrument for macroeconomic stabilisation could provide an insurance 
system to pool the risks of economic shocks across Member States, thereby reducing 
the fluctuations in national incomes. 
In its simplest formulation, a stabilisation scheme to absorb asymmetric shocks could 
require monetary net payments that are negative in good times and positive in bad 
times. For example, a simple scheme could determine net contributions/payments by 
countries as a function of their output gap (relative to the average). Such a system 
would need to be financially neutral in the medium term for each country, and it 
would also depend on country size.  
Alternatively, the scheme could be based on earmarking payments from the fund for a 
defined purpose, with counter-cyclical effects (similar to the US unemployment benefit 
system, where a federal fund reimburses 50% of unemployment benefits exceeding a 
standard duration, up to a given maximum, conditional on unemployment being at a 
certain level and rising). The scheme could operate in such a way to avoid ‘permanent 
transfers’ across countries. In other words, they should be designed to avoid that, over 
a long period of time, any country is a net loser or gainer from the scheme. 

 

                                                 
1 December 2012; Herman Van Rompuy, President of the European Council, in close collaboration with: José 
Manuel Barroso, President of the European Commission, Jean-Claude Juncker, President of the Eurogroup, 
Mario Draghi, President of the European Central Bank. 
 
2 Communication from the Commission to the European Parliament and the Council 2.10.2013. COM(2013) 
690, provisoire. 
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Obviously any scheme that entails public transfers between Member States can be highly 
contentious and it would appear that if any significant movement were to be made in this 
direction it would require Treaty change. However, regardless of any political considerations 
there are a number of economic issues that require serious investigation. The purpose of this 
paper is to provide a brief introduction to some of these issues. 
Before proceeding it should also be pointed out that fiscal stabilisation mechanisms are not 
likely to significantly address the most pressing current macroeconomic and monetary issues 
that prevail in many Member States. The massive debt overhang with possible debt 
restructuring and progress towards a banking union would appear to be the main policy 
priority. Fiscal stabilisation policy is rather a proactive mechanism designed to prevent, or 
very rapidly react to, macroeconomic shocks when they arise, not to address the wider 
monetary challenges or even kick-start an economy still in recession.  
Section 2 outlines the economic rationale for built-in stabilisers in the Economic and 
Monetary Union. Section 3 outlines the three means of automatic stabilisation most prominent 
in the debate. Of the many options available Commissioner Andor believes that ‘an EMU 
wide scheme of basic unemployment insurance appears to have several advantages’, and so 
most attention is focused on this scheme. 
Section 4 concludes with some of the most pertinent issues to be addressed when considering 
the possible implementation of built-in stabilisers. It would appear that the most thorny trade-
off is between net long-term transfers from one set of countries to others and significant 
stabilisation capacity. 
 

2. Why built-in stabilisers in the EMU? 
 
It is well established that while there are many advantages of a currency union with a single 
monetary policy, there are also some significant problems related to fiscal policy in the 
union.3 The dilemma of a single monetary policy was clearly illustrated in the years preceding 
the crash of 2008 when some economies were seriously overheated while the majority were 
not, and so monetary policy remained relatively lax and interest rates low. If the national 
monetary policy option had been available, it could have dampened demand in the cases 
where it was most obviously needed – for example, in the housing markets in Spain, Ireland 
and the Baltic states. The other side of the coin is that when some countries are in recession 
and the monetary policy conducted at European level is not expansionary, there will be a very 
strong temptation to overly rely on discretionary fiscal policy. Pre-recession, some countries 
did not take the politically more difficult fiscal decisions to deflate the economy, and in 
recession, the temptation for individual Member States to compensate for their lack of 
monetary policy tools by incurring high levels of debt is the reason why European rules – 
from the Maastricht Growth and Stability Pacts to the recent Fiscal Compact Treaty – are 
designed to curtail excessive borrowing.  
The other limitation of a single currency is that an individual Member State cannot devalue its 
currency to improve competitiveness. Devaluation is, of course, not a cure-all economic 
remedy and certainly not sufficient to solve structural problems. Nevertheless, devaluation has 
some very practical advantages compared to other means of adjustment. It is quick (by 
decision or the market, depending upon the exchange rate regime) and it is politically 
expedient. While in principle there are economic alternatives to devaluation, they may be 
politically difficult and only be realised after an appreciable time lag. How then can the Single 
Market be constructed to permit the necessary cyclical and structural adjustment in 

                                                 
3 A fuller exposition of the issues in this section is in Eurofound (2013). 
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heterogeneous Member States when the two main instruments of monetary policy, exchange 
and interest rates, are not an option? 
 
In a single market with a single currency, there are two main means by which market 
adjustments in an individual country can be made in response to a lack of competitiveness in 
the short term. These are a reduction of prices in the less competitive countries and increased 
mobility in the factors of production – labour from less competitive to more competitive 
countries and capital in the other direction. Despite the undoubted success of the Single 
Market Programme, Europe is still far from a competitive market, in terms of the most 
productive producers being able to sell goods and services throughout the continent. The free 
movement of services is particularly problematic and controversial. While industrial 
producers and workers have long been subject to foreign competition, in many sectors for 
over a century, it is a much more recent phenomenon for services. Also, service competition 
is often more sensitive – unlike manufacturing, it often implies the entry of foreign labour into 
domestic markets. The Polish plumber undercutting the Parisian plumber in the latter’s own 
neighbourhood may be experienced as more disturbing or provocative than the (in principle) 
same competition from the anonymous Chinese shipyard worker based in China undercutting 
the shipyard worker in Nantes.  
 
More controversial again is the issue of wage adjustment in general. This is, in a strict 
conceptual sense, purely a domestic issue. The possible requirement for wage adjustment may 
not even be specifically related to external competition from other Member States. Neither is 
it an issue crucial for the functioning of the Single Market, and from this perspective, it is 
difficult to motivate European intervention. It has been argued, however, that it is important 
for the stability of a single currency. With devaluation not an option, a wage/price adjustment 
is essentially the only way to regain lost competitiveness in the short term.4 Indeed, it is often 
termed ‘internal devaluation’. If the economic problems of a Member State are related to 
wage/price competitiveness and these adjustments do not happen, then unemployment will 
remain high and growth low. This will put severe pressure on public spending to alleviate 
unemployment and, together with lower growth, will increase the debt-to-GDP ratios and 
raise questions about the capability of that Member State to service the debt. In a monetary 
union, this is a matter of common concern. 
 
The other means by which parts of a single market can adjust to asymmetric shocks is through 
factor, particularly labour, mobility. However, this would not appear to be a particularly 
promising path in Europe, particularly as regards short-term cyclical adjustment. In recent 
European history, significant migration only occurred in the 1950s and 1960s from south to 
north and more recently from east to west and reflected very considerable differences in 
standards of living. Apart from the obvious issue of language and the importance of family 
and other social and cultural ties, there are still significant differences in social security 
systems and limitations in the transferability of professional qualifications. While 
undoubtedly there is a role for European policy to further enhance the possibility of labour 
mobility between Member States, it cannot reasonably be expected to be of the scale and 
speed required to offer a credible means of cyclical adjustment in Europe. This is not to 
diminish the importance of labour mobility. In the longer term, there are not only economic 
but also important social and political reasons for making the mobility of people in Europe a 
significant practical reality. 

                                                 
4 In the longer term the other component in unit labour costs, i.e. labour productivity is of course fundamental. 
Here however, the discussion is of cyclical stabilisation, which is a short term phenomenon. 
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Together with the market adjustments of prices and labour mobility, the third primary means 
of addressing cyclical regional imbalances within a Member State is through regional 
transfers. These are largely automatic and do not require discretionary decisions. These ‘built-
in stabilisers’ come into play when, for example, one region experiences higher 
unemployment than others. Lower tax revenues flow into the national exchequer and more 
social benefits are paid out to the depressed region, thereby transferring from rich to poor 
regions. There has always been some fiscal solidarity in the European Union as rich countries 
pay more to the EU budget, and less well-off states access more from the Cohesion and 
Structural Funds. However, the EU currently differs from Member States in at least two 
important ways. Firstly, the scale of what could possibly be transferred is extremely small as 
the EU’s budget is relatively so much smaller than in the Member States. Secondly, there is 
no significant degree of automatisation in the EU’s budget. The EU does not directly raise 
taxes, nor does it pay out benefits; both taxes and social policy remain solidly the domain of 
the Member States. Historically, the rise of the nation state is closely related to its capacity to 
raise taxes, and the Member States guard very jealously their discretion over tax revenues and 
transfers. Some do argue, however, that the sustainability of an economic and monetary union 
does require much more financial solidarity between its constituent states than currently is the 
case in Europe. While fiscal union is simply not at all politically realistic at present, one could 
envisage more limited European initiatives. The President of the European Council’s report 
Towards a genuine economic and monetary union in December 2012 calls for ‘an insurance-
type mechanism between euro area countries to buffer large country-specific economic 
shocks’. 
 

3. The main options 
 
Various proposals are currently circulating for built-in automatic stabilisers. The point of any 
such scheme, as opposed to one that would be based on discretionary decisions made when 
deemed appropriate, should be that it would address cyclical, as opposed to structural, 
imbalances and so could react very quickly to the business cycle and, once it is put in place, it 
should be free from political interference. It should incorporate the ‘three policy Ts’ – Timely, 
Targeted and Temporary. This paper outlines the three options that have figured most 
prominently in the current debate. These are: 

• transfers based on growth differentials relative to potential growth – as outlined in 
Enderlein et al. (2013) in a Notre Europe project; 

• unemployment re-insurance scheme as advocated by Daniel Gross of CEPS; 
• an unemployment benefit system. This has been proposed by many. Here it is 

primarily the version proposed by Sebastian Dullien in a project supported by the 
Bertelsmann Foundation. 

 

3.1 Transfers based on growth differentials relative to potential growth  
This system would transfer funds from more rapidly growing economies to slower ones. They 
use a synthetic output gap as an indicator of an economy’s business cycle position. The 
transfers are then based on the difference between a Member State’s output gap and the euro 
area aggregate output gap. The fund is by definition balanced every year, and the advocates 
claim that countries come close to a net-zero position over the long run. Transfers are 
calculated by the formula:  
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Ti = a * ((yEZ – yp
EZ) / yp

EZ – (yi – yp
MS) / yp

MS) * yp
MS 

 
where y is actual and yp is potential output in Eurozone (EZ) and the individual Member State 
(MS) which are indexed with the suffix i.5 
 
The convergence indicator a, determines the redistributive ambition of the system (i.e. the 
share of the difference between the two output gaps to be offset). This would have to be 
decided in advance of establishing the system. Ti denotes the transfers to or from Member 
States which sums to zero – i.e. the system is by definition balanced every year. Thresholds 
could be added to the system to avoid payments when imbalances are small and so either 
within a margin of error (from zero) and/or not strictly necessary from a stabilisation point of 
view. 
 
Perhaps the most acute technical issue is the calculation of potential growth, which is a non-
observable and must be estimated. Obviously this is also something that must be clearly 
defined before the system is set up. The advocates of this proposal suggest the use of a 
production function method based on factor endowments, a method which the Ecofin Council 
decided in 2002 to use for all EU official calculations of potential output. 
 
The outcomes of such a system are simulated for the period since the adoption of the Euro. 
They find that, with the convergence indicator set at 0,5, that the system would reduce the 
standard deviation of growth rates by 39% corresponding to net flows of 0.196% of Euro zone 
GDP.6 
 
They provide an illustrative example for Germany, which shows that:  

• in the years 2003, 2004 and 2005 (when Germany had relatively low growth), 
transfers would have amounted to 12, 15 and 19 million euro; 

• for 2012 and 2013, the transfers from Germany would have amounted to 18 and 16 
million euro respectively. 

 
Other options for triggering transfers could be used such as deviations from the structural 
unemployment rate, a (five) year moving average in particular Member States or some other 
measure of unemployment that indicates some need for action. In contrast to a fully integrated 
EU unemployment benefit system, this would be administratively quite simple. However, as 
with the output gap system, the estimation of structural unemployment concept may not be 
straightforward. Also transfers based on unemployment statistics would not be as rapid as a 
fully integrated system. 7 
 

3.2 Re-insurance of Member State unemployment insurance schemes 
Daniel Gros (CEPS) has argued that what the Eurozone really needs is not a system which 
offsets all shocks by some small fraction, but a system which protects against shocks which 
are rare, but potentially extremely serious. A system of fiscal insurance with a fixed 

                                                 
5 Potential output is the highest level of real Gross Domestic Product output that can be sustained over the long 
term. At this level of GDP the unemployment rate equals the NAIRU or the ‘natural rate of unemployment’. 
6 A crucial assumption in these calculations is the size of the multiplier to be 1.2. Higher multipliers will yield 
greater stabilisation effects. 
7 Official EU unemployment data based on the European Labour Force Survey does take some time to be made 
available. While registered unemployment (as published by the public employment services) is much quicker it 
is not standardised and its measurement is very much at the discretion of the Member State. 

http://en.wikipedia.org/wiki/Real_vs._nominal_in_economics
http://en.wikipedia.org/wiki/Gross_Domestic_Product
http://en.wikipedia.org/wiki/Unemployment
http://en.wikipedia.org/wiki/NAIRU
http://en.wikipedia.org/wiki/Natural_rate_of_unemployment
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deductible would therefore be preferable to a fiscal shock absorber that offsets a certain 
percentage of all fiscal shocks.8  
Gros refers to studies by the IMF (2013a and 2013b), which find that roughly 20% of shocks 
to state income in the US are offset by the US federal fiscal system. Thus, if a Member State 
experienced a shock as large as recently experienced by Portugal or Ireland of around 5% of 
GDP, a 20% stabilisation (i.e. a decline of 4% instead of 5%) would be inadequate. The many 
minor cyclical shocks, which do not damage the functioning of financial markets and so 
permit borrowing at the national level, do not require Euro zone intervention. 
The European Stability Mechanism currently only provides loans not transfers. Transfers 
could be introduced by creating a system of reinsurance for national unemployment insurance 
systems. This would entail that the national systems (not directly individual members) pay 
premiums to a central fund. This fund would then pay out when the unemployment rate in that 
Member State increased suddenly above a certain high threshold. The payment would be fully 
compensating above that level and otherwise not at all. 
The advantages of this system are that it could probably be quite simply constructed and 
might possibly, partly due to its simplicity and transparency, be more politically acceptable. 
However, it is insurance and stabilises only in extreme circumstances and is thus more 
remedial than preventive. Moreover, it would not appear to have a mechanism that stabilises 
overheated economies. It is yet to be empirically developed in term of costs and stabilisation 
effects. 

3.3 European unemployment schemes 
The most advocated stabiliser, however, is for a European unemployment scheme – for 
example, as proposed by Sebastian Dullien in a project supported by the Bertelsmann 
Foundation. It is noted that the US has a Federal Unemployment insurance system and which, 
it is claimed, performs a significant stabilisation role there. However, given the existence of 
28 systems in Europe it is hardly feasible to propose a single new uniform system here, but 
one that can complement the existing systems in the various Member States. Apart from the 
different institutional and administrative systems (including the interactions with other policy 
spheres such as social assistance and active labour market policy), the systems often differ 
appreciably as regards the duration, benefit level and structure (e.g. flat or replacement rates) 
and coverage, hence it would not be useful or feasible to construct a single common system 
covering all aspects of unemployment benefit expenditure. Most proposed systems envisage 
that the European system would be a minimum upon which existing systems could build. 
The difficulty of outlining what a common European system would imply in terms of its 
macroeconomic stabilisation effect, net transfers between countries and its impact on 
protection for the unemployed, is that these vary greatly depending on the type of system 
chosen and the various parameters for a given system (for example, duration and level of the 
benefit) and it is just not possible to arrive at any empirical estimates without defining a 
system in some detail. On the other hand, this means that it may be possible to design a 
system with distributional and other outcomes that are politically acceptable. 
Most proposals consider an approach that would raise earmarked contributions (as a payroll 
tax) and pay benefits as a replacement rate.9 For example, workers would pay a contribution 
to the European scheme in proportion to their wage. European benefits (also proportional) 
would be paid for the initial period only (for example the first six or 12 months) in order to 
emphasise the short-term cyclical function of the European scheme. After that period, the 
national system would apply. The duration and benefits of the common European system 
                                                 
8 A common type of insurance is that which offers full coverage only above a given ‘deductible’ i.e. a threshold. 
9 Note that of the current euro zone members both Greece and Ireland have flat rate benefits. The appendix 
outlines further essential features of unemployment benefit systems in the Member States. 
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would constitute a minimum level that could be topped-up or extended by the national 
systems. It might be politically expedient to set the benefits around the level of the lowest 
existing replacement rate in the Member States. The level financed by the European system 
could for example be 50% of previous earnings.10 Similarly possible eligibility criteria would 
be a period of 12 consecutive months over a 24-month period.11 
Coverage of a proposed system appears to be the most difficult aspect to model empirically. 
Variation in coverage is not just an issue of eligibility criteria but is also highly dependent 
upon the characteristics of the unemployed that appears to vary considerably between 
Member States.12 Undoubtedly more empirical work is required in this field. Dullien (2014) 
provides estimates of net payments under two assumptions of coverage.  
Table 1 shows the estimates of the net transfer implications for Eurozone countries for which 
there is suitable data over the period 1995 to 2011. 
 
 Box 1. Assumptions behind estimates in Table 1 and Table 2.  
 

• All employees in the EMU are insured; they contribute a share of their wage sum 
up to a certain threshold, linked to each country’s average income. 

• The average insured wage is 80 percent of the average wage in each country. 
• The replacement payment is 50 percent of the insured wage. 
• Over the cycle, contributions to the scheme cover all payouts. 
• Unemployment insurance can build up reserves and borrow in the capital market. 
• Unemployment benefits are paid for 12 months. 
• The macroeconomic multiplier of disbursed unemployment benefits by the 

European scheme is one. 
• All of the increase in short term unemployment over the previous 12 months is 

covered plus 3% (Assumption A) or 20% (Assumption B) of total employment. 
 
Source: Dullien (2014) 

 
 
 
Table 1: Net overall payment flows by country (billion Euros) 1995 to 2011 
 Net Payments 
 Assumption 

A 
Assumption 
B 

Belgium 1.1 3.1 
Germany 11.2 21.1 
Spain -17.4 -45.5 
France 7.7 3.2 
Ireland -1.3 -0.9 
Italy 7.2 7.4 
Luxembourg 0.0 0.2 
Netherlands 1.8 11.3 
Austria -0.5 2.1 
Portugal -0.6 0.2 

                                                 
10 Note however that five Eurozone countries have gross replacement ratios below 50%. See Appendix. 
11 Some proposals include an extended benefit duration to cope with particularly severe, long lasting recessions. 
12 For example, while German eligibility criteria are stricter than Spanish, coverage is higher in Germany. 
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Finland -1.6 -3.9 
Greece -1.6 -3.1 
Source: Dullien (2014) 
 
The question is then what impact this would have on stabilisation. Dullien (2014) examines 
recessionary periods in which net payments were positive for a particular country. 
Stabilisation is measured by the percentage deterioration of the output gap that would have 
been prevented with the proposed system. See Table 2. 
 
Table 2. Stabilisation properties of an EMU unemployment insurance scheme for selected 
recessionary periods 

Country Years Stabilisation in %, 
Assumption A 

Stabilisation in %, 
Assumption B 

Belgium 2001–2003 10.1% 12.1% 
Belgium 2008–2009 4.9% 4.8% 
Germany 2001–2003 3.7% 4.7% 
Germany 2008–2009 2.2% 2.1% 
Spain 2007–2009 21.3% 24.0% 
France 1995–1996 26.3% 20.1% 
France 2008–2009 7.7% 7.6% 
Ireland 2007–2009 14.0% 14.8% 
Italy 2001–2002 7.7% 3.9% 
Italy 2008–2009 1.8% 1.8% 
Netherlands 2002–2004 18.0% 21.7% 
Austria 2001–2002 55.8% 51.7% 
Austria 2008–2009 4.7% 4.4% 
Portugal 2001–2003 7.5% 8.2% 
Portugal 2008–2009 10.5% 10.2% 
Finland 2001–2002 9.8% 7.8% 
Finland 2008–2009 3.9% 3.8% 
Greece 2001–2002 0.8% 0.2% 
Greece 2008–2011 3.8% 4.9% 

Source: Dullien 2014 
 
Various other estimations of the net payment and stabilisation effect trade-off under various 
assumptions have been conducted. Some of these were presented at a conference jointly 
organised by Bertelsmann Stiftung and the European Commission’s Directorate-General for 
Employment, Social Affairs and Inclusion entitled ‘Economic shock absorbers for the 
Eurozone. Deepening the debate on automatic stabilizers’ on 20 June 2014. Papers and 
presentations are available at 
http://ec.europa.eu/social/main.jsp?langId=en&catId=88&eventsId=992&furtherEvents=yes 
 
 
Box 2: An estimation using EUROMOD – Dolls et al (2014) 
 

http://ec.europa.eu/social/main.jsp?langId=en&catId=88&eventsId=992&furtherEvents=yes
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Perhaps the most sophisticated empirical estimations of the impact of a European 
Unemployment benefit scheme are those using the European tax-benefit calculator 
EUROMOD. Dolls et al. (2014) is one such exercise performed on the 17 current Eurozone 
countries. They consider a Eurozone scheme the main features of which are:  
– 50 per cent of previous (gross) earnings; 
– scheme is calibrated to be revenue neutral over the period 2000–2013; 
– total contribution rate (i.e. sum of employer and employee contributions) to be a payroll tax 
of 1.6 % on all employment income (1.8% if self-employed are excluded); 
– eligibility: all new unemployed with previous income for 12 months. 
 
This leads to an average yearly volume of 49 billion euros over the period 2000–2013. The 
baseline calculation finds: 
– some Member States would have been net contributors / net recipients in every year; 
– the largest net contributor (as percentage of its GDP) was the Netherlands (roughly 0.4% of 
GDP), followed by Austria, Germany, Malta, Luxembourg, Slovenia, Belgium and Italy; 
– the largest net recipient was Spain (0.5% of GDP), followed by Latvia, Greece, France, 
Slovakia, Finland, Portugal, Ireland, Cyprus and Estonia; 
– significant short-term stabilisation, with the effect diminishing the longer the crisis lasts. 
 
This is the baseline estimation and various other scenarios are explored. In particular they find 
that experience rating would be a very useful way to reduce net transfers over time.13 On the 
other hand this would obviously reduce the stabilisation effect. 
 

 
 

4. Concluding remarks and the main issues  
 

The two main systems presented in this paper imply transfers from economies operating at 
full capacity (or low unemployment) to those below capacity (or high unemployment). From a 
macroeconomic stabilisation perspective, the two systems would be in principle be equivalent 
if the unemployment insurance system simply provided funding for existing national systems, 
and indeed most unemployment benefit proposals appear to largely entail the substitution of 
national by European funding. The overall stabilisation (and the net unemployment) effect on 
European economies is difficult even to conceptualise much less estimate empirically. Some 
issues are relatively clear, however. For example, it is reasonable to assume that, due to the 
relative size of the demand multipliers in inflated relative to depressed economies, effective 
demand is increased more in the transfer receiving country more than it falls in the 
contributing country, and so with overall positive employment effects for Europe. The 
conceptually difficult issue is the determination of the counterfactual in terms of what the 
receiving country does with the transfer and how the contributing country finances it. The 
receiving country can either spend the money (with different multipliers depending on the 
precise nature of the spending), reduce (or refrain from raising) taxes or reduce government 
debt. All three options are likely to be positive on that economy, though it is probably the case 
that the first two options are most beneficial, certainly in the short term, and thus more in line 
with the idea of cyclical stabilisation. The point of the reasoning above is partly to highlight 
some of the macroeconomic issues that have not really been addressed in the literature 

                                                 
13 Unemployment insurance experience rating imposes higher contributions on firms that have laid off more 
workers in the past - in this case it would be countries. 
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referred to in this paper. Another empirically unexplored issue is whether stabilisation in one 
country may promote stabilisation even in others.  
The economic-political rationale of increased European fiscal capacity is related to the 
difficulty that the EU-legislated limitations on government debt might have on nationally 
financed fiscal stabilisation. The main social motivation is also related to the limited fiscal 
capacity that Member States in severe financial stress might experience to cope with the basic 
needs of their citizens. The main political motivation for a European approach, particularly 
one that focuses on unemployment benefit systems, is that it in a very concrete way shows the 
contribution that solidarity of Member States as coordinated by the European Union can have 
in improving the situation of the more vulnerable members of our societies. 
Debate on the relative merits of the various schemes has centred on the unemployment 
insurance system and that of transfers based on growth differentials. On the one hand there 
might be greater governmental scepticism of transfers going into a relatively un-transparent 
national unemployment insurance scheme. On the other hand, transfers based on the rather 
technical nature of growth differentials would be rather abstract to the European citizen. 
European solidarity in addressing the most concrete problem facing the millions of 
unemployed Europeans is a very attractive feature of the unemployment insurance system 
from the European perspective. 
There is some debate on the possible negative impact of transfers on structural change. 
Certainly they should be designed to not penalise rapid-growth, catch-up countries. One 
interesting way to address the possible hindrance to structural change is to explore some 
structural performance conditionality to membership in the transfer scheme. Also some 
coordination of this cyclical fund with the structural funds could be useful in this respect. 
The issue of a European scheme reducing work incentives has also been discussed. Again this 
is totally dependent upon the details of the proposed system relative to the existing national 
one. On the one hand most proposed unemployment insurance systems are envisaged to be 
based on minimum levels and so may not be expected to have any more negative work 
incentive problems than those that already exist; on the other hand proposed minimum 
schemes are actually more generous than a few existing national ones. Research generally 
shows that marginal changes in the level of compensation do not reduce work incentives and 
that in this context eligibility and benefit duration are more significant and so would require 
greater scrutiny. 
Possibly the most discussed question of all is whether built-in stabilisers lead to permanent 
transfers from one set of countries to others. Some claim that this is not necessarily the case, 
but in practice it almost certainly is the case that any system that provides significant 
stabilisation will lead to net transfers over time. Estimations of net transfers show that the net 
beneficiaries and the net contributor countries are, roughly speaking, those that one would 
expect. 
The issue of whether the stabilisation fund itself will be financially stable is possibly less 
problematic as it is more of a technical question and in in principle any system can be made 
stable by, for example, the application of ceilings (upper limits) of transfers in total or net 
positive and negative transfers in individual Member States.  
There are of course many issues regarding the practical feasibility of merging the European 
with national systems unemployment benefit systems. A percentage of previous income (i.e. a 
replacement rate) is the most common structure of benefit payment and so is usually 
envisaged in proposals for a common European system. This would require major changes in 
the flat-rate Greek and Irish systems. The taxation of benefits in, for example, Sweden would 
raise the problem of possible transfers ending up in the hands of the Swedish treasury, which 
would hardly be acceptable to net contributors. The imposition of a minimum level of 
payment to, for example, 50% of previous earnings would have the most significant impact 
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among Eurozone countries in Malta and Ireland and – for non-Eurozone countries – Poland 
and the UK. Many of the proposed European systems envisage the benefit duration of a year. 
As there are very significant differences in the duration of benefit in Member States this is 
one of the major adaptions that would be required in practice. The appendix provides some 
relevant features of unemployment benefit in Member States from various sources. 
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Appendix: Unemployment benefits system in the Member States 
 
This section outlines some of the basic features of the Unemployment Insurance systems in 
the Member States.14 These refer generally to the situation in the Member States in 2010. 
 
Figure 1: Unemployment insurance gross replacement rates in 27 EU Member States, 2010 

 
  

                                                 
14 It is based on Unemployment benefits in the EU Member States by Esser, I., Ferrarini, T., Nelson, K., Palme, 
J., and Sjöberg, O.; European Commission, July 2013. 
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Figure 2: Unemployment insurance net replacement rates in 27 EU Member States, 2010 

 
 
Figure 3: Duration of unemployment insurance benefits in 27 EU Member States, 2010 

 
 
 
 
 
Table 1: Type of unemployment assistance in 27 EU Member States, 2010 
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Figure 4: Unemployment assistance and social assistance net replacement rates in 27 EU Member 
States, 2010 

 
 
 
Figure 5: Qualifying period for unemployment insurance in 27 EU Member States 
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Figure 6: Unemployment insurance coverage rates in 27 EU Member States, 2010 

 
 
 
Figure 7: Sources of funding for unemployment insurance in 27 EU Member States, 2010 
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Table 2: Forms of state participation in financing of unemployment insurance in 27 EU Member 
States, 2010 

 
 
 
 
Figure 8: Unemployment benefit expenditures as percentage of GDP in 27 EU Member States, 2010 
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